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EDITOR’SVIEW
ASEAN prioritises logistics 

At the end of August, ASEAN economic ministers signed an 
agreement to make logistics one of 12 priority sectors for 
economic integration. Ministers agreed to implement a road 

map to integrate freight, transport and other logistics services with 
the aim of moving goods more cheaply and effi ciently through the ten 
member countries. 

The plan includes full liberalisation of airfreight services by 
next year and liberalisation of maritime cargo handling, storage and 
warehousing, freight transport agency services, courier services and 
customs clearance by 2013. A framework agreement on facilitation of 
interstate transport is also to be put in place and the competitiveness 
of ASEAN logistics service providers is to be enhanced by measures 
such as developing their human resource capabilities.  

While the focus on logistics is new, integration of transport systems 
has been a key facet of ASEAN’s overall integration agenda for years. 
From 1999 to 2004 the association worked on the Hanoi Plan of Action’s 
Transport Action Agenda and its successor plan, and a new Transport 
Policy Agenda was put in place in 2005 with detailed policy directions 
and action plans for better cooperation in the ASEAN transport sector 
in ten main areas. 

Set for completion by 2010, this agenda includes facilitation of cross-
border transport; improving land transport network infrastructure 
and development of mixed mode land transport trade corridors in 
the region; improvement of effi ciency and productivity of ASEAN 
ports and rationalisation of shipping services; promotion of open 
sky arrangements; enhancement of transport security, and building 
cooperation with international and regional transport and development 
organisations. 

The prioritisation of logistics takes this agenda to a new level. 
The roadmap departs from and develops earlier transport integration 
initiatives in a number of ways, including the measures to promote the 
development of indigenous ASEAN private sector logistics players, and 
expansion of liberalisation into several new areas relating to goods 
transport. 

More important, the marking of logistics as a specifi c priority 
sector, with its focus on integrating a range of different infrastructural 
and service elements in southeast Asian supply chains, represents a 
much more sophisticated approach to achieving effi cient movement 
of goods in the region. It represents understanding that while better 
co-operation in areas such as transport infrastructure development is 
important, a more vertical and holistic approach to the goods transport 
component of trade integration is what is really required. 

Earlier this year member countries of ASEAN took a major step in 
deciding to transform into a rules-based economic bloc similar to the 
EU. There are many who are sceptical of its ability to achieve this, not 
least because of the range of different types of governments among 
the ten member countries. 

While apparantly a small measure towards the ultimate goal of 
creating an EU-style trading bloc, the new and more sophisticated 
approach to trade integration represented by prioritisation of logistics 
is a signifi cant step in the right direction. The march of globalisation 
is making it increasingly clear to ASEAN member countries that 
achieving real integration is vital for southeast Asia for successful  
future economic contacts with large regional and global markets. 
This impetus, backed by effective practical movement on economic 
and trade integration such as prioritising logistics, could well see the  
naysayers proven wrong. 
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COUNCIL’SMESSAGE

Supply chain management in Asia is undergoing an unprecedented 
transformation today. Unlike the early 1980s, when growth 
in Asia was driven by Japan and the four “Asian Tigers” of 
Singapore, Hong Kong, Taiwan and Korea, today, nearly all the 
Asian economies are booming, driven by the twin economic 
engines of China and India and supplemented by the open 
business environment adopted by many other nations.

In the midst of this growth explosion, a new phenomenon 
and challenge is being faced by many Asian countries – that is, 
in the area of talent development and management. Because of 
the obvious lack of talent, we are now entering a phase where 
poaching of talent is prevalent among supply chain and logistics 
businesses in the region, and the most talented are much more 
mobile, drawn to the highest bidder of the moment.

It is with this in mind that Supply Chain Asia is pleased to 
announce our next initiative – the launch of training programs 
under the Supply Chain Asia Academy. Our aim and focus for 
the Academy is to groom and train new and current talent to 
ensure they grow their careers and stay relevant to the industry. 
Besides knowledge transfer, we will also focus on skills transfer 
through hands-on and practitioner-based training. We hope 
to achieve this by engaging our community professionals to 
become trainers within our overall training structure and dispel 
the myth that ‘those who cannot do, teach’ - by ensuring that 
those who can do must also teach. We will also engage owners 
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of operating distribution centers to function as supporting 
training infrastructure for the Academy trainees.

In line with this plan, we will be launching a three-day, 
residential-style workshop titled the Supply Chain Executive 
Development Program. Targeting new entrants and young 
professionals with less than three years of working experience, 
this program aims to equip trainees with enough knowledge 
and skills to excel in their work in the industry in Asia. By early 
next year, we will be launching our own Professional Certifi cate 
and Executive Diploma programs to meet the growing human 
resource needs of this highly dynamic industry.

We believe in the future of the supply chain community in 
Asia. We want to do our part by ensuring that we can continually 
bring in new talent and create platforms and environments for 
them to grow and excel.
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Founding Chairman
For and On Behalf of Advisory Council & Executive Committee

Academy to meet regional supply chain talent needs

MR PAUL LIM
Founder/President, Supply Chain Asia

MR MARK MILLAR
Vice President, Partnerships (UPS)

MR RAYMOND HEMAN
Vice President, Academy (Eastman Chemicals)

MR TEO KEE BOON
Vice President

Membership (Temasek Polytechnic)

MR TONY FEDOROWICZ
Country Representative

Australia (Orica Mining Services)

MR DEBASIS DASPAL
Country Representative, Bangladesh (KDS Group)

MR NEIL MORRISON
Country Representative

Hong Kong (Noble International)

MR SANJAY GOEL
Country Representative, India (GTC Corporation)

MR ZALDY MASITILHAM
Country Representative, Indonesia (Linfox)

MS AYDA SULIANTI
Country Representative

Indonesia (PT Mitra Forwarding)

MR SHEIKH ABDUL HAI
Country Representative, KSA (Abdulla Fouad Holding)

DR RAMLEE IBRAHIM
Country Representative, Malaysia (SnT Global)

MR ANTONIO KENT VALDERAMMA
Country Representative

Philippines (Business Solutions Asia)

MR ANTHONY LOH
Country Representative

Singapore (Toshiba Singapore)

ASSOCIATE PROFESSOR JIM WU
Country Representative

Taiwan (National Kaoshiung University)

MR ALEX KWANG
Committee Member 

(Independent)

MR LOW MUN KONG
Committee Member (Arshhiya International)

MRS NATHALIE RICAUD
Committee Member (TAD Logistics)

MR DANIEL LU
Committee Member (INFOR)

MR NIGEL MOORE
Committee Member 

(Logistics Recruitment Services)

MR JOSHUA WU
Committee Member (Intel)

MR GERHAD MAGIS
Committee Member (PT Mitra Forwarding)

MR ANG TIAN TECK
Committee Member (ModusLink)

MR FRANK PAUL
Committee Member (SC Asia Publications)

MR KUTBUDDIN UJJAINWALA
Committee Member (Tower Capital)

EXECUTIVE COMMITTEE MEMBERS OF SUPPLY CHAIN ASIA

Supply Chain Asia magazine (MICA (P) 230/03/2007) is 
published by SC Asia Publications, a unit of the Supply Chain 
Asia industry community. All rights reserved. No part of the 
publication may be reproduced without prior permission from 
the publisher. For subscription and other enquiries, please visit 
www.supplychainasia.com 



A NEW LOGISTICS LEADER MEETING THE CHALLENGES OF GLOBAL TRADE.
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Exports drive 
Indonesia growth
Indonesia, southeast Asia’s second 
largest economy, grew 6.28% year to 
year in the second quarter, up from 
5.97% in the first quarter and ahead 
of  analyst projections. 

Exports, which expanded 9.79% 
year on year, were the main driver of  
growth, with non-oil and gas exports 
rising well as a result of  higher global 
commodity prices and improving 
economic performance of  export 
destinations. 

Private consumption also expanded 
4.71% year on year, while investment 
was up by 6.86%. 

The government and private-
sector economists are predicting a 
strong remainder of  the year for 
the country, with the central bank 
projecting 6.2% year on year growth 
for the current quarter. 

In an address to parliament on 
August 17, President Susilo Banbang 
Yudhoyono said growth should 
accelerate next year to its fastest since 
1996.     

UPS groundbreaks 
major Shanghai hub 
UPS conducted the ground-breaking 
ceremony for a major new hub at 
Pudong International Airport in 
Shanghai. Chairman and CEO Mike 
Eskew said the new hub would ensure 
the company is well-positioned to 
support ‘the explosive growth in Asia’s 
regional trade’. 

Located at the southern end of  
the West Cargo Terminal Area of  
the airport, the 96,000sq m hub is 
part of  the company’s US$600m 
investment in China over the past five 
years. The hub will operate 24 hours 
per day, seven days per week and will 
eventually handle some 17,000 pieces 
of  cargo per hour.     

The United States signed into law a bill 
expected to have a major impact on the 
way cargo moves in the global supply 
chain.

The ‘Implementing Recommendations 
of  the 9/11 Commission Act of  2007’ 
calls for screening of  all maritime cargo 
heading for the US before it is loaded onto 
vessels in foreign ports within five years; 
and scanning of  all cargo loaded onto 
passenger aircraft within three. 

T h e  b i l l  r e q u i r e s  t h e  U S 
Transportation Security Administration 
(TSA) to establish a system to screen all 
cargo transported on passenger aircraft 
operated by foreign or domestic carriers; 
while specific benchmarks are to be set 
for the percentage of  maritime cargo 
containers headed for the US that are 
scanned at a foreign port. 

The passage of  the bill has been 

highly controversial and it has met with 
strong objections from shipper and 
business groups including the Retail 
Industry Leaders Association, which 
represents outlets such as Wal-Mart, 
Target, Home Depot and Best Buy. 

In  a  l e t ter  to  the  House  o f  
Representatives, the US Chamber of  
Commerce said the legislation ‘would 
have a crippling effect on global trade 
without significantly improving security.’

Those in favour of  the bill argue the 
five year timeline for introduction of  
screening of  maritime cargo, as well as the 
authority for the Secretary of  Homeland 
Security to delay introduction if  necessary, 
mean the correct technologies and 
resources could be galvanised for 100% 
screening without major disruption to 
global supply chains.    

New law requires 
100% cargo 
screening

Wal-Mart stores and India’s Bharti Enterprises 
signed an agreement giving the world’s largest 
retailer a foothold in the Indian market. 

In a statement, the companies said the 
equal joint venture is for cash-and-carry 
(wholesale) and back-end supply chain 
management. The first store, which will sell 
groceries, consumer appliances and fruits and 
vegetables, is due to open in the north of  the 
country in 2008. 

Bharti will also separately own and 
manage a chain of  retail stories for which Wal-
Mart will provide technical support. 

Currently valued at some US$350bn, 
India’s retail industry is forecast to double 
in size by 2015. Modern retailing currently 

only accounts for around 3% of  the total 
market. 

Under current law, multiple-brand 
retailers such as Wal-Mart are limited to 
cash-and-carry and franchise deals. Foreign 
single-brand retailers are allowed to take 51% 
of  joint ventures with local firms. 

Political concerns have kept the sector 
protected; with small shop owners fearing 
massive job losses should major retailers be 
allowed to set up operations in the country. 

India’s Reliance Industries Ltd, the Tata 
Group and the RPG Group are also expanding 
their retail business in the country; a move 
analysts say will further limit opportunities 
for foreign retailers.     

Wal-Mart enters Indian 
market
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Japanese importers and retailers are feeling the squeeze of  an 
historically weak yen, while manufacturers and exporters are enjoying 
healthy gains.   

Mid-July saw the yen/dollar exchange rate hit a record 22-year low, 
and although the rate edged back up during the month of  August, it 
is still considered extraordinarily low. The yen’s value against the euro 
and other Asian currencies has also been dropping. 

Japan’s food processing sector, which is heavily dependent on 
imports, is being hit particularly hard by the weakening yen. In July 
major mayonnaise maker Q. P. Corporation increased the price of  
mayonnaise by 10% for the first time in 17 years because of  increases 
in the price of  salad oil due to the effect of  the weak yen on the price 
of  imported grain. 

Other Japanese manufacturers and wholesalers of  flour, salad 
oil, coffee, soft drinks, groceries and gasoline have also hiked up 
prices because of  the depreciated yen and higher costs of  imported 
materials. 

Daiei, a major general merchandise store (GMS) chain, has 
increased prices of  fruit drinks in one-litre packs by 10%, with other 
supermarket chains such as Izumiya following suit. Convenience stores 
such as Lawson and Family Mart have also raised prices on products 
made from imports. 

Seven & I Holdings and Aeon, Japan’s first and second largest retail 
groups respectively, have decided to refrain from pushing up prices of  
mayonnaise, drinks and other consumer goods. According to Japanese 

Weak yen casts shadow over Japan 
retail business 

press reports, the companies are coping with the situation by cutting 
down on supply chain and distribution costs while negotiating prices 
with wholesalers and manufacturers.  

The value of  the yen has rapidly depreciated against the euro too. 
In mid-July it hit 168 yen per euro, the lowest level since the euro was 
introduced in 1999. Like the dollar, in August it had inched up in value, 
but is still weaker than generally expected.  

Retail prices of  European imported goods such as wine, cheese 
and high-end brand leather goods such as luggage and wallets have 
risen heavily.  

Analysts said retailers would continue to pay a lot of  attention to 
the prices of  various imports while the yen is expected to remain weak 
for some time. 

Exporters on the other hand are benefiting from the weak yen. 
From April to June of  this year, 60% of  companies listed in the first 
section of  the Tokyo Stock Exchange reported ordinary profits up due 
to brisk exports. 

In its fiscal year ending in March, Toyota Motor Corp reported 
a record operating profit of  2,238.6bn yen, 290bn yen of  which 
was attributable to a 4% lower annual average yen rate than in the 
previous FY. 

Electrical appliance giant Matsushita Electric Industrial Co 
reported an operating profit of  459.5bn yen for its 2006 fiscal year, up 
10.9% on the previous year. The company gained a respective margin 
of  13.7bn and 18.8bn yen due to the stronger dollar and euro.       

After successfully launching dedicated freight corridors linking four 
of  the country’s key metropolitan centres, India is teaming up with 
neighboring countries to develop global railway corridors to cut 
down travel time for cargo. 

"India is now following a policy of  international corridors. In 
the first step, it is trying to link the railways of  India and Myanmar 
over a distance of  330km. This will also provide a link between 
India and southeast Asian states and China," a top railway ministry 
source told Supply Chain Asia.  

The "Eastern International Corridor" linking Kohima in the 
northeastern state of  Nagaland with Myanmar will cut transit times 
to a quarter of  the time it takes by sea. The route will connect 
to railways linked to Vietnam, Cambodia and Laos, as well as 
southeastern China and Russia. 

India is already assisting the railways of  Malaysia, Cambodia, 

India pushes international rail 
freight links

INFRASTRUCTURE UPDATE 7DEVELOPMENTS

Laos and Bangladesh in developing infrastructure for running or 
connecting inter-state railways to boost their internal traffic and 
to link them internationally. 

On the western side, India is understood to be working with 
Pakistan and others to develop rail links to the Middle East. India is 
also helping Iran execute a US$600m rail link project that includes 
the development of  Chabahar port, connecting it to the city of  
Baim. Completion of  this project would enable links between India 
and Turkey, and with central Asian states such as Kazakhstan and 
Uzbekistan. 

On the Bangladesh front, there are currently five rail links with 
India -- Gede-Darsana, Singhabad-Rohanpur, Petrapole-Benapole 
(all broad gauge) and Radhikapur-Shahbazar (metre gauge). New 
Delhi is understood to have asked Dhaka to allow cargo destined 
for Agartala from Kolkota to pass through Bangladesh.      
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Brazil

The Teachers’ Pension Plan Board of 
Ontario, Canada, bought a 15% interest 
in local logistics fi rm LLX Logistica S.A. 
for US$185m. The remaining 85% of the 
company is held by MMX Mineracao e 
Metalicos S.A. MMX CEO Eike Batista said 
LLX would ‘continue to aggressively seek 
investment opportunities in the logistics 
industry in South America’. 

•

•

•

DHL announced it is now a primary express carrier for Celestica Inc, a 
world leader in electronics manufacturing services. Celestica will use 
DHL as its carrier of choice for express shipping within North America, 
and from North America to Asia and Europe. DHL will be transporting 
telecommunications and electronics components, and fi nished goods 
to, from, and between Celestica factories, manufacturing facilities, 
suppliers and consolidation points, as well as drop-shipping direct to 
customers.

Samsung Semiconductor Inc, US subsidiary of South Korea’s Sam-
sung Electronics, announced a supply chain agreement with distribu-
tor Avnet Inc to cover the North American market. Avnet said the 
agreement means it will offer customers throughout North America 
complete access to Samsung product families such as fl ash memory, 
DRAM, SRAM, logic, hard drivers and LCD displays.

Motorola turned to its supply chain to improve the performance of its 
mobile phone business with the appointment of Stu Reed, executive 
vice-president of its integrated supply chain, to take over as president 
of the mobile devices business. Motorola said it did not expect its 
mobile phone division to make a profi t in 2007. 

UNITED STATES 
OF AMERICA

BALtrans Holdings opened a new offi ce in 
Cairo through Premier BALtrans Middle East. 
Premier BALtrans Middle East is the master 
franchisee for BALtrans, and will open 
offi ces in twelve countries under the brand. 
BALtrans is entering the Egypt market in 
partnership with Rockit Transport Services. 

Researchers are testing whether RFID 
technology can be used to document the 
supply chain of a rare Spanish cheese called 
Queso Cabrales. Funded by a division of the 
EU and carried out by Dortmund University, 
the project seeks to track the cheese which 
is produced only in small quantities by a few 
small farmers in Spain without any industrial 
production behind it. “We want to document 
the production history of each individual 
cheese. This can help ensure the cheese 
sold to customers is fresh, while providing an 
audit trail in the event of food-safety issues,” 
said researcher Jochen Schneider. 

SPAIN
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INDIA

CHINA

Chery Automobile Co 
and Italy’s Fiat Auto 
signed an agreement for 
Chery to supply Fiat with 
100,000 engines per year. 
The deal follows another 
signed by Chery with 
Chrysler Group in July 
which will see it export 
the fi rst Chinese-made 
cars to the United States. 

Sony Corporation opened a new 
logistics centre near Taichung 
Harbour in the centre of Taiwan. 
The 3,300sq m facility will be 
used mainly for shipping TFT-LCD 
panels from Taiwan to Bravia 
LCD TV assembly lines located 
elsewhere. 

TAIWAN

Aramex announced that 
2007 second quarter net 
profi ts climbed 36% to a 
record breaking AED33.5m 
(US$9.1m) compared to 
AED24.6m for the same 
period in 2006. Revenues 
rose by 21% to AED438m, 
from AED361m for the same 
period last year. The results 
pushed Aramex’s 2007 half-
year net profi ts up by 39% to 
AED63.4m, from AED45.8m 
for the same period last year.

DUBAI

The Penang region 
is to be transformed 
into a major logistics 
and transportation 
hub. Prime Minister 
Datuk Seri Abdullah 
Ahmad Badawi said 
Penang would be 
the ‘Gateway to the 
Northern Corridor’with 
plans to build an 
integrated transport 
hub and major 
expansions of its air 
and sea ports. 

JAPAN

Nippon Express Co and 
Kintetsu World Express 
agreed to form an alliance 
in the area of international 
small-lot air cargo in an 
apparent bid to challenge 
US and European rivals 
DHL and FedEx Corp in 
the rapidly-growing Asian 
market. The companies said 
the alliance plans to offer 
expanded services in general 
air cargo and maritime cargo 
as well as small-lot air cargo.

BALtrans Holdings opened a new offi ce in 
Cairo through Premier BALtrans Middle East. 
Premier BALtrans Middle East is the master 
franchisee for BALtrans, and will open 
offi ces in twelve countries under the brand. 
BALtrans is entering the Egypt market in 
partnership with Rockit Transport Services. 

EGYPT

SPAIN
INDIAINDIAINDIAINDIAINDIAINDIAINDIAINDIAINDIAINDIAINDIAINDIAINDIA

•

•

The Gujarat Infrastructure 
Development Board (GIDB) 
identifi ed fi ve areas along the 
Delhi-Mumbai Industrial Corridor 
(DMIC) and Dedicated Freight 
Corridor for the setting up of 
logistics parks. The possible 
set-up of parks in Palanpur-
Mehsana, Ahmedabad-
Surendranagar, Gandhidham-
Samkhyali, Dahej-Bharuch and 
Hazira-Surat is currently being 
explored. 

German project forwarding 
company Bertling Logistics 
opened an offi ce in Mumbai from 
which it will run operations in 
eight South Asian markets. The 
company is also understood 
to be considering acquiring a 
logistics company in the market 
and according to South Asia MD 
Shankar Chatterjee has ‘two or 
three Indian fi rms on its radar’. 

The Penang region 
is to be transformed 
into a major logistics 
and transportation 
hub. Prime Minister 
Datuk Seri Abdullah 
Ahmad Badawi said 
Penang would be 
the ‘Gateway to the 
Northern Corridor’with 
plans to build an 
integrated transport 
hub and major 

TNT announced an 
investment of US$9.6m 
in its domestic express 
services which it 
said make it the fi rst 
international express 
service provider in 
Vietnam to introduce and 
offer premium express 
services. TNT said it 
also plans to expand the 
Asia Road Network to 
reach China through the 
northeastern border of 
Vietnam by the end of 
this year.

VIETNAM

Philippines Trade 
Secretary Peter Favila 
announced that China’s 
Cosco Group will invest 
US$4bn to $5bn to turn 
Sangley Point in Cavate 
City, the former US 
naval base located at 
the northernmost tip of 
Cavate City Peninsula, 
into a prime Asian hub. 
The announcement 
followed the signing of 
a bill by President Gloria 
Macapagal-Arroyo to 
convert Sangley Point into 
an international logistics 
hub with a modern 
seaport and airport.

PHILIPPINES

TAIWANTAIWAN

Hong Kong Air Cargo Industry Services Limited 
(Hacis) launched a trial-run ‘Airport Express Lane’ 
between Hong Kong and Shenzhen which it said 
will expedite logistics fl ow, reduce overall trucking 
costs and improve operational effi ciency across 
the Hong Kong-Shenzhen boundary. 

HONG KONG
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Various SCSM programs appear
to contain similar security
measures, in six subgroups

Supply Chain
Security Initiatives

1. Global voluntary
ISO 28000/1/3/4
WCO SAFE
TAPA…

2. Global mandatory
ICAO
IMO/ISPS
´Dangerous
goods´…

3. North America
voluntary
C-TPAT
CSI
ASIS
PIP (CA)…

4. EU voluntary
StairSec (SE)
Secure operator
EU AEO…

5. Latin America
voluntary
BASC…

6. Asia Pacific
Accredited
client (AU)
Secure export
partnership, NZ
…

Supply Chain
Security 

Management
System
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Given its recent profile, you could 
be forgiven for thinking the idea 
of good supply chain security was 

a new thing. The reality of course is that 
manufacturing companies and supply chain 
service providers have always invested in the 
protection of assets, customers, employees 
and reputation to some degree. 

Even prior to 911, supply chain security 
was already gaining increasing importance 
in a number of businesses as a result 
of increased cross-border and overseas 
sourcing. The growing complexity of supply 
chain operations as a result of these aspects 
of globalisation meant the addition of a 
host of new risks and threats that more 
progressive companies quickly recognised 
a need to hedge against. 

Securing competitive 
advantage Over the past half decade, few issues 

in supply chain have received the 
level of profi le or been subject to as 

much debate as supply chain security. 
It was the 911 terrorist attacks that 

propelled the issue to the foreground 
of discussion on the future of the 
industry and far up the tables of 

company priorities. 
Now the issue appears to be gaining 
a new momentum, with several large 
businesses viewing effective supply 

chain security as a means to build 
competitive advantage and having a 

discernable positive impact on 
bottom lines. By Turloch Mooney

Source: Ecole Ploytechnique Federale de Lausanne 2007Figure 1

•
•
•
•
•

Facility protection
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Facility monitoring
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control
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Inventory control
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Personnel 
background checks
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management
Protection of IP 
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Recordkeeping of 
Shipping information
Data exchange 
with Customs 
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management

•

•
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•

Company security 
management 
systems
Logistics system to 
reduce operational 
risks
Business partners 
evaluation system
Collaboration with 
authorities

•
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•

•

Business 
Continuity Plans
Formal security 
strategies
Emergency control 
centers
Incident 
Management
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❝The terrorist attacks 

of 911 took the issue to 

another level. Companies 

had to add international 

terrorism to the list of 

threats they needed 

to protect against, 

necessitating a much 

more sophisticated 

approach to security. 

The attacks resulted 

in the creation of a 

new environment of 

government-private 

sector partnership to 

address security.❞

Alongside operational measures such as 
attaining better supply chain flexibility to 
reduce contractual risks like the failure of 
new overseas suppliers to meet delivery or 
quality deadlines, manufacturers had to take 
measures to mitigate against direct security 
threats such as theft of goods or damage to 
assets in far-flung locations.

Companies that manufactured goods 
of small size and high-value, for instance, 
as well as companies more likely to suffer 
intellectual property violations, needed to 
include security enhancements as an integral 
part of strategies to expand sourcing from 
overseas. 

Likewise, supply chain service providers, 
particularly ocean and air transport operators, 
needed to invest in security to protect the 
goods of their customers in increasingly more 
complex and international supply chains. 

The terrorist attacks of 911 took the issue 
to another level. Companies had to add 
international terrorism to the list of threats to 
protect against, necessitating a much more 
sophisticated approach to security. 

The attacks also took the issue of security 
out of its existing comfort zone of simple 

Figure 2:

Benefits of enhanced supply chain security reported by 
eleven manufacturing companies

• Improved product safety (38% reduction in theft/loss/pilferage, 37% reduction in 
tampering)

• Improved inventory management (14% reduction in excess inventory, 12% increase in 
reported on-time delivery)

• Improved supply chain visibility (50% increase in access to supply chain data, 30% 
increase in timeliness of shipping information)

• Improved product handling (43% increase in automated handling of goods)
• Process improvements (30% reduction in process deviations)
• More efficient customs clearance process (49% reduction in cargo delays, 48% 

reduction in cargo inspections/examinations)
• Speed improvements (29% reduction in transit time, 28% reduction in delivery time 

window)
• Resilience (30% reduction in problem identification time, response time to problems and 

in problem resolution time)
• Higher customer satisfaction (26% reduction in customer attrition and 20% increase in 

number of new customers)

Source: Innovators in Supply Chain Security – Stanford 2006
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corporate protective sense to the new, wider 
dimension of acute social responsibility. 

Security for efficiency
In the context of supply chain operations, a 
key result of 911 was the creation of a new 
environment of government/private sector 
partnership to address security. It is this 
partnership that really set the foundation 
for the link between effective security and 
efficiency gains and by extension better 
profitability. 

This link has evolved directly from several 
mostly US government-led global supply 
chain security campaigns that essentially 
barter more efficient goods checking and 
handling by customs and border security for 
proven supply chain integrity. Initiatives such 
as the Customs-Trade Partnership Against 
Terrorism (C-TPAT), the Free and Secure Trade 
Initiative (FAST) and the Advanced Manifest 
Rule (AMR), are all essentially based on this 
trade-off.  

“Complying with such voluntar y 
initiatives was important for manufacturing 
companies in order to prevent delays due to 
higher inspection rates and to speed up the 
clearance process for imported goods at the 
ports of entry,” noted a Stanford University 
study on supply chain security released in 
2006. 

Now the issue appears to be gaining a 
momentum of its own with evidence that the 
private sector may be taking a closer look at 

the efficiency gains from better supply chain 
security. Several international trade security 
initiatives that stress operational efficiency 
have been developed outside of the US, and 
they appear to be gaining traction within the 
private sector. 

These include the World Customs 
Organisation’s Framework of Standards to 
Secure and Facilitate Global Trade (SAFE), 
which aims to secure the movement 
of global trade in a way that facilitates 
rather than impedes; and the ISO/PAS 
28000 standard, an international security 
management system that is also proving to 
yield significant collateral benefits to supply 
chain operations. 

“ S o m e  o f  t h e  Wo r l d  C u s t o m s 
Organisation’s most recent trade facilitation 
initiatives have targeted changes to enhance 
security improvements within the supply 
chains of the private sector,” says Peter 
Boyce of the security management division 
of Lloyd’s Register Quality Assurance (LRQA) 
which helped develop the ISO supply chain 
security system.  

“In many ways, the new initiatives have 
generated their own momentum because 
higher levels of security have brought greater 
supply chain visibility; which is enhancing 
overall efficiency and, hence, profitability. 
For those who were sitting on the fence 
and viewing supply chain security initiatives 
purely as cost centres, profit was a language 
they more readily understood.” 
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Figure 3: Efficiency benefits related to process improvement (Manufacturing)

Figure 4:   Benefits related to customer relationship (Manufacturing)

Source: Innovators in Supply Chain Security – Stanford 2006

According to the Stanford study, both 
manufacturers and supply chain service 
providers that invest seriously in security can 
expect a host of collateral benefits. 

All  of the eleven manufacturing 
companies and three ocean carriers and 
LSPs that took part in the research reported 
efficiency gains in several areas from more 
effective security regimes, including higher 
supply chain visibility, improved supply 
chain efficiency, better customer satisfaction, 
improved inventory management, reduced 
cycle and shipping time and overall cost 
reduction as a combined effect of these 
benefits. (see figure 2)  

Beyond these benefits, it appears that 
demonstrating effective supply chain security 
is now considered by some as a key brand 
integrity exercise, and something that can 
help build elite business status. 

“Aside from the obvious commercial 

advantages of greater supply chain visibility, a 
benchmark of an ‘elite’ company increasingly 
will be its trade security practices. If it isn’t 
already, that is destined to be a requirement 
for any firm wanting to do business with 
fellow ‘blue chips’,” says Boyce. 

DP World is one company that has 
established itself as a global leader in the area 
of supply chain security. Earlier this year, the 
Dubai-based ports company, which operates 
42 terminals around the world, became the 
first in the world to achieve the ISO/PAS 
28000 certification. 

This represents a substantial commitment 
on the part of the company, as the certification 
requires design and implementation of a 
comprehensive company-wide security 
management system that is subject to 
continuous external audits. 

“DP World’s investment in ISO 28000 is 
first and foremost an investment in Total 

Quality Management; specific to the area 
of security,” says company security director 
David Fairnie. 

“Implementing ISO 28000 security 
management systems at each of our terminals 
allows us to more effectively assess the risk to 
our business and, through clearly defined 
management process, develop appropriate 
mitigation strategies, including more accurate 
resource identification, that we are able to 
monitor and manage to success.” 

The additional investment in security 
goes well beyond the issue of safety and 
personnel and asset protection. The company 
says it has already seen a net gain to its 
bottom line through more efficient use of 
resources as a result of ensuring security 
priorities are being met, and that these 
savings could extend to other areas such as 
reductions in insurance premiums. 

“[It] makes good business sense. Having 
certification sends a clear message to our 
customers, partners and employees that we 
are committed to protecting their interests 
as well as our own,” says Fairnie. 

Security as cost centre
For the moment, however, this attitude 
is more exception than norm, and the 
majority of businesses have yet to move away 
from the traditional view of supply chain 
security as a cost centre. The Stanford study 
notes that companies still generally find it 
difficult to develop a good business case for 
security systems that go beyond minimum 
requirements. 

“In our opinion, one of the main reasons 
for this reluctance is that companies have 
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been focused largely on direct expenses 
related to security initiatives, and not on the 
collateral benefits that can be realised from 
such investments,” it says. 

At LRQA, which carr ied out the 
certification process for DP World, they 
believe this scenario is changing. Boyce says 
the company is currently in discussion with 
several other major supply chain players, 
including ports, airlines, 3PLs and major 
international manufacturers that are looking 
closely at implementing the ISO system. 

“There are no ‘firm’ figures, but I expect 
to see a noticeable rise year-on-year in global 
spending on enhancing the security of both 
public and private-sector supply chains. That 
commercial expenditure will continue to 
expand at similar levels to global economic 
growth levels”.     
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Industry 
Survey: 
Supply Chain 
Security 
Respondent breakdown

a) Do you think supply chains in Asia are less secure 
than in the US and Europe? 

Yes – 70%
No – 25%
Don’t know/non-applicable/
spoilt – 5%

b) Which Asian economies do you think are taking the 
lead on the issue? Can you give some examples 
of government, industry organisation initiatives 
directed at supply chain security in the region? 

China – 35%*
Singapore – 35%
Hong Kong – 20%
Japan – 15%
Thailand – 10%
Australia/New Zealand/
India – 5%

*Most respondents listed more than one country

❝In the region it seems to me that China leads the [supply chain security] 
initiatives in most areas. Security is often a topic in governmental 
meetings, and I am aware of several initiatives to attempt to tighten 
up security at the origin or loading points of both sea containers and 
domestic trucks.❞

c) What kind of companies (in terms of industry, size, 
business type) do you believe are most progressive 
in the area of supply chain security? 

Results of our latest industry survey indicate that expenditure 
on supply chain security in Asia is still generally minimal, 
although certain industries – such as chemicals and high-tech 
– are believed to have gone further in the area than others. Not 
surprisingly, the majority of respondents to the survey, which 
include shippers, LSPs and professional service providers for the 
industry, believe the issue of supply chain security will continue to 
grow in importance over the coming years. 
Most interestingly, the survey suggests that the industry has 
started to view security as something that can help profi tability 
by increasing supply chain effi  ciency, but this doesn’t appear 
to be translating into practical measures such as higher spend.  
Some 83% of respondents said they currently spend less than 5% 
of revenue on security needs. 
Below are the main fi ndings of the survey including some of the 
comments and observations made by respondents.* 

Chemicals – 35%*
High-Tech – 35%
LSPs – 20%
Ports – 20%
Electronics – 10%
Pharmaceuticals – 10%
Automotives – 5%
Textiles- 5%

*Most respondents listed more than one industry

❝Certainly high value goods makers and most MNCs are looking for 
answers. My immediate experience would say that electronic fi rms 
along with major exporters are attempting to create as much security 
as possible.❞

❝Larger companies are moving more rapidly. They have the money to 
hire the expertise.❞

d) Has your own company/organisation taken what 
you would describe as substantial measures to 
upgrade supply chain security (SCS) over the past 
few years? If so, can you briefl y give us an idea of 
what these measures consist of? 

Yes – 48%
No – 21%
Don’t know/non-applicable/
spoilt – 31%

❝We have much more rigorous standards now at our contract logistics 
warehouse locations or with transportation companies in terms of 
security access to and from facilities as well as driver and equipment 
audits.❞

❝We are C-TPAT certifi ed and are currently working on AEO. The 
main motivation is standard requirements for responsible care chemical 
companies and we take security of our products and people very 
seriously.❞

❝We have implemented online tracking for cargo.❞
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e) Does your company participate in a best practice 
SCS system, such as C-TPAT, WCO Authorised 
Economic Operator, ISO 28000? If so, which one(s) 
and what are the main motivations for your taking 
part in such initiatives?  

No – 48%
Yes – 30%
Don’t know/non-applicable/
spoilt – 22%

❝[Our] global supply chain security programme consists of C-TPAT 
(Customs-Trade Partnership Against Terrorism), TSA (Tansportation 
Security Administration), WCO-SBP (World Customs Organization 
– Security Best Practices), BASC (Business Anti-Smuggling Coalition), 
TAPA (Transported Asset Protection Association).❞

❝We re-seal all outgoing products with a self adhesive PVC tape printed 
in our company name. That has reduced transit theft and has improved 
confidence at point of delivery…❞

❝We are in the process of implementing ISO 9001:2000, which we 
hope to qualify for by the end of the year. The first improvement was the 
creation of a global security director. His responsibility is to look across 
the global operations and create standard practice and insure not only 
compliance with all standards, but involvement with several different 
organisations globally to stay current and involved with a wide range 
of initiatives.❞

f) Roughly what percentage of your revenue goes to 
security measures? 

0 - 5% - 83%
5 - 10% - 9%
Subject to business needs – 5%
Non-applicable/don’t know/
spoilt – 3%

❝We are a multi-billion dollar organisation. At this point less than 
1% of revenue is directed at security. That amounts to several million 
dollars.❞

g) By how much do you think your investment in the 
area will grow over the coming five years? 

0 - 5% - 25%
5 - 10% - 44%
10 - 15% - 12%
Don’t know/non-applicable/
spoilt – 19%

❝This is hard to predict. Much depends on how much federal government 
assumes control and how much is left to the private sector. We are 
assuming roughly a doubling of our existing resources over the next 
two years.❞

❝We will be spending more on security and safety systems. I believe the 
investment in the area of Safety & Security may reach 15% of our total 
annual investment.❞

h) Do you believe demonstrating effective SCS will be 
a growing factor in your overall competitiveness in 
the coming years? 

Yes – 62%
No – 14%
Don’t know/
non-applicable/spoilt – 
24%

❝Supply chain security is an effective tool to manage and monitor 
finished goods’ supply chains.❞

❝[Supply chain security] will help improve confidence among our 
clients and will help control shrinkage, pilferage, damages and other 
related losses.❞

❝Absolutely, this will be part of what our clients expect as well as the 
general public. It is part of our charge to insure we are doing all possible 
to protect the general populace that we work within.❞

i) What in your opinion are the basic requirements 
for effective supply chain security? 

Efficient HR practices 
– 34%
Proper partnering with 
suppliers – 28%
Use of advanced 
technology – 22%
Change in business 
mindset/more holistic 
approach to security – 10%
Don’t know/non-applicable/spoilt – 4%

❝First, a basic recognition of the importance of overall security. Second, 
having a person and department specifically charged with overall 
security.❞

❝Communication and collaboration between all partners in the supply 
chain but with particular emphasis on the 80/20 partners. This also 
includes a willingness to set up a mechanism to exchange information 
concerning the forward and reverse logistics operations associated with  
shipment of goods.❞

❝Complete supply chain visibility, visiting every supplier and factory.  
Random, unannounced surprise visits, tests and inspections.❞

❝Excellent worldwide recruitment and hiring policies. 
Adequate security systems/processes protecting company assets.
Strong third party service provider evaluation and qualification 
process.
Regular audit process to validate compliance.❞

❝Surely the technology is the basic requirement. RFID can improve  
SC security. Over the next decade it will dominate the area of supply 
chain security.❞

❝1. Ideally, the capacity to offer integrated services along the supply 
chain
2. Otherwise, the ability to control transfer nodes
3. Screening of Supply Chain partners❞

*Supply Chain Asia has details of all respondents. Views expressed do not 
necessarily reflect those of Supply Chain Asia.

22%

30%

48%

83%

9% 5% 3%

12% 19%

25%

44%

62%

24%

14%

0
5
10
15
20
25
30
35



16

Supply Chain Asia September/October 2007

SUPPLY CHAIN - RISK MANAGEMENT16

Managing risks in the 
global outsourced 
supply chain 
By Chris Fry, President and CEO, Strategic Management Solutions

Globalisation and outsourcing have 
dramatically changed the face of 
supply chains.  Compared to just a 

few years ago, manufacturing and supply 
chain operations in many industries have 
shifted from almost fully localised, vertically-
integrated functions to operations that are 
global and outsourced today.  

Take the tech industry as an example: 
production outsourcing in this sector did not 
begin in earnest until the mid-1980s1, and 
has now become the standard practice for 
virtually all major players.

This shift, along with the increasingly 
global nature of the supply base that came 
with it, has made supply chains significantly 
more complex and difficult to manage 
than they were in the past. In yesterday’s 
model, a manufacturer had a great degree 
of control over its destiny – product design, 
manufacturing, marketing, and sales were 
likely conducted in-house, often with a local 
market as the major target.  

Today, the same “manufacturer” may in 
reality do little or no manufacturing at all, 
and will likely have much less direct control 
over its operations if production, and in 
some cases design, are outsourced to third 
parties who may be located thousands of 
miles away.

These changes create a host of challenges, 
many of which are related to increases in 
some form of risk.  These risks are multiple 
and varied, but effective practices exist to 
help manage them.

The risks of global outsourcing
Consider a US-based company that 
outsources its manufacturing operations to 
a third party in China.  In doing so, it takes 
on a slew of risks that were most likely much 
less significant in the older model when 
the majority of operational functions were 

performed in-house.  Below are some of the 
more common ones.

Common risks in the global outsourced supply 
chain

Financial risks such as those related to 
currency exchange rates are generally well-
understood and can often be managed 
through various hedging approaches. The 
remaining categories on the list are the 
focus of this paper – these tend to be less 
well understood and in many cases are more 
difficult to manage.

Demand-driven risks
Demand-driven risks are those driven by 
uncertainty in future demand levels.  Consider 
for example demand fluctuation risk – the risk 
that customers’ demand will be out of sync 
with business forecasts. Long lead times 
(expect a minimum of 17 days transit time 
– in addition to your standard manufacturing 

lead time – for ocean freight shipments from 
Asia to the US or Europe; and three days for 
air freight) mean a greater risk that customers 
will prefer something different from the 
forecasted mix of products in your shipment 
when it arrives. Unless you are in a business 
where products are made to order, you will 
face some level of demand risk. 

Demand risk can be mitigated with 
inventory, but this can be expensive and 
even high levels of inventory can result in 
a stockout if an unpredicted demand spike 
occurs.

The increases in inventory required to 
support long lead time supply chains also 
bring about devaluation risk – the risk that 
products in production, in transit, or in 
inventory will be worth less when they are 
sold than when they were built, and excess 
and obsolescence risk – the risk that the 
products may be obsolete or no longer in 
demand at all.

One need not look far to find examples 
of how significant demand-driven risks can 
be.  Consider Cisco Systems, which wrote off 
US$2.25bn in inventory in April 2001 due to 
rapidly weakening demand coupled with 
locked-in supply agreements.2  

The write-off, which represented roughly 
10% of revenue, resulted in a $1bn net loss for 
the company.  Cisco was hit hard because it 
saw multiple risks materialize simultaneously.  
The sudden demand drop was significant 
enough to drive a price drop at the same 
time, leaving the company with significant 
excess devaluation.

Demand-driven risks are not limited 
to the technology industry. Sectors such 
as fashion and apparel, perishable foods, 
and many others also face highly uncertain 
demand, long lead times, and short product 
lifecycles, leading to many of the same risks 
discussed above.

Financial • Exchange rate risk

Demand-
driven

• Demand fluctuation risk
• Devaluation risk (e.g., for 

products or components in 
inventory or in transit)

• Excess and obsolescence 
risk

Supply- and 
infrastructure-
driven

• Supply risk (risk of 
supply disruptions due 
to shortages, capacity 
constraints, earthquakes, 
floods, labor strikes, etc.)

• Infrastructure risk 
(congestion due to under-
capacity in key logistics 
infrastructure, e.g., 
shipping lanes, airports, 
container ports)

• Breech of contract risk
• Quality risk
• Time to market risk

Regulatory 
risks

• Intellectual property and 
counterfeit goods risk

• Legal risks (e.g., risks 
due to changes in local 
regulations, tax laws, etc.)
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Supply- and infrastructure-driven risks
In addition to risks driven by demand 
uncertainty, there is another category 
of risks driven by uncertainty in supply 
and infrastructure availability. Consider 
the various forms of supply risk – risk that 
your supply base may be unable to build 
or deliver the products you need due to 
capacity constraints, unexpected shutdowns, 
subcomponent shortages, labour strikes, or 
other issues. In an outsourced model with 
manufacturing in Asia or other low-cost 
regions, the chance of some sort of supply 
disruption cannot be overlooked.

The risk of disruption in the logistics 
infrastructure is also worthy of attention.  
Congestion in key logistics infrastructure 
bottlenecks such as container ports, air ports, 
and shipping lanes can and has become a 
serious issue when economic growth outpaces 
available capacity.  With increasing outbound 
congestion from China and utilization at key 
ocean ports in the US west coast and Europe 
running at between 90-95%3, there is little 
room for any signifi cant uptick in shipping 
volumes at current capacity levels.

Other notable supply-related risks 
include supplier or contract manufacturer 
breech of contract risk, quality risk, and time 
to market risk (due to delays arising from the 
outsourced relationship).

Regulatory risks
A key risk of the outsourced model, especially 
in Asia, is intellectual property risk.  Anyone who 
has visited a research or manufacturing site 
in China has heard the horror stories of savvy 
employees defecting from their employers, 
and leaving with enough know-how and 
customer contacts to open competing 
businesses across the street.  

While there are laws in place to prevent 
such activity, enforcement has not kept up.  
Counterfeit versions of Viagra – some effi  ca-
cious and some not – were available in China 
long before the real drug had even received 
launch approval in the country. Although 
this was not the result of outsourcing, it 
shows the extent of the problem.  Six months 
after Viagra’s offi  cial launch, state media indi-
cated that 90% of the product volume sold in 
Shanghai was counterfeit5.

Outside of intellectual property-related 
risks, other regulatory risks include legal 
risks related to changes in local regulations 
or tax laws.

While many of these risks also exist in 

some form in the old supply chain model, we 
have found that in nearly every industry, the 
outsourced model with its lengthened supply 
chain, reliance on third parties, and exposure 
to less developed regulatory systems means 
a very dramatic increase in the scope and 
severity of these risks.

Misaligned objectives
Several of the risks described above, especially 
the demand- and supply-driven risks are 
further complicated by a side-eff ect of the 
outsourcing model: misaligned objectives.  

Consider another inventory example: this 
time, the question of how much component 
inventory a supplier should hold on commod-
ity parts for an auto manufacturer.  If the sup-
plier earns a relatively low margin on its parts, 
it will maximize its profi tability by stocking 
only enough inventory to cover a small range 
of demand fl uctuations (those for which the 
risk of stockouts is high enough that the ex-
pected incremental margin from stocking will 
off set its inventory holding cost).  

However, the manufacturer’s margins are 
likely to be higher than the supplier’s, so it 
will be in the manufacturer’s best interest to 
hold more inventory to cover a wider range 
of demand fl uctuations.  

And since holding component inventory 
is less expensive than holding finished 
product inventory (due not only to the 
cost of assembly, but also to the value of 
postponement), the manufacturer has 
an even stronger reason to ask for high 
availability from component suppliers.  This 
creates a natural dichotomy whereby what is 
“optimal” for the buyer is suboptimal for the 
seller, and vice versa.

The impact of such a mismatch can be 
signifi cant – either the manufacturer takes 
on increased risk of lost sales due to inventory 
stockouts (demand fl uctuation risk), or the 
supplier takes on additional excess and 
obsolescence risk if it holds extra inventory 
in support of its customer.

Management levers for the outsourced 
model
Despite the challenges that the outsourced 
model brings, its benefi ts to manufacturers 
have typically far outweighed its costs, and 
outsourcing has become a way of life.  To be 
successful, then, companies that outsource 
must adopt policies to mitigate the above 
risks and create appropriate incentives for 
their suppliers and contract manufacturers.  

Here are a few best practices.

1.  Share r isks  and rewards with 
suppliers  

 Outsourcers can structure their agree-
ments with suppliers and contract manu-
facturers to align objectives and balance 
risks, and businesses should give fair 
consideration to off ering fi nancial and 
non-fi nancial incentives to achieve this.  

 In the previous example where a high-
margin auto manufacturer purchases 
from a low-margin component supplier, 
both parties would be better off  if the 
supplier were off ered a small incentive 
to stock additional inventory above its 
locally-optimal level. 

 Other types of risk/reward sharing 
could include agreements to share 
investment and cost savings from supply 
chain improvements, joint capacity 
investments,  fee -based capacity 
reservations, price cap contracts, and a 
host of other performance incentives.

2.  Practice “Design for Supply Chain”  
 As supply chains become bigger and 

more complex, it becomes increasingly 
important to consider the impact of 
product design decisions on supply chain 
costs, adapting product designs when 
needed to enable reductions in supply 
chain costs and risks. 

 Such adaptations can include com-
monality and reuse of components and 
subassemblies across products, man-
agement of product variety, design for 
logistics, and postponed diff erentiation. 

 Hewlett-Packard has been a notable 
success story in this area (as well as 
in other areas of supply chain risk 
management), capturing over $100m in 
aggregated cost savings through Design 
for Supply Chain initiatives6. 

 As outsourcing expands beyond supply 
chain management into product design 
and other functions, businesses must 
provide guidance (and incentives) 
to their ODMs (Outsourced Design 
Manufacturers) to put smart Design for 
Supply Chain practices in place.

3.  Diversify the supply base  
 Diversifi cation can include establishing 

relationships with multiple suppliers/
manufacturers for the same components/
processes, ensuring that suppliers and 
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contract manufacturers are geographi-
cally spread out (to mitigate disruptions 
in the event of an earthquake, natural 
disaster, or political crisis), and splitting 
manufacturing activities between mul-
tiple contract manufacturers to ensure 
that no single company sees the process 
from start to fi nish (to reduce intellectual 
property losses).  

 Diversification is also a key strategy 
for dealing with infrastructure-related 
risks: contracts with multiple carriers 
and multiple ports can provide a helpful 
backup when capacity becomes tight.  

 In addition to reducing risks of supply 
disruptions and intellectual property 
losses, a diversified supply network 
also encourages competition among 
suppliers, keeping costs in line, and 
provides an easy-to-deliver performance 
incentive as top suppliers can be given a 
larger share of the business.

4.  Be fl exible  
 Flexibility, along multiple dimensions, 

allows businesses to actively manage 
supply chain costs and risks as market 
changes occur.  For example, a manager 
is likely to be cautious about holding 
inventory during periods of devaluation, 
but if markets change and prices begin 
to fl atten or appreciate, the she may be 
more inclined to increase inventory levels 
(sometimes referred to as a strategic 
buy-ahead) if she believes that prices will 
continue their upward trend.  

 She may also choose to move to a longer 
lead time shipping mode (e.g., ocean 
instead of air) as transit inventory de-
valuation becomes less of an issue.  This 
type of fl exibility – in terms of inventory 
management, shipping modes, supply 
sources, and even product off erings (Dell 
does an excellent job in using pricing and 
promotions to shape demand to match 
supply) – can allow businesses to reduce 
cost and risk by dynamically and oppor-
tunistically managing its supply chain.

Opportunities for suppliers and service 
providers
The outsourced supply chain also creates 
challenges and opportunities for materials 
and component manufacturers as well as for 
outsourced service providers.  

By understanding the issues facing their 
customers, suppliers and service providers 

can compete more eff ectively.  
Strategic Management Solutions 

recommends the following operating 
principles:

1.  Take an end-to-end view of the supply 
chain  

 Looking beyond one’s own profi t drivers 
to those of one’s customers can enable 
implementation of some of the above best 
practices, generating signifi cant business 
value for both parties.  Approaches can 
include developing the infrastructure to 
dynamically adjust inventory levels and 
shipping modes to customers needs, 
supporting customers to use Design for 
Supply Chain best practices, and off ering 
value-added services that are more costly 
for customers to provide themselves.

2.  Seek opportunities to generate value 
by sharing risk  

 In addition to managing their own risks, 
suppliers and service providers can 
also proactively help their customers 
to manage supply chain related risks.  
By off ering services such as fee-based 
capacity reservations, advance-order 
discounts, and price cap contracts, 
suppliers can help their customers to 
reduce risks while demonstrating their 
competitiveness and commitment to a 
successful partnership. 

3.  Offer diversification as a source of 
value  

 Just as branded business should 
diversify their supply base, suppliers 
and service providers should also seek 
diversifi cation.  

 This can take the form of operating 
multiple sites in diff erent geographies 
(when economic), diversifying supply 
bases, and diversifying business across 
multiple customers. A supplier who can 
demonstrate a well-diversified supply 
portfolio and good risk management 
plans is more likely to attract business 
from customers who are worried about 
supply disruptions than one who can’t.

As an example of a contract manufacturer 
that has capitalized on these opportunities, 
consider Singapore-based Flextronics. The 
EMS not only diversifi es its business through 
deep relationships with a wide array of 
component suppliers, but it has also vertically 

integrated into component businesses 
such as camera modules, antennae, radio 
frequency modules, and LCD displays to 
further reduce costs and control sources 
of supply7. These practices, in addition to 
the wide range of value-added services 
it provides, combine to form a distinctive 
value proposition and source of competitive 
advantage for the company.

Moving forward
The challenges of global supply chain 
management are real, and the approaches 
laid out above are certainly not a panacea.  
However, these techniques can make a 
significant difference for businesses that 
implement them.  Here are two closing 
thoughts for implementing the approaches:

First, the approaches can (and should) 
be applied in concert. No single solution 
provides the complete answer, and there is 
certainly no reason why applying one of the 
above techniques would exclude others.  To 
the contrary, the eff ects of using multiple best 
practices simultaneously can be synergistic.

Second, use metrics and incentives to 
drive behavior. Managing risk and reducing 
cost in the supply chain can best be achieved 
if the objectives of the involved parties are 
aligned. This should be both internally, to 
ensure that employees implement risk-
managed solutions even when they are not 
absolute low-cost, and externally, to ensure 
that outsourced relationships are focused 
on optimizing the global supply chain rather 
than on optimizing the local economics of 
individual players in the network.

Today’s global supply chains embody risks 
as well as great rewards, and the capability to 
manage these risks is increasingly separating 
the winners from the losers.  May you achieve 
great success in developing a winning 
risk management strategy for your supply 
chain.     

About the author:  Chris Fry is President and CEO of 
Strategic Management Solutions, a management consultancy 
specializing in applications of business analytics to strategic 
problems in supply chain management, product management, 
and pricing.  He supports global businesses in enhancing the 
effi ciency, fl exibility, and performance of their supply chains 
in an outsourced environment. He maintains dual offi ces in 
Redwood Shores, CA and Beijing, China. Mr. Fry can be 
contacted at chris@strategicmgmtsolutions.com

1 John Zysman, “Production in a Digital Era”, Working Paper, The Berkeley  
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2 Source: Cisco Annual Report 2001.
3 Source: Boston Consulting Group, “Surviving the China Rip Tide”, May  
 2007.
4 Source:  PBS, BBC News
5 Brian Cargille and Chris Fry, “Design for Supply Chain: Spreading the  
 Word Across HP”, Supply Chain Management Review, July/August 2006.
6 Source: www.Flextronics.com
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For the first time in a generation, 
container lines are seriously pondering 
the merits of the Suez Canal to shift 

goods from Asia to the US East Coast.
Such a move, amid high bunker fuel costs, 

might seem strange, adding at least an extra 
2,000 miles to the route. 

However, the Suez’s chance has come 
at a unique time. Rates on the transpacifi c 
are struggling and lines are responding by 
rationalising routes. Yet this is still not enough 
to stem losses with so many new ships 
entering the container sector. 

The real catalyst has been the two western 
US railroad operators who have raised their 
prices dramatically in the past 48 months 

❝The real catalyst has 
been the two western 
US railroad operators 
who have raised their 
prices dramatically in 

the past 48 months as a 
way to avoid the limited 
infrastructure suffering 
severe congestion.❞

West of Suez
and on to the 
East Coast
Fifty years on from the Suez crisis, the canal could this year turn 
out to be a solution to a cost crunch, writes Sam Chambers

as a way to avoid the limited infrastructure 
suff ering severe congestion. Then there is the 
Panama Canal Authority which, following a 
national referendum last year, has embarked 
on a dramatic US$5.5bn expansion of the 
waterway due for completion in 2014. The 
authority is charging lines higher fees now 
to pay for the widening scheme. 

So then the traditional two ways of mov-
ing goods to the all important market east of 
Mississippi – via rail or the Panama Canal – are 
both increasingly seen as exorbitant from the 
liner bean counter point of view. Enter the 
Suez. Yes the route requires more ships than 
eastbound transpacifi c does and clearly more 
fuel, but the tipping point is fast approaching 
where by these costs can be carried. 

The opportunity for the Suez are the ship 
sizes one down from the raft of 8,000 teu class 
ships being delivered, namely the ships in the 
6,000 teu region. This vessel class will not be 
able to transit the Panama Canal until 2014, 
and yet with recent dredging completed on 
the Suez can now go through to ports on 
the USEC. 

Realising its opportunity, Suez authorities 
have said they will discount transit fees to 
snare all-water traffic away from Panama 
during its eight year expansion. 

This year CMA CGM and APL, both route 
innovators, announced a joint launch of two 
new all-water services, one via Panama and 
the other via Suez. All eyes will be on the 
success of the latter service.     

3 3

3

NEW YORK

Suez Canal

3

3

Pacifi c 
Ocean

SINGAPORE

LOS ANGELES

3

3

3

3

3

3

3

Pa
na

m
a 

C
an

al3

3



September/October 2007 Supply Chain Asia

INFRASTRUCTURE UPDATE 21TRANSPORTERS

Long castigated as monopolies, the era of the shipping 
conference is nearing a close with Europe set to ban the 
likes of the Far Eastern Freight Conference (FEFC) and 

the Trans-Atlantic Conference Agreement (TACA) in just over a 
year’s time. 

Conferences have, since pre-containerisation days, allowed 
owners to share information and set rates collectively. However, 
before shippers uncork the champagne it is important to realise 
that elsewhere beyond Brussels the conference system is still 
viewed favourably, noticeably in Japan and the US. 

Indeed the Transpacifi c Stabilisation Agreement (TSA) has 
welcomed three new giants this year in the form of CMA-CGM, 
Mediterranean Shipping Co and Zim, while members of the 
Intra-Asia Discussion Agreement (IADA) have been fl exing their 
unilateral muscles this 
year like never before. 

However, shippers 
from around the world 
should take hear t 
from their European 
counterparts who have 
managed through 20 
years hard lobbying 
to disband the world’s 
largest and oldest 
freight conference. The 
FEFC will cease to be 
in October 2008. New 
Brussels guidelines on 
pricing and information 
sharing are expected 
this September.     

Facing competition and dwindling rates on the main east-west 
trades, the lines have moved to unlock the pricing potential of 
the largest container market of them all: the intra-Asia trades.

The intra-Asia trades account for one third of all boxes moved: 
37m teu of last year’s 115m total. By contrast, the much talked about 
Asia-Europe trade accounts for just 18m teu.

Traditionally, intra-Asia was the preserve of smaller operators 
seeking out a solid if not stunning revenue. The sheer volume of 
business ensured rates never leapt much.

Then the big boys came in and got crafty. What they hadn’t counted 
upon, though, was the strength and calibre of their opposition. 

For instance, when earlier this year an attempted dramatic 
increase in terminal handling charges for boxes in and out of south 
China announced by the Intra-Asia Discussion Agreement (IADA), the 
Informal Rate Agreement (IRA), Informal Red Sea Agreement (IRSA) 
and the Informal South Asia Agreement (ISAA) was not just loudly 
decried by local shipper associations, but by Beijing too. 

The planned rate rises would have brought intra-Asia THCs into 
line with those levied on the Asia-Europe and Transpacifi c tradelanes 
out of China.  

“The increases are totally unjustifi able, and they range from two 
to nearly four times higher than the current levels of THC,” a release 
from a collective of southern Chinese shipper associations said. 
“The Ministry of Communications ruled the rate rise void late 
last month, much to our happiness,” Cai Gaosheng, chairman of 
Guangdong Shippers Association said in May. “However, the ruling 
was based on their improper fi ling procedure, which means they can 
modify the procedure and raise the charges again very soon, which is 
very worrying.” The Ministry of Communications went so far as to fi ne 
members of IRSA and ISAA a total of US$138,000 in June, but this is not 
expected to stop the collective from another ruse to raise rates. 

Another country feeling the full force of THCs for the fi rst time is 
Vietnam where shippers earlier this year started paying $60 per teu 
and $90 per feu for main east-west trades and then as of June this year 
the same amount for intra-Asia boxes.     

Terminal handling charges out of manufacturing 
powerhouses have shippers on alert

Intra-Asia costs 
shoot up

Sayonara to the 
Far Eastern 
Freight 
Conference

Other Headlines
20 West of  Suez, on to East Coast

Its history dates back to 1879, but this 
keeper of the Asia-Europe price seals will 
be extinct in just over a year, writes Sam 
Chambers

The FEFC: setting rates 
since yesteryear
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Different organisations use different 
definitions to categorise FTZs, Export 
Processing Zones (EPZs) and Special 

Economic Zones (SEZs), but the basic function 
is the same:  they are fiscal policy tools 
designed to encourage FDI and international 
trade. For a business, the basic advantages of 
moving into an FTZ are the simplification of 
customs procedures, substantial savings on 
cash flow and some tax relief. 

FTZs are often located in a fenced estate 
with good infrastructure and services. This 
allows developing countries with relatively 
poor transport networks to concentrate 
improvement in just one area. It 
is therefore critical for a business 
to look outside the FTZ and check 
the links with their supply chains. 

Because FTZs are regulated by 
government policies, competition 
between them often focuses on 
the tax advantages being offered. 
But the competition is somewhat 
limited by two WTO regulations: 
the agreement on Subsidies and 
Countervailing Measures and 
the agreement on Trade Related 
Investment Measures. 

The WTO allows tax breaks 
for certain industrial research 

and development activities promoting 
competition, which might help explain why 
many of China’s former development zones 
are now specialised in a specific industry. 

Not all countries use FTZs simply to attract 
FDI. In Thailand, for instance, a main objective 
is to move industry away from Bangkok to 
overcome severe problems of congestion and 
pollution.  In Indonesia and the Philippines, 
FTZs were introduced in part to create a 
business-friendly area separated from the 
heavily regulated domestic environment, 
often proving difficult to reform. But the main 
goal is normally to attract investment over 
other countries or regions. 

So who are the contenders in Asia and 
what are they currently offering? 

Singapore created its FTZs in an economy 
without trade restrictions and with a high 
degree of trade facilitation. It offers the basic 
duty relief at the heart of a globally-linked and 
super-efficient logistics platform. Investment 
executives often argue that Singapore is 
essentially one giant FTZ.

For Taiwan, the strategy is to use FTZs 
against the delocalisation of its manufacturing 
base. Imports are tax-free, and customs 
declarations as well as all other government 
requirements are presented through a 
single window service. Taiwan allows foreign 
currency payments and transactions and 
financial companies can use the FTZ for 

offshore investment. Unfortunately, despite 
its geographical position, Taiwan’s FTZs are let 
down by infrastructure, regional connections, 
and its possible absence from the next wave 
of regional trade agreements. 

If the success of an FTZ is measured by its 
integration with the national economy, then 
Korea has a winning formula. Korean FTZs 
have created links with the domestic economy 
through procurement, subcontracting 
and the generation of port traffic. This is 
perhaps due to a law that allows 40% of the 
production process to be carried out outside 
the zone.  It is now a serious contender for FDI, 
offering 100% exemption of corporate tax for 
five years and 50% for the subsequent two 
years. Customs use trade facilitation services 
such as Prior Clearance so goods have cleared 
customs before arriving in the country and 
Post Audits to dissociate the controls from 
the movement of goods. 

Malaysia is taking another direction 
and companies moving international 
procurement operations to the Port of 
Tanjung Pelepas, such as BMW for instance, 
are exempt from corporation tax for up to 
ten years. This advantage is also available for 
companies setting up regional distribution 
centres there. The FTZ also offers softer 
exchange control regulations for foreign 
companies wishing to set up operations in 
banking and insurance.

Asia’s Free Trade Zones: 
differing strategies in different markets

Free Trade Zones are 
proliferating around the 
world in the battle for Foreign 
Direct Investment. In 1975, 
there were a total of 79 FTZs 
worldwide; in 2006, there were 
3500. Several Asian countries 
were among early movers in 
the establishment of FTZs, 
but incentives and objectives 
of Zones in the region have 
always been varied. 
By CATHERINE TRUEL 

Impact of free zones on exports
Zone exports of 

manufactured goods

(US$ billion)

Percentage of total exports 
of manufactured goods 

(in percent)

Global 177.7 8.3

Asia / Pacific 84.5 11.0

Americas 44.0 5.3

Central / East Europe & Central Asia 14.5 6.8

Middle East & North Africa 28.7 16.7

Sub-Saharan Africa 2.4 19.5

Source: OECD, FIAS (2007, forthcoming).
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Then there’s China, where the set-up 
of Special Economic Zones has been a key 
tool in its rapid movement towards a market 
economy. 

Companies operating in FTZs and SEZs 
in China enjoy an exemption of corporation 
tax for two years followed by three years 
taxable at 50%. Businesses introducing 
advanced technology can benefit from an 
additional three years with a 50% discount. 
If their exports represent 70% of the total 
production value, companies can receive a 
preferential corporate tax rate of 10%. They 
can get additional special tax breaks if they 
re-invest in the FTZ.  Foreign currency does 
not have to be converted into RMB. 

There are also local incentives. Dalian 
Software Park, for instance, is now one of the 
fastest growing software centres in East Asia. 
It is also a major export zone for China’s IT 
products and services. Companies employing 
graduates with a bachelor’s degree or higher 

qualification can register them as permanent 
residents in the PRC. This is also available to 
software developers and managers under the 
age of 35 coming from other regions as well 
as their wives and children. 

But these sort of FTZ incentives in China 
might not last. In December 2006, the 
National People’s Congress (NPC) began 
considering the draft of a law on corporation 
tax that could eliminate many FTZ tax 
advantages.

In the meantime, an ambitious competitor 
has raised its game: enter India.

According to an OECD study, in 2005, 
disappointed with the poor results of its 
FTZ laws, India voted the audacious Special 
Economic Act 2005. Their FTZs or SEZs offer 
significant customs simplifications with in-
house customs clearance and access to a 
single window system for all procedures with 
central and state government. 

The Zones have a single enforcement 

agency to interface with the trade. Imports 
are duty and tax-free. Companies receive 
100% corporate tax exemption for five years 
then 50% for another five years. They can 
carry forward losses and write off export 
debts up to 5%. Profit may be repatriated 
without dividend balancing requirements 
and financial institutions can set up offshore 
banking units.

FTZs in Asia are adapting with some of 
the current trends likely to shape the future of 
them in a big way, such as the new interest in 
attracting the financial services industry.

  Regional trade agreements will also 
change the dynamics, as companies will not 
need a presence in each country, just one 
regional distribution centre. The reduction in 
customs tariffs is moving the battle away from 
import duties on to the field of direct taxation 
with extremely low rates of corporation taxes. 
These are just more steps toward global 
factories in borderless economies.     

Types of zones: ILO's evolutionary typology

Trade Manufacturing Services

Free port
Special 

economic zone

Industrial free 
zone / Export 

processing zone

Enterprise 
zone

Information 
processing 

zone

Financial 
services zone

Commercial free 
zone

Physical 
characteristics

Entire city or 
jurisdiction

Entire province 
region or 
municipality

Enclave or industrial 
park 

Entire or part of city Part of city or zone Entire city or “zone 
within zone”

Warehouse area often 
near port or airport

Economic 
objectives

Development of 
trading centre 
and diversified 
economic base

Deregulation; 
private sector 
investment in 
restricted area

Development of 
export industry 

Development of 
SMEs in depressed 
areas

Development 
of information 
processing centre

Development of 
off-shore banking, 
insurance, 
securities hub

Facilitation of trade 
and imports 

Duty free goods 
allowed

All goods for use 
in trade, industry, 
consumption

Selective basis Capital equipment and 
production inputs

No Capital equipment Varies All goods for storage 
and re-export of 
import

Typical 
activities

Trade, service, 
industry, banking, 
etc.

All types of industry 
and services

Light industry and 
manufacturing

All Data processing, 
software dev. Etc

Financial services Warehousing, 
packaging, 
distribution, trans-
shipment

Incentives 
 
- taxation 
- customs’ duties 
- labour laws 
- other

Simple business  
start-up; min. 
tax & regulatory 
restraints; waivers 
to termination 
of employment 
& overtime; free 
repatriation of 
capital, profits 
& dividends; 
preferential interest 
rates.

Reduced business 
taxes; liberalised 
labour codes; 
reduced foreign 
exchange controls. 
no specific 
advantages; trade 
unions discouraged 

Profits tax abatement 
and regulatory relief; 
exemption from for. 
exchange controls; 
free repatriation of 
profits; Trade union 
freedom restricted 
despite that EPZs are 
required to respect 
national employment 
regulations; max 15 
years exemptions on 
all taxes

Zoning relief; 
simplified business 
registration; 
local tax 
abatement; 
reduction 
of licensing 
requirements; 
prohibited 
trade unions; 
government 
mandated liberal 
on hiring and firing

De-monopolisation 
and deregulation of 
telecoms; 
access to market- 
priced INTELSAT 
services; specific 
authority manages 
labour relations; 
Trade union 
freedom restricted

Tax relief; strict 
confidentiality; 
deregulation 
of currency 
exchange & capital 
movements; free 
repatriation of 
profits

Exemption from import 
quotas; reinvested 
profits wholly tax-free

Domestic sales Shipment outside 
possible with 
payment of full duty

Highly restricted Limited to small 
portion of production

  Limited to 
small portion of 
production

Unlimited, upon 
payment of full duty

Other features Additional 
incentives & 
streamlined 
procedures

Developed by 
socialist countries

May be extended to 
single- factory sites

    

Typical 
examples

Hong Kong, 
Macao, 
Singapore, 
Bahamas, Bataan, 
Labuan 

China (southern 
provinces, incl. 
Hainan, Shenzhen)

Ireland, Ch. Taipei, 
Malaysia, Dom. Rep., 
Mauritius, Kenya, 
Hungary

Indonesia, Senegal Bangalore, 
Caribbean

Bahrain, Dubai, 
Caribbean, Turkey, 
Cayman

Jebel ali, Colon, 
Mauritius, Iran

Source: OECD 2007 
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Though the cracks on the taxiways and runways continue to show up and the luggage scanners 
periodically go on the blink, Thailand’s Suvarnabhumi Airport has left the worst behind. With a 
can-do manager in the driving seat, the hitches and hiccups in the troubled airport are being 
addressed, and cargo operations are running smoothly. June Lim provides an update

ups its game its game

❝The Transport Ministry also decided in 
July to separate the cargo area temporarily 
into two areas: one for duty-free and 
the other for normal cargo, pending the 
implementation of the ACCS, to address 
forwarders’ complaints.❞
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Appointed Suvarnabhumi’s airport 
director in February, industry veteran 
Serirat Prasutanond has given his 

undertaking that all the problems will be 
resolved by the end of this year. Prasutanond 
walks the talk quite literally – he takes a daily 
inspection tour in the evening in search of 
problems and complaints. And there are 
many, from signage to security, though the 
numbers have declined over the months, as 
airport operator Airports of Thailand (AOT) 
has worked to fix the problems.

When 17 luggage scanners malfunctioned 
on June 20, leaving only five of the 26 in 
operation, as four were already inoperable, no 
passenger baggage was delayed, misplaced 
or left behind. Neither was there any 
outgoing flight delayed, as over 100 military 
personnel were mobilised to help load up 
the baggage. 

This is a distinct improvement over the 
opening days almost a year ago, when the 
spanking new US$3.9 billion airport was 
in mayhem over lost baggage, crashed 
computer check-in systems and angry 
passengers.  The problems forced the 
government to resuscitate the old Don 
Muang airport to handle domestic flights. 

Suvarnabhumi’s cargo operation is 
now up to speed. After suffering a litany of 
complaints in the initial months, the operation 
is moving very smoothly, says Stewart Sinclair, 
managing director of Bangkok Flight Services 
(BFS), a joint venture between Worldwide 
Flight Services (WFS) and Bangkok Airways 
that is one of two cargo and ground handlers 
at the airport.

“There are complaints at every airport 
opening in Asia,” says Sinclair.

Those with a longer memory would recall 
Kuala Lumpur International Airport (KLIA) 
and Hong Kong’s new airport at Chek Lap 
Kok’s troubled past. At KLIA, problems with 
airbridges and bay allocation systems caused 
queues to form throughout the airport. The 
baggage handling system also broke down, 
and was eventually replaced. 

Inaugurated a week late in July 1998, Hong 
Kong International Airport (HKIA) suffered 
months of organisational, mechanical, and 
technical woes. The cargo terminal at the old 
Kai Tak Airport had to reopen temporarily to 
handle freight traffic following a breakdown 
at the new cargo terminal. 

Sinclair said Suvarnabhumi did not 
encounter any of these system difficulties 
as it involved the International Civil Aviation 

Organisation (ICAO) in its operational 
readiness and airport transfer programme. 
Extensive pilot trials in the run up to the 
opening ensured there were no interface 
issues involving the different systems.  

As for the cracks and ruts in its runways 
and taxiways, these are being fixed, but the 
situation is not so grave as to cause airlines to 
cancel their services to the airport on grounds 
of safety. 

According to Sinclair, Suvarnabhumi’s 
capability is now on par with the worldwide 
operations of WFS, the third largest 
independent ground handling company 
in the world with operations at over 100 
locations. 

The frustrating processing delays in 
the early months were due in part to AOT’s 
decision to shelve an integrated Aircargo 
Customs Community System (ACCS) just 
weeks before the opening. This required 
freight forwarders and terminal operators 
to revert to the EDI reporting to customs. 
It required a lot of filing, as airway bill and 
consignment information had to be manually 
keyed in. 

But since January 1, ground handlers 
BFS and THAI Cargo have cut over to an 
e-paperless customs’ system, where export 
and import manifests are sent to customs 
via a web-based program. This has eased the 
burden of manual entry. Forwarders are now 
being brought on board, which will further 
streamline processes. 

The Transport Ministry also decided in 
July to separate the cargo area temporarily 
into two areas: one for duty-free and 
the other for normal cargo, pending the 
implementation of the ACCS, to address 
forwarders’ complaints. 

“Forwarders have complained about 
having to wait to get a Customs Permit to 
enter the CFZ and about charges to enter 
the CFZ in their vehicles charged by the 
CFZ operator TAGS. The forwarders would 
like a direct export and import channel for 
shipments that do not need the CFZ benefits,” 
said Sinclair.

Both BFS and THAI Cargo will expand 
their existing warehouse facilities, which will 
be classified as being outside the CFZ, to 
accommodate forwarders’ requirements.

Also resolved is the problem over 
perishables. Located outside the customs 
free zone, the customs inspection area 
was not designed to be temperature 
controlled. It presented a problem on the 
occasions when perishable cargoes had 
to be checked. Since then inspection is 
carried out inside the cargo facility cold 
rooms, providing improved protection for 
inspected produce.

While Suvarnabhumi is still a work-in-
progress, and there are issues that have to 
be resolved, it has come a long way since its 
opening, and may be finally on the way to 
Prasutanond’s ambition to make it one of the 
top ten airports in the world by 2009.     
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In July 2006, Werner Enterprises established 
a freight forwarding operation in China.    
What is the nation’s fourth largest truckload 

carrier, an Omaha-based heartland company, 
doing with freight forwarding services in 
China?

Werner is not the only large trucking 
operator currently expanding from US 
trucking into global logistics. In May 2006, 
Schneider National completed the acquisition 
of American Port Services (APS), establishing 
a foothold in the port services marketplace. 
The next month, it divested its glass-hauling 
division to Maverick USA. Why would a multi-
billion dollar trucking company buy a small 
port logistics company and sell a trucking 
division?  

In fact, these two counter-intuitive 
initiatives are part and parcel of the same 
trend: the “China Effect.”

Werner recognised that the locus of 
decision-making was shifting to the Far East. 
As manufacturing moves to China, and as 
freight forwarders decide how to route freight 
back to the US, trucking companies may see 
their volumes fluctuate dramatically. 

By establishing a Chinese freight forward-
ing base, Werner wanted to ensure that it 
would be in a position to guide its customers’ 
products from factories, through ocean ports 
in China into the US, and ultimately onto a 
truck – most likely, a Werner truck. As a result, 
Werner saw the need to enter freight forward-
ing in China, both as an offensive move (to 
capture the high growth Asian forwarding 
opportunity) and as a defensive move (to 
protect the US trucking foundation).  

Schneider was responding to a similar 
pressure. As decisions shift upstream, trucking 
companies like Schneider and Werner are at 
risk to lose business. Schneider bought APS 
in order to establish a beachhead within 
the new king-makers in the port services 
marketplace.  

As the Werner and Schneider examples 
highlight, the market is forcing would-be 
winners to make aggressive investments 
in their future.  In a transportation industry 
already squeezed by skyrocketing fuel and 
insurance, severe driver shortages, and hours 
of service pressures, the China Effect will 
multiply the difference between winners and 
losers. Giants like Werner and Schneider are 
investing in new capabilities to respond to 
these forces. But many small and mid-sized 
companies lack either the resources or the 
willpower to take action.  

Natural 
selection 
in the 
trucking 
industry
By Benjamin Gordon, Managing Director, BG Strategic Advisors

British economist Herb Spencer coined the phrase 
“survival of  the fittest,” where he incorporated 
Darwin’s idea of  natural selection into his concept 
that a stronger business is more likely to survive 
during various stages of  the business cycle. This 
concept is particularly pertinent when analyzing the 
US domestic trucking industry today. 
Today, the transportation market faces several 
major pressures: skyrocketing fuel and insurance 
costs, plummeting driver availability, the “China 
effect,” and a “just-in-time economy”. Under these 
conditions, some truckers will thrive, while others 
will fall behind.  The following article provides an 
insight into the trends, challenges, and opportunities 
that leaders of  the US trucking industry must 
contemplate as they continue to evolve.  
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more likely to lure the scarce pool of driver 
talent. For instance, JB Hunt has been very 
eff ective in retaining and acquiring truck 
driving talent, and actually increased their 
trucking fl eet by as many as 400 trucks in 
service. In contrast, many small to mid-
sized trucking companies may lack the 
resources to achieve this goal.

Increasingly, smart trucking companies 
may choose to follow Schneider and Werner’s 
lead, by diversifying into asset-light logistics 
services that provide strategic control while 
reducing dependence on drivers.  

Hours-of-service regulation
Hours of service regulations have 

intensified the challenge of an already 
painful driver shortage by essentially 

decreasing the capacity of the 
national fl eet. New regulations will 

increase the need for drivers by 25-
30%, according to a 2006 Global 
Outlook report on the trucking 
industry.

New regulat ions have 
punished some segments of the 
market harder than others. For 

example, chemical tank carriers 
like Jevic Transportation, once a 

leader in chemical and hazardous 
waste transport, have lost effi  ciency, 

since the rules stipulate that loading 
and unloading times must be included in 

the calculation of hours of operation. 
The segment has responded by entering 

a massive consolidation cycle, creating 
tighter capacity, which in turn has led to 
higher pricing. In fact, SCS Transportation 
(now Saia) sold the struggling Jevic Transport 
to Sun Capital Partners for a price of just 
US$40m.   

Fuel prices
Fuel prices are the second highest operational 
cost for truckers. With fuel costs in the $2.75 
to $3.00 a gallon range, many trucking 
operators are only maintaining profi tability 
by imposing surcharges. 

Unfortunately smaller trucking operators 
have had more diffi  culty than large companies 
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decreasing the capacity of the 
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Outlook report on the trucking 
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The segment has responded by entering 

a massive consolidation cycle, creating 

❝Werner recognised 
that the locus of decision-
making was shifting to the 
Far East. As manufacturing 

moves to China, and as freight 
forwarders decide how to 

route freight back to the US, 
trucking companies may 

see their volumes fl uctuate 
dramatically.

❞

The driver shortage
The driver shortage is probably the number 
one factor aff ecting capacity. According to 
the American Trucking Association, the 
driver shortage has reached 20,000 
today and is expected to exceed 
114,000 by 2014. 

Further, because of the high 
rate of turnover, over 300,000 
new truck drivers are expected 
to be needed over the next 
fi ve years. This problem is large 
and growing. Barring a sudden 
solution, many operators may 
soon see a combination of idle 
fleets and lower margins, as 
driver pay may have to double by 
2014 in order to alleviate the driver 
crunch.     

This is not a speculative risk – it is 
already occurring. In Werner’s recent second 
quarter release, it conceded that 129 trucks 
in their fl eet are sitting idle due to the current 
driver market.  

How can trucking CEOs respond to the 
driver crisis?

At a tactical level, companies can take 
several steps to address driver retention. In 
the truckload industry, where turnover ranges 
from 75% to 100%, and driver training costs 
can range from $4,000 to $9,000 per driver, 
the cost of turnover is an enormous hidden 
expense.  Tactical options include higher 
pay, driver perks, well-equipped sleeper 
trucks, and training programs. However, 
these responses require companies to make 
a signifi cant investment of time 
and resources.

At a strategic level, some 
truckers are responding by taking 
a more dramatic step, and actually 
opting out of trucking. Companies 
like Schneider and Werner are 
seeking expansion into areas that 
do not require revolving-door 
driver recruitment, by targeting 
new sectors such as port services 
and freight forwarding for 
acquisitions.  

Small to mid-sized truckers 
face a competitive disadvantage 
when it comes to the driver 
problem. Larger players have 
the competitive advantage of 
being able to provide more 
competitive driver pay and 
benefit packages, and so are Source: American Trucking Association, Cass Information 
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in passing on surcharges to their 
customers. Going forward, it appears 
likely that smaller truckers will not 
be able to mitigate the increase in 
diesel fuel. Additionally, larger trucking 
operators can count on economies of 
scale, which enables them to buy fuel 
in bulk and control their own filling 
stations. In contrast, smaller operators 
are forced to pay retail prices.    

Skyrocketing fuel prices not 
only exacerbate the pressure small 
truckers feel in comparison with larger 
competitors, but also encourage 
shippers to reconsider lower-cost 
rail options.  The recent expansion in 
intermodal transportation, which has 
increased from a growth rate of 5% 
in the 1990s to 9% today, is a direct 

times sales (with $138m of revenues). 
This reflects the strong underlying 
performance niche carriers can achieve. 
It also highlights the superior valuations 
that asset-light trucking companies can 
receive.

2. Combine with Asset-Light Logistics 
Providers.  Truckers that merge with 
other logistics service providers can 
generate more valuable combinations. 
Schneider’s acquisition of APS highlights 
one model. For smaller companies, it 
may be more practical to consider selling 
rather than buying. For example, one 
of the leading drayage and intermodal 
trucking providers in the country, 
Comtrak, recently agreed to be acquired 
by the Hub Group, the intermodal 
marketing company. The combination 
provides a tighter suite of intermodal 
services for Hub customers.

3. Seek Scale.  Small and mid-sized trucking 
companies can also seek to generate 
scale by merging with one another. In 
the intermodal trucking arena, RoadLink 
USA was formed by the simultaneous 
merger of six regional companies. 
On a more conventional one-to-one 
basis, Estes Express and GI Trucking 
joined forces. The companies decided 
that they would be more likely to cut 
costs, complete a national network, 
and provide superior marketing as 
a combined entity. As a result, they 
merged to add scale. 

Conclusion
As the China effect magnifies the importance 

of fuel, insurance, driver capacity, and 
regulatory pressures, the middle market will 
be the front lines in the coming consolidation 
of the trucking industry. Giants like Schneider 
and Werner can make investments to re-
invent their business and integrate into the 
Asia-to-US supply chain. Owner-operators 
may be squeezed out of business by the 
growing costs of fuel, insurance and security 
compliance. In between, the mid-sized 
transportation companies sit in the balance.

The economy has already started to 
slow down. In Q1 2006, the US GDP grew at 
a healthy clip of 5.6%. In Q2 2006, growth fell 
by more than 50%, and dropped down to 
just 2.5%.  As the economy continues to cool 
down in the coming year, mid-sized trucking 
companies will face increased pressure.  How 
will they respond?

Smart trucking executives will choose to 
take decisive action. They can take advantage 
of strong demand and sell, they can seek 
targeted mergers to gain scale, or they 
can raise capital to fund a niche specialty 
strategy.  

In the 19th century, Herb Spencer wrote 
about “survival of the fittest.” In the trucking 
industry today, the survivors – and indeed the 
winners – will be those companies that make 
clear choices about how to compete.  Will your 
trucking company be one of them?     

Benjamin Gordon is Managing Director with BG Strategic 
Advisors, Inc. (“BGSA”).  BGSA is a leading global investment 
banking and strategy consulting firm specializing in M&A advisory 
services for companies in the supply chain and logistics sectors. 
For more information, please visit BGSA’s website at www.BGSA.
com, contact Benjamin Gordon directly at Ben@BGSA.com, or 
call (561) 207-7600 x1.
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result of these trucking cost shocks. The 
$14bn intermodal market is dwarfed by the 
$312bn truckload market, but is growing 
into an increasingly competitive alternative 
for shippers. 

As fuel prices continue to increase, 
smaller trucking companies will increasingly 
face margin pressures. In response, we 
expect bankruptcies to skyrocket. In 2005, 
the trucking sector saw 2,250 bankruptcies. 
By 2010, we expect this number to more 
than double.  

Opportunities
Smart trucking companies face several 
opportunities to emerge victorious amidst 
these turbulent times. Three options appear 
particularly compelling: go niche, combine 
with asset-light logistics providers, or seek 
scale.
1. Go Niche.  Trucking companies that 

develop differentiated services in specialty 
services enjoy stronger profitability and 
growth. For instance, expedited ground 
transportation provider Panther II has 
prospered by focusing on same-day 
freight needs, which it provides on an 
asset-light basis.  

 In June 2005, Panther sold its business to 
a private equity firm, Fenway Partners, for 
$142m. In a marketplace where trucking 
companies typically get valued at four 
to six times operating profit, Panther 
received a valuation of nearly double that 
rate. 

 Similarly, in an environment where 
truckers may get valued at 0.5-0.7 times 
sales, Panther received more than one 

http://www.BGSA.com
http://www.BGSA.com
mailto:Ben@BGSA.com
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The Middle East has always provided 
big ticket deals for project fi nanciers. 
But while oil and gas, power and 

water deals have provided substantial 
opportunities, the transport market has 
lagged behind.

In 2006 the transport sector accounted 
for less than 3% of the US$40bn project 
fi nance market in the Middle East (excluding 
North Africa).

The budgetary windfall from three years 
of high crude oil prices has allowed states 
around the Gulf to plan ambitious schemes 
to diversify revenues.

In the Emirates, Bahrain and Qatar this 
has meant creating hubs for tourism, industry 
and the international conference market by 
launching new urban developments and with 
them ambitious greenfi eld transport links.

Saudi Arabia meanwhile, has attempted 
to diversify its economy by launching three 
major projects in its newly privatised railway 
network - each aimed at stimulating a 
diff erent sector of the economy.

The airport sector is also competing to 
attract foreign business among the major 
cities of the Middle East, and the growth of 
new airlines such as Etihad and the demands 
of new larger planes including the A380 are 
driving a boom in fi nancing. 

However, the opportunity for project 
fi nance is being tempered by a couple of 
crucial obstacles. 

First, the Middle East’s cash-rich Kingdoms 
and Emirates have often been more inclined to 
turn to the politically less controversial option 
of fi nancing design-build contracts through 
Sukuk issues than handing ownership to 

❝The brief experience in 
Middle East transport has 
shown that the Gulf States 
have quickly lost patience 

with project-fi nanced BOOT 
schemes for light rail and 
have had little inclination 

to use private fi nancing for 
even the most ambitious 

greenfi eld airports.❞

Private fi nance 
creeps into 
Middle East 
transport projects

Cash-rich Middle East 
economies have been slow 
to allow private investors to 
help build the region’s supply 
chain hardware; but recent 
invitations to participate in 
key rail and airport projects in 
Saudi Arabia and elsewhere 
in the region may herald 
new opportunities for project 
fi nanciers. Supply Chain 
Asia’s Gordon Feller reports 

international consortia; and second, transport 
projects in the region are relatively untested 
and examples to date have shown political 
will outrunning the progress of adequate 
regulation - leading to unorthodox structures 
and even project cancellations.

Instead it will be the vast Saudi rail 
projects and airports in some less familiar 
jurisdictions that add bulk to the market.

On paper, growing competition around 
the Gulf between the Emirates, Bahrain and 
Qatar - all mature project fi nance markets 
- seemed certain to off er something in the 
transport sector. In practice, these markets 
have disappointed.

The tipping point was the failure of a 
BOOT (Build-Own-Operate-Transfer) project 
for the development of the $4.2bn Dubai 
Metro - which could potentially have acted 

as a curtain-raiser to a transport PF market 
in the region.

In November 2005, the banking market 
rejected the $2.4bn nine-year mixed 
conventional, Islamic and export credit 
package as unrealistic despite having JBIC 
backing and the deal disappeared as a DBFO 
(Design-Build-Finance-Operate).

Since then corporate financings and 
Sukuk issues have become the financing 
method of fi rst recourse for major transport 
projects - fi rst for the Dubai International 
Airport expansion and latterly the $4bn Jebel 
Ali Airport.

Project fi nanciers also look set to miss out 
on the $212m terminal expansion mooted 
in Bahrain and an $800m project is at the 
early stage of development in the Emirate 
of Ajman.

While some have blamed poorly-
structured fi nancing for the collapse of Dubai 
Metro, the sheer volume of on-balance sheet 
fi nancing options available to the Emirates is 
arguably a more likely cause for the demise 
of recent dealfl ow.

Despite the disappointment, niche 
opportunities for smaller airports and one-off  
terminal contracts have continued to spring 
up around the region.

In April, a project to redevelop Jordan’s 
Queen Alia airport was awarded to a 
consortium led by Aéroports de Paris (AdP) 
and including J&P Group, EDGO Ventures, 
Abu Dhabi Investment Company and Noor 
Financial Investments.

The project received construction and 
operation bids from six consortia and 
- despite its modest size of around $420m 
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- it is also expected to draw fi erce international competition for 
fi nancing.

Ray Beven, head of transport at Ashurst, which is advising 
the consortium, says: “The airport is not a mega project, but I 
think it represents a foothold in that region for a new fi nancier 
because there is a string of Jordanian projects coming on across 
all sectors.” 

The Queen Alia airport is expected to close some time in 
November 2007.

The region’s star attraction is undoubtedly Saudi Arabia’s 
ambitious rail programme, which incorporates three deals with 
very diff erent economic motives.

The fi rst is the Saudi Landbridge - a 50-year DBFOM (Design-
Build-Finance-Operate-Maintain) for the 950km rail link forming a 
freight corridor between Jeddah Islamic Port on the Red Sea and 
King Abdul Aziz Port in al Dammam on the Gulf Coast. The project 
will create an alternative for container traffi  c travelling east past 
the Gulf of Aden

The other two deals are the Makkah-Madinah Rail Link 
(MMRL) – a DBOT (Design-Build-Operate-Transfer) comprising 
construction of around 450km (280 miles) of new railway line 
between Makkah and Madinah, and the North-South Rail Project, 
involving construction of a 1,765km north-south rail line in Saudi 
Arabia to link Riyadh-Buraydah-Hail-Qurayyat as well as the mines 
at Al Jalamid and Az Zabirah to Ras AzZawr at the Arabian Gulf. 
The line will transport mining metals as well as industrial cargoes 
and was awarded as a design-build deal to SBG (Saudi BinLaden 
Group) in April of this year. 

Despite apparently unfounded rumours that the Landbridge 
has been delayed by land acquisition issues, the procurement 
went to RFP in April with the following consortia selected:
• Saudi BinLadin Consortium - El-Seif Engineering Contracting, 

Deutsche Bahn and Mitsui
• Saudi French Consortium - Bouygues, Consolidated 

Contractors International Company (CCIC), CMA CGM, 
Orascom Construction Industries, Abdullatif & Mohammed 
al-Fozan Development Company and Omran al-Omran & 
Partners

• Mada Consortium - SNC Lavalin and United Arab Shipping 
Company

• Agility PWC Logistics Consortium - Gulf Investment 
Corporation, Saudi Oger and Almunajem Group

Despite its progress, the outlook for the project is challenging 
and includes the privatisation of the Saudi Rail Organization 
network to the east of Jeddah, which will be operated by the 
winning bidder.

A key issue in the procurement of the project is the amount of 
risk transfer to the private sector and how much will be retained 
by the Saudi government.

Referring to the Middle East transport market as a whole, Ray 
Beven of Ashurst states that the fi nancial benefi ts of assuming 
adequate risk must be understood by both sides to avoid cost 
overruns.

“There is an attitude of perhaps excessive risk transfer to 
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The Middle East is in the middle of a host 
of exciting global, regional, and local 
developments which have the potential to 

revolutionise its supply chain industry.
With the explosive growth of global and 

regional trade, and especially with growing trade 
between Europe and Asia, the Middle East faces 
unprecedented opportunities to capitalise on its 
favourable geographic location.

“The Middle East region’s excellent geographic 
location and very good accessibility by air, land, 
and sea have brought it to the top of the agenda 
for global logistics as the strong growth of global 
trade requires effi  cient transport and logistics 
structures,” says Fadi Majdalani of Booz Allen 
Hamilton. 

Majdalani says that from a global perspective, 
the region appears to have three unique 
opportunities: 

First, it can benefi t from the strong volume 
growth on the trade lane between Europe and 
Asia. Second, and more importantly, the region 
will benefi t from the volume growth on Euro/Asia 
trade lanes as shippers continue to use larger 
vessels and apply more advanced supply chain 
concepts. Larger vessels and more advanced 
logistics concepts mean the region is better 
placed as a hubbing point in the hub-and-spoke 
approach to supply chain processes. 

Finally, the need for multimodal hubs, 
particularly air-sea freight connectivity, also 
makes it reasonable to expect to see the Middle 
East become a growth area for global supply 
chain activities along the Euro/Asia trade lanes. 
For most goods a complete airfreight transport 
to consumers is still much too expensive to be 
truly viable. Hence, the emergence of late of a 
new transportation concept that some are calling 
“Acceleration in Motion”. 

Acceleration in Motion off ers the possibility 
of a conversion from sea transport to air transport 
during the delivery process. Such a service 
off ering allows the shipper to start with cost-
eff ective sea freight transport; but if need arises, 

Sea-to-Air 
boosts ME 

hubbing ambitions

❝Jordan and 
Middle East states 

without large 
oil reserves are 

projected to turn 
to concession and 

PPP structures 
due in part 

to budgetary 
constraints.

❞
the private sector. There is an 
understanding in some quarters 
about the value of government 
retaining some of the risks and 
that can be quite expensive. But 
I think with experience that will 
come.” 

The brief experience in Middle 
East transport has shown that 
the Gulf States have quickly lost 
patience with project-financed 
BOOT schemes for light rail and 
have had little inclination to 
use private financing for even 
the most ambitious greenfield 
airports.

But the market can take 
comfort from the fact that 
other jurisdictions in the region 
do not have the same luxury. 
Jordan and Middle East states 
without large oil revenues are 
projected to turn to concession 
and PPP structures due, in part, 
to budgetary constraints.

The Saudi government has 
committed to the wholesale 
privatisation of the Saudi Rail 
Organization and seems unlikely 
to turn its back on passing to the 
private sector the operation of 
new major rail assets when its own 
state company is on the block.

While the limited experience 
of transport projects in the 
Middle East has been far from 
smooth, there are few reasons 
to suspect that the problems are 
endemic.     

due to better sales or unexpected additional 
demand, while the goods are already in motion, 
the shipper can switch to airfreight. This allows 
the shipper to achieve better trade-off s on speed-
to-market, stock availability, and – ultimately - on 
the overall transportation costs.

The Middle East is considered to be a 
natural location to do the sea-to-air transport 
conversion because it is already a major hub for 
refueling stopovers for the airfreight industry, 
and if Acceleration in Motion is undertaken in 
the Middle East, it can achieve reduction in Asia-
Europe transit time of fi ve to seven days while 
conserving cost-eff ective sea-transport rates for 
half of the total transport. 

Dubai has already made significant 
infrastructure investments in the integration 
of its airport and seaport in Dubai with some 
100,000 tons of freight annually converted from 
sea freight to airfreight annually.  

Euro/Asia trade lanes are not the only global 
trade opportunity on which the Middle East plans 
to capitalise. The region’s favourable geographic 
location also provides it with a strong opportu-
nity to establish transport and logistics hubs for 
the broader region, serving Northern and Middle 
Africa in the south-west; Pakistan in the east; and 
the Caucasian/CIS states (Kazakhstan, Turkmeni-
stan, and Uzbekistan etc) in the north. 

The Middle East can build this role because it 
is equidistant to all these markets, and it enjoys 
very good connectivity by road and short sea 
transportation. This means the natural trend 
toward regionalising logistics and distribution 
means regional headquarters and distribution 
centres are driven to the Middle East. 

Excellent global accessibility -- based on an 
extensive logistics infrastructure of ports, airports, 
and road networks – will clearly be crucial for the 
successful development of the Middle East as a 
hubbing point for the broader region. The mega 
logistics projects currently underway in locations 
such as Dubai will go a long way to secure this 
position.     
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自由贸易区(FTZ)正在全球范围扩

张，旨在争夺国外直接投资(FDI)。

1975年，全球共有79个自由贸易区；

2006年这一数字达到3500。几个亚洲

国家是发起自由贸易区运动的先驱，

但是亚洲自由贸易区的建立动机和目

的却不尽相同。Catherine Truel撰文。
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贸易 制造业 服务业

自由港 经济特区 自由工业区/出口加工区 企业区 信息加工区 金融服务区 自由商业区

地理特征 整个城市或其管辖区 全省区域或直
辖市

工业聚集区或工业园 整个或部分城市 部分城市或部分园区 整个城市或区中
之区

仓储区，通常邻近
港口或机场

经济目标 发展贸易中心和多样化经
济基地

放松管制；限制
领域的私人投资

发展出口工业 发展萧条地区的中
小企业

发展信息处理中心 发展离岸银行，保
险和证券枢纽

便利贸易和进口 

允许免税
货物

所有用于贸易、工业和消
费的货物

部分货物 只限资本设备和生产投入 无 资本设备 不一 所有仓储和进口转
出口货物

典型活动 贸易、服务、工业，银
行等等

所有类型的工业
和服务业

轻工业和制造业 所有 数据处理，软件开发等等 金融服务 仓储，包装，配
送，转运

优惠政策
-税收
-关税
-劳工法
-其他

简单的创业手续；最低的
税收和法规限制；免付解
雇赔偿和迦班工资；资
本、利润和股息汇出自
由；优惠利率

较低的营业税；
自由的劳工条
例；较少外汇
管制；没有特
定优势；不鼓
励工会

减免所得税，较少监管；没有
外汇管制；利润汇出自由；工
会自由受限，尽管出口加工区
也必须遵守国家劳工法；最长
15年免除所有税收。

区划简单；简化工商登
记手续；减免地方税；
较低的执照要求；禁止
工会活动；政府授权的
雇佣和解雇自由。

放松电信业的垄断和管
制；按照市场价格获取国
际卫星通讯服务；特定机
构管理劳资关系；工会自
由受限。

税收减免；严格保
密；放松外汇和资
本流动管制；利润
汇出自由。

免除进口配额；再
投资利润全额免税。

内销 支付全额关税后可销往自
由港外

严格受限 限于少量产品   限于少量产品 支付全额关税后
无限制

其他特征 额外优惠政策和简化程序 产生于社会主
义国家

可延伸到单厂用地     

典型例子 香港、澳门、新加坡、巴
哈马、巴丹（菲律宾）、
纳闽（马来西亚）

中国（南部省
份，包括海南和
深圳）

爱尔兰，台湾，马来西亚， 
多米尼加共和国，毛里求斯，
肯尼亚，匈牙利

印度尼西亚，塞内加尔 印度班加罗尔，加勒比 巴林，迪拜（阿联
酋），加勒比，土
耳其，开曼

杰贝阿里（阿联
酋），科隆（巴
拿马）

自由区制造的出口产品（十亿美元） 占总出口产品的比重（%）

全球 177.7 8.3

亚太地区 84.5 11.0

美洲 44.0 5.3

中/东欧及中亚 14.5 6.8

中东和北非 28.7 16.7

撒哈拉以南非洲 2.4 19.5

表二：自由区对出口的影响.

资料来源：外国投资咨询服务（2007，即将出版）
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1973 2007

插图1: 订单分拣时间结构的变迁

运送时间

停工时间
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插图2
物料处理量不随订单分拣人员数量的增
加而相应成正比增加
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Dirk Reich, executive vice president 
for Contract Logistics with Kuehne 
+ Nagel (K+N), believes an era of 

genuine global logistics contracts is coming, 
which means K+N needs to upsize its contract 
logistics footprint in Asia where it is currently 
only in the top ten players.  

“We want to be the market leader for 
contract logistics in Asia. If we are to be 
number two globally, then we need to be the 
biggest in Asia.” 

Reich, who is also a member of the K+N 
Management Board, serves as a kind of flag 
bearer for the 117-year old company’s new 
innovative drive to reach the summit of the 
contract logistics landscape.

DHL is currently well entrenched at the 
number one position, with annual contract 
logistics revenues of more than US$10bn, 
but K+N needs to catch CEVA if it is to reach 
second place. 

The world’s biggest sea freight forwarder is 
reshaping itself as a contract logistics giant. 

Matthew Flynn talks to the company’s point man 
in the sector to find out why and how a build up in 

Asia is key to that strategy

Kuehne + Nagel
reshapes into a  

contract logistics giant

K+N’s well-known corporate logo 
features the sea anchor and the company’s 
brand position has been a leader in the sea 
freight arena. It handled some 2.3m teu in 
2006, putting it in the number one position 
worldwide, and it is in the top four in terms 
of airfreight volume. 

Sea freight was the biggest earner last 
year with revenues of SFr8.3bn (US$6.8bn); 
while air freight was SFr3.4bn and overland 

activities (road/rail) earned SFr2.4bn. Contract 
logistics leapt from fourth place in 2005 
(SFr1.3bn) to second last year, with revenues 
of SFr3.9bn.

“We are pursuing an integrated model 
rather than simply isolated services,” said 
Reich at a mid-year press conference 
announcing the new strategy. At present, 
big multinational manufacturers and retailers 
tend to award contract logistics tenders 
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“By 2010, we plan to signifi cantly expand 
our contract logistics operations and capacity 
across the entire Gulf region to over 200,000sq 
m. At the heart of this development will be 
our new integrated facility in DLC, which will 
provide us with the perfect conditions to 
push and leverage this growth. Ultimately, 
our objective is to become one of the Middle 
East region’s top five contract logistics 
providers,” said Reich.  

The global contract logistics market is 
believed to be worth around $242bn. The 
market is highly fragmented, with DHL holding 
about 6% and third placed Kuehne + Nagel 
1.5%. The company believes its expansion drive 
in the sector will boost revenues from SFr3.96bn 
last year, to over SFr6bn in 2010. 

The winning of its Class A Forwarder 
license in China in 2004 will help the company 
build the sector in that market. Ten new 
offi  ces will open in China over the next two 
years, at Chongqing, Dongguan, Nansha, 
Nantong, Taicang, Wuxi, Xian, Yangzhou, 
Yantai and Zhangjiagang. Six of these are 
situated on the Yangtze River.

Meanwhile new additions in India will 
include Agra, Kanpur, Nagpur, Maysore, 
Beiguam, Bhadoi, Bhubaneswhar, Goa, Haski, 
Hosur, Jamshepu, Kottayarn, Lucknow, Surat 
and Yamumgar.     
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Margins for contract logistics were 
at 4.5% in 2006, and 4.4% in 2007, which 
means that amongst the top fi ve contract 
logistics players, K+N has the highest 
margin in the industry.  Only around 20% 
of the company’s locations for contract 
logistics are company-owned, and these 
are mainly in Germany, plus a few in Canada 
and France. Only at strategic logistics 
locations, such as Hamburg, Frankfurt, 
Düsseldorf and Memphis, has the company 
invested in a shared infrastructure for 
contract logistics customers. 

In the Asia Pacifi c region, the expansion 
in regional warehousing, distribution and 
lead logistics capacities is focused on China 
and India. At present, the company’s contract 
logistics network in Asia Pacifi c comprises 43 
locations in 13 countries, with a managed 
warehouse space of 200,000 sq m. According 
to Reich, by the end of 2007, total Asian 
warehouse space will rise to 300,000sq m at 
more than 60 locations. 

In March, the company announced 
medium-term development plans in contract 
logistics for the UAE and greater Gulf region. 
Key to this expansion is its second logistics 
hub in Dubai, located in Dubai Logistics City, 
which will go into operation in the course of 
next year. 

on a country level, but Reich insists that 
preference is given to those vendors which 
have a global capability.

Sea and Air still represent around 64% 
of earnings but contract logistics recorded 
organic growth of 20% in 2007.This compares 
to sea freight’s 14% growth, and airfreight’s 
13%. The network of contract logistics 
activities stretches to 55 countries, making 
it the second biggest network worldwide. 
Business is coming in to the sector through 
cross-selling to existing customers in airfreight, 
sea freight and overland activities. “We want 
to grow business from our existing base in the 
forwarding areas,” Reich explained.

Reich points out that the margins are 
worsening for standard warehousing and 
distribution services. The contract logistics 
strategy intends to counteract that by, 
“continued innovation and new products such 
as after markets, inventory supply management, 
supply technology and other products”.

Contract logistics is, by definition, 
more asset intensive than other Kuehne 
+ Nagel activities. Fortunately, 75% of 
contract business is dedicated business, 
including warehouse activities, which means 
K+N can set up back-to-back leases or 
rental agreements based on customer 
commitments. 
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T
here are always new approaches to 
order picking, but the utilisation of 
order picking automation is limited 
to individual cases. This means 

major investment, and is only worth it if a 
continuously high workload is ensured for a 
long period of time. The features of certain 
articles in the chain also limit automation. 
Problems regularly crop up when diff erent 
products are to be order picked by an 
automated system. Automation, then, is not 
always the solution to lowering cost.

The major part of the order picking 
system continues to be characterised by 
manual work. Such systems can be easily 
scaled and off er a high degree of fl exibility 
with regard to throughput and possible article 
characteristics. In spite of this, one has to 
continue optimising manual systems in order 
to maintain and improve the competitiveness 
of a company.

Trends in order picking
Logistics is characterised by certain trends 
that infl uence and change the framework 
conditions for order picking systems: 

a)   Times to Delivery are getting shorter
Even though deliveries on the same day - as 
in the pharmaceuticals trade - are still the 
exception, same day services are now also 
off ered in other industries and are becoming 
common place.

b)   Fluctuation and atomisation of orders
The ever-increasing reduction in stocks in 
subsequent elements of the delivery chain 
results in smaller orders that are triggered 
with increasing irregularity.

c)   Growing ranges of products
In spite of an aimed-for strategy of identical 
parts, the ever-increasing number of 
variations of products results in a continuous 
enlargement of the range of products for the 
supply of production, in trade and also in 
after sales service.

The increasing requirements on order 
picking systems must under no circumstances 
lead to a proportional increase in the unit 
cost. The demand is for a digressive or even 
regressive cost development. 

However, the changing of the framework 
conditions has caused a change in the 
parameters of order picking. This can be 
illustrated using the example of the order 

strategies for high 
throughput and fl exibility
Order picking is one of the most important areas of logistics. 
Hardly any logistics system is able to do without the collection 
of partial quantities from an overall inventory. In past years, 
order picking has been the focus of optimisation, because the 
amount of automation in this area is very low and because 
the personnel-related costs are very high. Dr Ralf Luening, 
Department Head with industrial planning and organisation 
consultants i+o Asia, examines the latest trends in the area, 
and provides insight on how to attain higher throughput and 
fl exibility in order picking systems.

Optimisation of order 
picking systems:

Figure 1
Changes in the structure of the 
order picking times

Movement time
Down time
Picking time
Basic time

picking time. In general, this includes 
position-related times - movement time, time 
for picking and basic time - and the order-
related basic time component. Over the years, 
increasingly smaller orders have resulted 
in signifi cant shifts from position-related to 
order-related time components. 

Figure 1 shows the change, using  phar-
maceutical wholesale as an example. The 
basic time has strongly gained in importance. 
Therefore, this - in contrast to earlier years - 
has to be a focal point of the optimisation.

As order picking systems are generally 
planned and controlled on the basis of 
parameters, the exact knowledge of those 
parameters is of particular importance.

1973

2007
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High throughput and flexibility
How can an order  pick ing system 
economically process the increasing 
fluctuations in the incoming orders? This 
is mostly handled through the flexible 
deployment of employees, i.e. via time 
accounts, part-time and temp workers. 
During times of high workloads, many 
employees are used, and when the workload 
is smaller, correspondingly fewer employees 
are used. The overall throughput is seen as 
proportional to the number of employees 
deployed.

However, zoning of articles according 
to their movement rate into fast and slow 
turnover areas can’t work in practice. The 
reasons for this are many and depend on 
individual cases. Delays during the start 
of an order and during the printing of an 
order picking slip, could be one, as are 
delays because of meetings of order picking 
personnel in narrow aisles and in front of 
individual shelf compartments.  

If fast-moving articles are stored next to 
each other, in order to save time on moving 
between articles, then not only are picks 
concentrated in a small area, but also the 
pickers, if there are more than one. In extreme 
cases, more picking staff may actually mean 
less throughput. This can be seen in Figure 
2, which illustrates the relationship between 
the number of employees, distribution of the 
access points and throughput.

Those interdependencies can be 
illustrated mathematically. There is a 
formula for the planning and controlling 
of order picking systems which takes into 
consideration the dynamic aspects to a 
greater extent. (Figure 3). 

For practitioners, complex formulae 
are of limited use for optimising daily 
business operations. However, formulae 
can be used to establish rules of thumb 
typical for various industries. For the order 
picking of small items, such as are found in 
pharmaceutical wholesale, the following 
approximates apply: 
• for even distribution of articles: max. one 

picker per 3 m of aisle
• for ABC distribution of the articles: max. 

two order pickers per station
For the planning stage, the formula 

may also be the basis for determining the 
optimum number of order picking stations. 

Potential in order controlling
In logistics centres, orders generally arrive 
via an ERP system, by EDI, Internet or even 
via a call centre, fax or letter. Orders are 
mostly released for processing immediately 
after the receipt of the order, if the ordered 
articles are in stock. Rarely is this reconciled 
with the actual target times for the end 
of the order, which may be, for example, 
defined by the departure times of the 
trucks from the yard.

An order mixture mostly includes urgent 
and less urgent orders, which are evaluated 
and processed alike without strategy. Thus less 
urgent orders take up important resources 
when urgent orders need to be fulfilled. This 
can mean that promised deadlines are not 
kept and the level of service decreases.

From the field of production controlling, 
strategies are known for reconciling resources 
and framework conditions of deadlines 
and for their integration in the planning. 
An example of this is the Load-Oriented 
Order Release or Funnel Model. But existing 
strategies - for example the Urgent Order 
Strategy - can be modified. In addition, a 
combination of strategies can be used in 
order to achieve a higher level of service and 
a higher throughput.

The focus of the applications lies in the 
workshop control and up to now logistics 
questions have hardly been examined. For 
its application in order picking, the order 
control has to be supplemented by two 
characteristic elements of the Load-oriented 
Order Release: 
• Deadline barrier; only urgent orders are 

released
• Load barrier; only those orders are 

released that can be actually processed 
(also see Figure 4)

In the urgent order strategy, the order 
picker is given the information that there are 
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urgent orders at his order picking station. 
However, he is not able to recognise which of 
the orders are urgent. In a modification of the 
urgent order strategy, those orders are shown 
to the order picker on a display and can then 
be processed according to priority.

Effects of the strategies were examined 
for a variety of load cases. In the case of a 
normal load, there are no significant changes 
in the throughput with regard to any of the 
strategies. However, the meeting of deadlines 
was increased by up to 8%.

In cases of a high load of the order 
picking system, the throughput could be 
increased by 5%. This can be explained with 
the reduction of the station changing times, 
which are incurred, when the employees 
are changing between the individual order 
picking stations. In the case of an optimised 
order control, the number of urgent orders is 
reduced and thus the number of necessary 
changes - in the sample studies by up to 41%. 
The employee becomes more productive. 

Summary
Parameters for planning and optimisation 
up to now used to be adjusted to changed 
framework conditions, in particular changed 
order sizes. This includes the structure of 
the order picking time. The share of the 
order-related time is increasing steadily and, 
correspondingly, the share of the position-
related time is decreasing. From this, it can 
be deduced that the reduction of the order-
related time is of great importance.

The achievable throughput is not 
proportionate to the number of order 
pickers. Several order pickers create waiting 
times, for example in front of printers 
and shelves, or they impair each other’s 
movements when meeting in the aisles. This 
leads to a reduction of the throughput per 
employee. An analytical process that takes 
into consideration the aforementioned 
influences can be used for the optimisation 
of operations up to the planning of access 
distributions or zone sizes.

The control via rules can increase 
throughput and deadline adherence. Using 
the strategies “Load-oriented Order Release” 
and  “Urgent Order Strategy”, throughput can 
be increased by up to 5 % and adherence to 
deadlines by up to 8%. That optimisation 
is the result of the lowering of the station 
changing times, which is almost halved by 
the use of strategies.     
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Dn: Max. influenced throughput
d: Throughput of 1 Picker
n: Number of Pickers
g: Number of Shelving Rows

i: Counter for Rows
j: Counter for influence of row I
pi: Likelihood of a pick for row I
r: Likelihood of Pick/Downtime of each picker

Figure 3
Formula takes into consideration dynamic aspects in order picking systems
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Figure 4
Load-oriented Order Release in Order Picking
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Rank 
2007

Rank 
2006

City Country
Index 
2007

Index 
2006

1 1 ZURICH Switzerland 108.1 108.2

2 2 GENEVA Switzerland 108.0 108.1

3 3 VANCOUVER Canada 107.7 107.7

3 4 VIENNA Austria 107.7 107.5

5 5 AUCKLAND New Zealand 107.3 107.3

9 9 SYDNEY Australia 106.5 106.5

12 12 WELLINGTON New Zealand 105.8 105.8

17 17 MELBOURNE Australia 105.0 105.0

27 24 DUBLIN Ireland 103.3 103.8

27 27 HONOLULU, HI United States 103.3 103.3

29 28 SAN FRANCISCO, CA United States 103.2 103.2

30 29 ADELAIDE Australia 103.1 103.1

30 29 HELSINKI Finland 103.1 103.1

32 31 BRISBANE Australia 102.8 102.8

33 33 PARIS France 102.7 102.7

34 34 SINGAPORE Singapore 102.5 102.5

35 35 TOKYO Japan 102.3 102.3

38 37 YOKOHAMA Japan 101.7 101.6

39 39 LONDON United Kingdom 101.2 101.2

40 40 KOBE Japan 101.0 101.0

42 51 OSAKA Japan 100.5 99.6

44 41 WASHINGTON, DC United States 100.4 100.4

48 46 NEW YORK CITY, NY United States 100.0 100.0

Base City: New York, USA (=100)

Whether Westerners living in Asia, 
or Asians living away from their 
home cities, the cross-border and 

multi-national nature of the supply chain and 
logistics industry means many of us need to 
reside outside of our home countries for shorter 
or longer periods during our careers. 

While the lucky ones can choose where 
they want to go, others need to make the 
best of where they are sent; but either way 
we all have cities we prefer to be in for various 
reasons, business and personal. 

Personal preferences and career 
objectives make attempting to objectively 
compare cities a difficult task: while some 
of us thrive on breaking into new frontiers, 
others crave the efficiency and creature 
comforts of their home countries; while some 
see their futures in negotiating the challenge 
of developing economies, others desire the 
professionalism, leadership opportunities 
and security presented by already proven 
economic powerhouses.  

Each year Mercer Human Resource 
Consulting makes an effort to quantify living 
standards in some 215 world cities through its 
Worldwide Quality of Living Survey. 

The analysis is based on an evaluation 
of 39 quality of living criteria for each city 
including political, social, economic and 
environmental factors, personal safety and 
health, education, transport and other public 

services. Cities are ranked against New York 
as the base city which has an index score 
of 100.

Rather disappointingly, only six Asian 
cities make it into the top 50 in 2007: Sydney, 
Melbourne, Singapore, Tokyo, Kobe and 
Osaka. 

In the health and sanitation section of the 
survey, which sets scores based on criteria 
such as quality of medical care, levels of air 
pollution and efficiency of waste disposal 
systems, Japan is the Asian country that does 
best, and is home to five of the highest-rated 
cities in Asia. Katsuyama leads in 9th position 
followed by Kobe and Omuta in joint 25th 
place, while Tokyo, Nagoya and Osaka come 
in joint 53rd place. 

Elsewhere, Singapore ranks in 50th place 
in the health and sanitation section, while 
Hong Kong is at position 117. Shanghai and 
Beijing are Mainland China’s highest and 
lowest-ranking cities in 134th and 166th 
place respectively. 

Indian cities score relatively poorly for 
health and sanitation, with scores ranging 
from 52.8 for Chennai (position 177) to 38.2 
for Mumbai (position 209). Most Indian cities 
are densely populated with poor waste 
removal and sewage systems. These issues, 
combined with increasing air pollution, 
contribute to their relatively low ratings.    

By Turloch Mooney
     

1. Sydney (9th overall)
2. Melbourne (17th overall)
3. Singapore (34th overall)
4. Tokyo (35th overall)
5. Kobe (40th overall)

Quality of Living Survey – Top 5 Asian cities

How do you quantify quality of life?

S
ource: M

ercer H
um

an R
esources C

onsulting

Mercer 2007 selected Quality of Living Survey rankings
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SUPPLY CHAIN EXECUTIVE DEVELOPMENT PROGRAM
by SUPPLY CHAIN ASIA Academy

Supply Chain Executive Development Program
3 Days Supply Chain Training
Course Fees - SGD1,250 per trainee
Dates  : 24 - 26 October 2007
Location  : Singapore

To sign up and fi nd out more information, please visit www.supplychainasia.com/academy for more information.

A 3-day intensive, residential-styled logistics and supply chain training 

offered by Supply Chain Asia Academy. Focusing on Asian contents 

and targeted at new entrants as well as young professionals seeking 

to expand their knowledge and skills in this fi eld. Conducted by 

industry practitioners to impart practical skills and knowledge.

Connect • Communicate • Collaborate    www.supplychainasia.com

DIFFERENTIATE YOURSELF!
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The Supply Chain Asia Forum was held 
in Singapore from 18-20 July 2007 
and more than 300 professionals from 

various segments of the industry gathered to 
discuss and deliberate issues and challenges 
aff ecting the development of the industry 
in Asia today. 

The delegation included participants from 
more than 26 countries, with lead delegations 
from India, Indonesia and Taiwan. 

The event was kicked off  with site visits 
to YCH, CWT and PSA on July 17 and 18 
and ended with industry and topic based 
discussions on July 20. “The informal and 
candid style of the Forum ensures a friendlier 
and more open environment that yields 
better discussion and networking,” said 
Supply Chain Asia founder and president 
Mr Paul Lim.  

The event also saw the launch of Supply 
Chain Asia Magazine as well as the Who’s Who 
of Supply Chain in Asia. 

Supply Chain Asia Forum 2008 will be 
held in Singapore on July 8-10 2008. “We are 
raising the bar to attract 500 supply chain 
professionals from all over the world to join 
us,” said Mr Lim. “We will also be increasing 
our break-out tracks from six to ten. If you are 
keen to be part of the 2008 event, either as a 
speaker or in other areas, kindly email us for 
further discussion.”

Here are some comments about the 
Supply Chain Asia 2007 forum from our 
delegates: 

“From a very warm and humid Dubai I would 
like to congratulate you on the Supply Chain 
Asia Forum. I spoke to many people over the 
course of the event and they were all full of 
praise for the event and for you and your 
dedication to providing this very interesting 
and challenging event. The use of panels 
is a very good basis for real interactive 
dialogue.”

Michael Proffi  tt, Dubai Logistics City, Dubai

“Simply put: GOOD JOB.”
Pari Annamalai, Planvisage, USA

“I really enjoyed the forum and was surprised 
by your power to have such a big forum with 
everything so well organized. I’ll recommend 
my colleagues to participate in Supply 
Chain Asia forum 2008. Besides knowledge 
of supply chain, I believe I will gain a lot of 
additional experiences....”

Tetsuya Ichiyama, Kurt Salmon, Japan

Supply Chain Asia 
Forum 2007

“Thanks a lot for giving us the opportunity 
to work with you.  I hope our students gave 
you the support you needed. The students 
had a wonderful experience at the Forum; 
something that they could not experience 
in a classroom environment. It has created a 
“sense of belonging” for these students to the 
logistics professions.” 

Teo Kee Boon, Temasek Polytechnic, 
Singapore

“I applaud you for an excellent and well done 
job. You have done and achieved much over 
the past years, especially building something 
purposeful and valuable for the community. It 
has been a great learning time for me at the 
forum. Thanks!”

CT Goh, Visionedge Labs, Singapore

“Well done! A very educational two days, and 
I enjoyed it tremendously.”

Lewis Lee, American Power Conversion, 
Singapore

“I would like to express my utmost thanks 
to you for an outstanding job done on this 

year’s Forum. I would like to applaud your 
passion, energy and leadership in creating this 
community we all are proud to belong to.  Not 
only have we made many friends and allowed 
for commercial opportunities to grow, the SCA 
will play a critical role in ensuring the industry 
continues to raise the bar.” 

Allen Fukada, YCH Group, Singapore

“Congrats on a successful forum, it was just 
like you wanted it - informal, encouraging 
community dialogue and networking.”

Lam Yin Yin, EDB, Singapore

“Great  show. Ver y informative and 
enlightening.”

Yong Wei Leong, Jones Lang Lasalle, 
Singapore

“Great event, superbly organized and very 
well managed. Count me in for next year.”

Neil Morrison, Xecutive Group, Hong Kong

“It was a wonderful event. I came back 
richer.”

Dr Bhattacharyya, ACLM, India

Forum 2007Forum 2007Singapore
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More space.  More pace.  
Better solutions.

Built at a total investment of 
HK$1.75 billion, our new Terminal 
2 together with our present 
Terminal 1, will triple our annual 
handling capacity to 1.5 million 
tonnes per annum. Combined 
with state-of-the-art systems 
as well as an enthusiastic team 
which understands your business, 
you can expect better cargo 
handling solutions every time.

To find out more, please contact 
our Marketing Manager at 
(852) 2949 7788 or email to 
commercial@aat.com.hk.

Synergy to make a difference

www.aat.com.hk
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Supply Chain Asia Logistics

November 22
Bauhinia Room, Hong Kong Convention & Exhibition Centre

wards wards 
The Green Supply Chain Award
Bayer Group
Ciba Specialty Chemicals 
Eastman Chemical
Pfi zer
Shell

Asian 3PL of the Year
APL Logistics
Kerry Logistics
Linfox
Toll Group
YCH Group

Global 3PL of the Year
Agility
APL Logistics
DHL Exel Supply Chain
Kerry Logistics
Kuehne + Nagel

Seafreight Forwarder of the Year
Agility
APL Logistics
Kerry Logistics
Kuehne + Nagel
Schenker 

Shipping Line of the Year
APL
Emirates Shipping Line
Evergreen Marine Corp
Hapag Lloyd Container Line
Maersk Line

The Ethical Responsibility Award
DHL
GAC 
Li & Fung (Trading)
NOL Group
TNT N.V. 

Express Operator of the Year
DHL Worldwide Express
FedEx Express
TNT Express
UPS Worldwide Express
World Courier

The Supply Chain Security Award
COSCO Group
DHL
DP World
PSA International
UPS Supply Chain Solutions

Project Forwarder of the Year
BDP Asia-Pacifi c
Kerry Logistics
Maersk Logistics
Panalpina
Schenker

Air Cargo Terminal of the Year
Asia Airfreight Terminal (AAT)
Dnata’s FreightGates at Dubai International Airport 
HACTL
SATS
PACTL

The Supply Chain Software Award
Cargowise EDI
INFOR
Manhattan Associates
Oracle
Savi Technology

Container Terminal of the Year 
Evergreen Marine Kaohsiung Container Terminal
HIT
Jurong Port
PSA Singapore Terminals
YICT

Air Cargo Carrier of the Year
Cargolux
Cathay Pacifi c Cargo
Emirates SkyCargo
Lufthansa Cargo
Singapore Airlines Cargo

Airfreight Forwarder of the Year
Agility
CEVA Logistics
DHL Global Forwarding
Kerry Logistics
Schenker

Balloting for the nomination of fi nalists in 
the Supply Chain Asia Logistics Awards is 
complete and fi nalists have been selected 

after an audited count of the ballot. All fi nalists 
are currently being contacted by Supply Chain 
Asia staff  and asked to submit short statements 
on why they believe they should be selected as 
outright winner in the category for which they 
have been selected. 

The next stage in the process is to pass 
these submissions to a panel of independent 
judges, details of whom will be announced in the 
November issue of Supply Chain Asia magazine. 

The Awards is an evolvement of the highly 
successful Asia Logistics Awards to a new level 
that refl ects continuous changes in the global 
and regional logistics industry. The fundamental 
object of the Awards – to recognise and applaud 
key players in the logistics industry in Asia 
– remains the same, but new categories and 
criteria have been developed; and changes have 
been made to the selection process to improve 
the event and ensure it continues to properly 
refl ect ongoing developments in the regional 
logistics sector. 

Please visit www.supplychainasia.com for 
further information on the Supply Chain Asia 
Logistics Awards.     

Finalists in the 14 categories open to general voting 
are as follows: 

Supply Chain Asia September/October 2007
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LRQA
LRQA is a member of the Lloyd’s 
Register Group and is a leading 
provider of Business Assurance 
ser vices.  Through our Business 
Assurance approach, we deliver a 
broad range of integrated services, 
including assessment and certifi cation 
to international  standards and 
verifi cation of carbon emissions and 
social and environmental reports. 

LRQA helps clients to fi ne tune and 
use management systems to reduce 
their risks and to improve business 
performances. Integral to the services 
is the concept of verification, which 
measures any organisation’s current and 
future ability to deliver on its promises.

We aim to lead the market by 
displaying an unrivalled understanding 
of how our customers and their 
stakeholders defi ne value.

Knowing what our clients value 

focuses how we apply our expertise in 
management systems, assuring that we 
develop and deliver solutions which 
consistently exceed expectations.

We provide services to some of 
the world’s largest organisations, 
helping them to use management 
systems to eff ectively manage risks and 
improve their business. We work across 
global supply chains such as food, 
transportation, shipping, aerospace and 
chemicals and have used our experience 
to participate in the development of ISO 
28000, the most comprehensive global 
supply chain security management 
initiative.

Lloyd’s Register is an independent 
risk management organisation that 
works to help improve its clients’ quality, 
safety, environmental and business 
performance throughout the world, 
because life matters.    

September/October 2007 Supply Chain Asia

Emirates 
Shipping Line
Emirates Shipping Line was launched in 
April 2006. Commercially headquartered 
in Hong Kong and Dubai, two of the 
world’s leading centres for business and 
commerce, the company is strategically 
located to develop the expanding 
markets in Asia and the Middle East.

Emirates Shipping Line’s senior 
management team has decades of 
experience in international shipping and 
business. Currently the carrier is building 
a global network of offi  ces and partners 
to meet the needs of our customers 
around the world.

Within a short 12-month period 
Emirates Shipping Line has launched 8 
new services: 
• 3 services to the US via the trans-Pacifi c 

to the US Gulf and via Mediterranean 
to the US East coast: Asia Gulf Express, 
Asia US Express and Indus Express;

• 3 Intra-Asia services: Middle East Asia 
Express, Hercules and Hyper Galex;

• 2 additional services launched recently 
to East Africa: Africa-Far East-Asia 
service connecting China to East Africa, 
and Gulf-Indian Subcontinent-Africa 
service linking South Asia, Middle East 
with East Africa.

Emirates Shipping Line offers its 
customers reliable, fast and flexible 
services and is committed to providing 
timely solutions around-the-clock.  

With a long term strategy Emirates 
Shipping Line will serve developed, new 
and emerging markets.     

 

Awards sponsor profi les

Agility
Agility is a global provider of integrated supply chain solutions with more than 
20,000 employees, 450 offi  ces in 100 countries around the world and over $4.5 bn 
in annual revenue.  A publicly traded company, we off er our customers truly 
personalised service and fl exible solutions tailored to meet their individual 
business needs, supported by a comprehensive network of warehousing facilities, 
transportation and freight management services.  Our customers span a range 
of industries from technology and retail to consumer products and oil and gas.  
In addition, Agility has three specialised business units: Defense & Government 
Services, Project Logistics, and Fairs & Events Logistics, each with dedicated 
teams to meet the complex customer requirements in these markets.  For more 
information about Agility, please visit www.Agilitylogistics.com.     
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Getting to the point where opening a bottle of juice causes another apple to 
be picked. By Barry Elliott, Partner, Oliver Wight Asia Pacific

Rocket science revisited 

The clear 
message is that 
as firms evolve, 
the integration 
and flow of 
information 
increases.
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In our work, we are fortunate to often be reminded that 
there is still a lot of opportunity to improve things. Indeed, 
if anyone had told us twenty years ago that we would still 

be talking about, essentially, the same things now; we would 
have had trouble accepting such. For example, from our 
perspective, we think that by now everyone should surely have 
the same understanding about the contemporary approaches 
to management, shouldn’t they?

No. As a matter of fact, it wasn’t so long ago that we were 
pulled up short. There we were, consulting to improve the 
world and feeling quite satisfied that everyone could clearly 
understand the tremendous value in what we were doing, when 
a member of a client team brought our little freight train to a 
shuddering halt with that most basic of questions: “Just what 
do you mean by supply chain management?”

Well, if we ever needed to be reminded that fundamentals 
and terminology are always important, we certainly got that 
reminder. Supply chain management is not rocket science 
but we do need to be clear about the scope and intent. The 
continuum of interaction is contained to three basic building 
blocks: a) your suppliers and their suppliers, b) your operation 
(and your own internal supply chain), and c) your customers 
and their customers.

 What makes managing across the supply chain difficult 
to operationalise is that it requires people to consider more 
than just their own patch and to collaborate, both in terms of 
information flow and ways of doing things.

To get a handle on the basic building blocks of supply chain 
management, let’s start with the premise that to date all industries 
have gone through four stages of development. Indeed, various 
industries and countries are still at different stages.

Stage 1, Storage and Distribution
Management focus was (still is, for some) operational, 
people only worried about volumes out the door at any cost, 
operational planning didn’t take into account what people knew 
from the marketing and sales perspective, and there wasn’t 
much communication with suppliers and customers. Any sale 
is a good sale.

Stage 2, Physical Distribution
Companies took a more sophisticated approach to management, 
people considered more factors than just volume or output, 
operational planning took direction from marketing and sales 
(rather than it being a two-way discussion), operational planning 
tools were used to support functions and activities (such as 
transport planning software), and budgets were typically 
developed at an operational level and managers kept great 
focus on meeting budgets, come hell or high water.

Stage 3, Logistics
Managers at this point took a more tactical and, even, strategic 
approach to things. Performance measures were in place to 
help optimise the cost of material movement, the concept of 
cost to serve began to emerge, the discipline labelled “Sales 
and Operations Planning” (S&OP) drove medium-term planning 
(at least, balancing the numbers between demand and supply 
and developing an understanding of any gap between them). 
Operational planning tools are interfaced to the more broad 
business systems, and communication with suppliers and 

customers began, using technologies such as EDI (electronic 
data interchange) in the beginning.

Stage 4, Supply Chain Management
At this stage of evolution managers are taking a holistic view 
of things, beginning by being market-oriented. Performance 
measures are in place to track things both within their operation 
as well as suppliers and customers. Information systems and 
business processes are linked with suppliers and customers. S&OP 
has been refined and may now be called “Integrated Business 
Management”, within which Product and Financial Management 
are truly integrated with Demand and Supply Management and 
this is THE process for managing the company.

The clear message is that as firms evolve, the integration 
and flow of information increases.

In many instances that reflect a disturbingly Neolithic 
state of evolution among some firms operating in this part of 
the world, many managers have suggested that pretty well 
everything that is done in most businesses and institutions is 
supply chain management, ignoring the inputs and outputs of 
other divisions in the company. An interesting perspective to 
be sure, but the finance or marketing departments might offer 
a different view.

In our experience, we believe that the vast majority of 
companies in Asia are mired in the Stage 1 and 2 levels, as 
described above. Some, particularly the local operations of 
Multinational Companies, are nicely progressed along the 
continuum, but these would be the small minority in our 
opinion. Typically, we find:
• Little interaction between functions.
• Little regard paid to having a “single set of numbers” across a 

company such that the financial projections are “hard-wired” 
to the demand and supply numbers.

• New product introductions are frequent surprises to the 
supply folks.

• S&OP, if it exists, is just something that is done by some 
mid-level managers, led by supply and supported, often 
reluctantly, by sales and marketing.

• Suppliers (and, sometimes, even customers) are held in poor 
regard, not being recognised as trading partners, someone 
with whom you are in business with together.

In contrast, the US grocery industry has been working for 
the last 15 years to create a collection of concepts and practices 
required to achieve a true supply chain, packaged as Efficient 
Consumer Response, or ECR. 

 This entire initiative was launched by the industry in response 
to the successful collaboration between manufacturing giant 
Procter & Gamble and retail leader Wal-Mart. Their successful 
working relationship was not only providing a supply chain 
blueprint, but their achievements were killing everyone else, to 
the delight of the end user, Wal-Mart’s retail customer.

 Quite a few years ago now, we heard one of the best ways 
of capturing the essence of what supply chain management is 
striving to do, in one sentence. A P&G executive said: “We want 
to get to the point where the consumer opening a bottle of juice 
will trigger us to pick another apple.”’

Just imagine the information flows and operational 
disciplines it would take to achieve that.     



Supply Chain Asia September/October 2007

INFRASTRUCTURE UPDATE58 LAO TZE ON ASIA

There is a Chinese saying – that the wind 
and water will take turns to change 
path (feng shui lun liu zhuan). The 

underlying meaning in this is that power and 
fortune also swing with time and that the 
weak can one day become strong.

Over the past two decades, Asia 
has been rising steadily to the forefront 
of global economics and experiencing 
tremendous social development. Today 
the region leads in many areas of global 
economics, especially in the fields of 
manufacturing, ports management and 
infrastructure development. Asian brands 
are also increasingly invading global markets. 
Brands such as Lenovo sit side by side with 
those such as HP; Toyota is reportedly set to 
overtake GM as the world’s largest car maker, 
and the major brands of LCD and Plasma TVs 
are primarily from Asia.

There are four observations related to 
the changing landscape of the supply chain 
world in Asia that I wish to expand on: 
• Rising consumerism
• Increasing consolidation
• Growing collaborative networks
• Swelling self-belief and confidence

Rising consumerism
Up to now, Japan has really been the only 
consumer market in Asia in the same league 
as European markets and the US, but 
consumer prospects in the twin giants of 
China and India are mind boggling. A host 
of other Asian economies are also fuelling 
Asia’s growing domestic consumer market, 
including Hong Kong, Taiwan and Korea. In 
ASEAN, essentially Southeast Asia, besides 
the small Singapore market, there is rising 
consumer spending power coming out of 
Malaysia, Thailand and Indonesia. Barring any 
major political mishaps, the next decades will 
be exciting for the entire Asian community 
as consumers here start to dictate the 
movement of prime goods, which essentially 
affects the supply chain movements of 
materials and products.

Increasing consolidation
We are all aware of the fact that flush with 
funds (especially private equity funds) the big 
global companies will simply go about their 
usual business of gobbling up competition 
and smaller players in the market. While this 
is going on, mid-sized Asian companies and 
some local conglomerates here are also getting 
on the global consolidation bandwagon and 

are acquiring as well; and sometimes even 
acquiring very large companies. Lenovo 
made waves with its acquisition of IBM’s PC 
division and it will not be long before we see 
a regional player rising to the challenge of the 
global giants in the supply chain field. Such 
self belief and confidence in Asian companies 
was unheard of ten or 15 years ago. It will be 
interesting to watch the impact players such 
as Agility, Toll and even YCH will have on the 
development of the supply chains sector in Asia 
over the coming years.  

Expanding collaborative networks
Related to the increasing consolidation in 
the industry are the expanding collaborative 
networks in the region. Realising the cultural 
intricacies of the region, local players have 
developed symbiotic and collaborative 
partnerships of mutual benefit to one another, 
and can yet function effectively in their own 
domains without antagonising each other. 
Again, this is a rather new phenomenon 
that could be a result of “second generation” 
leaders who believe competition of any 

kind destroys but collaboration ensures 
continuation and success for all.

Self-belief and growing confidence
Finally, it is interesting to observe that young 
Asians today are more confident of the 
economic development here than young 
Europeans are about their own economy. 
In fact, with the globalisation of the world’s 
economies, it is not difficult to see many 
young Asians taking on assignments that 
bring them away from home – all for the 
sake of acquiring knowledge and experience. 
This is a healthy trend and will do Asian 
economies a lot of good as many of these 
young professionals will one day assume 
leadership positions in their own right.

Asia is certainly rising to the challenge 
of the globalisation of the world. And with 
Asians increasingly assuming key roles and 
responsibilities, it will be exciting to watch 
how the West will recognise and respond to 
this shift in power, and to watch how much 
the world will benefit from this trend of 
healthy competition and cooperation.      

asiarising
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The ASC Index was created to track the 
growth and development of supply 
chain-related companies and operations 

in the areas of logistics, transportation and 
supply chain in Asia. The Index is not an 
advisory tool for investments, rather it is meant 
to provide additional perspective on the 
development of the supply chain and logistics 
industry in the region. 

Supply Chain Asia started tracking the 
movement of the 35 stocks on January 1, 
2007. Over the past seven months, the Index 
has shown overall growth of 50%.

Li & FungShipping Corp of India

Samudera Indonesia Group Neptune Orient Line

Asia Supply Chain  
Index (ASC Index) 
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Movement of selected stocks in the ASC Index

Australia/NZ

Toll Holdings 

Air New Zealand 

Qantas Airways 

Hong Kong/China

Cosco Group

Air China 

Li & Fung  

Hutchison 

Jardines

Swire Pacific 

China Shipping

BALTRANS

India

Shipping Corporation of India

Indonesia

Samudera Indonesia Group

Japan

Japan Airlines 

K Line

Mitsui OSK Lines

Nippon Express

Korea

Hanjin Shipping

Hanjin Transport

Korean Air

Malaysia 

MISC Berhad 

Konsortium Logistik Berhad 

Malaysian Airline System

Tiong Nam

Philippines

International Container Services

Aboitiz

Singapore

NOL

Singapore Airlines

Freight Links

Poh Tiong Choon

Richland Logistics

A Sonic

Taiwan

Evergreen Group

Middle East

Agility Logistics

ARAMEX
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Nippon ExpressAGILITY Logistics
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UPS (UPS)
In-Line 2Q: Growing Earnings Amid the US Freight Recession

Price: (07/23/07) 75.83 Rating: Outperform
52WK H-L: 80 - 66
Market Cap (mil): 80,834.78 Suitability: Lower Risk
Shares Out (mil): 1060.0
Float (mil): 676.2
Avg. Daily Vol (mil): 3.61

Price Target: 87
Dividend: 1.68 Previous: 86
Yield: 2.22

FY Dec 2006A 2007E 2008E
Q1 0.89A 0.96A
Q2 0.97A 1.04A
Q3 0.96A 1.02E
Q4 1.04A 1.15E
Total 3.86A 4.16E 4.60E
FY P/E 19.6x 18.2x 16.5x

Please refer to Appendix - Important Disclosures and Analyst
Certification.

Jon A. Langenfeld, CFA
jlangenfeld@rwbaird.com
414.298.1965

Michael Halloran
mhalloran@rwbaird.com
414.298.1964

Benjamin J. Hartford
bhartford@rwbaird.com
414.765.3752

Action
Solid 2Q results with International and Supply Chain offsetting weak Domestic results.
Maintain Outperform rating as we view UPS as an attractive holding ahead of an
improving US freight environment. Reiterate Outperform rating.

Summary
• EPS of $1.04 (+7% yoy) was ahead of $1.03 consensus and in line with our $1.04
estimate and $1.00-1.05 guidance.

• Revenue Trends In Line. Overall Revenue +4%; Domestic +2%, International +12%,
Supply Chain +3%.

• Domestic Pricing Firm, Volumes Weak. Domestic pricing environment appears solid
with UPS Ground yields +3% yoy; flat volumes suggest modest share losses, which
we believe should improve in a firming environment. Encouragingly, UPS
experienced positive momentum at quarter end and into July.

• International Strong. Double-digit overall export volume growth continues, reflecting
share gains while concurrently expanding its already industry-leading margins.

• Positive Operating Leverage Despite Domestic Drag. Operating margin improved 10
bps to 14.5% due to International (+50 bps to 19.0%) and the turnaround of Supply
Chain (+230 bps to 4.6%); Domestic remains the drag with margin off 80 bps to
15.7% and EBIT down 4% yoy, primarily due to the US freight recession and modest
UPS share losses in domestic ground.

• Reiterated Full-Year Guidance of 6-10% EPS growth; 3Q guidance in line, expecting
$0.99-1.04 (v $0.96 ly) compared with our consensus-matching $1.02 estimate. No
change to our estimates, raising price target to $87, reflecting 18x forward estimates,
one year out.

• Investment Thesis Remains Intact. We view UPS as an attractively valued, long-term
industry leader in the compelling global logistics segment. Further, we believe a
material capital restructuring is likely over the next 12-18 months.

Transportation/Logistics Research
July 24, 2007

Action
Solid 2Q results with International and Supply Chain offsetting weak 
Domestic results. Maintain Outperform rating as we view UPS as an 
attractive holding ahead of an improving US freight environment. 
Reiterate Outperform rating.

Summary
• EPS of $1.04 (+7% yoy) was ahead of $1.03 consensus and in line 

with our $1.04 estimate and $1.00-1.05 guidance.

• Revenue Trends In Line. Overall Revenue +4%; Domestic +2%, 
International +12%, Supply Chain +3%.

• Domestic Pricing Firm, Volumes Weak. Domestic pricing environment 
appears solid with UPS Ground yields +3% yoy; flat volumes suggest 
modest share losses, which we believe should improve in a firming 
environment. Encouragingly, UPS experienced positive momentum 
at quarter end and into July.

• International Strong. Double-digit overall export volume growth 
continues, reflecting share gains while concurrently expanding its 
already industry-leading margins.

• Positive Operating Leverage Despite Domestic Drag. Operating 
margin improved 10 bps to 14.5% due to International (+50 bps 
to 19.0%) and the turnaround of Supply Chain (+230 bps to 4.6%); 
Domestic remains the drag with margin off 80 bps to 15.7% and 
EBIT down 4% yoy, primarily due to the US freight recession and 
modest UPS share losses in domestic ground.

Stock analysis: UPS (UPS)
In-Line 2Q: Growing earnings amid the US freight recession

We believe UPS is a premier 
player in the global logistics 
space. We recommend long-term 
investors take advantage of the 
depressed valuation levels to build 
positions. Near term, the softer 
domestic US freight trends is likely 
to weigh on results: however, over 
the long term, we believe UPS is 
well positioned to capitalize on the 
global trade trends and increasing 
complexities in the supply chain.

• Reiterated Full-Year Guidance of 6-10% EPS growth; 3Q guidance 
in line, expecting $0.99-1.04 (v $0.96 ly) compared with our 
consensus-matching $1.02 estimate. No change to our estimates, 
raising price target to $87, reflecting 18x forward estimates, one 
year out.

• Investment Thesis Remains Intact. We view UPS as an 
attractively valued, long-term industry leader in the compelling 
global logistics segment. Further, we believe a material capital 
restructuring is likely over the next 12-18 months.     

Research supplied to Supply Chain Asia by RW Baird. For further information, please visit www.rwbaird.com
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SUPPLY CHAIN - INDICATORS

Rnk Operator TEU Share

1 APM-Maersk 1 801 892 16.2%

2 Mediterranean Shg Co 1 120 841 10.1%

3 CMA CGM Group 797 104 7.2%

4 Evergreen Line 603 584 5.4%

5 Hapag-Lloyd 486 449 4.4%

6 CSCL 438 172 3.9%

7 COSCO Container L. 411 350 3.7%

8 NYK 361 201 3.2%

9 APL 361 151 3.2%

10 Hanjin / Senator 341 202 3.1%

11 OOCL 323 130 2.9%

12 MOL 302 823 2.7%

13 K Line 300 568 2.7%

14 Zim 262 733 2.4%

15 Yang Ming Line 255 912 2.3%

16 CSAV Group 247 580 2.2%

17 Hamburg-Süd Group 222 436 2%

18 Hyundai M.M. 175 106 1.6%

19 PIL (Pacific Int. Line) 153 252 1.4%

20 Wan Hai Lines 123 506 1.1%

21 UASC 89 596 0.8%

22 IRIS Lines 67 966 0.6%

23 MISC Berhad 65 735 0.6%

24 Grimaldi (Napoli) 58 638 0.5%

25 RCL (Regional Container L.) 48 570 0.4%

26 Sea Consortium 42 091 0.4%

27 CCNI 39 955 0.4%

28 SYMS 39 785 0.4%

29 Horizon Lines 37 808 0.3%

30 Maruba + CLAN 35 034 0.3%

OrderbookExisting fleet

Top 30 ocean container carriers
Operated fleets as at June 27 2007
• The percentage shown on the left of each bar represents the operator’s share of the world liner fleet in teu terms
• The light coloured bar on the right represents the current orderbook (firm orders)
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Rank Airline Millions

1 Federal Express 15,145

2 United Parcel Service 9,341

3 Korean Air Lines Co. Ltd. 8,764

4 Lufthansa 8,091

5 Singapore Airlines 7,991

6 Cathay Pacific 6,914

7 China Airlines 6,099

8 Air France 5,868

9 Cargolux 5,237

10 EVA Air 5,160 

Top 10 air cargo carriers in 2006
Total international and domestic 
scheduled freight-tonne-kilometres 
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Economy
Ease of Doing 
Business Rank

Starting a 
Business

Dealing with 
Licenses

Employing 
Workers

Registering 
Property

Getting 
Credit

Singapore 1 11 8 3 12 7

New Zealand 2 3 18 10 1 3

United States 3 3 22 1 10 7

Canada 4 1 32 13 22 7

Hong Kong, China 5 5 64 16 60 2

United Kingdom 6 9 46 17 19 1

Denmark 7 14 6 15 36 13

Australia 8 2 29 9 27 3

Norway 9 21 14 109 6 33

Ireland 10 6 20 83 80 7

Japan 11 18 2 36 39 13

Iceland 12 16 30 42 8 13

Sweden 13 20 17 94 7 33

Finland 14 18 35 111 15 21

Switzerland 15 27 38 24 11 21

Lithuania 16 48 23 119 3 33

Estonia 17 51 13 151 23 48

Thailand 18 28 3 46 18 33

Puerto Rico 19 8 91 33 46 21

Belgium 20 37 48 23 158 48

Top 20 World Bank Ease of Doing Business rankings
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Visit www.doingbusiness.org/EconomyRankings to see how the rankings are compiled
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2002 2003 2004 2005 2006 2007(E) 2008(E) Per capita GNP, 
$, 2005

East Asia 6.8 6.8 7.8 7.6 8.1 7.4 7.4

China, People’s Rep. of 8.4 9.4 9.4 9.6 10.0 9.3 9.2 1,740

HongKong, China 1.4 3.4 7.7 7.1 6.1 4.9 4.7 27,670

Korea, Rep. of 6.4 2.6 4.3 3.7 4.7 4.2 4.4 15,830

Mongolia 2.3 5.6 9.4 5.3 7.3 5.5 5.5 690

Taipei, China 3.7 3.0 5.7 3.7 4.2 3.9 4.1 14,874

South Asia 1.9 6.1 5.7 6.9 6.9 6.1 6.6

Afghanistan, Islamic Rep. of - 13.6 3.3 12.1 4.2 6.2 6.2 -

Bangladesh 3.1 3.8 4.9 4.6 5.3 4.6 5.1 470

Bhutan 7.3 4.9 4.2 4.1 6.6 15.4 7.6 870

India 2.1 6.7 5.8 7.3 7.5 6.5 6.8 720

Maldives 4.8 6.8 8.0 -6.1 16.4 10.3 - 2,390

Nepal -13.6 13.5 1.3 0.1 0.1 7.6 8.5 270

Pakistan 0.9 2.6 6.5 6.1 4.7 4.4 - 690

Sri Lanka 2.5 4.7 4.3 4.9 0.7 4.5 4.5 1,160

Southeast Asia 3.3 4.0 4.8 3.8 4.5 3.9 4.3

Cambodia 4.2 6.6 9.3 10.9 8.2 7.6 7.0 380

Indonesia 3.2 3.5 3.7 3.4 5.1 4.4 4.7 1,280

Lao People’s Dem. Rep. 3.1 3.2 3.5 -1.7 5.2 4.8 2.0 440

Malaysia 2.2 3.3 5.0 3.0 3.9 3.6 4.0 4,960

Myanmar 9.8 11.6 11.3 11.0 - - - -

Philippines 2.4 2.8 4.0 2.8 3.2 3.2 3.6 1,300

Singapore 3.2 2.8 7.4 4.1 4.5 3.4 3.5 27,490

Thailand 4.4 6.2 4.5 4.4 3.9 3.2 3.9 2,750

Viet Nam 5.7 5.8 6.3 7.0 6.9 5.3 7.0 620

Growth rate of per capita GDP

2002 2003 2004 2005 2006 Sector share 2005, %

EastAsia

China, People’s Rep. of 9.8 12.7 11.1 11.7 12.5 57.3

HongKong, China -3.6 -5.1 -2.6 -1.8 1.4 9.0

Korea, Rep. of 6.4 6.1 8.8 5.7 6.5 43.6

Mongolia 3.8 6.6 14.5 1.2 8.0 24.6

Taipei, China 5.9 3.8 8.7 5.9 6.7 29.4

SouthAsia

Afghanistan, Islamic Rep. of - 11.9 32.4 - - -

Bangladesh 6.5 7.3 7.6 8.3 9.6 28.3

Bhutan 17.7 7.1 4.1 3.0 11.3 37.6

India 7.1 7.4 9.8 9.6 10.0 26.2

Maldives 10.4 8.3 12.9 3.0 15.5 16.7

Nepal -2.9 3.3 1.1 1.5 3.5 22.2

Pakistan 2.7 4.2 16.3 11.4 5.9 26.2

Sri Lanka 1.0 5.5 5.2 8.3 6.9 27.0

Southeast Asia

Cambodia 17.3 12.1 16.4 12.1 17.0 28.5

Indonesia 4.3 3.8 3.9 4.7 4.7 44.1

Lao People’s Dem. Rep. 10.1 11.5 12.5 16.0 13.0 29.6

Malaysia 4.3 7.3 7.9 4.0 5.3 42.0

Myanmar 35.0 20.7 21.4 19.1 - 15.2

Philippines 3.9 4.0 4.7 4.9 4.8 33.0

Singapore 4.0 1.2 10.5 8.0 10.2 31.7

Thailand 7.1 9.6 7.9 5.4 5.9 47.0

Viet Nam 9.5 10.5 10.2 10.6 10.4 40.2

Growth rate of value added in industry 
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“Deathly Hallows” taxes muggles’ 
logistics skills
Its 1:10AM here in Atlanta on July 21st.  I’m up 
because my 15 year old daughter and her aunt 
were out with the other Harry Potter crazies 
to get their hands on the last and latest Harry 
Potter book:  “Harry Potter and the Deathly 
Hallows”.  This is the seventh and last in the 
series of J.K. Rowling’s fantastic books on the 
escapades of the intrepid teenage wizard 
and his friends.  Will he live?  Will he die at the 
hands of the evil Lord Voldemort?

While the secret rests in the millions of 
books printed, it is up to dozens of book 
sellers and their supply chain partners to get 
the books to waiting hands. 12 million books 
were printed for the US market alone. UPS, 
DHL, FedEx and the US Postal Service all 
carry parcel deliveries of the books, which by 
contract, could not appear in stores before 
mid-night July 21. LTL carriers such as Con-
Way, SAIA and others will make hundreds of 
LTL drop shipments across the US.

In previous years this exercise has caused 
many transportation and warehouse vendors 
to increase security and product tracking, 
as well as contractually guarantee delivery 
not early...not late...exactly on time!  God 
forbid the 12 year old next door gets her 
copy before your kid does!  Amazon is said to 
have shipped 2.2 million Harry Potter books 
for delivery on Saturday morning the 21st of 
July. The US Post Office will carry 1.8 million 
books alone from warehouse sources.   

This isn’t just a big deal in the US. In Israel, 
bookstores violated Jewish Sabbath law to 
sell the young English Wizard’s adventures 
to waiting crowds. Thailand, Cambodia, 
Singapore, India, all over Europe and Asia...
the crowds waited. In each case, a logistics 
company got the goods there. Not Early. Not 
Late. Just on Time.   

I am sad to see Harry Potter’s adventures 
end. Not because of the great stories. I was 
never bitten by that bug. But because Harry’s 
adventures made our industry better in 
serving a public whose hunger for the tales of 
J.K. Rowling demanded perfect logistics.   

Frankly the only guy whose logistics may 
be better is Santa Claus.

- FreightDawg

Top 50 cargo airports 
No offense to the ocean freight guys, but air 
freight is where the action (not to mention 
money) is at.

Air Cargo World has published their 
annual rankings of the world’s top 50 cargo 
airports. No real surprise that Memphis, a 
major Fedex hub, held the top spot again this 
year after handling nearly 3.7 billion tons of 
cargo. However, this was an increase of only 
2.6 percent over last year.

China and India cargo volumes continue 
to grow at a phenomenal pace. For instance, 
Shanghai’s Pudong airport increased 16.3 
percent over last year and Beijing’s increased 
31.6 percent. China also boasts five of the 
world’s fastest growing airports. Mumbai 
showed an increase of 10 percent. I also found 
it interesting to note that LAX actually showed 
a decrease in volume of 1.1 percent.

While most of the world’s most familiar 
gateways grew at a single-digit pace in 2006, 
the expansion in China not only picked-up 
steam, but the growth extended beyond 
Shanghai and Beijing as airports such as 
Shenzhen and Chengdu showed a higher 
profile in world trade lanes.

And the growth continued even beyond 
China’s interior, into India, where the move 
beyond textile goods into more sophisticated 
factories and higher-value exports is starting 
to show up in the expansion of air cargo 

operations at airports.
India and Sri Lanka combined had five 

airports with more than 160,000 tonnes of 
cargo last year and four airports - Mumbai, 
Madras, Bangalore and Hyderabad - grew by 
double digits over 2005.

In fact, 10 of the 20 fastest growing 
airports in 2006 were in China, India and 
in the Middle East countries that provide 
important connections between Europe and 
Asia, the strongest sign yet that the long-set 
geographic balance in air trade is shifting to 
the East. 

- 3PL Wire

Why a logistics blog? 
I was inspired to write this piece while 
helping my good friend and co-worker, Karen, 
prepare for her presentation at IWLA. She 
will be attending Wednesday and Thursday 
of this week. 

The question posed is “why a logistics 
blog?” In short, why not. I prefer to take 
advantage of every opportunity to dialogue 
with customers and prospects alike. I am 
delighted to learn as much as one can from 
real customers and consumers. We should 
seek out opportunity to lead, provoke, inspire 
and educate - then act on those occasions. 
These are the guiding principals by which 
I blog. 

Did you know that you can download 
news aggregators (some for free, like Sharp 
Reader) and subscribe to blogs, such as this? 
After you have located your favorite news 
aggregator, you simply need to know the 
atom link or the RSS link. On most blogs, 
these can be located on one of the navigation 
bars. Ours can be found by clicking on the 
xml icon which will pull up a browser with 
a url of http://thirdpartylogistics.blogspot.
com/atom.xml. This is the url that you will use 
to subscribe to our service. 

In Sharp Reader, the format is very similar 
to an email in box and a web browser. You 
simply paste the above url in and click 
subscribe to receive headlines delivered to 
your news aggregator. Not only from our 
source, but any you subscribe to. Imagine 
the time you can save by subscribing to 
your favorite news sources and having the 
headlines delivered where you can choose 
to read/ignore/ or delete the items. I currently 
subscribe to 17 news sources.

- .ThirdPartyLogistics

INFRASTRUCTURE UPDATE64 BLOGS

Our pick of some of the best recent supply chain blogs on the net
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