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AN EXECUTIVE SUMMARY OF INDUSTRY NEWS

Continued, page 2

LM remembers former House T&I Com-
mittee Chair Oberstar. Logistics Management 
regrets to report that James L. Oberstar, for-
mer Chairman of the House Transportation and 
Infrastructure (T&I) Committee and Minnesota 
Congressman, passed away on May 3. He was 
79. Oberstar served in the House for 36 years 
and was the longest serving Congressman ever 
from Minnesota, according to a Washington Post 
report. The report added that in the world of 
transportation, Oberstar had an international rep-
utation as an expert and as an advocate of public 
investments to spur private growth. Oberstar 
chaired the House T&I Committee from 2006 to 
2010, and prior to that served as ranking minor-
ity member of the committee. Prior to losing to 
Republican Chip Cravaack in the 2010 mid-term 
elections, Oberstar was in the process of devel-
oping a six-year, $450 billion successor bill to 
the previous federal transportation authorization, 
SAFETEA-LU, which expired in 2009. 

Warmer weather brings higher volumes. The 
most recent edition of the Port Tracker report from 
maritime consultancy Hackett Associates and the 
National Retail Federation (NRF) paints a positive 
future for cargo growth at U.S.-based retail con-
tainer ports in the coming months. June and July 
are expected to be up 5.6 percent and 3 percent, 
respectively, with the first half of 2014 expected 
to be up 5.1 percent at 8.2 million TEU. Hackett 
Associates Founder Ben Hackett wrote in the report 
that “most economic fundamentals are pointing 
in the direction of continued sustained recovery in 
consumer demand and import volumes, much as 
we had projected.” He added that this is turning out 
to be the longest period of growth for some time. 
However, Hackett expressed concern about the 
continued high inventory-to-sales ratio, which he 
said could be due to a mix of rate negotiations and 
fear of industrial action. 

ATA’s Trucking Trends shows more market 
share gains. The role trucking plays in the U.S. 
economy was made clear in this year’s edition of 
American Trucking Trends, an annual report pub-
lished by American Trucking Associations (ATA). 
This year’s edition highlights various facets of 
trucking’s imprint on the transportation landscape, 
including that in 2013, trucks moved 69.1 percent 

of all domestic freight tonnage, up from 68.5 per-
cent the previous year; the industry collected 81.2 
percent of all freight revenue, up from 80.7 per-
cent in 2012; and trucks moved the majority of all 
NAFTA trade, hauling 55.4 percent of all trade with 
Canada and 65.4 percent of all trade with Mexico. 
As ATA’s Chief Economist Bob Costello points out 
in the report, American Trucking Trends serves 
as a snapshot of what the trucking industry and 
freight economy look like, and provides key insight 
for trucking industry stakeholders.

Ocean carriers hike rates. Trans-Pacific 
container lines continue to experience a surge 
in the eastbound bookings that began in Janu-
ary, an upswing that’s expected to continue into 
the second half of 2014, with vessel utilization 
in the mid-90 percent range via the West Coast 
ports and in the upper 90 percent range heading 
to East and Gulf Coasts ports. To cover con-
tingencies in the event of an earlier than usual 
peak season, member lines in the Transpacific 
Stabilization Agreement (TSA) have adopted a 
$400-per-40-foot-container (FEU) peak season 
surcharge (PSS) for all shipments, effective June 
15, 2014. Prior to the PSS, TSA carriers have 
recommended a guideline general rate increase 
of $300 per FEU to the West Coast and $400 per 
FEU to all other U.S. destinations to further help 
offset rate erosion seen in recent months.

More Maersk. With so much attention now 
being placed on trade agreements between the 
EU and in the Transpacific, U.S. shippers may 
wish to take a fresh look at what one leading 
ocean cargo carrier is doing within the param-
eters of the existing North America Free Trade 
Agreement (NAFTA). Starting early next year, the 
resurrected U.S. carrier, SeaLand, will be coming 
back under the auspices of Maersk Line to serve 
its existing Intra-Americas service network. This 
will also shift the logistics weight to the Caribbean 
Basin in anticipation of the Panama Canal expan-
sion. SeaLand was acquired by Maersk Line in 
October 1999. “This reorganization is an invest-
ment in our global container business,” says Vin-
cent Clerc, chief trade and marketing officer with 
Maersk Line. “It enhances and strengthens service 
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in this important and growing trade region, as well 
as the future of our overall global service network.”

Tough times continue for the USPS. The 
United States Postal Service (USPS) reported a 
net loss of $1.9 billion for the fiscal second quar-
ter, marking the 20th loss the service has incurred 
over the last 22 quarters. Even though it took a 
net quarterly loss, operating revenue was up 2.3 
percent at $16.7 billion. Despite another steep 
loss, there were some glimmers of optimism ema-
nating from the USPS, at least on the Shipping 
and Package Group side. For the fiscal second 
quarter, USPS officials said that the group’s rev-
enue was up 8 percent, or $252 million, and was 
driven largely by e-commerce growth. Revenues 
for its last-mile services—Parcel Return and Parcel 
Select—were up 26.4 percent.

Internet of things expanding before our 
eyes. The future explosion in the number of 
intelligent devices will create a network rich with 
information that allows supply chains to assemble 
and communicate in new ways, so says analysts 
at Gartner, Inc. The research firm forecasts that 
a 30-fold increase in Internet-connected physi-
cal devices by 2020 will significantly alter supply 
chain leader information access and cyber-risk 
exposure. The Internet of Things (IoT) is forecast 
to reach 26 billion installed units by 2020, up 
from 0.9 billion just five years ago, and will affect 
the information available to supply chain manag-
ers and how they run their operations. “Because 
of the fast pace at which it is emerging, it’s 
important to put IoT maturity into perspective, so 
supply chain strategists need to be looking at its 
potential now,” said Michael Burkett, managing 
vice president at Gartner. 

Matson bullish. Adhering to its initial positive 
forecast for 2014, Matson, Inc. says its businesses 
performed as anticipated in the first quarter of 
2014, driven by sustained demand in their core 
markets. “While the timing of fuel surcharge col-
lections significantly affected financial results dur-
ing this [past] quarter, our businesses are running 
well and continue to generate substantial cash 
flow,” said Matt Cox, Matson’s president and 
CEO. “Coupled with our recent debt financing, we 

have ample capacity to fund our new-build ves-
sel commitments, pursue growth opportunities, 
and maintain a healthy dividend.” Cox added 
that Matson continues to be encouraged by 
their prospects in Hawaii and in a strengthening 
broader economy that will positively shape vol-
ume in their Jones Act trades and in logistics.

ISM report signals strong momentum. The 
outlook for growth in both the manufacturing and 
non-manufacturing sectors for the remainder of 
2014 can be described as “very good.” That’s 
the general thesis of the Spring 2014 Semiannual 
Economic Forecast issued by the Institute for 
Supply Management (ISM). For manufacturing, 
the ISM said that revenue is expected to increase 
5.3 percent this year (up from 4.4 percent in 
December), capital expenditures are pegged at 
10.3 percent (up from 8.0 percent), and capacity 
utilization is now at 82.3 percent (up from 80.3 
percent). On the non-manufacturing side, revenue 
is expected to rise 2.7 percent through the rest 
of the year, with capital expenditures predicted 
to head up 10.8 percent (up from 4.6 percent 
in December). Non-manufacturing production 
capacity, or the capacity to produce products 
or provide services in this sector, is expected 
to head up 3.1 percent in 2014 compared to 
December’s prediction of 1.9 percent. 

Big rate changes ahead for FedEx Ground. 
Effective January 1, 2015, FedEx Ground, a unit 
of FedEx, will apply dimensional weight pricing 
to all shipments moved via FedEx Ground, as 
opposed to its current method of applying dimen-
sional weight pricing to packages that measure 
three cubic feet or more. FedEx defines dimen-
sional weight pricing as “a common industry 
practice that sets the transportation price based 
on package volume—the amount of space a 
package occupies in relation to its actual weight.” 
Jerry Hempstead, president of Orlando, Fla.-
based parcel consultancy Hempstead Consulting, 
told Logistics Management that this is not a pric-
ing change for the better for shippers. “Say you 
put 5 pounds in a box that is 3 cubic feet,” he 
said. “Today you get charged for 5 pounds, and 
January 1 you get charged for 32 pounds. Based 
on the new rule, a one-cubic-foot box, or a box 
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of 1,728 cubic inches, will be charged the greater 
of the actual weight or the dimensional weight, 
which in this case is 11 pounds.”

Decreasing pay day? The Institute for Sup-
ply Management (ISM) released its 2014 Salary 
Survey that revealed a decrease in salary for 
the members surveyed, and the fact that com-
pensation was the most important factor for job 
candidates evaluating opportunities in the supply 
management industry. ISM’s ninth annual salary 
survey finds that the average base compensation 
for all participating supply management profes-
sionals was $101,608, a decrease of 2 percent 
compared to the average for 2012 ($103,793). A 
majority of respondents (62 percent) still received 
a bonus in 2013 (down from 68 percent in 2012). 
The median bonus was $8,300, up 4 percent 
from 2012. The study showed that total compen-
sation package that includes bonuses and stock 
options significantly increases pay. 

Air up. The International Air Transport Associa-
tion (IATA) released data showing airfreight mar-
kets in March were up 5.9 percent compared to 
a year ago and capacity grew 3.4 percent. While 
this marks a significant improvement in volumes 
compared to March 2013, much of the growth 
took place in the final quarter of 2013. Since the 
beginning of the year, air cargo volumes have been 
basically flat. This plateau in volumes is consistent 
with the recent pause in improvements to busi-
ness confidence and world trade. Business condi-
tions in the U.S. and Europe, however, provide a 
reason to be cautiously optimistic for a resump-
tion of growth in the months ahead. Rising export 
orders, in particular, are expected to give positive 
momentum to U.S. and European markets. But 
this is balanced against the impact of a slowdown 
in Chinese manufacturing, which is now into its 
fourth month. 

Volatility in demand has become the norm. 
In today’s business environment, companies 
remain “cautiously optimistic,” observes Ted Fer-
nandez, chairman and CEO of global business 
advisory firm The Hackett Group. “Most compa-
nies in the S&P 500 beat their guidance for the 
first quarter,” he says. “But mixed guidance has 

been the issue as companies continue to struggle 
to meet growth objectives.” Fernandez added 
that many companies have been quick to turn to 
productivity initiatives to hit earnings targets. “This 
should improve as the U.S. economy continues 
to show better signals, but for now there remains 
cautious optimism across the globe.” According to 
Fernandez, finding sustainable demand continues 
to be more challenging than expected as we now 
approach the 6th anniversary of the financial crisis. 
“Volatility in demand has become the norm, and 
companies understand that they need the ability to 
quickly recalibrate.”

Logistics deal activity starts year off at 
slower pace, says PwC. The first quarter of 
2014 did not pick up where the fourth quarter of 
2013 left off when it comes to merger and acqui-
sition activity in the transportation and logistics 
sectors, according to PwC’s report Intersec-
tions: First Quarter 2014 Global Transportation 
and Logistics Industry Mergers and Acquisitions 
Analysis. PwC reported that there were 37 deals 
worth $50 million or more in the first quarter 
for a cumulative $16.1 billion compared to the 
fourth quarter’s 75 deals representing a cumu-
lative $27.2 billion. And the first quarter was 
nearly even on an annual basis when stacked up 
against the first quarter of 2013, which saw 41 
deals for a cumulative $16.2 billion.
 
Hello ArcBest, Goodbye Arkansas Best. 
Arkansas Best Corp., parent of 90-year-old ABF 
Freight System (the nation’s eighth largest LTL 
carrier) has changed its name to ArcBest Corp., 
effective May 1. Its stock symbol has changed from 
ABFS to ARCB. The Fort Smith, Ark.-based freight 
company also unveiled a new unified logo system 
for its various units. The company said that it was 
trying to “strengthen its identity as a holistic provider 
of transportation and logistics solutions” for its wide 
variety of customers. “This marks an exciting new 
era for our organization,” ArcBest President and 
CEO Judy McReynolds said. “The new name, logo 
system, and advertising campaign we are unveil-
ing allow us to more clearly communicate our total 
value proposition to our customers, our employees, 
and our shareholders through one unified identity 
under the ArcBest umbrella.” M
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in casual conversation with friends, 
it surprises me how many myths still exist 
around moving freight by rail. “It must be 
slow, unmanageable, old fashioned.” Rail 
seems to conjure memories of pillows of 
steam hovering over charming brick sta-
tions, or lonely whistles heard from a dis-
tant train snaking through the countryside. 

As Pricing columnist Pete Moore 
points out this month, myths revolving 
around rail and rail intermodal are, surpris-
ingly, still quite prevalent among logistics 
professionals as well. Following a recent 
encounter he had with a logistics execu-
tive from a brick manufacturing facility, 
it became clear that shippers envision 
intermodal as only ocean vans in 35-foot 
or 53-foot lengths. Or worse, they see rail 
as carload-only service that requires time-
consuming transloading.

For shippers who still find themselves 
stuck in this rut, Moore offers practi-
cal tips (page 17) to consider when you 
decide to open your planning to, dare I 
say, one of the more dynamic modes LM 
has been covering over the past five years.

“Shippers need to realize that highway 
and rail—particularly for moves over 500 
miles—are competitors, and for long dis-
tances highway carriers use intermodal 
as an alternative to sending drivers far 
from home base,” says Moore. “There’s 
little doubt that shippers can increase 
their flexibility, raise competition for their 
freight, and drastically cut costs when 
they fully understand how rail intermodal 
can work into their network.”

Group News Editor Jeff Berman fol-
lows Moore’s lead to further dispel the 
myths in his 2014 Rail/Intermodal Round-
table. As he has for the past six years, 
Berman has pulled together three top rail 
analysts to offer logistics professionals the 
ultimate update on the rails (page 24).

“More than any other modes, the rail-
road and intermodal sectors have shown 
impressive flexibility in being able to roll 
with the economic and demand trends 

since the Great Depression,” says Ber-
man. “Volumes since that time have made 
steady annual gains and are on track to 
exceed pre-recession levels.”

In fact, the first quarter intermod-
al volumes showed continued growth 
despite the grueling winter, while domes-
tic containers have been historically 
impressive over the years, showing an 
eight-year cumulative average increase of 
8.6 percent between 2005-2013.

Much of the success on the rails 
over this time is due in large part to the 
record high investment that the rail car-
riers continue to sink into equipment, 
infrastructure, and IT. According to the 
Association of American Railroads, the 
North American Class I carriers pledged 
to spend $24.5 billion in 2013, with $13 
billion allocated to upgrade capacity. 
The result has been improved service 
levels, increased reliability, and efficien-
cy levels that are helping to erase those 
bygone images of grit and steam. 

And while service progress has been 
impressive, Berman and panel point out 
that challenges such as the possibility of 
re-regulation, shipper pushback on rates, 
and complications from the influx of vol-
ume stemming from shale production and 
related products are all currently putting 
pressure on rail network performance.

“However, carriers continue to invest 
billions in infrastructure and new loco-
motives to add capacity and reduce bot-
tle necks,” adds panelist Bill Rennicke, 
partner at Oliver Wyman. “So, long-
term improvements should be expected 
despite the challenges.”
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priceTRENDS
Pricing across the transportation modes

% CHANGE VS.: 1 month ago 6 mos. ago 1 yr. ago

Deep sea freight 0.1 1.2 1.2
Coastal & intercoastal freight 0.0 3.4 4.7
Great Lakes / St. Lawrence Seaway 0.4 3.4 4.7
Inland water freight 0.1 1.3 0.7

% CHANGE VS.: 1 month ago 6 mos. ago 1 yr. ago

Rail freight 0.1 1.2 1.2
  Intermodal 0.0 3.4 4.7
  Carload 0.4 3.4 4.7

TRUCKING
Trucking prices overall are traveling slowly on a calm and 
predictable route northward. Transaction prices for LTL ser-
vice in April increased 1.6% from month-ago and 5.2% from 
same-month-year-ago levels. Truckload prices at the same time 
declined 0.1% from a month ago, but stood 1.3% higher than a 
year ago. To get a better sense of the trends, look at the latest 
year-over-year inflation figures. Here we see LTL tags accelerat-
ing at a 2.9% pace and TL increasing 0.3%. At the same time 
last year, inflation rates for LTL and TL had clocked at 5.4% and 
2.9%, respectively. In 2014, average annual prices will be up 
2.5% for LTL and 1.4% for TL. In 2015, tags will be up 3.1% for 
LTL and 1.8% for TL. 

AIR
Although specific airliners have reported an encouraging 
increase in cargo-ton miles, the U.S. air cargo industry overall 
has been unable to push up transaction prices very far. In April, 
average prices for cargo on scheduled flights fell 0.1% and on 
non-scheduled flights dropped 1.1%. The year-over-year inflation 
rates for both these services have canceled each other out, with 
scheduled air cargo tags up 0.5% and nonscheduled down 0.5%. 
Global air cargo inflation rates, however, continue flying strong at 
a 6% pace or faster. U.S. freight forwarders reflect this reality with 
their year-over-year prices up 2.8%. Our forecast for air cargo 
prices (on scheduled flights) shows prices up 1.4% in 2014 and 
2.6% in 2015.

WATER
With an inability to raise prices, rough seas continue for ves-
sels operating on inland waterways. Indeed, inland waterway 
cargo prices in April dropped 9.7% from month-ago and sank 
17.4% from same-month-year-ago levels. Mitigating the problem 
somewhat, prices for inland waterways towing increased 12.1% 
from a year ago. Year-over-year inflation trends paint a dismal 
picture, too. Inland waterway prices currently are declining at a 
5.6% pace. That rivals the 7.6% deflation record set in April 2010. 
Great Lakes and St. Lawrence Seaway cargo ships have also 
seen year-over-year prices deflate at a 3.5% rate. Only deep-sea 
vessels have seen pricing strength, but even here prices are up 
only 0.7%.

RAIL
The rail transportation industry has enjoyed steady demand 
gains with carload freight traffic and intermodal freight traffic 
up 6.4% and 9%, respectively, from a year ago. Alas, the rail 
oligarchy has had to bend to the will of the today’s low-inflation 
economy. In April, intermodal rail transaction prices declined 
0.1% and carload tags increased 0.7% from a month ago. The 
year-over-year inflation rate for intermodal and carload rail ser-
vices now stands at 2% and 2.2%, respectively. For the carload 
market, the current 2.2% rate is only half as big as the inflation 
rate that the industry won in 2013 and is more than six points 
lower than April 2012. 

% CHANGE VS.: 1 month ago 6 mos. ago 1 yr. ago

General freight - local 0.0 0.0 0.0
TL -0.1 1.7 1.3
LTL 1.6 2.2 5.2
Tanker & other specialized freight -0.1 0.5 1.0

% CHANGE VS.: 1 month ago 6 mos. ago 1 yr. ago

Air freight on scheduled flights -0.1 0.1 0.5
Air freight on chartered flights -1.1 -2.5 7.0
Domestic air courier 0.2 4.1 2.9
International air courier  0.2 4.5 3.4
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www.lynden.com/lint  1-800-926-5703

Lynden International proudly provides high quality freight forwarding services around the world and the 
most effi cient shipping available to you. By using state-of-the-art equipment, our own EZ Commerce 
technology and our exclusive Dynamic Routing system, we are able to control the speed and cost of 
your shipments to bring the most value to your specifi c shipping needs. Let our team of professionals 
create an innovative transportation solution for you!

Quality, effi cient, professional... 
Lynden International!
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Supply chain stakeholders call 
on ILWU and PMA to reach a deal

SAN FRANCISCO––Ahead of negoti-
ations between the International Long-
shore and Warehouse Union (ILWU) 
and the Pacific Maritime Association 
(PMA), a letter sent to ILWU President 
Robert McEllrath and PMA Chairman 
and CEO James McKenna pleaded 
the case for the sides to come to an 
agreement ahead of the June 30 labor 
contract deadline for West Coast dock-
workers. 

More than 60 maritime and supply 
chain industry stakeholders contrib-
uted to the letter, including manufac-
turers, farmers, wholesal-
ers, retailers, distributors, 
transportation and logistics 
services providers, as well as 
industry associations such 
as the National Retail Fed-
eration and the Airforward-
ers Association.

“We urge you to make 
every possible attempt to 
conclude an agreement on 
a new contract before the 
current year expires on June 
30,” the letter stated. “It is 
critical that a new agree-
ment be reached without 
disruptions to the move-
ment of freight.”

The letter also noted that 
failure to reach an agree-
ment would have a serious 
impact on the economy, 
with the potential for dis-
ruptions in the flow of com-

merce at West Coast ports, creating fur-
ther uncertainty and forcing shippers 
to develop contingency plans—costly 
moves in terms of jobs and economic 
competitiveness. The letter also cited 
the 2002 West Coast work stoppage at 
ports that caused an estimated $15 bil-
lion in reported losses.

The ILWU represents nearly 14,000 
port workers in California, Oregon, and 
Washington. According to industry 
estimates, more than 40 percent of 
U.S. incoming container traffic moves 
through West Coast ports at the Ports 

of Los Angeles and Long Beach. 
ILWU president Bob McEllrath has 

told members to “hold the line” and 
encouraged them to propose strategies 
to address the challenges ahead, includ-
ing jurisdiction efforts by the employers 
and other unions that “poach” Long-
shore jobs, increased employer and 
government pressure to cut benefits, 
and employer efforts to replace workers 
with new technology.

As for the PMA’s stance, a report in 
the International Business Times cited 
the PMA as pointing to lost market 

The clock continues to tick as West Coast ports face risk of productivity 
issues and shippers dust off their contingency plans.

By Jeff Berman, Group News Editor



WASHINGTON, D.C.—Washington 
has a problem. It needs to produce a fully 
funded, multi-year surface transportation 
bill and find a way to pay for it in an elec-
tion year before the end of September.

Even senators involved in the sausage-
making exercise known as “lawmaking” 
are skeptical of being able to produce 
such legislation on a tight deadline.

According to Sen. Roy Blunt (R-Mo.), 
a member of the Senate Commerce 
Committee’s Surface Transportation and 
Merchant Marine Infrastructure, Safety 
and Security subcommittee: “In the Sen-
ate today, I am hesitant to use the words 
‘produce legislation.’”

Blunt spoke at an “Infrastructure 
Week” event coordinated by the Ameri-
can Trucking Associations (ATA) at its 
Capitol Hill office last month. However, 
other senators were slightly more opti-
mistic during the event. 

Sen. Tom Carper (D-Del.), chairman 
of the Senate Environment and Public 
Works Committee’s Transportation and 
Infrastructure subcommittee, said that 
there were “all kinds of ideas” floating 
around Capitol Hill on infrastructure. 
“There is no silver bullet, but maybe 
there are some silver BBs,” Carper said. 
“Maybe we could put together a tapestry 
of ideas.”

So far that tapestry of ideas to replace 
the current two-year, $109 billion “MAP-
21” that expires Sept. 30 includes Pres-
ident Obama’s four-year, $302 billion 
proposal of interstate tolling or a mile-
age-based revenue system to replace or 
supplement the federal fuel tax, and the 
Senate Environment and Public Works 
(EPW) Committee’s six-year proposal 
that keeps funding at the current levels—
but with no specific way to pay for it.

Indeed, paying for the bill is a neces-
sity. The Highway Trust Fund (HTF) is 
on track to be exhausted by August, when 
Congress will be on its six-week summer 
vacation. However, this wouldn’t be the 
first time this has happened. Since 2008, 
the General Fund of the U.S. Treasury 
has bailed out the HTF to the tune of 
about $54 billion, and it’s likely to do the 
same late this summer.

Some 87 percent of the HTF comes 
from the federal tax on fuel—18.4 cents 
on gasoline, 24.4 cents on diesel. These 
amounts have remained unchanged since 
1993. Truckers have been openly plead-
ing with Congress to raise the fuel tax, 
partially because it’s commonly called 
an “Ex-Lax” tax by truckers—because it’s 
easily passed on to shippers.

Sen. Carper is proposing to restore the 
buying power of the federal fuel tax to 
where it was 21 years ago and then index-
ing it to inflation. He’s calling for a 3-cent 
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share and the need to increase efficien-
cy to maintain a competitive advantage 
against ports in Canada, Mexico, and the 
U.S.-based East and Gulf Coast ports. 

The report added that the PMA claims 
annual earnings for full-time longshore-
men average $132,046 along with gener-
ous, no-deductible health benefits. The 
ILWU says that the current labor con-
tract calls for $35 per hour for the most 
experienced workers, or an annual salary 
of $72,800 per year. 

The specter of a possible West Coast 
port labor shutdown is keeping retail 
shippers attentive, forcing them to pre-
pare for alternative outcomes depending 
on how long it takes for the PMA and 
ILWU to reach an accord. 

In the meantime, the forecast for vol-
umes at retail container ports in the com-
ing months is largely positive, according 
to the monthly Port Tracker report issued 
by the NRF and maritime consultancy 
Hackett Associates. For May volumes, 
the report expects to see a 3.5 percent 
increase at 1.44 million twenty-foot 
equivalent units (TEU), with June and 
July expected to be up 5.6 percent and 3 
percent, respectively. 

Jonathan Gold, vice president for sup-
ply chain and customs policy at NRF, 
said that these negotiations are critical, 
with West Coast ports being such an 
important part of the global economy as 

a gateway to Asia for import and export 
activity. 

“If talks go only a couple days past the 
expiration of the contract, then shippers 
should be fine, but it could be a different 
story if things go longer as far as being 
able to get product to market,” said Gold. 

As for contingency plans if negotia-
tions go longer than expected, Gold said 
that one option for importers is to ship 
early so that there’s sufficient inventory 
on hand, although it comes with addi-
tional costs. Another option is shifting 
cargo to East and Gulf Coast ports as well 
as Canada and Mexico, with air cargo as 
an option for last minute orders.  

Most larger shippers have already 
incurred costs for contingency planning 
by now, in some cases securing capacity 
on non-U.S. West Coast routes just in 
case of disruption this year, according to 
Paul Bingham, economics practice leader 
in the transportation division of consult-
ing firm CDM Smith.

“Preparations among some shippers 
began many months ago knowing that 
negotiations this year could be challeng-
ing,” explained Bingham. “That basic step 
for many shippers was first to increase 
use of non-U.S. West Coast liner service 
with carriers in an attempt to assure 
space availability in the event of a dis-
ruption by having a preferred existing 
customer status.” M

INFRASTRUCTURE

Congestion Ahead: Merging disparate 
transportation bills into a well-funded solution
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WASHINGTON—The National Labor 
Relations Board (NLRB) is in the final 
step of issuing contentious, labor-friendly 
regulations that would create sweeping 
changes to the way the union organizing 
elections are held.

Non-union trucking compa-
nies, such as FedEx and others, 
say that these regulations would 
amount to what they’re call-
ing “Ambush Election Rules.” If 
adopted, the rules would:

• Reduce the time from peti-
tion to election day from the cur-
rent target time of 42 days to as 
few as 19 days or less.

• Require employers to divulge 
much more personal informa-
tion about voters such as per-
sonal phone numbers and e-mail 
addresses.

• Require employers to make 
important decisions about who 
should be able to vote in elections 
in very short periods of time.

• Remove the right of parties 
to challenge decisions about who 

is eligible to vote until after the election 
is held.

These so-called “quickie” elections are 
seen as biased against employers, who 
would have much less time to fight back 
against union organizing efforts through 

employee education.
The proposal is backed by three of 

the five NLRB board members, includ-
ing Chairman Mark Gaston Pearce. The 
proposal is angering so many businesses 
that a coalition of 141 businesses groups, 
including the American Trucking Associ-
ations (ATA), has been formed to oppose 
or at least delay it. The proposal has 
drawn in excess of 75,000 public com-
ments filed at the agency.

“These are modest, common sense 
changes that preserve due process and 
strengthen the secret ballot process,” 
said Teamsters President James Hoffa 
in the union’s comments. “They update 
election methods so they are compatible 
with today’s technology.”

Representing the pro-business view-
point, ATA General Counsel Prasad 
Sharma said in his comments: “The 
board’s proposed rule represents a 
results-oriented tipping of the balance 
of employer and employee interests in 
favor of the unions that contravenes 
the direction set forth by Congress in 
the National Labor Relations Act and 
that addresses too sweepingly an alleged 
problem in an area where the board has 
consistently met its targets.”

Currently, unionized truckers—main-
ly belonging to the Teamsters—amount to 
about 5 percent of the 700,000 employ-
ees at the trucking companies registered 
at the Department of Transportation. 

That figure is down from around 
90 percent prior to the Motor Car-
rier Act of 1980 that economically 
deregulated the industry.

Originally proposed in 2011, the 
NLRB rules in question were rein-
troduced earlier this year. They’re 
designed to reduce the amount of 
time between when a union-orga-
nizing petition is filed and when an 
actual vote takes place.

One of the key components of 
the new rule is timing. Previously, 
the old rules relating to conduct-
ing union organizing elections said 
an election should be held within 
a 42-day window from when the 
petition is filed to when the election 
is held.

The new rule speeds up that pro-
cess. It says: “The regional (NLRB) 

to 4-cent increase annually for four years 
to restore the tax’s effective buying power. 
That’s considered a long shot in an elec-
tion year, but remains unbowed.

“We have to figure out the right 
thing to do, not the most expedient 
thing,” Carper said, adding that even 
some Republicans like his idea. “If I 
had said that six months ago they would 
have thrown me out of the room. I 
mentioned it a few weeks ago, and they 
didn’t.”

Then, there’s the idea of tolling. Put-
ting tolls on the existing free lanes of 
50,000 miles of the interstate system 
could provide more than $50 billion 
annually; however, that proposal faces 
stiff headwinds.

Trucking interests much prefer the 
tax hike to increased tolling. Phil Byrd, 
president and CEO of Bulldog Hiway 
Express and ATA chairman, said truckers 

are against tolls on existing interstates for 
three reasons: Those highways already 
have been built and paid for; it’s effec-
tively double taxation; and tolls are ineffi-
cient, with overhead consuming as much 
as 25 percent of overall revenue.

In one of the few instances where big 
trucking companies and independent 
owner-operators agree, the Owner Oper-
ator Independent Drivers Association 
(OOIDA) blasted the Obama adminis-
tration’s tolling proposal. OOIDA called 
it a “negative provision” that would cre-
ate a “patchwork” of state-controlled 
toll roads in place of a unified Interstate 
system.

“Any proposal that moves away from a 
user-fee funded transportation system is 
not going to be acceptable to the Ameri-
can trucking industry—period,” ATA 
President and CEO Bill Graves said.

––John D. Schulz, Contributing Editor 

NEWS analysis

LABOR REGULATION

Non-union truckers brace for new NLRB 
rules allowing “ambush” union elections
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www.36ftclear.com

throughout the first several months of 
the year, potentially holding down the 
growth of domestic container volumes,” 
stated the report.

Conversely, this led to increased trail-
er activity, with IANA explaining that the 

weather may have also played a major 
role in the outsized growth in trailer ship-
ments. Trailer usage grew 15 percent and 
24 percent, respectively, in the Northeast 
and Eastern Canada.

—Jeff Berman, Group News Editor

NEWS analysis

director shall schedule the election for 
the earliest day practicable consistent 
with these rules.” Non-union truckers 
say this is unfair, and makes it virtu-
ally impossible for carriers to fight back 
against union organizing efforts.

“In my opinion, these rules are all 
about keeping employees from getting 
accurate information,” said Doug Topol-
ski, a labor and employment attorney 
with Ogletree Deakins, a law firm in 
Washington, D.C.

Topolski added that due to manda-
tory procedures involved, the likely effect 
would be to reduce typical election times 
from the current 42 days to about half 
that. “Ambush elections can happen just 
that quickly, he said.”

––John D. Schulz, Contributing Editor 

INTERMODAL

Q1 intermodal 
volumes up despite 
weather challenges
CALVERTON, Md.—First quarter 
intermodal volumes showed growth in 
spite of challenging winter weather con-
ditions, according to the Intermodal Mar-
ket Trends & Statistics Report released 
by the Intermodal Association of North 
America (IANA).

Total intermodal volume move-
ments were up 2.6 percent compared 
to the first quarter of 2013. But unlike 
the previous six quarters, first quar-
ter growth came with a twist: Trail-
ers’ growth rate at 7.5 percent topped 
domestic containers, which grew 3.2 
percent annually.

Domestic containers, said IANA, 
have been historically impressive over 
the years, with an 8-year cumulative 
average increase of 8.6 percent between 
2005-2013, including the 2009 eco-
nomic downturn. IANA reports that the 
first quarter’s 3.2 percent annual gain is 
the lowest growth rate since 2009.

“The weather deterred a good 
amount of economic activity, while 
employment, retail sales, and many 
other economic indicators struggled 
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with Jeff Berman

Pondering the state of the economy

Growth in employment and manufacturing 
in some key sectors such as construction 
and motor vehicles is an indicator that the 
economy is strengthening.

Are things really what they seem when we look at 
how the economy currently stands? Given what we 
have seen and experienced in recent years, it’s a valid 
question.

Why? Well, for one thing, many economic metrics 
suggest that this recovery is different than others, and 
unlike years past, there seems to be more momentum 
this year, and a “second-half swoon” may not occur as it 
has over the past couple.

But before anyone gets too excited about what 
the current trend lines might suggest, let’s keep 
in mind that the first quarter preliminary GDP 
estimate from the United States Department of 
Commerce barely pushed the needle at 0.1 percent 
growth. However, we need to consider the role that 
one of the worst winters in recorded history played 
in establishing that paltry number.

And while GDP was down, the unemployment rate 
dropped to 6.3 percent, which is a respectable figure 
to be sure, especially considering where it was not that 
long ago. Yet that drop in unemployment comes with 
the caveat: the number of people in the labor force 
actually dropped by 860,000. Even so, it’s still more 
of a positive than a negative when assessing where 
things stand.

Other mainstream economic metrics provide some 
cause for optimism, too, with retail sales showing steady 
growth and the fact that U.S. consumer confidence is 
approaching pre-recession levels, according to the recent 
Nielsen Global Consumer Confidence Index.

This recent index made the case for better times 
ahead for the U.S. economy based on the following 
points: an increase in consumers putting more money 

into savings accounts; a decline in unemployment num-
bers; and increasing equity and home prices. Nielsen 
noted that continued consumer confidence will be 
contingent on further gains in the labor and housing 
markets, along with a continued sound economic policy.

To be sure, what’s happening in the mainstream 
economic front has a direct correlation to the freight 
economy front—although there have been times in 
recent years where there have been disconnects.

In the most recent edition of the Cass Freight 
Index Report, Rosalyn Wilson, senior business ana-
lyst with Delcan Corp. and author of the Annual 
CSCMP State of Logistics report, observed that 
despite the tough winter and minimal first quarter 
GDP number, freight volumes are set to expand.

“Growth in employment and manufacturing 
in some key sectors such as construction and 
motor vehicles is an indicator that the economy 
is strengthening,” Wilson wrote. “The fast-paced 
expansion from the first quarter should settle into 
moderate growth in the second quarter.”

Those are some encouraging thoughts to chew 
on from someone who knows her stuff. While 
things are far from perfect, it will be interesting 
to see how things shake out as we approach the 
second half and beyond. 

Will we see yet another economic head fake? Or 
will we see the semblance of truly steady and secular 
growth? It’s still too early to tell, but at least there are 
more positive signs flashing than we’ve seen at this 
time in years past. M
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Breaking the rail intermodal myth

I joined my son at his church last week and hap-
pened to meet a senior executive from a brick manu-
facturing company. When this gentleman learned of my 
logistics background, he asked if I knew anyone who 
had flatbed trucks.  

His transportation team was projecting a shortage of 
“hundreds” of trucks in the coming weeks. He told me 
that the team was using “load board” sites 
and working the phones to get individual 
trucks to take loads. Then we commiser-
ated about the “cowboy” image of flatbed 
operators and the lack of a large flatbed 
carrier the he could partner with to set up 
a comprehensive contract.  

I asked him if the transportation team looked at 
soft-side highway vans and intermodal as alternatives. 
He was aware of the first, but surprised me by stating:  
“Railroads are just unreliable, so we stopped shipping 
rail years ago.”

I knew at once that he was referring to traditional 
rail operations in large flatbed railcars. I spoke with 
him about intermodal, schedules, and their improved 

reliability. I assured him that 
there are soft-side intermodal 
containers as well.

“The flatbeds or soft-sides 
are needed because the receiv-
ers often have to unload from 
the side from the ground at 
construction sites and storage 
yards,” I told him. He thanked 
me and he left with a number 
of questions for his transporta-
tion team.  

This encounter reminded 
me that many myths still exist 
about intermodal rail. Some 
shippers see intermodal as 
only ocean vans in 35-foot to 
53-foot lengths. Worse, some 
are still picturing rail as carload 
service requiring transloading. 

Shippers need to realize that highway and rail—par-
ticularly for moves over 500 miles—are competitors, 
and for long distances highway carriers themselves use 
intermodal rail as an alternative to sending drivers far 
from home base. 

The need for flatbed or side-loading service raises 
some questions about equipment options for intermodal 

shippers. For many years these have been obtainable in 
limited quantities and little known. 

As intermodal becomes more integrated with high-
way, the alternate equipment types will become more 
readily available. Shippers with the need for specialized 
trailers, tanks, and heavy equipment carriage can then 
feel confident of having a competitor in over-the-road 
to call for large volumes of product needing special 
equipment. 

When looking at intermodal options, shippers need 
to do some research into several factors that will drive 
cost and service. Here are three key factors to consider.

First, what lanes of traffic are a good fit for both you 
and the provider? Can they integrate your traffic into 
their network? Do they have customers with a need for 
similar equipment in the opposite direction? Can they 
meet your delivery service requirements? 

Second, is the equipment available nearby or can it 
be? Which intermodal yards are close by and do they 
have capacity for your business? 

Third, after the equipment questions are answered 
and service seems acceptable, what is the cost? Inter-
modal often compares well with highway, and the 
regularity of train schedules is a nice juxtaposition to 
“cowboy” flatbed operations. 

Shippers can increase their options and raise com-
petition for their freight by thinking outside the box—or 
in this case, outside the flatbed. M

The need for flatbed or side-loading service raises 
some questions about equipment options for 
intermodal shippers. For many years these have been 
obtainable in limited quantities and little known. 
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many logistics and supply chain executives bemoan 
the fact that their people aren’t generating enough new 
ideas. However, often the fault lies with the companies 
themselves. Comfortably nestled inside the box, most 
organizations don’t work hard enough to nurture and 
support entrepreneurialism and innovation. According 
to an Accenture study, tons of ideas are float-
ing around a typical company. 

The current digital revolution in business 
makes entrepreneurial thought—and action—
doubly important. Not long ago, competitors 
had time to fashion responses to competitors’ 
introduction of a truly new product, process, 
or service. 

Film photography saw digital coming for 
years. Today, however, new digitally empow-
ered business models can be catastrophic 
for incumbents because there is so little time to react. 
Eighteen months after Google launched Google Maps 
Navigation, the GPS device market had lost up to 85 
percent of its market cap.

So, what can companies do to foster and acceler-
ate innovation? A good place to start is define what 
you want. Most employee-generated ideas probably 

shouldn’t grow legs: too narrow, insufficiently relevant, 
or maybe too internally focused. Thus a critical need 
is helping employees create ideas that align with the 
company’s strategic goals. 

Out-of-the-box thinking in supply chain manage-
ment is a great example. Re-conceptualizing third-party 

relationships, launching collaborative design and man-
ufacturing initiatives, and developing flexible capacity 
and flexible pricing programs can be just as rewarding 
as creating breakthrough products. 

Unfortunately, a recent Accenture survey of 519 vice 
presidents, directors, and managers at large U.S., U.K., 
and French firms reveals that investing in new process 

and business models has fallen by more than 10 
percent in the last three years.

Companies also need to cast a wider net. More 
than half the aforementioned survey population 
believe that their company does not support ideas 
from all levels of the workforce. The implication 
is that leadership thinks good ideas come solely 
from business decision makers and that rank and 
file employees have little to contribute. 

Another innovation key is to make time for 
innovation. When asked to identify the biggest 
barrier to entrepreneurialism, survey respon-
dents were most likely to say they’re too busy to 
pursue new ideas. 

How have some of the world’s most innova-
tive companies fixed this problem? Gmail and 
AdSense were partly the result of Google’s deci-
sion to let employees spend up to 20 percent 
of their time working on pet projects. And 3M 
allows employees to spend 15 percent of their 

Entrepreneurial thought for logistics 
and supply chain managers
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Pearson on Excellence

Re-conceptualizing third-party relationships, 
launching collaborative design and 
manufacturing initiatives, and developing 
flexible capacity and flexible pricing programs 
can be just as rewarding as creating 
breakthrough products.

Incentivizing risk taking
and rewarding efforts
Employees need more support from management

General support from management to try something new

Very important in fostering
an entrepreneurial attitude

Company does this
very well

49%

20%

Tolerance for failure from management
if an entrepreneurial idea doesn’t work out 

42%

12% 30% GAP

29% GAP

Source: Accenture
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Better Together.

time on projects and research that go 
beyond their core responsibilities, which 
is when multilayer optical films and sili-
con adhesive systems for transdermal 
drug delivery were created.

To really encourage innovation, it may 
be necessary to rethink your schedule. 
Consider three widely accepted determi-
nants of success: achieving measurable 
financial gain, helping the company run 
more efficiently, and improving the com-
pany’s competitive position. 

Most respondents said that their com-
pany allocates six months or less to deter-
mine if an idea has been successful. This 
is far too little time to fully implement 
and measure the success of ideas focused 
on the above-three determinants. 

Accenture research confirms that 
truly entrepreneurial companies differ 
from their more-traditional brethren in at 
least two areas: the former reward effort 
and accept failure. 

More than 25 percent of survey 
respondents said they’ve avoided pur-
suing an idea due to concerns about 
negative consequences, and more than 
75 percent say their company rewards 
an idea only if it works. Companies 
clearly could benefit by incentivizing 
risk taking and rewarding efforts—not 
just outcomes. Although 42 percent of 
respondents think tolerance of failure 
from management is very important, 
only about 12 percent think their com-
pany really is tolerant.

Perhaps most important, companies 
need to develop a mechanism for run-
ning with big ideas. One way to do this 
is to create a model for corporate entre-
preneurialism built on a push-pull cycle 
of input from corporate and output of 
incentives for employees: 

• Push: Encourage senior manage-
ment to incorporate appropriate levels of 
risk and tolerance of failure within busi-
ness units; create programs to promote 
the company’s entrepreneurial culture and 
clarify the rules of the game for employees; 
implement processes and infrastructures 
to enable collaborative idea generation. 

• Pull: Implement clear incentive 
policies that offer rewards for idea gen-
eration, not just successful implementa-
tion; establish a process by which busi-
ness cases for new ideas can be validated, 

accelerated or shut down; create an inter-
nal ecosystem that includes mentors, 
outside business angels and venture capi-
tal expertise to accelerate assessment and 
commercialization.

Fostering entrepreneurialism and 
innovation doesn’t require an overhaul 

of internal processes. But it may necessi-
tate a delicate balance that most compa-
nies have yet to strike: avoid dampening 
entrepreneurial spirit on the one hand, 
but refine the ability to aggressively cull 
low-potential ideas and run like the wind 
with potential winners. M
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Derik Andreoli, Ph.D.c. 
is the Senior Analyst at 

Mercator International, LLC. 
He welcomes any comments 

or questions and can be 
contacted at dandreoli@

mercatorintl.com.

Andreoli on OIL+FUEL

An analysis of natural gas storage volumes strongly 
suggests that natural gas prices will rise significantly 
towards the end of the year; and as they rise, so too will 
the price for CNG and LNG. 

Depending on how the diesel market develops, the 
price differential between CNG/LNG and diesel could 
narrow significantly. If you’re considering converting all 
or part of your fleet to run on natural gas, you need to 
understand the pressures that will likely push the price of 
natural gas up and the differential between CNG/LNG 
and diesel down.

U.S. natural gas inventories are cyclical—they decline 
through the late fall and winter only to rise again through 
the rest of the year. In the last 10 years, the volume of natu-
ral gas in storage at the beginning of the winter draw-down 
season has averaged 3.62 trillion cubic feet (tcf) and the 
draw-down season has not begun below 3.28 tcf.

Through the colder months, an average of 2.05 tcf is 
pulled from the inventory, and an equivalent 
amount is typically pumped into the salt caverns 
for storage through the more temperate seasons. 
This last draw-down season was plagued by 
particularly intense periods of cold weather and 
heavy snow, and as a consequence, the natural 
gas draw-down rate was higher than at any other 
period since 1994, which is when the Energy 
Information Administration (EIA) began record-
ing these numbers. To be precise, nearly 3.0 tcf of natural 
gas was pulled from storage over the 19-week draw, caus-
ing storage volumes to fall from approximately 3.79 tcf to 
just 0.82 tcf. 

Consequently, when we entered the current build 
period, volumes were approximately half of typical trough 
level. In order to climb back to 3.62 tcf, weekly growth 
rates will need to be far above historic norms. On average, 
the build period lasts 34 weeks, and is itself cyclical. On 
a week-by-week basis, volumes grow most quickly in the 
spring and fall, but grow more slowly in the summer due 
to high electricity demand for air conditioning. 

At the time of writing, natural gas inventories have 
been climbing for six weeks. In relative terms, if this build 
season is of average length, nearly 20 percent of the build 
season has already passed. As mentioned above, invento-
ries started at 0.82 tcf, and, over the previous six weeks, 
inventories have increased by 0.34 tcf and now sit at 1.16 
tcf—a number still well below the normal trough. 

If on a week-by-week basis the build continues at a 
rate equal to the median achieved over the prior decade, it 

will still be another four weeks before storage levels climb 
back to the normal volume from which the build starts. Of 
course, by that time, there will only be 23 weeks remain-
ing during the build period, assuming again that this build 
period is of average duration. 

The maximum number of build weeks was just 38, so at 
most we might expect to have 27 weeks of build remaining 
at this point. This equates to 20 percent fewer weeks to 
rebuild inventories from the normal cyclical low.

In order to build inventories back to the normal volume 
at the beginning of draw-down season—3.62 tcf—the 
volume added each and every week through the middle of 
October would have to be equal to the maximum of the 
weekly additions realized over the last ten years. In other 
words, every week between now and then would have to 
be “the best week ever.”

Given that only one of the prior six weeks bested the 
previous 10-year maximum, it seems unlikely that such 

a performance will be achieved. In fact, net additions 
this past week—week-six of the build period—were at a 
10-year high on paper only. The EIA revised the definition 
of “working gas” in the most recent storage report, and if 
it were not for the increase in storage (8 bcf) from this 
reclassification, a new week-six high wouldn’t have been 
reached.

If, on the other hand, storage volumes grow each week 
at the median level achieved over the previous decade, we 
would expect the volume in storage to climb to a cyclical 
high of 3.01 tcf. Thus if there is a reversion to the mean, 
the next draw-down season will begin with storage at a 
level that is roughly 17 percent below the average starting 
volume and more than 8 percent below the previous low.

So, what might we expect from the build season this 
year? In order to achieve a maximum build, a few forces 
would need to align to a significant degree. 

Withdrawals during the build season would need to be 
on the low side of normal, and the number of new wells 
drilled would need to be relatively high. On average, new 
wells drilled today would need to be at least as productive 

Natural gas prices to climb, but NGV 
conversion still makes sense

If you’re considering converting all or part of 
your fleet to run on natural gas, you need to 
understand the pressures that will likely push 
the price of natural gas up and the differential 
between CNG/LNG and diesel down.
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The Power to Move Your Workplace

as the average well drilled in previous years. 
With regard to drilling rates, there are, in 
fact, nearly 10 percent fewer rigs drilling 
today (326) than there were at this time 
one year ago (354). By comparison, and for 
perspective, there were 1,606 natural gas 
drilling rigs in operation at the peak back 
in 2008.

While the number of wells has been 
declining, well productivity (the amount of 
natural gas produced per well) continues to 
increase. In the Marcellus shale formation, 
productivity increased 12 percent over the 
last seven months, rising from 5.8 million to 
6.5 million cubic feet per day (mcf/d) per 
well. Moreover, an increasing amount of 
natural gas is being produced from fracked 
oil wells, especially in Texas.

On the other hand, fracked gas and oil 
wells have both high initial flow rates and 
very high decline rates. Consequently, a 
growing percentage of new oil and gas 
production simply counters declines in 
legacy wells where production is declin-
ing rapidly. 

In short, the number of wells drilled 
remains low, and increases in productivity 
are being more than offset by rising legacy 
declines such that the rate of growth of 
production is slowing in what is by far the 
largest shale gas producing region—and 
a similar process is occurring in nearly all 
shale gas plays.

On the other side of the supply/demand 
coin, low prices and increasingly onerous 
EPA mandates have led to a situation in 
which coal plants are being retired, and a 
growing percentage of the country’s electric-
ity needs are being met by natural gas.

Given these forces, it seems increas-
ingly unlikely that storage volumes will rise 
to the normal range for pre-winter cyclical 
highs before the build season comes to an 
end. At some point, traders will see the 
writing on the wall and will bid prices up. 
It’s unclear how high, but there is certainly  
potential for prices to rise significantly high-
er than the current price of $4.50 per BTU.

Of course, if you are running a fleet on 
natural gas, or are thinking about doings so, 
it’s important to account for the fact that 
the commodity price currently comprises 
only around 25 percent to 35 percent of 
the final price of CNG. Consequently, 
even if the commodity price were to rise 
50 percent, the price for CNG would only 

increase by 11 percent to 14 percent, or by 
$0.33 per diesel gallon equivalent. 

This is significant, but to determine 
just how significant would require some 
knowledge about where diesel prices 
might be headed. CNG may still be com-

petitive even if diesel prices remain flat, 
but this would depend on the fleet, route, 
and refueling specifics. If you are con-
sidering conversion and have questions, 
please don’t hesitate to send an e-mail 
my way. M
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supply chain managers are justifiably concerned 
about the recent consolidation of ocean carrier 
services, but an even greater threat to their opera-
tions may be lurking ahead. According to a new 
AlixPartners study, many of the major international 
players face more financial distress—even possible 
bankruptcy.

Esben Christensen, director of the business 
advisory firm, says that listed companies have been 
troubled for the past three years.

“Our analysis suggests that the number of parties 
controlling containerized transportation on critical 
trades is shrinking through operational alliances 
and—potentially in the future—through carriers 
exiting the business,” he says.

Contributing mightily to this situation, says the 
study, is a so-so global economy that still hasn’t 
bounced back from the downturn following the 
worldwide financial crisis of 2008-2009 the way 
other post-recession economies have 
in the past. However, the study also 
points to several structural issues also 
buffeting the industry. These include 
a drive to build “mega vessels,” and fill 
key trade lanes with these new ships. 
This represents a trend that over the 
past decade has steadily increased 
leverage across the industry and has 
left it with an average EBITDA inter-
est-coverage rate of just 4.9. This is 
less than half the rate it was in 2011 
(10.8) and less than a third of what it 
was in 2010 (15.0).

The study notes, too, that while 
global fleet capacity in the industry 
has risen steadily in the past decade, 
to 16.9 million TEU (twenty-foot 

equivalent unit) for the 12-month period ending 
September 2013, up from 16.3 million TEU in 2012 
and from 10.9 TEU in 2007, that capacity is a long 
way from being totally utilized. This has led to more 
alliances in the industry and will likely create an envi-
ronment of haves and have-nots where smaller carri-
ers will face some hard choices in the future.

Structural changes
On top of all that, the study asserts that other struc-
tural changes that will challenge companies this 
year include changing trade routes in some parts 
of the world, with cost increasingly trumping tran-
sit time, and a newfound pressure on the part of 
some of the stronger lines to squeeze, or even total-
ly bypass, non-vessel-operating common carriers 
(NVOCCs), giving those lines more advantage over 
the have-nots of the industry.

“The container shipping industry as a whole con-

Financial distress in container shipping 
industry rises for third straight year

Global Links
 By Patrick Burnson

Continued sluggish demand, a growing mountain of 
debt, and a radically changing global marketplace has 
the ocean container shipping industry reeling, say 
financial analysts.

Debt of Carriers Analyzed and Global Fleet Capacity

$120

100

80

60

40

20

0

$54
$63

$77

$91
$80

$105
$99

18

16

14

12

10

8

6

4

2

0

G
lo

ba
l F

le
et

 C
ap

ac
ity

 (M
ill

io
n 

TE
U

)

D
eb

t (
$

B
n) 10.9

12.4
13.1

14.3
15.4

16.916.3

2007 2008 2009 2010 2011 2012 2013*

*2013 Figures are trailing 12 month to end of September 2013, all other figures are full year.
Source: Publicly available data and AlixPartners analysis

Patrick Burnson is Executive Editor 
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to contact Patrick with feedback or a 
story idea, please send an e-mail to  

pburnson@peerlessmedia.com.
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tinues to face stiff challenges, and for many com-
panies in the industry those challenges could be 
existential if not addressed,” says Lisa Donahue, 
managing director and global head of Turnaround 
and Restructuring Services at AlixPartners. “These 
challenges also have, and will continue to have, a 
big effect on shippers and investors as well.”

There’s likely to be even more disruption in the 
ocean cargo carrier arena.

For shippers, the study recommends close-
ly monitoring the financial health of the carrier 
base, not “over-consolidating” the carrier base (so 
as to have alternatives should markets brighten), 
considering index-linked contract options, and 
benchmarking rates and service levels via objec-
tive third-party resources. For investors, the study 
recommends paying close attention to the widen-
ing chasm between the leaders and the laggards, 
and working with experts to determine which com-

panies have viability and which may not—while 
also keeping an eye out for attractive asset sales, 
as many lines may move to divest themselves of 
assets, especially non-core ones, in the future. 
Meanwhile, for carriers themselves the study rec-
ommends divesting non-core assets, exiting unprof-
itable trades, adopting a laser-like focus on cost 
control, reassessing all value propositions, and part-
nering where partnering makes sense.

“For all the challenges facing all of the players in 
the container shipping industry today, there are also 
a lot of opportunities, including the promise of the 
much greater profitability that a streamlined, resil-
ient industry might bring, as has been the case in 
many other industries,” says Donahue. “But to make 
the most of those opportunities will take insight-
ful analysis and then firm, decisive action. It’s been 
done in other industries, and it can be done in this 
one as well.” M

In an exclusive interview, Logistics Management (LM) 
asked AlixPartner’s Esben Christensen for a few 

more details on supply chain implications.
LM: Do you anticipate any sudden shift in rates?
Esben Christensen: AlixPartners’ analysis sug-

gests that the number of parties controlling contain-
erized transportation on critical trades is shrinking 
through operational alliances and—potentially in the 
future—through carriers exiting the business. This 
would have a profound impact on the supply chain 
managers who rely on these services, in that the con-
solidation often brings with it less choice and higher 
prices. In the longer term, however, the change that’s 
on the horizon could be largely positive for the carri-
ers who survive with more efficient ships and greater 
pricing power. In the shorter term, though, shippers 
should probably expect rates to remain at low levels 
as the market sorts out all of these changes.

LM:  How should logistics managers mitigate 
risk?

Christensen: The report suggests that logistics 
managers can mitigate the risks related to financial 
distress amongst the carriers by closely monitoring 
the health of their providers, contracting with groups 

of carriers representing diverse alliances (as opposed 
to over-consolidating their volume with just a few car-
riers or alliances), and keeping at least one non-vessel 
operating common carrier in their provider base. In 
the shorter term, these important steps should help 
allow supply chain managers to proactively direct 
their volume to healthy and stable partners, sustain a 
disruption without it reaching catastrophic scale, and 
tap extra capacity as need dictates to address contin-
gencies. In the longer term, savvy logistics managers 
should probably also consider the merits of index-
linked contracts that could protect them against wild 
price movements.  

LM:  Finally, will the financial distress in the con-
tainer shipping industry lead to greater reliance on air 
cargo, even though it’s more expensive?

Christensen: Probably not in a structural sense. 
There may be some freight that moves to air to com-
pensate for disruptions, but our study does not antici-
pate a reversal of the long-term trend of air cargo mov-
ing to slower, cheaper modes. Rather, in the longer term 
it is likely that more container capacity in fewer hands 
will lead to more reliable sailing schedules, which, in 
turn, could bite further into the air cargo volume.

Supply chain implications
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Transportation Best Practices/Trends

BY JEFF BERMAN, GROUP NEWS EDITOR  

Through record-high investments and a keen focus on service, rail 
and intermodal providers are still delivering on their service promise 
to shippers—and doing it with improved efficiency. Our panel of top 
analysts takes a deep dive into what railroads are doing to stay lean 
and powerful during these still uncertain times. 

Riding high
2014 RAIL/INTERMODAL ROUNDTABLE

P
erhaps more than other modes, the railroad and intermo-
dal sectors have shown impressive flexibility in being able 
to roll with the economic changes and demand trends 
since the depths of the Great Recession. And since that 
time, the modes have made steady annual gains and are 
on track to meet or exceed pre-recession volumes on the 

intermodal side—with carload volumes not that far behind. 
And amid a flurry of concerns over the regulatory framework of the 

industry as well as safety, the railroads continue to do their part, mak-
ing annual capital investments into their infrastructure and networks 
to meet shipper objectives for things like improved transit times and 
increased efficiency. 

In the midst of this continued progress, railroad carriers still face 
an array of challenges, including the possibility of re-regulation and 
increasing pushback from shippers that are less than pleased with 
rates. 

To help put these vital modes into perspective, Logistics Manage-
ment is joined by three of the nation’s foremost railroad and inter-
modal experts to explain the current market outlook. Our panelists 
include Brooks Bentz, partner in Accenture’s Supply Chain Practice; 
Tony Hatch, rail analyst and principal of ABH Consulting; and Bill 
Rennicke, partner at Oliver Wyman, a Boston-based management 
consultancy.
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Logistics Management (LM): What’s your take on the 
current state of the railroad and intermodal markets?

Bill Rennicke: Underlying demand is strong, but still 
recovering from this past winter and the weather-related 
service issues and bottlenecks. The recent Surface Trans-
portation Board (STB) hearing suggested that the service 
issues should be worked out by early June, with service 
levels improving. In the meantime, record agricultural load-
ings and strong crude-by-rail (CBR) will provide growth in 
carload and domestic containerization along with modest 
international � ows. 

Brooks Bentz: I’ll add that the luxury of � uidity in the 
network that resulted from the recession has disappeared in 
a number of areas, which is having an impact on network 
performance, creating congestion, and otherwise disrupting 
service. As Bill mentions, this has been exacerbated by a 
harsh winter, so maintaining adequate schedule reliability 
is proving increasingly dif� cult. Further complications have 
arisen from the large in� ux of volume stemming from shale 
� eld production and related traf� c.  

Traf� c such as ‘frac’ sand, pipe, and drilling � uids has had 
a more than insigni� cant impact on rail service, particularly 

in the West. So, despite very large infusions of capital for 
expanding infrastructure, it’s becoming progressively more 
dif� cult to keep pace with growth. Our thesis has been that 
productivity improvements need to be generated in new 
ways, and that “Next Gen” productivity gains will be heav-
ily in� uenced and driven by technology, in addition to the 
more traditional means. 

Tony Hatch: As Bill and Brooks both emphasize, the 
demand is clearly there, and the secular trends—oil prices, 
driver shortage, the state of the highway versus rail net-
works—remain the same. However, the recent service 
issues at Chicago, the world’s rail hub, and in North Dakota 
have put a near-term damper on things. 

It’s important to keep in mind that the service issues 
aren’t permanent. They re� ect a combination of across the 
board growth from coal, grain, carload, intermodal, and the 
new CBR business combined with a record bad winter all 
focused around the northern Midwest.

LM: Year-to-date carload volumes show slight growth and have 
yet to catch up to pre-recession levels. Overall, are things moving 
in the right direction for carloads?
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Bentz: Carload volume seems to 
be doing just fine. Growth seems to be 
present in a number of key areas, such 
as automotive and the above-men-
tioned commodities relating to energy 
production. Also, a good amount of air 
traffic is shifting to ocean, so over-the-
road freight will gradually shift back 
to carload in certain markets to offset 
increasing costs of highway transport 
and the delay time incurred with con-
gestion in major markets. It just won’t 
be as fast a shift.

Hatch: Coal has taken a secular hit 
as new natural gas opportunities and, 
even more importantly, new regula-
tions have driven down utility coal, 
the former base-load commodity. That 
business won’t ever fully come back, 
and rails have shown real flexibility in 
moving past the coal age. 

Rennicke: Indeed, we see several 
sources of growth that should gradually 
increase carload traffic. Building mate-
rials show some strength in regional 
markets, and chemicals join CBR for 
further support. As Tony touched on, 
the severe winter had run down coal 
piles at utilities, with many at inven-
tory levels of less than 100 days. But I 
suggest we look for increased coal vol-
ume as inventories are built back up.

LM: Intermodal is having another strong 
year, especially on the domestic side, and 
continues to outpace carload volumes. 
How sustainable is the ongoing strength of 
intermodal?

Hatch: It’s very sustainable, more 
demonstrably so after the service 
recovers—and it’s recovering on a daily 
basis with the improved weather.

Rennicke: I agree. As intermo-
dal gains volume and density, service 
frequencies improve and departure 
options increase. The combination 
of these factors should continue the 

strong support of domestic intermodal, 
particularly in the face of hours-of-
service, the driver shortage, and other 
capacity constraints faced by the over-
the-road truckers.

Bentz: Tony and Bill are both right 
on. I think growth in intermodal is the-
oretically sustainable. The constraints 
on expansion will largely be self-
imposed, either by not being able to 
build capacity quickly enough to keep 

pace, or by mini-melt-downs whenever 
there is a surge in volume, whatever 
the reason.

LM: In recent years, intermodal has seen 
its primary growth on the container side, 
with trailers largely on the decline. Is 
this permanent as opposed to a long-term 
trend?

Rennicke: It’s unlikely that trailers 
will increase in the share of intermo-
dal. Domestic containers continue to 
replace trailers at a great pace.

Hatch: Trailers are the “gateway 
drug” of intermodalism. Try them and 
then you want the good stuff—the 
economics of double stacking. I see 
this trend continuing.

Bentz: I would actually say it’s both: 
a permanent and a long-term trend. 
Stack train economics are so compel-
ling that the trailer is doomed to be a 
second-tier player. Hauling “wheels-
on-wheels” does not make sense from 

the standpoint of economics, physics, 
and environmental impact.  

LM: As we mentioned earlier, railroad ser-
vice has been a topic of interest lately, espe-
cially in Q1, which saw service declines 
for a number of reasons, including the dif-
ficult winter weather. What is the current 
state of railroad service in your opinion?

Bentz: Yes, the problems stemmed 
from bad winter weather for an 
extended period, coupled with surges 
in energy and energy-related traf-
fic. Service will likely rebound as the 
weather improves, but that also brings 
the warm-weather construction sea-
son, which is sorely needed to plow 
money into capacity expansion.

Rennicke: Those are good points, 
and I would add that service is in a 
recovery mode. Even when the weather-
induced bottlenecks are totally freed up 
it will take some weeks for the national 
system to get cycle times back to levels 
from Q3 2013.

Hatch: I have to say that the 
amount of capital expenditures (capex) 
put into play to solve the services 
issues is impressive. I’m just back from 
a rail research trip to North Dakota, 
and you can see the work that’s being 
done in terms of things like sidings and 
double tracking.

LM: What can shippers expect in terms of 
service over the next year?

Bentz: I think it’s going to be a 
bumpy ride for a while yet, until some 
of these issues mentioned above sort 
themselves out. I don’t think there’s 
a silver bullet lying around, just wait-
ing for someone to pick it up and fire 
it. Railroads will need a combination 
of lever-pulling in order to get service 
back to where shippers expect it.

Hatch: My projection is that ser-
vice will be close to “normal” by the 

Carriers continue to invest 
billions in infrastructure and new 
locomotives to add capacity and 
reduce bottlenecks, so I would 
add that continued long-term 
improvements should be expected. 
 — Bill Rennicke,  

partner at Oliver Wyman
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end of this quarter, and should go back 
to a level of continuous improvement 
based on the management focus, the 
dollars spent—some 19 percent of rev-
enues, more in some cases—and the 
IT involved as well.

Rennicke: Carriers continue to 
invest billions in infrastructure and 
new locomotives to add capacity and 
reduce bottlenecks, so I would add 
that continued long-term improve-
ments should be expected.

LM: In what ways are market conditions 
affecting capacity and rates for rail and 
intermodal?

Rennicke: Railroads continue to 
require increased rates to fuel the billions 
of dollars of capacity investments that are 
required. I would expect rate increases 
where market conditions permit.

Hatch: Slot capacity has been 
affected by the combination of cycli-
cal (carload), episodic (grain), new 
(CBR), and secular (intermodal, 
particularly domestic intermodal) 
growth all at the same time. This, 
too, shall pass. 

Bentz: Keep in mind that trucking 
is going through an interesting period, 
with volumes backed up due to capac-
ity constraints, rising prices, driver 
shortages, and the same bad weather 
that affected the railroads. This has 
helped shove more volume to intermo-
dal, which is going to be a continuing 
trend as energy costs remain high and 
likely go higher.  

The really interesting dynamic will 
be how well the railroads can penetrate 
the shorter-haul markets. They do very 
well in the long-haul lanes, but the vast 
bulk of U.S. freight moves on much 
shorter lanes, under 750 miles. Some 
rail carriers are making an effort to go 

after this, and their ability to succeed in 
this space will be instructive.

LM: Is pricing where it needs to be, given 
that rails are on the hook for the lion’s 
share of their capex, which continues to 
hit record levels?

Hatch: Pricing needs to continue 
to be unregulated and go up on a con-
sistent basis to continue to grow ROI, 
which leads to capex—which leads to 
capacity and service.

Rennicke: There is a high corre-
lation between operating income and 
capex. Operating income is signifi-
cantly fueled by increased rates. Rail-
roads should continue to increase rates 
to support the private sector funding of 
the national network.

Bentz: I think the railroads have a 
manifestly greater understanding cur-
rently of their operating costs, margin 
requirements, capital needs and––
probably most importantly—what 
the competition, meaning trucking, is 
doing. So, they are now much better 
at fine-tuning their pricing to remain 
competitive. 

As mentioned earlier, the biggest 
challenge will be in creatively pricing 
in the short-haul markets where rail’s 
traditional inherent advantages are at 
their weakest. So, yes, on balance I 
think pricing is largely about where it 
needs to be, for now.

LM: How will the rail and intermodal 
markets look five years from now?

Bentz: I can answer two ways, by 
expressing what I think and what I 
hope. I think we will continue see-
ing very large commitments of capi-
tal for capacity expansion. It won’t 
be enough to ward off congestion, 
because volume will continue to 

grow apace. 
I think the railroads will continue 

trying to improve operationally to cope 
with additional volumes and continue 
growing. I also think that their finan-
cial results will bear this out. The net 
result will be both robust carload and 
intermodal business on just about 
every network, even in the face of 
potential issues implementing PTC 
(positive train control).

On top of all that, I hope the rail-
roads amend their strategic vision to 
place a heavier influence on the use of 
technology-enabled solutions for core 
functions, such as rolling and linear 
assets and end-to-end transportation 
management to facilitate providing 
complete supply chain visibility and 
event management to their beneficial 
cargo owners.

Rennicke: The state of the indus-
try and the ultimate structure will 
largely depend on what happens with 
regulation and legislation. We are 
nearing a fork in the road. We can 
embrace a private sector rail indus-
try that fully supports capex from its 
earning, or we can pursue a path of 
increasing regulation and price con-
trols that lead to an industry that 
will not be able to support itself from 
earnings. 

The latter path may be fraught with 
all of the public underfunding issues 
that face our highways, airports, and 
waterways. The latter path could also 
lead to the railroad looking more like a 
regulated utility.

Hatch: The markets will be bigger 
and more important, have better ser-
vice metrics, and still be tight in terms 
of demand/supply.  

—Jeff Berman is Group News Editor 
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The rise of e-commerce, more frequent 
promotions, and competitive service-level 
agreements are creating more peak periods than 
ever in the DC. Here’s a look at five strategies 
companies are using to handle peak demand. 

  ways to handle
    PEAK 
DEMAND
BY BOB TREBILCOCK, EDITOR AT LARGE  
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P
eak demand isn’t what it used 
to be. At least that’s what 
some retailers and distribu-
tors are saying. Take United 
Stationers, for example, a 

wholesale distributor and e-ful� llment 
provider of business products and 
industrial supplies that operates more 
than 60 warehouses. 

“In the past, we had seasonal peaks, 
like back to school or the start of the 
year when businesses have new bud-
gets,” says Bill Stark, vice president of 
engineering. “You’d see a 25 percent 
bump for a few days or weeks, and 
then it would taper down to average.” 

Those seasonal peaks were predict-
able thanks to historical data from pre-
vious seasons. The same held true for 
how orders rolled through the facility 
during a typical day. 

“It used to be that orders � owed in 
during the � rst shift, we picked them 
on the second shift, and we shipped 
them on the third shift for next-day 
delivery,” Stark says. But, little is pre-
dictable about business today. “People 
go on the Internet when they get home 
from work,” says Stark. “In the morn-
ing, we have a slew of orders that came 
in overnight. Meanwhile, I’m likely to 
get a bunch of orders between 3 p.m. 
and 6 p.m. that have to get picked to 
meet the UPS cut-off time.” 

Because United Stationers 
promises same-day and next-
day delivery, Stark is often 
managing the � ow of orders 
by half-hour windows to hit 
the all important cut-off times 
set by the carriers. “They’re 
going to pull the truck out at 7 
p.m. whether something is on 
it or not,” he says. 

United Stationers’ expe-
rience is far from unique. 
Retailers, e-tailers, and dis-
tributors alike are struggling 
with peaks in their operations. 
Like with United Stationers, 
some are challenged by same-
day shipping and next-day 
delivery. Some are dealing 

with the slew of promotions common 
to e-commerce marketing strategies. 
Still other retailers are now dealing with 
non-traditional holiday peaks. “We have 
customers who deal with peaks at Hal-
loween and Cinco de Mayo,” says Mike 
Khodl, vice president of solution devel-
opment for Dematic. A retailer selling 
camping and hiking gear may get hit 
around Memorial Day, the start of the 
camping season. “I just ordered three 
kayaks online,” Khodl says. “Once, I 
would have picked those up in the store. 
Now, they have to be packed in a ware-
house for home delivery.” 

Fanatics, the distributor of licensed 
sports apparel and accessories is an 
example of an e-tailer with unconven-
tional peaks around important sporting 
events like the Final Four and the start 
of NASCAR. At those times, average 
to peak demand can increase by a fac-
tor of 10—from 50,000 to more than 
500,000 orders per day. 

While automation may be part of 
the solution, managing peak is more 
often a combination of clever staf� ng 
and � exible processes enabled by tech-
nology. These solutions allow a user to 
� ex up or down very quickly. Fanat-
ics, for instance, forgoes reserve stor-
age: Instead, all incoming inventory is 
placed into totes and stored at a pick 
face. Meanwhile, United Stationers 

  ways to handle

Retailers and distributors are often turning 
to simple and easily scalable solutions, like 
voice- or light-enabled picking, to manage 
their peak demand. 
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relies on voice-enabled picking and a 
conveyor system. “The voice system 
monitors the performance of our asso-
ciates, which allows us to easily move 
multiple people into a zone as needed, 
while the conveyor routes an order to 
all the zones required,” explains Stark. 
“I have to have that flexibility.” 

Here’s a look at some of the differ-
ent ways peak presents itself in facili-
ties today and five strategies to cope 
with the peak challenge. 

1. Think about your picking strategies 
Different peak cycles create different 
demands on the distribution center, 
according to Luther Webb, director of 
operations and solutions consulting for 
Intelligrated. Seasonal demand, like 
back to school, drives an increase in 
multi-line orders—a parent may order 
notebooks, paper, pencils, and eras-
ers for their child. Promotion-driven 
spikes, on the other hand, are likely to 
drive an increase in single-line orders 
for the product being promoted. 

In the multi-channel facilities being 
designed today, the system has to be 
flexible enough to manage both situ-
ations. To handle promotional peaks, 
Webb urges clients to position the 
promotional inventory near the pack 
station. That way it’s efficient and fast 
to pick and pack the jump in single-
line orders. To accommodate multi-
line orders, including a multi-line 
order that may include a promotional 
item and another product, the DC 
can determine whether it’s more cost-
effective to consolidate both items into 
one package or to simply ship two sep-
arate packages. 

“Facilities have a cost model that 
calculates how much it costs to ship, 
and everyone knows their average cost 
per piece,” Webb says. “Or, it could just 
be that you absorb the cost, because 
you don’t have the time or capacity to 
do a consolidation and still meet the 
service-level promise.” 

2. Design below peak 
When you design a new church, the 
saying goes, you build the sanctuary 
for Easter Sunday, even if many pews 
are empty the rest of the year. That’s 
designing for peak. In a distribution 
center, it’s more common to design 

below peak, says Andy Williams, 
senior business development manager 
for Vanderlande Industries.  

That’s an approach Urban Outfit-
ters, one of Vanderlande’s customers, 
took when it developed a new multi-
channel facility that manages full- 
and mixed-carton orders for whole-
sale customers, store replenishment, 
and direct-to-consumer e-commerce 
orders. Each of those channels has its 
own rhythm and peaks. 

“The wholesale side of the business 
has an end of the month peak and is 
quiet for the other three weeks,” Wil-
liams says. “Retail has multiple peaks, 
including seasonal and promotional 
peaks, while e-commerce can have 
peaks within a shift. The challenge 

was to find the sweet spot across those 
three channels.” 

In the new facility, the retailer main-
tains separate stock for the wholesale/
retail channels and the direct-to-con-
sumer channel. It also has subsystems 
optimized for the different channels. 
Each picks for e-commerce are sorted 
to packing stations by a unit sorter. 

Full cartons may be sent to a put-
wall system or they may bypass sorta-
tion all together and go straight to a 
pallet-build area to create orders for 
stores. Mixed carton orders for whole-
sale customers and stores are filled 
in a “rebin” area, where a put-to-light 
system directs the carton-building pro-
cess. The retailer’s warehouse manage-
ment system (WMS) has the ability 

One experienced operator says it’s 
time for some out of the box think-

ing inside the DC. 
Partnering with your neighbor to 

share labor may seem unorthodox, but 
it’s just one of several ideas The Prog-
ress Group’s Jim Kitts suggests retailers 
consider to handle peak demand. “The 
challenge for those of us in the DC is to 
get product out the door,” says Kitts. 
“These are out of the box ideas, but it 
may be time to get HR and corporate 
training to understand that handling 
peak demand is a challenge for the 
distribution center and we may need to 
change the rules.” 

Here are six ideas Kitts believes that 
when implemented can shorten peak 
response times. 

1. Partner with a local business 
or businesses and share labor when 
possible. This will help keep the attrition 
lower at both facilities if the organiza-
tional values match and the processes 
are similar.

2. Cross-train your team across 
all departments. Sometimes the re-
ceiving and put-away departments can 
be pulled into an outbound operations 
department.

3. Know your bottleneck and 
never starve it. When you have a lot 
of orders to process, the last thing you 
want is equipment or product con-
straints, not to mention a deficiency in 

trained personnel to perform that work.
4. Train more people to trouble-

shoot and solve problems. Typically 
when the volume increases, the pro-
cessing quality decreases—mostly due 
to inexperience associates working in 
the operation.

5. Make your processes so simple 
that training is uncomplicated. Experi-
enced associates will tend to spend time 
with inexperienced associates, helping 
them understand the processes. Now 
you have a new associate working with 
an experienced associates and neither 
one of them are processing even half of 
the expected units. As an example, for 
RF picking, have RF unit screens set up 
so they can direct a picker through the 
process in an easy-to-understand format.

6. Use tasks such as cycle counting 
and reslotting as a method to balance 
labor. For example, an e-commerce ful-
fillment center that operates five days a 
week can expect Mondays to be by far 
the busiest day of the week. The cycle 
counting and reslotting programs can be 
designed for Tuesday through Friday but 
skip Mondays. The same logic can be 
used for distribution centers that have 
a spike in activity the last week of the 
month: do ongoing cycle counting and 
reslotting the first three weeks of the 
month and plan to skip the last week 
when the focus of the facility will be get-
ting peak level orders out the door.

6 ideas to shorten peak response time
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to create waves within order waves to 
handle priority or rush orders during 
peak times. 

“The most important thing is to 
understand how all of these different 
peaks may overlap within the system, 
and which subsystems, like packing, 
are shared by all three channels,” says 
Williams. “You have to have a lot of 
flexibility to push the flows through 
the different subsystems.” 

3. Be flexible and scalable
Designing for peak is a combination of 
flexibility and scalability, says Demat-
ic’s Khodl. “From a strategy standpoint, 
we have to build flexible designs that 
can meet today’s operational needs,” 
Khodl says. “They also have to be scal-
able to accommodate future growth.” 

Khodl advocates a highly automated 
picking engine to handle everyday 
demand, such as a cross-belt sorter 
or goods-to-person picking solu-
tion, enhanced by a semi-automated 
or manual solution to handle peak 

demand. Those may include a light-
directed mobile putwall or voice-
enabled picking. “We’re not bolting a 
lot of automation to the floor for peak,” 
Khodl says. “Instead, we’re relying on 
software to manage inventory, orders 
and enable picking.” 

One solution is to use a conveyor to 
deliver totes to a fixed putwall for aver-
age demand. On a peak day, or during 
peak hours during a shift, a facility 
might roll two mobile putwalls onto 
the floor near the pack station. These 
are essentially carts on wheels. Totes 
can be delivered by conveyor or manu-
ally to the temporary workstations to 
fill orders. If business increases, the 
facility can scale up by simply adding 
more mobile putwalls. 

Khodl adds that peak demand 
affects all of the functional areas of the 
warehouse, from receiving to shipping. 
“You may have to devise new strategies 
to receive during peak or deal with the 
out flow to meet order cutoff times for 
parcel carriers,” Khodl says. “You may 

have to store more at the case level 
than the pallet level to react to the 
demand for piece picking. A conven-
tional very narrow aisle (VNA) pallet 
pick system is just too slow for daily 
demand peak.”  

For instance, Khodl says Dematic 
is developing a shuttle system to auto-
matically replenish case flow storage 
systems in a conventional pick-and-
pass zone picking module. “It’s more 
cost effective than using a mini-load for 
replenishment, and I can remove labor 
and increase accuracy in replenish-
ment, which is an area where a number 
of errors are introduced,” Khodl says. 

4. Use automation wisely
Many facilities add extra employees or 
extra shifts to handle peaks. That, how-
ever, isn’t always practical, says Kevin 
Conner, director of system sales for Chi-
cago-based World Source. “We see com-
panies automating those areas where it’s 
too crowded to add more bodies or that 
become bottlenecks,” says Kevin Conner, 
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director of system sales. The addition 
of automatic taping lines in packing, 
for instance, limits the amount of labor 
required to get orders out the door and 
clears up a bottleneck in processing. 

Conner looks for simple ways to pro-
cess peak orders in an off-line manner. 
One example is to create a blitz line—
a special area to process an Internet 
special or promotion. “That can be as 
simple as creating a special area with 
a temporary case � ow line or even just 
full pallets on the ground of the fast-
moving SKU,” says Conner. “You can 
pick the orders to a gravity conveyor 
and manually push them down to a 
packing station or load the orders on a 
pallet that is moved to packing.” 

A second strategy is to create an 
active storage area in reserve storage 
for the fastest-moving items or items 
brought in for a seasonal promotion. 
Those items can be picked to a cart 
or an order picker and then inducted 
onto a conveyor or delivered directly 
to the packing area. “There are always 

ef� cient ways to do manual process-
ing,” Conner says. 

5. Realize it’s all about staffi ng 
Today, Jim Kitts is a director with 
The Progress Group, a design and 
consulting � rm. In a previous life, 
he experienced peak demand as an 
operator at two nationally known 
retailers. He viewed peak � rst and 
foremost as a staf� ng issue. He 
worked with HR to develop � exible 
work rules to address these peak 
periods with the workforce. 

For example, in addition to full-time 
staff, he developed experienced part-
time workers who worked a 9 a.m. to 
3 p.m. shift or three 8-hour shifts a 
week. If a DC was unexpectedly hit 
with orders, he would start by asking 
his full-time employees to work a 10- 
or 12-hour shift. Next, he would ask 
those part-time workers to work a full 
8 hours or to work a fourth day. 

Another approach was to cross-
train full-time associates across all 

departments, especially those jobs that 
require training on equipment such as 
lift trucks and stock pickers. “Temps 
can muddle through picking and pack-
ing,” says Kitts. “But you can’t put temps 
in receiving, stocking picking, and case 
replenishment because they won’t be 
able to run the equipment.” Kitts adds 
that during peak season he over-staffed 
areas most likely to be a bottleneck just 
to make sure he was covered (see side-
bar for more staf� ng ideas). 

Finally, he looked for opportunities 
to simplify processes wherever pos-
sible. In the packing department, for 
instance, he created a picture board 
that illustrated how to pack speci� c 
products. Temporary pickers were 
given instruction cards for handling 
speci� c situations. “We had a card that 
explained what to do if a picking loca-
tion was empty,” Kitts says. “You want 
the process so simple that anyone 
could accomplish it. That allows you to 
support people who are working today 
and may not be there tomorrow.”  �
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Our new reader survey reveals a cautious approach to 
supply chain software investment and some lingering 
uncertainty over the place cloud computing will hold in 
the greater supply chain solution hierarchy.

A
ccording to the � ndings of Logistics Management’s 
11th Annual Software User Survey, more shippers 
are scrutinizing their investments, moving forward 
cautiously, and upgrading existing solutions versus 
acquiring new software packages. 

Conducted annually by Peerless Research (PRG), the 
survey explores intentions of Logistics Management read-
ers regarding supply chain software, the key solutions 
they’re using and considering, and offers insight into how 
their habits and intentions have changed in the past two 
years.  

Over the next few pages, we’ll look at the results of this 
year’s survey, identify how shippers are allocating their bud-
gets in 2014, and talk to two analysts about their observa-
tions on the current adoption of supply chain software and 
where it’s headed.

Wanted: More visibility, fewer disruptions
Shippers may say they’re focused on improving supply chain 
visibility and avoiding potential disruptions in their end-to-
end supply chains, but those efforts have yet to show up in 
their companies’ software acquisition strategies. 

More than 50 percent of survey respondents say that 
their use of supply chain software has stayed the same for 
the last two years, while 45 percent cite an increase. About 
70 percent of � rms have been using the same software 

packages for the last two years, while 26 percent are now 
using more than they were in 2012. 

Those companies that have added software to their arse-
nals over the last two years say that they’ve been able to win 
new business, improve inventory controls, and gain better 
transportation visibility as a result.

When asked why they aren’t using more solutions, 
respondents largely blamed the presence of disparate sys-
tems and integration challenges for curtailing their software 
investments. “It’s interesting to see a common theme around 
integration challenges,” says Belinda Grif� n, global supply 
chain executive program manager at Capgemini Consulting. 

According to Grif� n, the problem can become especially 
onerous for companies that take a piecemeal approach to 
software adoption. In such cases, she says that companies 
look at their existing technology footprints and decide to 
either replace one aspect of those footprints or add some-
thing new on top of them. 

“The plus side is that this approach costs less than rip-
ping everything out and doing a green� eld deployment,” 
says Grif� n. “The downside is that you’re going to deal with 
integration challenges.”

According to the survey, just 26 percent of shippers plan 
to buy supply chain software in the next 12 months, while 74 
percent say their � rms have no such intentions. Warehouse 
management systems (WMS/46 percent), transportation 

11th Annual Software Users Survey
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management systems (TMS/39 percent), and inventory 
optimization applications (30 percent), rank as the top three 
solutions that the 26 percent are planning to purchase or 
upgrade. 

Of those firms currently using or planning to upgrade 
enterprise resource planning (ERP) software, 78 percent 
say it will include WMS and 56 percent say it will include 
TMS.  

Dwight Klappich, Gartner’s research vice president, says 
he’s also seeing this “good enough” attitude among shippers 
that don’t necessarily need all of the full features and func-
tions associated with best-of-breed WMS and TMS. “We’re 
seeing a growing trend towards shippers using ERPs from 
Oracle, SAP, or Infor, for certain logistics components,” says 
Klappich. “They’re basically saying ‘good enough is good 
enough’ when investing in ERP systems that come with 
their own versions of TMS and WMS.”

From their WMS, the survey found that most shippers 
want real-time control (65 percent), inventory deployment 
(50 percent), and labor management (46 percent). When 
purchasing TMS, companies are looking for routing and 
scheduling (73 percent), routing and rating (68 percent), 
carrier selection and load tendering (55 percent), and ship-
ment consolidation capabilities (55 percent). 

In terms of supply chain planning (SCP) as a whole, 
shippers invest in software in order to gain better inventory 

visibility (56 percent), order management (56 percent), and 
demand planning (56 percent). 

Cloudy skies 
For the survey, Logistics Management also asked respon-
dents about their use of cloud computing options in the 
supply chain software space. 

Twenty-seven percent of shippers say they’re currently 
evaluating cloud options or that they plan to do so within the 
next 24 months; 26 percent say they’re not sure if their com-
panies are interested in cloud computing; and 24 percent 

Is your company planning to buy supply
chain software for your operation in the
next 12 months?

Source: Peerless Research Group (PRG)

Yes  26%

No  74%
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have already adopted such solutions. 
Another 17 percent checked the “it’s not an option for 

us” choice when asked about their cloud computing inten-
tions. Security concerns, privacy issues, system reliability, 
and data integrity topped shippers’ lists of cloud-related 
concerns. 

In reviewing the results of the past year’s results, Griffin 
says that there’s been very little change year-over-year in the 
number of shippers that are considering or using cloud sup-
ply chain solutions. 

So, while the cloud has clearly changed the way indi-
vidual users acquire and integrate software and data stor-
age in the mainstream, the supply chain sector has largely 
remained a traditional purchase-and-install environment. A 
combination of security concerns and heightened sensitiv-
ity around privacy in the wake of several highly publicized 
data breaches, have made shippers wary of “putting it all 
out there” in the cloud. 

“We’re of course seeing this more in the financial sys-
tems arena, but there’s probably also a spillover effect 
that’s pushed companies to consider the vulnerabilities 
of cloud computing,” says Griffin-Cryan, who has tracked 
a 6 percent positive shift among firms that are planning 
to purchase a cloud solution and those that have actually 
adopted it. 

“At this point you can basically divide the universe into 
two halves: those that are dead set against cloud and those 
that are open to it,” says Griffin. “Of those that are open to 
it, we’re seeing a higher percentage move off the fence and 
actually put in cloud-based solutions.”

Show me the money 
In assessing their software budgets for the next 12 months, 
52 percent of survey respondents plan to spend less than 
$99,999 on supply chain software (including license, inte-
gration, and training), while another 23 percent say they’ll 
shell out between $100,000 and $499,999. Nine percent 
of companies will spend $1 million to $1.9 million, and 
another 8 percent have budgets of $500,000 to $999,999 
for software investment. 

When gauging expected return on investment (ROI) 
from their supply chain software, 67 percent of shippers say 
that they perform analyses to determine that ROI, while 33 
percent say that they don’t. The largest portion of shippers 
expect ROI in 12 months to 18 months (39 percent), while 
29 percent say 6 months to 12 months, and 23 percent cite 
more than 18 months as their expected payback timeframe. 

The majority of companies (55 percent) are handling 

integrations in-house, while 19 percent are turning to 
their software suppliers, and 14 percent are using sys-
tems integrators. 

According to this year’s results, most 
shippers (84 percent) are using buy-

ing teams to make supply chain 
software purchase decisions, with 
another 16 percent saying that 
they rely on one individual to 
handle the task. In most cases, 
individuals from corporate man-
agement (69 percent), warehous-

ing, distribution, and logistics (62 
percent), and purchasing (56 per-
cent), fill out those buying teams and 

make the decisions. 
When acquiring software, logistics professionals say 

that compatibility with existing systems, configurability, 
service and support, right features for the operations, the 
supplier’s financial stability, and ease of installation are 
all “very important” factors. 

Room for improvement 
The national economy may be closely creeping back up to 
affable levels, but that doesn’t mean companies’ technology 
purse strings are loosening yet. 

In fact, Klappich says a common theme across this year’s 
users study is “replacing or upgrading what’s already there, 
versus focusing on new and more innovative investments.” 
This frugal mindset may give way to different approaches 
as the economy continues to improve, but for now it’s the 
name of the game. 

“We’re definitely seeing more companies double down 
on the supply chain software they’ve already invested in,” 
says Klappich. 

Shippers are also looking for more value-added  

Which of the following types of software
does your company plan to purchase or
upgrade in the next 12 months?

Source: Peerless Research Group (PRG)

Warehouse management systems (WMS)

Transportation management systems (TMS)

Inventory optimization

Enterprise resource planning (ERP)

Supply chain planning (SCP)

Labor management systems (LMS)

Demand planning

Global trade management software (GTM)

Yard management systems (YMS)

None of the above

46.3%

38.9%

29.6%

14.8%

14.8%

14.8%

13.0%

11.1%

5.6%

3.7%

Shippers may say they’re focused on improving 
supply chain visibility and avoiding potential 
disruptions in their end-to-end supply chains, but 
those efforts have yet to show up in their companies’ 
software acquisition strategies. 
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opportunities—or, ways to enhance their exist-
ing systems without having to invest in new 
solutions or infrastructure. Expect this interest 
in software optimization to continue, says Klap-
pich, particularly in areas like WMS and TMS, 
where many shippers are only using the systems’ 
basic functions. 

In reviewing respondents’ individual survey com-
ments, Klappich zeroed in on the fact that many 
shippers are concerned about a lack of IT talent and sup-
port. “This is the first time I’ve seen anyone call out the fact 
that IT talent is a challenge,” says Klappich, “and it’s likely 
because that type of talent is in demand right now across the 
board. Shippers are feeling the impact of that dearth.”

Finally, Klappich says that the survey revealed distrust, 

What do you see as the main
concerns or fears surrounding the
use of a cloud computing strategy?

Which best describes your company's
status regarding the adoption of 
cloud computing?

Source: Peerless Research Group (PRG)

Security concerns

Privacy issues

System reliability

Data integrity

A lack of control

System performance

Legal/Compliance issues

Back up plans

Unproven technology

Geographic compatibility

Other

60.0%

44.8%

35.2%

34.4%

34.4%

31.2%

26.4%

24.8%

8.0%

10.4%

Have adopted  24.0%

Currently evaluating or will be eval-             
uating within the next 24 months  26.5%

It’s not an option for us  16.5%

Not sure what cloud computing is    2.5%

Not sure of company’s            
interest in cloud computing  25.5%

Other    5.0%

Customs broker Livingston International 
welcomes Craig E. Conway as 
chief technology officer

Craig E. Conway joins Livingston – the number one 
company focused on customs brokerage and trade 
compliance – to help your business capitalize on the 
significant opportunities of global trade. Contact our 
U.S. headquarters in Chicago to ensure speed and 
compliance for your supply chain.

Tel: 630-766-0202 or 1-800-837-1063
E-mail: solutions@livingstonintl.com

www.livingstonintl.com

dishonesty, and a lack of communication between users 
and software vendors. He says the fact that supply chain 
software vendors have in some cases moved away from 
offering flexible applications could be driving some of that 
disenchantment with their offerings and service levels. 

“At this point, it looks like some customers just don’t 
feel like they always have open and honest lines of com-
munication with their vendors when conveying informa-
tion around schedule delays, for example,” says Klap-
pich. “We’re hearing the same thing from the companies 
that we work with, and it’s an area that could use some 
improvement.”

Bridget McCrea is a Contributing Editor to  
Logistics Management

Klappich says a common theme across this year’s study is 
“replacing or upgrading what’s already there, versus focusing on 
new and more innovative investments.” This frugal mindset may 
give way to different approaches as the economy continues to 
improve, but for now it’s the name of the game.
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Trade volumes between the U.S., Canada, and Mexico are 
massive and growing due in no small part to the fact that 
manufacturers now treat the continent as one seamless market 
for production and distribution. Our panelists offer insight into 
the bright outlook for hemispheric trade.

BY PATRICK BURNSON, EXECUTIVE EDITOR  

W
hile the U.S. has finally 
recognized its need to 
invest in more transpor-
tation infrastructure, our 
cross-border trading part-

ners may be a step ahead of us. 
This is a good thing, say trade ana-

lysts, who note that hemispheric com-
merce will only become stronger in the 
coming years. At the same time, ship-
pers will be tracking the progress being 
made with other trade agreements, 
especially the Trans-Pacific Partner-
ship (TPP), and keeping an eye on the 
pending Panama Canal expansion. 

Joining us in our annual update of 
the state of cross-border trade and the 
continued effectiveness of the North 
American Free Trade Agreement 
(NAFTA) are William Nelson, holder 
of the J. Fred Holly Chair of Excel-
lence and professor of economics at 
the University of Tennessee’s College 
of Business Administration; Daniel 
Griswold, president of the National 
Association of Foreign-Trade Zones 
(NAFTZ); and Bryan Riley, a senior 
international trade policy analyst for 
the Heritage Foundation. 

Logistics Management (LM): 

If the Trans-Pacific Partnership (TPP) 
agreement fails to gain approval this 
year, will U.S. shippers concentrate 
more of their efforts on near-shoring?

Daniel Griswold: TPP is unlikely 
to pass in 2014 given the sticky issues 
still outstanding. Whether it ultimately 
passes or not, North America will 
continue to be the center of gravity 
for U.S. trade. Our trade, energy, and 
investment ties to Canada and Mexico 
will remain strong due to proximity 
and the 20-year success NAFTA has 
had in integrating our supply chains 
and product markets.  

Bryan Riley: TPP countries will 
continue to be important trading part-
ners regardless of what happens with 
negotiations in the near term. In 2013, 
TPP countries accounted for 43 per-
cent of U.S. goods exports and 38 per-
cent of U.S. imports. Since the turn 
of the century, trade in goods between 
people in the U.S. and in our TPP 
trading partners increased by over 50 
percent, and that trend is likely to con-
tinue. Even if the TPP agreement fails 
to gain approval this year, there is a 
good chance that a mutually beneficial 
agreement will eventually be reached.

William Nelson: It’s important 
to keep in mind that the key features 
of the proposed TPP are the lowering 
of traditional trade barriers and the 
standardizing of regulations across par-
ticipating countries. At its most basic 
level, it will change the relative prices 
of goods and services across countries, 
reducing the relative prices of goods 
produced all or in part in member 
countries, and increasing the relative 
prices of goods produced elsewhere. 

The partnership excludes China, 
and even though much of the atten-
tion is devoted to increased access to 
markets in Japan, another large impact 
of the partnership comes from raising 
relative prices of goods whose value 
chains run through China. For this 
reason, failure to approve the TPP this 
year is more likely to have an impact 
on shipping to and from China than on 
near-shoring.

LM: What changes in NAFTA pose the 
greatest opportunities for U.S. shippers?

Riley: One of the greatest opportu-
nities for U.S. shippers is an improve-
ment in rules of origin that allows  
companies to make better use of global 

Building the future of
hemispheric trade

Global Logistics

2014 Cross-Border Roundtable: 
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supply chains. New trade agreements 
may also be open in nature, allowing 
other countries to join in and thereby 
greatly expanding shipping opportunities.

Griswold: I’ll add that major 
changes in NAFTA are unlikely given 
the success of the agreement in pro-
moting a more robust North American 
market. The most recent change is 
that, after 20 years, the U.S. is finally 
fulfilling its obligations to allow cross-
border trucking, which will make 
North American supply chains more 
efficient by eliminating unnecessary 
delays at the Mexican border. 

LM: Should logistics managers be 
concerned about any major regulatory 
or compliance changes coming from 
Customs? 

Griswold: I see more opportunity 

on the upside here as well. Canada 
and Mexico have both been moving 
toward lower tariffs on manufacturing 
inputs, which will make operations in 
those countries more competitive. In 
the U.S., new regulations have made 
the Foreign-Trade Zones program more 
useful than ever. At the urging of my 
association, NAFTZ, and others, U.S. 
Customs is closing in on completing the 
Automated Commercial Environment, 
which should eliminate paper transac-
tions across the border in a couple of 
years. The WTO agreement last year 
on trade facilitation promises to stream-
line trade regulation around the world, 
especially in developing countries.   

LM: Do U.S. manufacturers have an 
easier time of monitoring human rights 
and environmental abuses in NAFTA 

nations as compared to factories else-
where in the world?

Nelson: Citizens of richer countries 
tend to demand more human rights 
protection and environmental protec-
tion than citizens of poorer countries. 
Because production tends to occur in 
the lower-wage country and consump-
tion in the higher-wage one, consuming 
countries are more sensitive to issues of 
human rights and the environment than 
producing countries. 

To protect both brand name and 
market share, importers must moni-
tor and protect human rights and the 
environment all along the value chain. 
NAFTA has increased the value of 
monitoring more than it has lowered 
the cost, and this leads to more moni-
toring of human rights and the envi-
ronment throughout the trade region.
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Riley: I agree with Bill. In general, 
expanding international commerce 
improves both human rights and envi-
ronmental progress. Since NAFTA 
took effect, for example, real wages in 
Mexico have increased while poverty 
rates in Mexico have declined. Accord-
ing to Yale University’s Environmental 
Performance Index, which goes back 
to 2002, Mexico’s air and water quality 
have improved along with the country’s 
overall environmental performance. 

Griswold: That’s correct gentle-
men. One of the many benefits of 
NAFTA has been an upgrading of labor 
and environmental standards among 
the three partner nations, especially 
Mexico. As many of us who supported 
NAFTA predicted, the agreement has 
institutionalized reform in Mexico. Its 
economic policy is more stable, trans-
parent, and business friendly, resulting 
in a more attractive environment for 
U.S. manufacturing investment. Since 
NAFTA was enacted, Mexico has 
achieved a stable macro-economy and 
a competitive, multi-party democracy.   

  
LM: How does the transportation 

infrastructure in Canada and Mexico 
measure up to that of the U.S.? What 
aspects are better or more likely to 
improve?

Riley: In the original U.S.-Canada 
FTA and NAFTA negotiations, the 
U.S. refused to consider changes to 
the Jones Act, which restricts the use 
of foreign-built and foreign-owned 
vessels. Opening U.S. domestic mari-
time transportation to international 

competition would improve transporta-
tion options. The growth of U.S. domes-
tic energy production may put new pres-
sure on Congress to revisit Jones Act 
restrictions on maritime commerce. 

Nelson: That’s a good point, 
Bryan. Meanwhile, Canada and Mex-
ico are both making strategic invest-
ments in transportation infrastruc-
ture that will lead to improvements.  
Canada’s efforts are driven by two 
factors: a desire to increase access to 
energy and mineral resources, and a 
reliance on private/public partner-
ships to fund improvements. The 
latter tends to channel funds toward 
the highest-value use, increasing the 
impact beyond what normal political 
considerations would dictate. 

Mexico has been building infra-
structure to increase connectedness, 
both from ports to the interior and 
from the south to the north. These 
improvements have led to dramatic 
drops in transportation times and 
delays, making Mexican ports more 
competitive than they used to be. The 
U.S., in contrast, is struggling because 
of deficit issues coupled with a history 
of federal funding for transportation 
infrastructure.

LM: With the Panama Canal expan-
sion moving ahead on schedule, will 
new trade patterns emerge to threaten 
NAFTA?

Nelson: Probably not. The Panama 
Canal expansion will clearly add value 
to the supply chain, but it has not yet 
been settled who will capture that 

added value. If the canal captures it 
through higher fees, no change in trade 
patterns will emerge. If they don’t raise 
fees enough to capture all of the added 
value, then others have opportunities 
to adjust their charges to capture this 
value. The players include shippers, 
ports, inland transporters, and so on. 
After all price adjustments are made, 
little room will be left for new trading 
patterns.

Griswold: I agree with Bill, and I 
don’t see any threat to NAFTA or the 
NAFTA countries from completion of 
the Panama Canal. In fact, the canal 
project has spurred investment in 
port infrastructure in North America, 
especially along the East and Gulf 
coasts. More traffic may be routed to 
the deepwater ports ready for the post-
Panamax ships, but I don’t see any fun-
damental change in the competitive-
ness of North American producers.

Riley: Certainly expansion of the 
Panama Canal will create new trade 
opportunities, but these opportunities 
are more likely to complement NAFTA 
than to threaten it. Canada, Mexico, and 
the U.S. will all benefit as trade barriers 
are reduced, whether they are physical 
trade barriers like canals and ports that 
are currently too small, or government 
trade barriers like tariffs and quotas. 
Other technological changes including 
the expansion of internet-based com-
merce will create additional opportuni-
ties for global trade.

Patrick Burnson is Executive Editor of 
Logistics Management

Global Logistics: 2014 Cross-Border Roundtable

When the Texas A&M Transportation Institute (TTI) released a 
meta-analysis of research on the North American Free Trade 

Agreement (NAFTA) last month, it confirmed that the long-term 
outlook for North American competitiveness is “promising.” But 
that doesn’t mean trade policy can’t be improved.

“Findings from the meta-analysis show that all three North 
American economies have benefited enormously from NAFTA 
over the past 20 years,” says Juan Carlos Villa, trade expert 
and Latin America Regional Manager at TTI. “Efficient border-
crossing processes, improved cross-border trucking, updated 
infrastructure with increased use of technology, and information 
exchange are some of the key elements that require continued 
work.”

The TTI research team reviewed numerous research reports 
published over the past 10 years to identify points of consensus 

among researchers on the outcomes of NAFTA implementation 
and on recommendations for improvement. 

Chief among the successes are harmonization of climate 
change policies and efficient tri-lateral energy production supply 
chains. These developments have contributed to U.S.-Canada 
surface trade doubling and U.S.-Mexico trade quadrupling in the 
20 years since the implementation of NAFTA. The study also pro-
vides an overview of broadly agreed upon barriers holding back 
further economic success.

“NAFTA 20 Years After identifies expert agreement on unre-
solved issues stalling the advancement of economic integration 
that would make the entire North American trade bloc more com-
petitive,” says Dr. Stephen Blank, co-chair of the North American 
Transportation Competitiveness Research Council. “Policy and 
process modernization is lagging behind the pace of growth.”

TTI releases NAFTA 20 Years After
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((RFID and the Supply Chain:
The RFID market is showing signs of steady growth 
as companies work to achieve a meaningful return on 
investment in specific areas of given processes.

BY JOSH BOND, 
EDITOR AT LARGE

I
t could be argued that the industry 
got a little ahead of itself in the early 
2000s when radio frequency iden-
ti� cation (RFID) was expected to 
transform supply chains overnight.

The concept of the “Internet of 
Things” was still years away, but the 
appeal of digitizing physical assets and 
achieving absolute visibility led to some 
grand theories. However, although 
much of the early hype has faded, 
RFID continues on a trajectory toward 
widespread adoption and impact.

“People had unfair expectations that 
it could change the world in a couple 
of years,” says Michael Fein, senior 
product manager for RFID at Zebra 
Technologies. “But if you look at the 
technology adoption curve, RFID is 
not at all behind. I’d say the technol-
ogy is doing fantastically well.”

Other RFID system suppliers char-
acterize the market as “going gang-
busters,” “on a very healthy evolu-

tionary track,” and “growing at a rate 
signi� cantly higher than traditional 
bar code growth rates.” These senti-
ments are backed up by RFID mar-
ket research from IDTechEx, which 
expects the market to grow from 
$7.88 billion in 2013 to $9.2 billion in 
2014—before more than tripling in the 
next decade.

The secret to this growth is not the 
wholesale replacement of bar codes 
with RFID tags, nor is it the deep pock-
ets of sophisticated retail, healthcare, 
or governmental entities. It’s the mind-
set that a mere handful of tags and a 
single reader can provide a meaningful 
return on investment (ROI) for a very 
small slice of a given process.

“My advice is to be very focused,” 
says Alan Melling, senior director of 
strategy and software at Motorola Solu-
tions. “If you try to solve every problem 
in the world with RFID, your project 
will fail. But if you want to know about 
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(( )))Measured progress
stock-outs in the underwear depart-
ment, RFID could be a great solution.”

Many warehouses and DCs are 
already handling RFID-tagged items, 
but don’t know or care. That’s because 
many manufacturers are tagging their 
products at the end of the manufactur-
ing line before packing them for ship-
ment to the retail store. 

There, RFID is used to manage 
inventory levels in the store. Yet as 
one brand of underwear, one hand 
truck � eet, and one receiving door 
after another become RFID-enabled, 
Melling says, the gaps in visibility and 
value will slowly begin to close. 

“What will drive adoption in the long 
run is the Trojan horse idea,” Melling 
says. “When tags are in place because 
one part of the supply chain sees the 
value, the technology becomes more 
appealing for others to collect data 
because the required investment is 
much less. There’s an opportunity to 
leverage an investment that someone 
else has already paid for.”

RFID readers are also writers, both 
detecting and updating the data 

stored on passing tags.
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Remember: It took more than 20 
years for bar codes to reach ubiquity.

Starting small
In all likelihood, bar codes will remain 
the standard for capturing data at specific 
points in a process for years to come. It’s 
the places between those points where 
RFID might prove valuable. 

Unlike a bar code, an RFID tag 
constitutes a unique identifier for the 
tagged item—it’s not a pair of pants, 
it’s this pair of pants. Uniqueness is 
often important in e-commerce appli-
cations where value-added steps result 
in a change to a product, which is 
another piece of information RFID is 
uniquely able to capture.

“Any system will tell you something 
moved from Point A to Point B, but 
RFID will tell you what happened in 
between by recording steps in a pro-
cess as well as any state change,” says 
Su Doyle, head of industry programs 
for OATSystems, a division of Check-
point. “Now you know both where an 
item is and what it’s doing. From there, 
you can start to think about what it 
could be doing.”

For this data to be useful, it must 
feed a warehouse management sys-
tem (WMS), an enterprise resource 
planning system (ERP), or some other 
system of record capable of identifying 
unique items. “Many WMS systems do 
not operate at an item level,” says Fein. 

“This can create complications with 
many legacy systems.” Then again, it 
might not be important to know that a 
certain pair of jeans was manufactured 
on a specific date.

Another benefit of RFID is the sim-
ple ability to count things rapidly and 
accurately—especially without line-
of-sight or easy access. This can be 
an advantage in cycle counting in the 
warehouse or taking inventory at the 
shelf level in the store. Melling reiter-
ates that the applications that succeed 
are very mundane. 

“Everyone has systems to track 

things, but they often don’t 
work the way they might 
like,” Melling says. “The sys-
tem says I have five shirts in 
a location, but the picker sees 
three. There’s a gap between 
reality and the system. RFID 
can tell you what the world 
really is, regardless of what 
the inventory system says.”

Other adopters are using 
RFID to track dwell time or to 
ensure that product is moving 
from one process or step to the 
next. One project monitored 
the use of specialized lift trucks 
used to putaway bulk items in a 
warehouse. The first discovery 
was that the lift trucks tended 
to sit idle about 50 percent of 
the time. Another company 

used RFID for shipment validation of 
high-value product headed to high-value 
customers. 

“In some circumstances, items got 
to the shipping dock and sat there for 
days,” Melling says. “There’s no way 
that’s supposed to happen in the ideal 
process you’ve designed.”

Still other manufacturers are using 
RFID to manage exception handling 
processes by identifying shipments 
that were set aside because they have 
a problem that needs to be addressed 
later. RFID allows them to quickly sort 
through the shipments to identify the 

Warehouse/DC Operations: State of RFID

Handheld RFID readers can scan large 
quantities of items simultaneously in a wide  
or narrow target field.

Agron is an official licensee for Adi-
das, manufacturing accessories for 

the sports brand. When one of Agron’s 
major customers adopted a new RFID 
approach, the manufacturing company 
had to begin adding RFID tags to all 
items for that customer, amounting to 
about 30,000 units every week. 

After quickly replacing standard label 
printers with RFID-enabled label printers 
the company was able to boost inventory 
accuracy and reduce out-of-stock items 
without changing its processes.

“We process thousands of cartons a 
day and needed something that could 
keep up and encode tags reliably,” says 
Marc Hernandez, director of service and 
distribution for Agron.

Working with an integrator, the com-
pany deployed the infrastructure for 
item-level tagging and other warehouse 
automation. Inventory software now con-
trols and manages the serial numbers 
associated with each RFID-tagged item. 

A new RFID printer/encoder provides 
a lower cost per label, fewer media-roll 
changes and fast throughput. As the 
printer prints the human-readable text 
and bar code on the face of the label, it 
also encodes the RFID inlay embedded 
in the label, providing an integrated solu-
tion with built-in error handling.

Each week, the company receives 
orders from the customer, typically for 
more than 1,000 store locations. Pick-
ers gather products and move them to 

printing/encoding stations for RFID tag-
ging, where the new equipment prints all 
30,000 tags in five to six hours.

With the new printer/encoder, Agron 
meets its customer’s RFID directive with-
out having to change its supply chain pro-
cess or incur maintenance requirements. 
The new printer/encoders simply take 
the place of previous tag printers, which 
added zero time to the tagging workflow.

“From the point of view of our users, 
it was very smooth adding leading-edge 
technology to our existing process,” Her-
nandez says. “Additionally, the printer/
encoders run without the regular outages 
and maintenance we had experienced 
with previous printers.”

—Josh Bond, Editor at Large

RFID printer/encoders replace standard label printers
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next one to be worked on. 
“I have seen capital goods manufacturers set shipments 

aside because they know there’s a problem, and they need 
to sort through it, but later never comes,” Doyle says. 
“Some manufacturers have boxes of incorrect shipments 
stacked to the ceiling, waiting to be addressed. Everyone 
has exception handling processes, but when everything is 
an exception, that’s a problem.”

Within a pallet of mixed goods, for instance, RFID can 
quickly locate the mis-pick or stock-out. Tom O’Boyle, 
director of RFID for Barcoding, offers the example of 
one customer whose receiving process was signi� cantly 
improved by RFID. 

“Now they scan for the three things that aren’t here as 
opposed to counting everything that is here,” O’Boyle says. 
“They now have more accurate data in a fraction of the 
time.” For added convenience, a sort of ‘Geiger counter’ 
function can even point a worker to, say, the top left area of 
a container for the target item.

The last few inches
Whether between two points in a facility or between 
Shanghai and Los Angeles, RFID can prevent products 
and assets from getting lost along the way. 

In the process, it can create visibility from dock door to 
doorstep, according to Kurt Mensch, RFID principal prod-
uct manager for Intermec by Honeywell. “Many are familiar 
with the concept of the last mile and how best to deliver 
products and collect data along that mile,” says Mensch. 
“RFID can serve as a ‘last few inches’ technology.”

Using RFID to ensure that the shelves inside a retail store 
always have all possible sizes can create a signi� cant impact 

Warehouse/DC Operations: State of RFID

Data systems know when an item has left one process 
or entered another, but RFID can capture what 
happened in between.
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in warehouse and DC operations, adds Zerbra’s Fein, even if 
RFID is not used in the facility. Lots of execution functions 
react to that store-level RFID data, including seasonal pre-
paredness, reverse logistics, merchandising or the establish-
ment of regionalized inventory.

“If retailers are changing order patterns with RFID, which 
they should if they’re using it properly, it affects manufacturing 
cycles and how warehouses are organized,” Melling adds. “It 
informs what everyone wants and bene� ts everyone indirectly, 
although in the future it will start to bene� t them more directly.”

What all of these examples illustrate is that while the Inter-
net of Things may not be as much a part of the discussion today 
as it was in the past, RFID is gaining traction in the supply 
chain. It’s just not being used to track pallets and cartons as 
initially envisioned. The biggest challenge to the adoption of 
RFID moving forward could be the reluctance of many users 
to talk about the value they are realizing from the technology. 

“In the past four years, RFID use cases have centered on 
customer-facing processes in both retail and industrial mar-
kets,” says OATSystems’s Doyle. “But I think it’s interesting 
that aerospace and defense � rms are talking about their suc-
cesses with RFID while many retailers are much more secre-
tive about the competitive advantages they have gained.” 

Josh Bond is Editor at Large for Logistics Management
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Finding the right third-party logistics provider (3PL) 
always involves considerable due diligence, contend 

industry experts. But it may also mean leaving an 
existing partner for a set of collaborators that can deliver 

on the promise of a seamless global network.
By Patrick Burnson, Executive Editor

Top 50 3PLs

®
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Leading industry analysts and consul-
tants maintain that the landscape for 
global and domestic 3PLs may be 
shifting this year, but shippers can 
hedge their bets by vetting asset-based 
and non-asset players when planning 

future networks. A healthy service provider portfo-
lio, say our analysts, includes a bit of both. 

In fact, this year’s list of Top 50 Global 3PLs, 
compiled by market consultancy Armstrong & 
Associates, validates the observation that shippers 
need a variety of options when it comes to moving 
freight this year. 

“Shippers would prefer to work with a few 
providers, but the performance scale of opera-
tions often requires them to hire several 3PLs in 
order to optimize global procurement,” says Evan 
Armstrong, the consultancy’s president. “In the 
domestic arena, it’s more centralized.”

On the domestic front, both Coyote Logistics 
and XPO Logistics have broken the $2 billion 
revenue barrier through acquisition, creating two 
“mega” freight brokers to rival 3PL domestic trans-
portation management (DTM) market segment 
leader C.H. Robinson Worldwide. “With other 
major competitors such as Total Quality Logistics 
and Echo Global Logistics growing rapidly as well, 
this intense competition will continue to heat up,” 
says Armstrong. “In the end, it will mean increased 
operational performance levels for shippers and fur-
ther consolidation within the small freight broker 
ranks.” 

While the 3.5 percent year-over-year U.S. 3PL 
market growth in 2013 was sluggish, mirroring 
the overall economy, DTM led all 3PL market 
segments again in 2013, according to Armstrong’s 
research. Gross revenues were up, as was the cost 
of purchasing transportation capacity. However, 
the ongoing driver shortage continues to pressure 
DTM gross margins and net revenue growth.

“International transportation management 
(ITM) saw another slow-growth year. Expeditors 
International, Kuehne + Nagel, and Panalpina all 
had year-over-year revenue gains of 2.9 percent 
or less,” Armstrong observes. He also notes that 
more focus in Asia has been on building reliable 
regional value-added warehousing and distribution 
(VAWD) networks versus export activity. 

“This has benefited Kerry Logistics and Toll 
Holdings who have significant operating networks 
in China and Southeast Asia,” says Armstrong. 

“As a sign of this shift, Kerry Logistics, the leading 
VAWD 3PL in Greater China, was spun off from 
its parent Kerry Properties Limited via an initial 
public offering in December 2013.” 

“Amazon effect”
Since 2011, Armstrong and his team have been 
monitoring the “Amazon effect” on the third-party 
logistics market as part of its strategy consulting 
work. 

They’re finding that it’s becoming increasingly 
important for value-added warehousing and distri-
bution-centric 3PLs with significant business in the 
retailing industry to anticipate continued growth 
by Amazon and position—or reposition—their 
companies within the market as more business 
shifts from brick-and-motor stores to internet order 
fulfillment operations. 

Armstrong says that while the internet services 
and retailing 3PL market sub-segment is only a 
small portion of the Fortune 1000 domestic spend 
with 3PLs, it has grown 140 percent from 2007 to 
2013. 

“Amazon is the 800-pound gorilla in the e-retail 
market, and as it deploys its own local delivery 
fleets and continues to expand its value-added 
warehousing and distribution network, it will drive 
strategic change,” says Armstrong. “Those 3PLs 
that could be most affected include DHL Supply 
Chain & Global Forwarding, FedEx SupplyChain, 
GENCO, OHL, UPS Supply Chain Solutions, and 
the smaller e-commerce fulfillment niche players 
like eBay Enterprise (formerly GSI Commerce) and 
Innotrac.” 

While Amazon outsources very few functions to 
3PLs, Menlo Worldwide Logistics has been a key 
beneficiary from Amazon’s growth, having signifi-
cant portions of business awarded to it in 2013, 
he adds. “It’s this kind of resiliency that will be a 
key differentiator in the 3PL marketplace moving 
forward.”

Balancing act 
Resiliency and balance are not mutually exclusive 
qualities, maintains John Langley Jr., Ph.D., at the 
Pennsylvania State University. Indeed he argues 
that the Armstrong rankings reflect more global 
diversity of gross revenue, thereby challenging the 
“80-20 Rule.” Also known as “The Pareto princi-
ple,” it states that roughly 80 percent of the effects 

Continued on page 56S
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Armstrong & Associates Top 50 Global 3PLs

Rank Third-Party Logistics Provider
2013 Gross Logistics 

Revenue (USD Millions)*

1 DHL Supply Chain & Global Forwarding 31,432

2 Kuehne + Nagel 22,587

3 DB Schenker Logistics 19,732

4 Nippon Express 17,317

5 C.H. Robinson Worldwide 12,752

6 CEVA Logistics 8,517

7 DSV 8,140

8 Sinotrans 7,738

9 Panalpina 7,293

10 SDV (Bolloré Group) 7,263

11 DACHSER 6,627

12 Toll Holdings 6,266

13 Expeditors International of Washington 6,080

14 Geodis 5,828

15 UPS Supply Chain Solutions 5,492

16 GEFCO 5,300

17 J.B. Hunt (JBI, DCS & ICS) 5,224

18 UTi Worldwide 4,441

19 Agility 4,415

20 Yusen Logistics 4,042

21 IMPERIAL Logistics 3,923

22 Hellmann Worldwide Logistics 3,433

23 Unyson Logistics 3,374

24 Damco 3,212

25 Burris Logistics 3,119

26 Schneider Logistics & Dedicated 2,850

27 Norbert Dentressangle 2,782

28 Kintetsu World Express 2,718

29 Kerry Logistics 2,575

30 Pantos Logistics 2,546

31 Sankyu 2,293

32 Ryder Supply Chain Solutions 2,280

33 FIEGE Group 2,090

34** Coyote Logistics 2,000

34** XPO Logistics 2,000

35 BDP International 1,900

36 NNR Global Logistics 1,745

37 Wincanton 1,695

38 Total Quality Logistics 1,621

39 Logwin 1,620

40 Nissin Corporation/Nissin Group 1,611

41 APL Logistics 1,586

42 Americold 1,580

43 Menlo Worldwide Logistics 1,540

44 GENCO 1,509

45 BLG Logistics Group 1,470

46 Transplace 1,400

47 FedEx SupplyChain/FedEx Trade Networks 1,387

48 Landstar 1,301

49 OHL 1,290

*  Revenues are company reported or Armstrong & Associates, Inc. estimates and have been converted to USD using the  
average exchange rate in order to make non-currency related growth comparisons. **Tie

Top 50 3PLs Special Report A SPECIAL SUPPLEMENT TO LOGISTICS MANAGEMENT

2014 State of the 3PL Market Webcast
Thursday, July 10 at 2:00 p.m. ET

logisticsmgmt.com/3pl14





54S LOGISTICS MANAGEMENT | JUNE  2014 WWW.LOGISTICSMGMT.COM

Armstrong & Associates Top 50 U.S. Domestic 3PLs

Rank Third-Party Logistics Provider
2013 Gross Logistics  

Revenue (USD Millions)*

1 C.H. Robinson Worldwide 12,752

2 Expeditors International of Washington 6,080

3 UPS Supply Chain Solutions 5,492

4 J.B. Hunt (JBI, DCS & ICS) 5,224

5 Kuehne + Nagel (The Americas) 5,046

6 Exel (DHL Supply Chain - Americas) 4,600

7 UTi Worldwide 4,441

8 Unyson Logistics 3,374

9 Burris Logistics 3,119

10 Schneider Logistics & Dedicated 2,850

11 DB Schenker Logistics (The Americas) 2,838

12 CEVA Logistics (The Americas) 2,641

13 Ryder Supply Chain Solutions 2,280

14 Panalpina (The Americas) 2,188

15 Coyote Logistics 2,000

15 XPO Logistics 2,000

16 BDP International 1,900

17 Total Quality Logistics 1,621

18 Americold 1,580

19 Menlo Worldwide Logistics 1,540

20 GENCO 1,509

21 Transplace 1,400

22 FedEx SupplyChain/FedEx Trade Networks 1,387

23 Landstar 1,301

24 OHL 1,290

25 Cardinal Logistics Management 1,200

26 Swift Transportation 1,189

27 Werner Enterprises Dedicated & Logistics 1,138

28 NFI 1,091

29 Damco (The Americas) 1,007

30 syncreon 1,000

31 APL Logistics (The Americas) 993

32 Penske Logistics 968

33 Echo Global Logistics 884

34 Yusen Logistics (Americas) 821

35 Ruan 807

36 Transportation Insight 803

37** Jacobson Companies 800

37** Neovia Logistics Services 800

38 England Logistics 798

39 Agility (The Americas) 795

40 ModusLink Global Solutions 755

41 Ingram Micro Logistics 734

42 Hellmann Worldwide Logistics (The Americas) 721

43 New Breed Logistics 648

44 U.S. Xpress Enterprises 615

45 Kenco Logistic Services 580

46** Crane Worldwide Logistics 574

46** Freightquote.com 574

47 DSV (The Americas) 570

* Revenues are company reported or Armstrong & Associates, Inc. estimates and have been converted to USD using  
the average exchange rate in order to make non-currency related growth comparisons. **Tied.
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come from 20 percent of the causes. 
“This translates into the way the economy is 

functioning now, with non-asset based 3PLs hav-
ing much greater leverage for buying asset-based 
services,” says Langley.

He also observes that domestic trucking supply 
and demand drives a lot of pricing pressure these 
days, which encourages logistics managers to spread 
their business around. “Asset-based providers are 
having a resurgence,” says Langely. “At the end of 
the day, someone has to own the assets, and we see 
them now dealing more directly with retail and 
Fortune 500 shippers.”

Adrian Gonzalez, the founder and president of 
Adelante SCM, a peer-to-peer networking com-
munity for logistics professionals, agrees that a 
balanced transport portfolio is ideal. “Logistics 
managers are trying to mitigate risk by using 
asset-based carriers for dedicated fleet control 

operations,” he says. “This is not only true in the 
truckload segment, but also in intermodal. Ship-
pers have to weigh the benefits of flexibility against 
the advantages of having predictable routes.” 

Non-asset based players resemble “technology 
providers,” more than ever, Gonzalez adds, noting 
that increased focus on customer relationship man-
agement is redefining the 3PL arena.

“Not just regionally, or domestically, but all 
around the world, he says. “While someone has to 
own the physical assets, many 3PLs are becoming 
much more reliant on cloud computing to provide 
seamless transparency for the shipper. Asset-based 
giants are also realizing the advantages of adapting 
to new IT technologies.”

Gonzalez maintains that through the years, 
service providers and software vendors have “busted 
out of their boxes” via mergers and acquisitions, new 
business models, and new product development to 

Steve Banker, director of supply chain solutions 
at ARC Advisory Group, feels that measuring 

the return on a managed transportation service 
(MTS) relationship will become increasingly im-
portant to shippers.

In an MTS arrangement, a shipper contracts 
with a third party to plan and execute their moves 
for them. “In other words, instead of having 
internal planners orchestrate and execute moves, 
those planners are in the employ of the MTS 
provider, but work on behalf of the shipper,” says 
Banker. 

While there’s much fine research on logistics 
service providers (LSP) and their overall rela-
tionships with their clients, there is a scarcity of 

research focused on specific LSP service lines 
such as warehousing, freight forwarding, and 
MTS. A recent survey done in conjunction with 
Peerless Research Group (PRG), the research di-
vision affiliated with Logistics Management, was 
recently conducted to correct this. Results will be 
shared in a joint webcast to take place on July 10 
(logisticsmgmt.com/3pl14).

“Our goal was to determine the ROI of MTS 
arrangements, to develop criteria that would 
sort respondents into a top and bottom per-
formers category, and then to look at what top 
performers were doing differently from other re-
spondents,” says Banker. “This allows shippers 
engaged in MTS relationships to benchmark 

their performance.”
Banker has plenty of 

company in the 3PL analyst 
community when it comes 
to measuring the wants and 
needs of shippers. “It’s really 
quite simple,” he concludes. 
“All shippers want is sterling 
service. In the end, it doesn’t 
matter how few or how many 
players are involved.”

Steve Banker will be joining 
our 3PL analyst panel in 
our State of the 3PL Market 
Webcast on Thursday, July 
10, to share the findings of 
this new study.

What’s the ROI on a managed transportation services relationship?

Shippers with managed transportation 
services (MTS) relationship

Freight savings among
those that achieved savings

Freight costs if not
working with MTS provider

Source: ARC Advisory Group/Peerless Research Group (PRG)
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Costs would
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11%

MTS decreases costs > 12%

MTS decreases costs 9-11%

MTS decreases costs 6-8%

MTS decreases costs 3-5%

MTS decreases costs <2%

Savings, but not sure how much

Costs
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67%

9%

18%

12%

16%

4%

8%

Top 50 3PLs Special Report A SPECIAL SUPPLEMENT TO LOGISTICS MANAGEMENT

2014 State of the 3PL Market Webcast
Thursday, July 10 at 2:00 p.m. ET

logisticsmgmt.com/3pl14



TRANSPORTATION 
MANAGEMENT

Integration 
with TMS

Mode 
Selection

Carrier 
Selection

Load 
Tender

Load 
Dispatch

Track & 
Trace

Freight Bill Pay 
& 

Audit

Exception 
Management

Delivery

Reporting 
& 

Analytics

Claims 
Management

DOING IT 
YOURSELF

TRANSPORTATION 
MANAGEMENT

MANAGED 
BY ECHO

600 W Chicago Ave, Suite 725, Chicago, IL 60654
www.echo.com

800.354.7993

TRANSPORTATION SHOULDN’T 
BE COMPLICATED.

Transportation can be challenging for even the most sophisticated shippers. 
Our proprietary technology and dedicated client service team approach helps to 
simplify the critical tasks involved in transportation. Echo takes the “complicated” 
out of transportation management so that you can focus on what you do best.

At Echo, We’re Taking the “Complicated” 
Out of Transportation Management™

LTL • Truckload • Intermodal • Expedited
Small Parcel • International Air & Ocean



pursue new growth opportunities, and to provide 
manufacturers and retailers with more complete 
“end-to-end” supply chain solutions.

“In the past, you had a box for freight forward-
er, a box for broker, a box for warehouse operator, 
and so on,” Gonzalez says. “At the same time, 
logistics managers had a box for parcel shipping 
solution, a box for fleet management application, 
and a box for outbound transportation solution.” 
Today, he says, the boxes and labels of yesterday are 
giving way to a single amorphous category: provid-
ers of supply chain software and services.

“A logistics service provider can offer its own 
transportation management system while still being 
a 3PL and software vendor,” says Gonzalez. “It can 
also be a B2B connectivity service that facilitates 
the exchange of data, documents, and other infor-
mation with carriers and other trading partners.”

Those distinctions, he argues, are becoming 
less important. For Gonzalez, the only question 
that still matters is the first one manufacturers 
and retailers must ask themselves when defining 
their supply chain strategies and 
initiatives: What are our desired 
outcomes?

Magic Quadrant
Analysts for The Gartner Group 
are more concrete when it comes 
to defining the role of the 3PL. For 
them, the logistics service provider 
(LSP) predominantly operates a 
business that moves, stores, or 
manages products or materials on 
behalf of a shipper without ever 
taking ownership of such products 
or materials. 

In its annual Magic Quadrant for 
Global Third-Party Logistics report, 
Gartner considers 3PLs and LSPs 
to be synonymous. “Increasingly, 
3PLs have extended their services 
beyond the basics, providing op-
portunities to increase their value 
and resolve additional customer 
supply chain challenges,” says Greg 
Aimi, Gartner’s director of supply 
chain research and Magic Quadrant 
co-author.

For example, these services in-
clude returns and repair processing, 

assembly and kitting, packaging, postponement, 
shipment consolidation, and cross-docking. In 
some cases, 3PLs also offer fourth-party logistics 
provider (4PL) or lead logistics provider (LLP) 
services. Customers use 4PL/LLP as a single man-
agement team to oversee and coordinate other 3PLs 
and carriers on their behalf.

“Large multinational and global manufacturers, 
distributors, and retailers are requiring their 3PLs 
to offer a broader set of consistent and reliable 
services across more and more countries, and to 
integrate those services across end-to-end business 
processes so that they might be able to use them as 
a global preferred provider,” explains Aimi.

As a consequence, adds Aimi, the 3PL industry 
is progressing along a “maturity spectrum” in ac-
cordance with these new customer requirements, 
through a combination of acquisition and organic 
growth strategies. 

“This Magic Quadrant is intended to chart the 
evolution of the largest 3PLs as they improve their 
ability to become a global preferred provider for 
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Magic Quadrant for global third-party 
logistics providers

Source: Gartner (May 2014)

Note: The scoring and hence the placement of dots on the graphic is done 
on a relative scale—that is, the 3PL providers are rated in comparison to each
other to determine their location versus being placed on an absolute grid.
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their customers,” says Aimi. “Logistics and supply 
chain executives can use this research to better un-
derstand 3PLs and their capabilities when evaluat-
ing and selecting the right set of providers to meet 
their global logistics needs.”

Above the radar
Aimi’s words of advice should resonate with the 
world’s largest logistics provider, DHL, which has 
just published the second edition of its Logistics 
Trend Radar.

The current report builds on the recent develop-
ments already identified in 2013, introduces new 
trends, and then sketches a future landscape for logis-
tics professionals and the challenges they will face, but 
also outlines solutions that are underway—especially 
multi-channel retailing and predictive purchasing.

Some of the new trends the report highlights 
include omni-channel logistics, or the integration 
of different offline and online shopping channels; 

anticipatory logistics, or the application of big data 
analysis of customer product searches in order to 
send a shipment before the customer places an 
order; and crypto payment, the universal payment 
systems that allow global cross-currency payments 
to clear in seconds.

According to researchers, the Trend Radar re-
port serves as a panoramic 360 degree view across 
the whole breadth of the logistics landscape. 
Based on this overview, the DHL research team 
will further explore selected trends in a “deep 
dive” format, based on research in cooperation 
with customers, research institutes, and industry 
experts. 

“We combine our expertise with input from 
academia and other partners,” says Markus Kuckel-
haus, DHL’s director of trend research, adding that 
the Trend Radar is a good starting point for logis-
tics professionals wanting to prepare their logistics 
network for future challenges.
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Third-party logistics (3PL) services providers 
weathered the harsh impact of the winter 

weather in the first quarter in solid fashion, ac-
cording to the Q1 2014: TIA 3PL Market Report 
recently released by the Transportation Intermedi-
aries Association (TIA). 

The report is based on monthly data from TIA 
member companies who submit real operating 
data and respond to questions on business condi-
tions affecting the 3PL sector. Types of questions 
that the member companies’ answer include: num-
ber of shipments by mode; total billing; and gross 
margins. Other data collected are customer-based 
forecasts to offer up expectations of near-term 
business volume.

Total invoiced revenue in the first quarter for 
all TIA member study participants—at roughly 
$2.56 billion—was up 10.2 percent compared to 
the first quarter of 2013, and total shipments—
at 1,381,058—were up 2.7 percent annually. 
First quarter invoice amount per shipment—at 
$1,856—rose 1.6 percent annually, and profit 
margin—at 13.4 percent—was off by 20 basis 
points.

TIA reported that 70 percent of 3PL revenue 

came from truckload, which was followed by inter-
modal at 18 percent, and less-than-truckload at 10 
percent. Miscellaneous activity within warehous-
ing, air, and other services represented 2 percent of 
first quarter 3PL revenue. 

LTL shipments were up 23.7 percent com-
pared to the first quarter of 2013, with revenue 
up 20.4 percent. Intermodal shipments saw a 4.3 
percent increase, and revenue was up 12 percent. 
Truckload shipments were down 0.2 percent and 
revenue headed up more than 10 percent. 

According to Robert Voltmann, president and 
CEO of TIA, the first quarter overall saw contin-
ued growth in freight volumes, coupled with some 
weather-related shifts with intermodal and LTL 
being a little less affected than truckload was in the 
first quarter. 

“Because capacity is tightening, we still see top 
line revenue rising and continue to see compres-
sion on company margins,” says Voltmann. “The 
margin effect is a general trend, and it’s because 
our members are paying more for trucks, and spot 
shortages are not across the board. When these 
shortages are across the board, we’ll see prices go 
up even higher and see margins start to rise.”

Q1 TIA report shows annual gains  
despite tough winter conditions
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in knowing their freight is being handled properly,” says 
Landstar Agent Trevor Hagerman. “If not for Landstar 
owner/operators and the whole Landstar system I would 
not have had the confi dence to take on our fi rst large scale, 
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Hagerman’s agency transported 11 Caterpillar 795F AC trucks – each almost 
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The nearly 25 percent annual increase in LTL 
shipments for the first quarter marks the highest 
increase for that mode, according to TIA, and it 
also was the first time in four quarters that truck-
load volume saw an annual gain, just barely at 0.2 
percent. 

The strong intermodal output in the first quar-
ter continues to highlight the fact that the mode is 
gaining in traction among 3PLs. 

Voltmann said that over the last four quarters, 
TIA’s reporting members shifted 5 percent of their 
truckload freight to intermodal. 

“The reason for that is a combination of 
capacity, shipper desires, and that the railroads 
were less affected by the weather in the first 
quarter,” Voltmann explains. “Shippers are 
expressing more interest in anything that could 
go intermodal and moving it that way. We are 
working with our members to better understand 

where intermodal makes sense for them and 
what the tradeoffs are.”

Even though the first quarter saw slight declines 
in total shipments and revenue, and a nearly 2 
percent gain in invoice amount per shipment, Volt-
mann says it’s reasonable to assume that if this past 
winter was not so prolonged there could have been 
annual improvements across the board. 

The main driver was tight capacity that is giv-
ing carriers pricing power, which some industry 
analysts think could head up 4 percent to 6 percent 
this year. 

Also contributing to the expected increase are 
the new hours-of-service regulations; new engine 
requirements and related costs; the pending arrival 
of electronic logging devices in the coming years; 
and what Voltmann describes as a “regulatory ava-
lanche” continuing to make its mark. 

—Jeff Berman, Group News Editor
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Echo Global Logistics, a non-asset based freight 
brokerage company and a provider of technol-

ogy-enabled transportation management services, 
recently reported that it has acquired the assets of 
One Stop Logistics Inc., a Watsonville, Ca.-based 
transportation brokerage.

The purchase price, according to Echo, was 
$37.3 million. One Stop was established in 1998 
and is a non-asset provider of less-than-truckload 
(LTL) and truckload services and has locations in 
Northern California and Florida. 

Other services provided by One Stop include 
international full container load and less-than-
container (LCL) shipments via ocean or air transit; 
U.S.-based temperature-controlled services, 
with hundreds of vendor partners specializing in 
truckload and LTL temperature controlled freight; 
air- and ground-based expedited services; and trade 
show and convention services

One Stop is led by Steve Brown, who has been 
with the company for 15 years, and will serve as 
regional vice president of the entity, which will now 
conduct business under the Echo Global Logistics 
Inc. moniker. Echo added that all existing One 
Stop staffers and management will remain with the 
company.

“One Stop is a profitable and impressive opera-
tor in the market for over the road transportation 
solutions,” says Douglas Waggoner, Echo CEO. 
“With this acquisition, we continue to position 
Echo for further growth by expanding our national 
coverage and leveraging our technology, our carrier 
network, and our service offering.”

This is Echo’s third acquisition of 2014. The 
company brought Jacksonville, Fla.-based Comcar 
Logistics, a non-asset based truckload brokerage, 
into the fold in February and Online Freight Ser-
vices, a third-party logistics company headquartered 
in Mendota Heights, Minn, in January. Echo has 
done 19 tuck-in acquisitions dating back to 2007.

“We have a pipeline [of acquisition targets] 
we are working out of and expect to do more this 
year,” Waggoner told Logistics Management recently. 
“We like the strategy because it’s relatively low-risk 
and quick to integrate the acquired companies into 
Echo. We can add geographic presence, existing 
customer relationships, and sales force, and it’s a 
nice way to grow. Plus, once we acquire a company, 
typically within two or three years, they double in 
size under Echo as we can help them grow faster.” 

Cowen & Co. analyst Jason Seidl wrote in a 
research note that Echo is strategically positioned 

Echo Global Logistics acquires  
One Stop Logistics Inc. 
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to benefit from the fragmented and highly com-
petitive brokerage market.

“Indeed, the current challenges facing the trans-
portation industry and logistics sector may have a 
bright side for acquisitive companies such as Echo,” 
Seidl writes “Transportation brokers continue to 

see their margins squeezed, which could weigh 
on industry profitability and returns, making 
some players who were previously on the fence on 
whether to consider acquisition offers more likely 
to do so now.”

—Jeff Berman, Group News Editor
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3PLs must make adjustments in China
Beyond just export and freight forwarding 

services, third-party logistics providers (3PLs) 
in China are now offering pick-and-pack services 
for direct-to-customer shipments in the U.S. and 
Europe, observes Rosemary Coates, president of 
Blue Silk Consulting and author of Rules for Sourc-
ing and Manufacturing in China.

“3PLs will prepare individual shipments for end 
customers, then overpack and consolidate to take 
advantage of bulk shipping to a U.S. or European 
distribution hub,” says Coates. “For example, Nike 
has a web store (Nike ID) where you can design 
your own shoes for color and style. The shoes are 
then manufactured in Shenzhen and then shipped 
to U.S. customers via UPS consolidation to the 
UPS Louisville hub.”

Incoming containers are broken down and in-
dividual pairs of shoes are sent on their final route 
to customers via UPS 
domestic delivery. No 
inventory is kept in any 
part of the supply chain, 
as the shoes are manu-
factured on demand. 

“Smaller 3PLs 
and freight forward-
ers without global 
networks, processes, 
and IT systems cannot 
compete with the larger, 
more sophisticated 
global companies,” says 
Coates. “This is key. 
Without global IT sys-
tems, the ability to serve 
customers in China or 
any region of the world 
is limited.”

According to Coates, 
as supply chains become 

more global and more complicated, IT systems 
become the backbone to supplying critical supply 
chain information. Other key observations include:

• Operations people need to know where 
supplies are and how they are moving to support 
production.

• Customers want to know where their orders 
are and when they will arrive.

• Customs authorities are getting more sophis-
ticated and require advance electronic information 
for clearance and collection of duty.

“Third-party logistics providers that are invest-
ing in more automation and IT will attract more 
and larger customers,” adds Coates. “In addition, 
3PLs that have process engineers to design new 
services for customers will also win new business 
through the creation of innovative solutions.”

—Patrick Burnson, Executive Editor
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“The future ain’t what it used 
to be.” � at somewhat 
nonsensical quote from the 
former New York Yankee 
baseball player Yogi Berra 
was the whimsical, yet apro-

pos tagline for the MIT Supply Chain 2020 (SC2020) 
Project. I managed the project’s launch in 2004, and 
it continues today, focusing on what excellent supply 
chains would look like 10 to 15 years in the future.  

Having come from a largely consulting back-
ground prior to joining MIT’s Center for Transporta-
tion & Logistics, I initially thought that successful 
supply chains in the future would leverage best 
practice trends that I had been seeing over the past 
� ve to 10 years, such as Just-in-Time (JIT) and lean 

operations as well as supply chain visibility and col-
laboration. After peeking into the future for a while, I 
realized these trends were based upon where the world 
had been recently moving, not necessarily on where it 
might be in the future. And, these so-called best prac-
tices might be rendered useless. I came to realize that 
my own view of the future “wasn’t what it used to be;” 
hence, the genesis of the SC2020 Project tagline.

� e MIT team decided to approach the project us-
ing a Scenario Planning methodology, rather than try 
to do the impossible and predict the state of the world 
10 to 15 years out. Our interests moved to identifying 
reasonable scenarios for the future, such as the worlds 
that supply chains might be operating in as well as the 
uncertainties around them. � e six major factors that 
we feel will most a� ect future supply chains are: 1) the 

Global Supply Chains: 
When uncertainty is a

CERTAIN FACTOR

By Larry Lapide 
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aging of developed countries; 2) oil prices; 3) a power 
shift toward the East; 4) trading bloc formation; 5) 
globalized Green Laws; and 6) pervasive technologies. 

Despite the Great Recession we have experienced 
since the launch of this initiative, my view of the im-
portance of these major factors has not been altered. 
That is because these long-term global shifts happen 
as a backdrop to short-term economic conditions. 
Indeed, the Great Recession has more than likely 
either delayed or accelerated their impact on future 
global supply chains. Their trends and implications 
are  described on the following pages.

1. Aging of developed countries. Early 
in the MIT project, I invited Dr. Joseph F. Cough-
lin, who directs MIT’s Age Lab, to discuss his re-
search in what he terms “Disruptive Demographics.” 
The research looks at how consumer wants and needs 
are changing based on the aging of populations. He 
showed a key chart that depicts the world’s popula-
tion in 1996 in contrast to what is being predicted for 
2025. The chart highlighted the differences between 
“less developed countries” and “more developed 
countries” and also showed the age distributions for 
them. A major takeaway is that the world’s popula-
tion is growing larger and older. However, and more 
importantly, the more developed countries are getting 
older, while the less developed are getting younger. 
This trend will have significant demand-supply ramifi-
cations for future supply chains. 

Relatively speaking, older people are more af-
fluent and consume more goods, while younger 
people possess the physical prowess and stamina to 
do the work needed to create them. Thus, from a 
supply-demand perspective, in the future there will 
be significant dislocations between the consumers 
buying the goods and the workers needed to supply 
them. 

From the demand side, older populations will 
demand a different set of goods as they age. Instead 
of just standalone products, they will favor total 
solutions that include a host of services along with 
physical goods. As they age, older people will expe-

rience physical, hearing, and sight challenges. They 
will need goods and services to help them overcome 
these challenges to their quality of life. These might 
include, for example, in-home monitoring of their 
diets and health, as well as more home delivery to 
satisfy their in-home needs. 

From the supply side, this trend also means the 
populations buying the largest share of goods will 
be located in different countries than those that can 
do the work necessary to create them. More devel-
oped, older consuming countries will need to solve 
this problem by importing more goods, increasing 
labor productivity, and expanding their workforce 
in at least two ways. 

The first would be to source labor from other 
countries by allowing more immigration from 
less developed countries, while the second would 
be to harness the potential of workers previously 
considered unemployable. More automation might 
be needed in plants and warehouses to support 
workforces that are comprised of diverse sets of im-
migrants, older workers, and mentally and physi-
cally handicapped workers.  

 2. Oil prices. Since late 2004, oil prices have 
crept upward, albeit in an unsteady fashion, as 
prices have become more volatile in the short run. 
When we first noticed that this was happening to 
the price of oil—the critical resource needed to 
fuel economies and drive supply chains around 
the world—it was identified as one of the most 
important macro factors for the SC2020 project to 
investigate. While the price of a barrel of crude oil 
was well below $40 at the time, we initially postu-
lated an oil price reaching $40. Shortly thereafter, 
we changed it to $200 to $400 per barrel by 2020.

We uncovered a 1980 U.S. Department of Energy 
chart historically depicting the real prices of oil during 
a period of almost 18 years that we called the Era of 
Cheap Oil. From around 1986 to late 2004, the real 
price of oil varied from about $20 to $30 per barrel. 
After that, the price swung wildly in the short run, 
while climbing to its current price hovering around 
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$100 per barrel—three to more than � ve times the price during 
the Era of Cheap Oil—in just nine years. (� e recent increase in 
natural gas production in the U.S. portends a long-term future 
with more reliance on this energy source, however, it will take 
decades to create the demand and supply chain needed to replace 
the lion’s share of the dependency on oil.) 

My prediction is for the climb to continue because the 
long-term price increases are due to rising global demand for 
oil from developing economies, as well as to the increased cost 
of extracting oil from new and more di�  cult places. (One 
could argue that the BP oil spill in the Gulf of Mexico high-
lighted the extra costs that will be incurred by drilling in places 
never drilled in before—costs relating to additional safeguards 
and the use of innovative drilling techniques.)

� e Era of Cheap Oil also happened to coincide with a time 
when companies were innovating supply chains that were global, 
fast, responsive, and relatively inexpensive—largely driven by 
inexpensive oil. Now that the Era of Cheap Oil is history, these 
will have to be adapted to align to the more expensive oil regime. 
Today’s networks were driven by cheap oil that rendered out-
sourcing, o� shoring, and JIT programs cost e� ective. Worldwide 
inventories were drastically reduced through the use of faster, yet 
less energy e�  cient, transport modes that enabled goods to be 
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cost e� ectively moved around the world. Companies favored the 
use of air rather than ocean freight, and truck and parcel rather 
than rail and barge, to transport goods.

� e demise of cheap oil also alters the relationship between 
� xed and variable manufacturing costs (that are signi� cantly 
dependent on oil/energy costs). Industries that routinely operate 
plants 24/7 may need to shut down operations occasionally to 
save on the higher variable costs. � is wasn’t on the radar screen 
during the Era of Cheap Oil. And, this more expensive oil could 
favor smaller and less � xed-cost-based manufacturing plants. 

From a future supply network structure, more expensive oil will 
favor shorter supply lines than those that were cost justi� ed under 
cheap oil. � is is especially true for outbound (customer facing) 
supply lines that are the least energy e�  cient because their trans-
port modes tend to be parcel and truck, rather than the rail and 
ocean often used for inbound supply. � is will tend to geographi-
cally cluster source, make, and delivery functions to create global 
supply networks that are cost and energy e�  cient, rather than cost 
and inventory e�  cient. 

3. Power shift toward the East. While the rapid eco-
nomic rise of China makes up much of today’s headlines, there 
has been a gradual shift of economic power toward the East in 
general. Relatively speaking, the U.S. and Western European 
dominance of world trade has been shrinking over time. 

Many of the world’s largest companies, especially those 
that manufacture and market commodity goods, are now 
based outside the U.S. and Western Europe. In 2010, China 
surpassed Japan as the second largest country in terms of 
GDP, having already surpassed Germany in 2007 when China 
became the third largest. � e U.S. share of GDP has been 
steadily declining since 2001 (according to IMF data), as has 
Western Europe’s over a longer period of time.

An interesting book, � e Post-American World by Fareed 
Zakaria, echoes the trend toward a future in which Western 
economies no longer rule the roost. (Indeed, some might 
argue that the Great Recession we recently experienced may 
well be the in� ection point of this power shift.) As Zakaria’s 
book starts out: “� is is not a book about the decline of 
America, but rather about the rise of everyone else.” While 
not necessarily bad news for the West, it does mean that 
there will be more competition among global companies for 
scare raw materials, as well as for capitalizing on revenue op-
portunities in the growing Eastern nations.

Implications of this change for Eastern countries include a shift 
from largely manufacturing based economies to more consum-
ing oriented ones. In addition, these countries’ populations will 
become more educated and will compete more with the West in 
product innovation—where the West has been dominant for a 
very long time.
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4. Trading bloc formation. The 
book The World Is Flat: A Brief History 
of the Twenty-First Century by Thomas L. 
Friedman postulates a future in which 
goods, information, and ideas move 
around freely, virtually unrestricted by 
country borders. I suspect most supply 
chain and manufacturing professionals 
support this view because they take pride 
in being able to make, move, and sell 
goods anywhere in the world. The Flat 
World is a great, altruistic world that I 
hope to live in during my golden years. 
However, I believe it is an optimistic 
and only a remotely possible future. 
Similarly, another remotely possible sce-
nario would be an extreme backlash to 
globalization that results in a future that 
we termed the “Alien Nation” scenario 
in the SC2020 Project. This is a future 
in which there is limited cooperation 
and trade among nations, also cynically 
called “the Old Europe.”

Another more likely scenario might 
be the formation of three to four tightly 
coupled trading blocs that are essen-
tially spheres of influence around a few 
dominant or “magnet” countries. For 
example, there might be trading blocs 
with the majority of their economic 
activities and supply chains centered on 
the U.S., Western Europe, China, and 
possibly Japan. Under this scenario, the 
majority of international trade would 
take place within each bloc, with less 
cross-bloc trading taking place than 
would be expected under a Flat World 
scenario. 

There are some trends that portend 
this trading bloc future. In the West-
ern Hemisphere, there are a variety of 
trading partnerships in place, including 
NAFTA. The European Union (EU) has 
been formed and a common currency 
has been implemented. China has been 
developing long-term relationships with 
businesses in Australia, especially for the 
sourcing of commodity goods, and for 
oil in Africa and the Middle East.

Two of the factors discussed above 
also support trading bloc formation. 

As oil prices increase over time, the 
shortening of supply lines might drive a 
natural evolution to blocs, as companies 
geographically cluster their source, make, 
and deliver functions. In addition, more 
developed older countries might source 
younger labor from their less developed 
neighboring countries to solve their labor 
shortages. North America might ramp up 
immigration from Latin America, while 
Western Europe might source more labor 
from Africa. Japan and China might 
source more labor from the less devel-
oped Asian countries. (Note: China’s 
recently reversed one child policy caused 
it to become one of the world’s oldest 
countries.) 

5. Globalized Green Laws. A 
U.S. Environmental Protection Agency 
report published in April 2009 stated that 
the first and second ranked sources of 
greenhouse gas emissions come from the 
electricity generation and transportation 
industries, respectively. This implies that 
manufacturing/supply chain activities are 
major sources of emissions. Global emis-
sions will need to be reduced over time 
to help save the Earth, and more Green 
Laws will be needed over time, globally, to 
achieve this. Energy efficiency will become 
virtually synonymous with cost efficiency, 
so companies will have incentives to 
become more green as they cost effectively 
manage supply networks under a rising 
energy cost regime.

Another area of evolving and increas-
ing global Green Laws deals with the 
reduction of waste materials that pollute 
the Earth’s land and water. These laws 
will affect supply chains in at least 
three ways. The first is that more future 
products will be designed to be green, 
comprised of biodegradable and non-
toxic materials.  

The second is that the end-of-life 
disposal of products will be more 
regulated on a global basis. Some of this 
regulation is already in place in Cali-
fornia, the EU, and in Germany, where 
auto makers are ultimately responsible 
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for the environmentally safe disposal of cars. In the 
U.S., Dell and HP have recycling programs in that 
they recycle computers and extract materials from 
them before the computers are put into dump sites. 
Such recycling programs will require companies to 
establish better competencies in reverse logistics. 

Thirdly, in the future globally branded compa-
nies will need to establish Supply Network Compli-
ance programs. To protect the brand image of their 
products, companies will need to ensure that they 
comply with Green Laws in countries in which they 
do business. Moreover, they will need to ensure 
that their upstream suppliers comply as well on a 
worldwide basis.

6. Pervasive technologies. In my view, 
technology is an enabler of business processes. It 
does not directly drive future supply chains. How-
ever, it can make innovative processes possible and 
speed up their evolution.

Tom Friedman’s The World  is Flat is one in which 
individuals work virtually anywhere and in any place, 
and also communicate freely across the Internet. While 
this is a common belief about the future of work, there 

is a caveat to this premise. Because the U.S. essentially 
manages the Internet, the likely future scenario is one 
in which the Internet is fragmented and competes with 
other networks while at the same time being almost 
seamlessly interconnected with them. Thus, the future 
should see more worldwide trading partner electronic 
collaborations via the Internet and wireless remote 
communication devices, as well as social networks or 
collaborative communities such as Facebook. These 
networks will be enabled by the ability of individuals to 
communicate and access information globally.

Meanwhile, in the future there will likely be fuller 
supply chain visibility of worldwide goods, assets, 
and inventories enabled via tracking technologies 
including GPS and smart tags such as RFID devices. 
This will allow companies to fully view and virtually 
manage end-to-end supply chains. Additionally, there 
will be a much better melding of the virtual and 
physical worlds, enabled by supply chain computer 
modeling. Managers will use computer models to 
plan and manage supply chains with software that 
closely resembles the gaming software our younger 
generation is playing with today. Via computer gam-
ing, future managers will be able to plan and manage 
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in real time by simulating and optimizing what might 
happen to their physical supply chains, and take im-
mediate action to execute their plans.   

Understanding possible futures
The above macro factors provide some insight into 
what might happen by 2020, but even among them 
there are huge uncertainties as to exactly what the 
future would look like. In addition, there is uncer-
tainty as to their speed of change and implications.

Under the Scenario Planning methodology, one 
peeks into possible (often extreme) futures to help 
identify robust long-term supply strategies today. Un-
derstanding possible futures also helps drive long-term 
decision making, as well as identify important sensors 
in the ground that companies might use to monitor 
events that may shape where the world is heading. 
Previous events—such as the fall of the Iron Curtain, 
President Nixon opening up trade with China, and 
China joining the WTO—portended the massive 
extent of globalization we see today. 

Analyzing how to successfully run supply chains 
when operating under various future world scenarios 
can help companies deploy robust strategies today 

that will go a long way toward achieving success in 
the future. M

This feature previously appeared in Manufacturing Execu-
tive Leadership Journal. It is reprinted with permission. 
The following Insight columns by Lapide explore these 
trends in more depth: 
1. “Disruptive Demographics,” Supply Chain Manage-
ment Review, September/October 2007.
2. “Beyond the Green Hype,” Supply Chain Management 
Review, July/August 2008.
3. “A ‘Flat’ Future? Don’t Bet On It,” Supply Chain Man-
agement Review, September/October 2008.
4. “Scenario Planning for a Successful Future,” Supply 
Chain Management Review, November 2008.
5. “Fracking: A Game Changer?” Supply Chain Manage-
ment Review,  January/February 2014.

Dr. Lapide is a Lecturer at the University of 
Massachusetts, Boston and an MIT Research 
Affiliate. He is also the author of the Insights 
column in sister magazine Supply Chain 
Management Review. Lapide can be reached by 
e-mail at llapide@mit.edu.
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Managing airfreight across complex global networks 
has never been more challenging. The rapid rise in 
fuel adversely affects air cargo carriers much more 

dramatically than other, more fuel-efficient modes, creating a 
widening economic gap.

The net result of this trend has been a relatively steep 
decline in air cargo volume worldwide over the past decade 
or more. Recent research by the International Air Transport 
Association (IATA) has revealed that containerized air cargo 
declined from 3.1 percent in 2000 to 1.7 percent in 2013.

The same study attributed a significant portion of this ero-
sion to modal shifts from air to ocean or surface transport. This 
trend is likely to continue, despite the importance of air cargo, 
particularly for those companies with high-value products.

While capacity has not been a problem of late, the larger chal-

lenge stems from effective management of airfreight spend in a 
market where the cost of providing the service is seen to be rising.

Our goal over the next few pages is to describe a strategic 
approach for optimizing the expenditures in a way that simulta-
neously improves service and capacity. The strategic objective is 
aimed at converting the international lanes of air and ocean cargo 
to a network-based strategy of global capacity management. 

For many, this requires a different way of thinking, differ-
ent skills, capabilities, and tools. In this piece, we will discuss 
how to attack this problem and suggest solutions that can be 
“operationalized” to improve supply chain performance.

Maximizing utilization 
The fundamental precept is based on a single, simple fact: Air 
cargo capacity stems from large, expensive assets. The best way 
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optimizing air freight expenditures in a way that 
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to take cost out of the supply 
chain is to maximize the utiliza-
tion of those assets, which is 
done by employing a network-
based approach to sourcing 
capacity through what we refer 
to as “expressive competition.”

To successfully set up an 
event for sourcing global air-
freight capacity, participation, 
alignment, commitment, and 
willingness to act and make 
decisions for the betterment of 
the company from every single 
stakeholder involved are a must. 

A global airfreight sourcing 
event will have cross-regional 
synergies that will benefit both the providers and your organiza-
tion. It will serve as an opportunity to proffer visibility to the 
client’s entire network, integrate networks, and formulate global 
versus regional partnerships.

The steps that need to be taken to coordinate a global event 
of this kind should take place in a pre-defined manner. How-
ever, before you can truly consider going out to the market 
with a strategy that will reduce costs, maintain or increase 
service levels, and secure capacity, you first need to know what 
your current global airfreight spend is—a number that is often 
more challenging to identify than one might think. 

Companies frequently house data in multiple sources around 
the globe or rely on the service provider for volume and cost 
information; costs are captured on an “all-in” basis, versus being 
broken out by the contributing components; and, most deflat-
ing, is that data is not captured in a standardized fashion. There-
fore, deciphering what you have and what is actually useful can 
be rather daunting, frustrating and time consuming.

Whether captured by the shipper or the provider, the 

quality and quantity of data is 
significant. The more fragmented 
and decentralized a company is, 
the greater the risk of not having a 
complete and useful data set that 
reflects your current total spend. 

Prior to the start of working with 
a global client, Accenture provided 
them with a data request that includ-
ed all shipments within the past year. 
We were pleasantly surprised when 
the client immediately replied that 
this request would easily be fulfilled.

However, upon receiving the 
data, we were disappointed to find 
that their rate tables had not been 
updated in 16 months, and the en-

tire data set was for less than 30 percent of their total global spend. 
Airfreight cost factors include movement rates, surcharges and 

fees, and fuel and security charges. Most shipments have multiple 
charges with only some being controllable. The volatility of fuel, 
and the fact that shippers are also faced with varying supply 
and demand, makes it difficult to know if contracting or spot 
purchasing is more advantageous. Complex networks with diverse 
types of products from diverse industries (e.g., automotive, high 
tech, or healthcare) force shippers to react to consumer demands, 
which often require shorter lead times and lower predictability.   

Understand your costs
Other cost contributors are related to the different business 
requirements associated with areas such as the product, origin/
destination, equipment, lanes, and transit times, to list a few. 
Capturing each detailed requirement is absolutely necessary as 
these requirements most always incur costs, and you need to 
be able to capture those as part of your spend. 

Usually the business or operations groups have an under-
standing of the requirements, and if standard operating proce-
dures (SOPs) are documented and available, they’re usually the 
most reliable and accurate sources. In instances where there 
are no documented requirements or procedures, you may need 
to obtain the information from the carrier. 

Once all perceived requirements have been compiled, it is 
worthwhile to gather the stakeholders and review that list. This is 
primarily due to the fact that we often find that what may have 
once been deemed as a requirement may no longer be necessary, 
thus eliminating any cost related to that requirement. Uncertain-
ties exist every day, and with every shipment, but the better your 
understanding of your air freight requirements and spend, the 
easier it will be to effectively understand and control your costs.

When the correct data and detailed requirements have 
been captured at a global level, you can begin to analyze all the 
information you have at a profile level. You can then evaluate key 
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lanes by looking at the amount of volume leaving an origin, then 
delivering to a destination, broken out by region, country, and 
exact points or capturing the volume being hauled by a specific 
provider, once again by region, country, or other specific point. 

Breaking down this type of information to the lowest pos-
sible level of detail will provide visibility to all your costs—and 
will enable you to identify areas of opportunity to improve rates 
and charges. Detailed cost breakouts will also help you better 
understand your competitiveness in today’s marketplace.

There are multiple ways to compare your costs to others in the 
marketplace. Two approaches that we find most clients asking for 
are benchmarking and going out to the market with a competi-
tive bid. Benchmarking can be a good source of information if 
you have a well-rounded sampling of comparable data. 

The similarities should include: origins; destinations; special 
requirements (e.g., temp control, ‘DanCom,’ etc.); transit times; 
product; volumes; and routing which are often difficult to obtain, 
but necessary for a true “apples-to-apples” comparison.  

Another crucial element in airfreight is the fuel surcharge. 
Volatility in jet fuel prices combined with volatility in ex-
change rates are adding additional pressures to the bottom 
line. Given the high volatility in fuel prices, fuel management 
is complex and properly the subject of a separate discussion.

How do carriers value your freight?
An often more effective approach to understanding where 
your costs stand up in the market, is to take all the data and 
requirements you’ve obtained and go ask the market how they 
value the freight you have to offer. 

This is done annually through strategically sourcing global 
capacity that maps to existing and predictive freight flows. The 
process continues by qualifying a legitimate set of carriers and 
executing a sourcing event that will clearly let you see how 
your costs measure up to others, based on actual rates and 
pricing received from carriers that understand your freight 
flows, characteristics, and requirements.

In many of the sourcing events that we’ve conducted, there 
is a high promise for drastic cost reductions, but only if the 
rates are implemented correctly. While sourcing global air-
freight bid is not an easy task, implementing one is even more 
difficult. One needs to setup a diligent process to ensure:

• Carriers implement rates in a timely fashion. Shippers 
need to check if the invoices post the implementation date 
and reflect changed rates.

• Various shipping stations are informed about the new 
rates and carriers to be used.

• SOPs are created, understood, and agreed upon on lanes 
where carriers’ changes have taken place. As supply chain 
professionals, we want to ensure that the business continues 
to run smoothly, and an incomplete or incorrect SOP would 
affect our ability to change carriers in the future.

Another critical part of the implementation program involves 
confirming realization of promised savings to help gain stakehold-
er confidence that the rates put in place are realistic and meet the 
service level criteria set at the start of the contract. This not only 
ensures the carriers are charging as per the contract, but it also 
helps in creating a fact-based budget for the next year.

The good news is that despite the challenges associated with 
minimizing airfreight costs, there are processes companies can 
put in place that can help companies reduce waste and maxi-
mize the return for their spend. And, in today’s digital world, 
data analysis can play a very important role in understanding 
your air freight costs and needs, as achieving these objectives 
begins and ends with data management to understand where 
you’re starting from and the progress that you’ve made. 

The endgame is producing a rigorous, well-disciplined and 
proven strategy that drives cost out of the supply chain. This 
is a win for providers because it makes for a more efficient 
operating environment, which in turn becomes a win for the 
shipper who gets better service at a more competitive price. 

Brooks Bentz is a managing director in Accenture Strategy, Opera-
tions, which works with its clients to architect, build, and operate 
high performance supply chains. Jeanne Dailey, senior principal, 
and Mohit Kumar, a manager, also deliver operations services in 
Accenture Strategy.
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Patrick Burnson is Executive Editor 
of Logistics Management. If you want 
to contact Patrick with feedback or a 
story idea, please send an e-mail to  

pburnson@peerlessmedia.com.

Pacific Rim Report 
By Patrick Burnson

U.S. shippers want greater  
access to Japan

high on the agenda of President Barack Obama’s 
state visit to Japan in April was to have a meaningful, 
bilateral discussion with Prime Minister Shinzo Abe 
on the Trans-Pacific Partnership (TPP), the free trade 
agreement that’s now under negotiation between the 
U.S., Japan, and 10 other nations that could give ship-
pers greater access to Japan’s market.

Bruce Stokes, director of global economic attitudes 
at the Pew Research Center, says that U.S. and Japa-
nese negotiators working on the TPP are currently sty-
mied by “politically charged” issues. Furthermore, their 
resolution may require tough decisions that only their 
political masters can make. 

And while such a breakthrough was not achieved 
during Obama’s visit, Stokes maintains that Amer-
icans are broadly supportive of foreign investment, 
the TPP, and especially more trade with Japan.

“There is a widespread perception in much 
of Asia—in part a by-product of the trade wars 
between Washington and Tokyo in the 1980s—
that Americans are protectionist,” says Stokes. “If 
this was ever the case, it has not been so for some 
time, at least in principle.”

According to Stokes, two-thirds of Americans say 
U.S. involvement in the global economy is a good 
thing, and about three-quarters say growing trade and 
business ties between the U.S. and other countries are 
desirable, up from 53 percent just four years ago.

Japan is currently the fourth largest U.S. trading 
partner. And in a new Pew Research Center survey, 
conducted this spring, 74 percent of Americans said 
increased trade with Japan is needed, up from 60 per-
cent in 2010. 

These supporters include 79 percent of Republi-
cans; 78 percent of people ages 18 to 29; 72 percent 
of Democrats, and 73 percent of Americans age 50 or 
older. Better educated Americans, those with at least a 
college education, are particularly supportive of more 
commerce with Japan, at 84 percent. By comparison, 
only 51 percent of the public said it would like to 
increase trade with China.

Americans are also supportive of more foreign com-
panies setting up operations in the U.S., something 
Japanese businesses, especially those in the auto sector, 
have been doing extensively since the 1980s. 

In the Pew Research Center survey, 62 percent of 

the public said that such investments would mostly 
help the U.S. economy. Notably, there are no significant 
partisan differences in such support for foreign invest-
ment between Democrats, Republicans, and Indepen-
dents, including adherents of the Tea Party.

The TPP itself has majority support in the U.S. Accord-
ing to the new study, more than half (55 percent) of the 
public said that the TPP will be good for the country. 
This includes 59 percent of Democrats and 56 percent of 
Independents, but only 49 percent of Republicans. Young 
people are much more likely than their elders to back a free 
trade agreement with Asia-Pacific nations—65 percent 
compared with 49 percent. 

“This broad American support for international 

commerce, for increased trade with Japan, and for the 
TPP suggests the political climate in Washington for 
congressional consideration of an eventual TPP deal 
may not be as negative as it might appear given the 
current negotiating deadlock over details of the trade 
agreement,” observes Stokes.

This does not mean, however, that Americans have 
dismissed their reservations about trade pacts. In the 
2010 Pew Research Center survey, 55 percent of Ameri-
cans said that free trade agreements lead to job losses, 
and 45 percent said that they push down wages. Back 
then, only 31 percent said that they bought economists’ 
arguments that such deals lower prices for consumers. 

So, the TPP could face more resistance if it ever 
comes up for approval by Congress.

“But first, Washington and Tokyo need to see if they 
can resolve their differences,” says Stokes. “The trade 
plan may involve 12 nations, but Japan and the U.S. are 
by far the two biggest economies in the negotiations. 
And a deal is unlikely if Abe and Obama cannot make 
some accommodations.”

Stokes says that in principle, the American public 
generally thinks a deal would be a good idea, “but the 
details will matter.” M

Japan is currently the fourth largest U.S. 
trading partner. And in a new Pew Research 
Center survey, 74 percent of Americans said 
increased trade with Japan is needed.
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