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Navigate tough times 
with a better supply 
chain 
Who would have thought that back in July and August when supply chain 
and logistics professionals were talking of a “perfect storm” of fuel prices 
going through the roof, indications of economic slowdown in the US, and 
issues such as rising costs in key global supply chain markets such as China, 
things could get any worse. Throw in a global financial crisis characterised 
by a credit squeeze not seen for decades and I’m afraid we’re looking for a 
new metaphor. 

But look hard enough and there are some positives to be found. A 
downward cycle, even as severe as this one looks to be, has always proven 
an effective clean-out mechanism. Like the Asian economies hit hardest by 
the Asian financial crisis a decade ago, companies and individuals that come 
through these cycles can be smarter, leaner and better capable of handling 
difficult times. Many have been forced back to the drawing board to rethink 
what they are doing, why they are doing it, and how they can do it better.

The supply chain and logistics industry has in recent years been enjoying 
a rising importance of its function in the overall performance of organisations. 
I would argue that economic shocks such as the one we are experiencing 
at the moment make this function more important still. Certainly those 
companies that have already recognised the strategic importance of supply 
chains in their operations will have an edge in weathering current conditions. 
And with the harsh demonstration that in a globalised world problems 
can multiply and spread very quickly, weight is added to the rationale for 
implementation of advanced supply chain systems that give organisations 
the agility to deal with difficult times. 

The rising importance of the function of supply chain management 
within organisations and on national, regional and global levels is one 
factor underpinning the set-up and development of Supply Chain Asia. This 
is reflected in many of our major projects, including the Supply Chain Asia 
Logistics Awards, taking place this year in Shanghai on November 20.  

The Awards recognise excellence and innovation in supply chain and 
logistics and is designed precisely to reward those companies and individuals 
that can manage challenges such as those emerging from the current global 
economic difficulties. 

To do this well, we have worked for years to create an event with integrity. 
That integrity is largely down to a two-tier, six-month selection process 
including a reader ballot and excellent panel of 15 independent judges. 
Our sponsors need to be thanked too for their support in making the event 
possible while retaining respect for its integrity. 

Our winners and finalists are therefore worthy of sincere congratulations. 
They can take pride in the fact that their selection places them squarely at 
the top of the list of the companies and people with the capacity to adjust 
to difficult times, and help others do so as well. 

Turloch Mooney

Editor-in-Chief, Supply Chain Asia Magazine
Managing Director, Editorial
SC Asia Publications
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supporting 
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Corporate endorsers

Since the founding of Supply Chain Asia, I continually remind myself of 
what the core purpose of the organisation is. 

What we are not is another industry association or society. The 
reason for our existence arises from the fact there are already many 
associations and societies serving the needs of their members within 
each of their own domains. Unfortunately, in meeting these needs, most 
of these associations and societies are bound by constitutions and rules 
that define their structure and keep them within certain boundaries. 
Many of these boundaries limit the ability of these entities to reach out 
to the supply chain community as a whole.

When I founded Supply Chain Asia, what I wanted to do was meet 
the needs of the industry that other associations and societies could 
not meet, not to create an alternative to the these organisations, but to 
create an alternative level where the community can connect. What I 
saw as lacking from the point of view of the community was an inability 
of many of these associations to connect with other local societies and 
to connect to other associations and societies across Asia and across 
the world.

Supply Chain Asia adopts an informal community structure that 
seeks to enhance the level of networking amongst its community 
members (loosely those who support our cause) and increase the 
level of sharing and learning within its structure. To do this, we 
decided to do away with a formal membership structure with fees. In 
order to survive, however, we need to find other ways to raise funds 
and we do this by pricing our events and activities affordably, as well 
as commercialising some of our projects. This allows us to maintain 
a high level of integrity within the organisation. Supply Chain Asia 
Magazine is one such commercial project which is successful because 
we maintain a neutral structure in terms of content but can still raise 
funds through advertisements and sponsorships to print and distribute 
the publication. 

We do not seek to establish a physical presence in different 
countries, but through our local representatives are raising our 
profile and supporting members in connecting across and outside 
their own community. This means our events and activities tend to be 
collaborative in nature. A good example is our upcoming Supply Chain 
Asia Dialogue in Taiwan that we are co-hosting with the Global Logistics 
Council of Taiwan from November 28-30 this year. Over the course of 
2009, we plan to develop more such collaborative partnerships and 
run our forum-style networking events in other major cities in Asia 
and also possibly in the US.  

Supply Chain Asia is a community formed for the purpose of 
supporting the needs of individual professionals. Based on a firm 
belief that only with the help of others can each of us thrive and enjoy 
our profession, we continue to extend our helping hand to each and 
everyone who approaches us. We hope many of you will continue 
to support our cause and if possible, find an opportunity to join our 
networking events as well.

Thanks for all your encouragement and support so far, we look 
forward to many more years of development together.

Paul Lim
Founder/President
Supply Chain Asia

What does Supply Chain Asia stand for?
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Hewlett Packard (HP) said it had collected emissions data from 
suppliers equalling 80% of its costs for materials, manufacturing and 
assembly of its products worldwide. The company said it would use 
the data to incorporate energy efficiency into how it manages first-tier 
suppliers. HP is working with the Electronic Industry Code of Conduct 
(EICC) to build a calculation tool to ensure consistency among 
suppliers’ self-reported emissions accounting. 

Aircraft manufacturer Boeing Corporation announced an agreement 
to acquire Tapestry Solutions, a company specialising in services 
and software systems that improve the tracking and distribution 
of equipment, spare parts and personnel for the US Department 
of Defense and other government and non-government agencies. 
Tapestry tools such as the Joint Distribution Logistics Model and 
Battle Command Support Sustainment System, are used by the US 
Army to increase asset visibility, optimise distribution and enable 
dynamic logistics planning. 

Harry Lagad, former logistics director with Nokia, was appointed 
president of Brightstar Corp, a provider of customised distribution and 
integrated supply chain solutions for the wireless industry. Lagad has 
also previously worked with Pacific Dunlop, Kodak, Tech Pacific and 
TNT. 

UNITED STATES 
OF AMERICA

SOUTh 
AFRICA

lATIN 
AMERICA

CANADA

Nokia topped the latest Guide to Green Electronics report 
from Greenpeace, with South Korea’s Samsung Electronics 
coming in second place. The environmental group said 
the two companies topped the chart due to efforts in 
curbing e-waste and eliminating toxic chemicals from their 
products. An improved take-back mechanism in India, 
which collects end-of-life handsets, helped Nokia to the 
top of the table. Samsung came second after reporting 
recycling rates of 137% for TVs, 12% for PCs and 9% for 
mobile phones. Microsoft and Nintendo came in at the 
bottom of the table. 

Schenker established a dedicated contract logistics unit 
for customers in the high-tech sector. The High Tech 
Logistics Unit will provide product procurement, VMI and 
reverse logistics services for the consumer electronics, 
semiconductors, high-tech and renewable energy sectors, 
the company said. The unit comprises 1,000 staff working 
in 32 stations across Europe. There are no current plans to 
establish similar units in the US and Asia. 

The director of supply chain with 
McDonalds said maintaining consumer 
trust through the construction of secure 
and sustainable supply chains was key 
to the future development of the world’s 
largest restaurant chain and the food 
industry in general.  Addressing the 
World Meat Congress in Cape Town, 
Gary Johnson said consumers are 
increasing telling us that sustainability is 
important. “As Thomas Friedman tells 
us in his book, The World is Flat – there 
are no more borders … communication 
is instantaneous … and news literally 
explodes upon the scene everywhere at 
once. That has serious implications for all 
of us, because in the uncertainty of today’s 
world … trust is a must, it is our passport 
to do business in every market where we 
operate. Sustainability is not an easy fix … 
it is a long-term challenge”.

Ryder System announced an agreement to 
acquire the assets of Transpacific Container 
Terminal (TCTL) and CRSA Logistics (CRSA), 
including CRSA operations in Hong Kong and 
Shanghai. CRSA Logistics operates as a lead 
provider of trans-Pacific end-to-end transportation 
management and supply chain services for 
Canadian retailers, and TCTL operates a Canadian 
network of off-dock import/export container 
terminal facilities. The acquisition is expected to be 
finalised in late November and is subject to closing 
conditions. 

FINlAND

gERMANy

The Clinton Global Initiative announced a partnership 
between Green Mountain Coffee and Root Capital to 
improve the financial literacy and management skills of 
rural-based businesses in Latin America and Africa. Green 
Mountain Coffee will provide a US$450,000 grant to assist 
Root Capital’s efforts to help small farmers gain access to 
markets. Many of Green Mountain’s coffee suppliers are 
small rural businesses in Latin America and Africa.  

South Korea’s LG Electronics said it 
was targeting five regions, Africa, China, 
the Middle East, Russia and the US, 
to achieve a 30% increase in sales of 
television displays over the coming two 
years. A statement issued in Nairobi 
said sales of more expensive models in 
emerging markets such as Eastern Africa 
would help it reach US$20bn in display 
sales by 2010. LG’s George Mudhune said 
implementation of an advanced supply 
chain management system would help it 
achieve the target. 

kENyA
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Renault said it would up sourcing of components 
from India to help beat high input cost pressures 
in Europe. “We are close to sourcing components 
worth Euro200m (US$292m), which was our target. 
But we will not stop at that. We already have 55 
suppliers on board and negotiations are on with 
several others,” said Silvain Bilaine, managing 
director, Renault India. Renault sources small 
mechanical parts from India, mostly related to 
casting and forging for new projects.

India’s laboratory analytical instruments market 
is expected to grow in value to some Rs18.07bn 
(US$388.5m) by 2011 as a result of outsourcing 
of clinical trials and drug discovery to the country, 
said a new report from consultants Frost & Sullivan. 
The market is set to register double-digit growth 
over the coming half decade, compared with global 
growth averages of 3-4%, the report said.  

Honda Motors said its new plant at Rajasthan will 
produce key engine components for export to other 
Asian markets, as well as 60,000 cars annually. 
“Our plan is to integrate HSCI into Honda’s pan-
Asia supply chain network with our new plant 
becoming the export base for certain key engine 
components including crankshafts. These exports 
will happen to ASEAN countries, which also make 
other parts,” said Masahiro Takedagawa, president 
and CEO of Honda Siel Cars India, a subsidiary of 
Japan’s Honda Motor Corp. 

hONg kONg

MAlAySIA

Samsung Electronics said it would raise spending 
on sourcing LCD panels from Taiwan by 44% as 
a result of an upwards revision of its annual global 
sales forecast for LCD TVs from 21m to 23m units. 
Samsung is believed to command 20% of the 
global LCD TV market. The additional orders mean 
Samsung will this year spend some US$8.1bn on 
panels from Taiwanese companies such as AU 
Optronics, Chi Mei Optoelectronics Corp. and 
Chunghwa Picture Tubes Ltd. 

TAIwAN

•

•

PSA Peugeot Citroen said it would triple its sourcing of car components from China 
over the next two years. The company said it would buy RMB 8bn (US$1.03bn) 
worth of spare parts from China by 2010, compared with RMB 2.5bn this year. 
“The increasing purchase from China is not only because of the lucrative domestic 
demand but also because of the price competitiveness brought by the country’s 
maturing automotive industry,” Peugeot Citroen vice president Armand Chen said 
in Shanghai. 

Electronics manufacturing services provider Plexus Corp said it reached an 
agreement to lease 106,000sq ft of manufacturing space in Hangzhou, southwest 
of Shanghai. The company said the facility will provide proximity to customers and 
supply chains in the greater Shanghai area, and to engineering and other technical 
talent being produced by the strong education system in Hangzhou. Plexus 
provides product design, development, prototyping, procurement, supply chain 
management, testing and other manufacturing services.

MISC Integrated Logistics 
Sdn Bhd (MILS) said it 
expects buoyant demand 
for its new halal logistics 
facility located at Port 
Klang. The MILS Logistics 
Hub (MLH) is the country’s 
first halal-certified hub 
within a free-trade zone. 
The facility includes a 
cold storage unit and a 
250,000sq ft dry storage 
warehouse, as well as 
a sterilisation area that 
provides sterilisation and 
decontamination services 
for medical devices, 
wood-based products and 
plastic packaging.  

Cathay Pacific Airways launched a 
new cargo product targeted at the 
pharmaceutical sector. Pharma LIFT, 
which has a dedicated team at the airline’s 
Hong Kong hub, is for shipments that 
require careful temperature management 
throughout their journey. The service 
includes priority handling with multiple 
checkpoints throughout the journey.  

Filipino conglomerate Aboitiz Equity 
Ventures (AEV) agreed to sell its entire  
93.03% stake in its transport and supply 
chain business to KGLI-NM, a joint venture 
between shipping firm Negros Holdings, 
Dutch company Management Corp. 
and KGL Investment BV. AEV said the 
acquisition will include all the shipping 
and logistics businesses of Aboitiz, except 
a ship management and crewing joint 
venture with the Jebsen Group. 

ThE phIlIppINES

“K” Line, Wan Hai Lines and Pacific International 
launched a new service connecting northern China 
with Jebel Ali. Six 4,250 teu vessels are deployed on 
the new weekly service which started in November. 
The service will link the northern Chinese port of 
Qingdao with Jebel Ali with a transit time of 22 days. 

Revenue from the semiconductor sector in the region is set 
to grow by 6.4% this year to reach US$160bn, outperforming 
worldwide growth in the sector by 1.8%, according to 
research group Gartner. “Worldwide semiconductor revenue 
is set for single-digit growth over the next five years, however, 
selected devices in specific electronic equipment types will 
post much higher growth,” Gartner research director John 
Barber said in a statement. Semiconductor industry revenue in 
Asia Pacific will reach $203bn by 2012, the company said. 

UNITED ARAb EMIRATES

INDIA

ASIA pACIFIC
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Terminal headache
While shippers might be tempted to uncork 
the bottles of  bubbly ahead of  next year’s 
rate discussions with the hard pressed 
container lines, they’d be well advised 
to keep an eye out for the boxlines’ little 
helper, the dreaded Terminal Handling 
Charge (THC). Across Asia THCs have 
been in the news of  late, especially ahead of  
the termination of  the Far Eastern Freight 
Conference (FEFC). 

On October 18 the anti-trust immunity 
of  container lines ended under EU law, 
meaning carriers can no longer collude 
on charges or signal pricing intentions on 
trades to and from Europe. But there is 
no such protection in Asia, and there are 
fears that Asian shippers will pick up the 
costs shortfall. More than 80% of  cargoes 
from Asia to Europe and North America 
are currently sold FOB, meaning the 
consignor must pay THCs at the port of  
loading. 

This September in Pakistan the 
Karachi Chamber of  Commerce (KCCI) 
and Industry railed about how the nation’s 
shippers were coughing up an astonishing 
US$60m a year in “fictitious” charges. 

Every forty-footer (feu) handled by the 
nation’s three international ports costs 
Rs10,000 (US$133.33) in handling charges 
on average but the KCCI said traders were 
being charged Rs4,500 as “labour charges” 
for each feu. 

“Even when they don’t find a suitable 
head for their illegal levies, they charge the 
traders’ other charges,” KCCI senior vice 
president Iftikhar Ahmed Sheikh told local 
media, adding, “they themselves don’t know 
exactly they are charging us for.”

In the rapidly developing United Arab 
Emirates (UAE) a local report noted this 
September how the cost of  handling con-
tainers at UAE terminals has increased by 
60% on average in the past 18 months.

In Vietnam the lines are levying 
additional fees as a result of  port congestion, 
and this comes only after the relatively recent 
introduction of  THCs to the former French 
colony. But the government is looking into 
the issue and repeal is possible. 

In a rare slice of  good news for 
shippers facing the burdens of  handling 
charges, India’s Tariff  Authority for Major 
Ports turned down a proposal by the Port 

of  Jawaharlal Nehru to levy additional 
charges for inter-terminal handling of  
transhipment containers between its own 
terminal and the private terminal operated 
by A.P. Moller-Maersk. Transhipment 
boxes are currently charged at 50% of  
the existing rate scale approved by the 
authority, in addition to a fixed fee levied 
by the loading terminal for inter-terminal 
transfer.

At the beginning of  September state-
owned PT Pelabuhan Indonesia (Pelindo) 
announced it was raising container 
handling fees by 18-21% at Tanjung Priok 
port. Pelindo II spokesman Hendra Budhi 
said the fee for international-bound teus 
had been increased to $83 from $70, and 
the fee for feu to $124.5 from $105.

“The new fees are applied at the Jakarta 
International Container Terminal and Koja 
Container Terminal,” he said.

Still, $83 is cheap by comparison to 
Hong Kong, the world’s most expensive 
port, with THCs now in the region of  
$174, more than twice the fee charged in 
Singapore and four times the fee charged 
in Shanghai. Shippers aren’t impressed 
(as you would expect) with Sunny Ho, 
executive director of  the Hong Kong 
Shippers Council branding the lines using 
Hong Kong port as “greedy”.  

Two years ago. leading Japanese shipping 
line Mitsui OSK Lines (MOL) set up a 
dedicated consolidation subsidiary in China. 
It is now reaping the benefits with a host 
of  leading retailers on its books. Retailers 
increasingly tend to source components 
for finished products from various regions, 
resulting in complex supply chains. MOL 
Consolidation Service plays a key role in 
some of  these chains by offering efficient 
transport by consolidating small-lot and 
multi-product cargo on a destination basis, 
resulting in lower transportation costs 
compared to individual transport. 

The most recent sign up has been New 
Jersey-headquartered Burlington Coat 

MOL’s China logistics 
strategy pays off

Factory, a major US retailer of  apparel and 
family furniture that operates more than 
390 stores nationwide. It selected MOL 
Consolidation Service as its logistics partner 
and consolidator/forwarder for the whole 
Asia region including China, Vietnam, India 
and Pakistan as a means to streamline its 
import logistics from points of  origin to final 
distribution centers in the US.

According to Curtis W. LeRoy, director 
of  supply chain administration at Burlington, 
“MOL Consolidation Service has the 
right people, the right technology, and the 
right corporate attitude to service a multi-
divisional retailing operation like ours. We 
are very pleased with our selection.”

MOL has been strategically promoting 
its buyers’ consolidation service to support 
customers’ supply chain management. It 
maintains its proprietary software, Starlink, 
gives it an edge over its peers. Starlink is an 
independent transport inventory control 
system developed by the company that can 
search cargo at stock keeping unit (SKU) 
levels throughout the logistics process, from 
ordering of  goods to the delivery of  products 
at final destination.

Other major retailers now on MOL 
Consolidation Service’s books include Shoe 
Carnival, which said it was enticed by the  
global air freight forwarding and customs 
house brokerage services provided by MOL’s 
strategic alliance partner, Kintetsu World 
Express. 

Since 2006 MOL has also provided 
European furniture retail giant IKEA with 
freight consolidation services for its products 
manufactured in northern China. 
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In 2009, one could arguably say the boot 
will be firmly on the other foot for the first 
time in seven years when it comes to the 

relationship of container line and shipper. 
Excess tonnage and a jittery global economy 
normally add up to depressed freight rates 
and shipper happiness. This time around, 
though, the elephant in the room is the price 
of fuel — the record highs seen for barrels of 
oil this year are not going to disappear and 
someone down the line will have to pay for 

In the 
doldrums
Be nice to those poor container ship operators 
next year, says Sam Chambers in Hong Kong, 
they’ll be having a very tough time

them. Likewise, high fuel costs have brought 
reduced services, meaning shippers have 
less choice. 

The crippling cost of bunkers
Floating bunker surcharges seen this year are 
likely to become permanent in the peak oil 
era. Larger and larger ship designs though 
should see that extra cost abated for the 
shipper (see related story on p13).

It is important to understand just how 

severe rising bunker costs have become to 
shipowners. Five years ago bunkers made 
up about 7 or 8% of container ship operating 
costs. In 2005-6, costs inched towards 15%. 
In 2007, bunkers rose to about 30%. By the 
fourth quarter of 2007 the bunker price was 
about 70% above the same period in 2006. Oil 
at US$145 in mid-2008 implied about 35-40% 
of costs of a roundtrip on the transpacific.

Well-known container analyst Charles 
De Trenck, founding partner of Hong Kong-
based Transport Trackers, notes how most 
corporations and investors have been 
banging on about weak US demand, high 
ship orderbooks and rising China costs. “Most 
know that profits in the last few years have 
been exceptional and part of a bigger low-
interest-rate environment story when they 
stop talking about China,” he adds.

But the real “common thread” going 
forward, maintains DeTrenck, ”is rising 
costs, tight markets and reduced access to 
capital”. 

❝Vikas Khan, CEO of two-
year-old Emirates Shipping 
Line, casts his crystal ball 
and gives shippers advice 
on what to expect next year. 
‘A lack of service quality, as 
shipping companies cut costs 
in the face of high fuel prices 
at the expense of service,’ is 
Khan’s primary warning. ‘This 
will automatically lead to an 
increase in overall costs for 
shippers, as the inefficiencies 
of transportation raise 
inefficiencies/costs elsewhere 
in the supply chain.’ On the 
contentious issue of who will 
pay for soaring oil prices, Khan 
has this to say: ‘Fuel cost 
increases, which will continue, 
are real and substantial: 
someone has to pay it, it 
cannot be wished away. As a 
German Chancellor once said, 
it is not a cow that is milked on 
earth but fed in heaven.’❞
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2007 and 2008 has been a time for 
shipowners to sell some vessels and prepare 
for a downturn, says De Trenck. Not that many 
have done so though. 

Climbing insurance costs
It’s not just the cost of fuel that is keeping 

Asia Europe on similar panic course as 2001; 
July rates broke through lows of 2006

owners awake at night. Various accidents, 
most notably the MSC Napoli off the UK’s 
southwestern coast, are resulting in a dramatic 
rise in insurance costs. Steel prices remaining 
high equate to near record high newbuild-
ship prices. There’s a global shortage of 
officers to look after all these new ships 

which has led to huge crew-wage inflation. 
Like a motor vehicle, ships have to go in for a 
mandatory checkup/repair every five years. 
But repair costs have shot through the roof 
on escalating steel costs plus scarce berth 
availability, as repair yards have upgraded to 
build financially more rewarding new ships. 

Then there’s the big financing issue. With 
banks the world over folding like deckchairs, 
access to capital and equity markets has been 
dramatically curtailed while LIBOR rates are 
shooting up. Figures vary on just how big 
a gap there is between ships on order and 
secured financing in the wake of the global 
financial turmoil but whoever you ask the 
hole is a yawning one. Simon Rose, CEO 
of New York’s Dahlman Rose said there are 
$500bn worth of ships on order of which half 
have no financing and banks are struggling 
to cover the half that have financial terms 
in place. Rose described the predicament 
the industry faces as ‘historically defining 
times’. “If you’ve ordered ships and you don’t 
have money to pay for them then you are in 
deep trouble right now,” he warned. And to 

Source, both tables: C1; Clarksons; Drewry; MSI; Transport Trackers

2000 2001 2002 2003 2004 2005 2006 2007 2008E 2009E 2010E
Container Rates $/TEU (unweighted) 1,236 1,135 1,032 1,181 1,244 1,302 1,280 1,308 1,409 1,318 1,361
Container rates growth (%) 1.9 -8.2 -9.0 14.5 5.3 4.6 -1.7 2.2 7.7 -6.4 3.2

Asia Outbound Rate $/TEU 1,817 1,544 1,340 1,661 1,821 1,822 1,610 1,743 1,771 1,585 1,723
Asian O’bound rates growth (%) 2.1 -15.0 -13.2 24.0 9.7 0.0 -11.6 8.3 1.6 -10.5 8.7

Container 3500TEU vessel charter % chg 17.0 -24.0 -27.3 79.8 38.8 7.9 -31.1 13.0 -10.0 -10.0 5.0

Rev/TEU $ ref only (Core basket) 1,146 1,031 960 1,135 1,237 1,303 1,225
Cost/TEU $ ref only (Core basket) 1,077 1,006 934 987 1,025 1,085 1,157
Bunker Rotterdam $/tn 380 CST 138 117 134 153 155 234 293 346 610 500 450
Bunker Rotterdam % chg 48% -15% 14% 14% 2% 51% 25% 18% 76% -18% -10%
Container demand/TEUslot moves (%) 12.7 -0.2 11.2 16.9 14.5 9.7 9.7 11.9 8.0 8.5 9.3
World GDP growth estimates (%) 4.7 1.5 1.8 2.0 3.8 3.4 3.9 3.9 3.0 2.6
Container to GDP multiplier 2.7 -0.1 6.2 5.8 3.8 2.9 2.5 3.1 2.7 3.3
Container scrapping in % TEU fleet est 0.3 0.6 1.1 0.4 0.1 0.0 0.2 0.2 0.4 0.4 0.4
TEU Standing FCC Fleet: Clarksons ‘000 TEU 4,847 5,432 6,004 6,538 7,178 8,117 9,458 10,758 12,433 14,123 15,988
Fully cellular cap growth ex-scrap (%) 9.7 12.1 10.5 8.9 9.8 13.1 16.5 13.7 15.6 13.6 13.2

PD Ports   Teesport   Grangetown   Middlesbrough   TS6 6UD   UK
T: +44 (0) 1642 277564   E: commercial@pdports.co.uk   
W: www.pdports.co.uk For further information please visit www.thenortherngateway.co.uk

• Deep sea container terminal at Teesport,
on the South bank of the River Tees on
the North East coast of England

• 1.5 million teu (twenty foot equivalent
unit) capacity, to add to the existing 
capacity

• 1000 metres of new riverside quay

• Berth pocket depths of 16 metres

• Channel depth to be dredged to a new
depth of -14.5 metres

• When complete the terminal will have
three berths capable of handling the
modern vessels carrying up to 10,000 teu
of containers 

THE NORTHERN GATEWAY 
CONTAINER TERMINAL
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add to the headache the RMB’s appreciation 
is cancelling out whatever efforts the US is 
making to resuscitate consumers with lower 
interest rates. 

Among the individual sectors, intra-
Asia looks the most resilient volume wise 
as it has been in past box-downturns, even 
though rates are not keeping up with fuel 
prices. The transpacific was the first to feel 
the consumer slump last year, and this year 
Asia-Europe has caught the same cold. So 
bad has the transpacific slide been that even 
mighty Yantian container port in eastern 
Shenzhen, a bastion of US-bound boxes, 
reported negative growth for the first time 
ever this year. 

US investment bank Morgan Stanley in 
early September anticipated lower earnings 
expectations for the container shipping 
business for 2009 based on deteriorating 
Asia-to-Europe freight rates and higher oil 
prices.

Around the same time, fellow investment 
bank UBS came out with a far more hard-
hitting report downgrading the container 
shipping sector outlook from neutral to 
negative.

“We expect most carriers to achieve 
minimal profitability with considerable risk 
of losses. In addition to high fuel prices, we 
expect demand to continue to deteriorate 
and believe carriers will suffer from higher 
unit costs as excess supply of larger vessels 
drives load factors down,” the bank said.  “The 
considerable challenges the industry faces in 
2008-09E lead us to draw comparisons with the 
downturn in 2001-02,” UBS said, referring to the 
bloodbath that took place at the start of the 
decade that brought industry consolidation 
amid chronically low freight rates.

Enter post-liner-conference era
The other big unknown is how the lines will 
get on hammering out contracts in the post-
liner-conference era with the termination of 
operations by the Far Eastern Freight Confer-
ence (FEFC), which serves as an Asia-Europe 
discussion group for setting benchmark rate 
revisions and bunker surcharges. It ceased to 
function on October 18.

This means shipping lines can no longer 
set rates and will have to compete with each 
other. As a result, rates on Asia-Europe routes 
will be even lower.

A report by ABN Amro’s head of China 
research Wendy Liu noted that the overall 
message for container shipping companies 

was negative. “Earnings performance of most 
container shipping companies in 2007 and 
the first half of 2008 have been supported by 
the strengths in the Asia-Europe trade lane. 
However, with the weakness on the Asia-
Europe routes, the operating environment is 
tough for them,” Liu said.

Ron Widdows, the chief executive of 
Singapore’s Neptune Orient Lines (NOL), 
which runs APL, has been noticeably bearish 
in recent months. At a presentation in 
Singapore late August he put forward the 
view that there is a 450,000 teu capacity 
overhang awaiting the industry, though the 
problem may be reduced to 150,000 teu 
after taking measures. But the message from 
Widdows’ presentation is expect container 
ships to be laid up on current course. It is 
worth noting that NOL was among the first 
corporations to raise the red flag. 

Among ways, other than the myriad 
service cancellations seen this year, in which 
the capacity overhang can be absorbed is via 
slow steaming; adding ships to service loops 
and cutting the speeds to reduce fuel usage, 
a very common trend in 2008, and likely to 
continue in 2009. 

As 2009 looms, and with it the tetchy 
rate discussions, owners are looking over 
their shoulders at the stunning volume of 
new ships still to be delivered to what is 
already looking an overweight sector. Box-
shipping analysts AXS Alphaliner suggests 
2009 will see the global container fleet grow 
by another 14% and by a similar number 

in 2010. And the majority of the ships are 
super post panamax ships (ships in excess 
of 7,000 teu) that are deployed on the main 
east-west trades. 

The bad news is that averaging flat, small 
negative transpacific and 8 to 10% growth 
seen on Asia-Europe does not make for the 
14% growth long haul needed to keep rates 
stable. 

Vikas Khan, CEO of two-year-old Emirates 
Shipping Line, casts his crystal ball and gives 
shippers advice on what to expect next 
year. “A lack of service quality, as shipping 
companies cut cost in the face of high fuel 
prices at the expense of service,” is Khan’s 
primary warning. “This will automatically lead 
to an increase in overall costs for shippers, 
as the inefficiencies of transportation raise 
inefficiencies/costs elsewhere in the supply 
chain.” On the contentious issue of who will 
pay for soaring oil prices, Khan has this to 
say: “Fuel cost increases in recent months, 
which will continue, are real and substantial: 
someone has to pay it, it cannot be wished 
away. As a German Chancellor once said, it 
is not a cow that is milked on earth but fed 
in heaven.”

Peak or hillock?
If further proof were needed of container 
shipping’s frail position take a look at US 
west-coast ports this autumn. Where’s the 
traditional peak? This year it’s more hillock 
than Matterhorn. Santa’s sleigh has broad, 
empty quaysides to negotiate for once, rather 
than the stressed, cramped conditions of 
Christmas past. Good for the kids, bad for 
the shipowners. 

Matthew Rose, who heads North 
America’s largest intermodal railroad as 
chairman, president and chief executive 
of BNSF Railway, told analysts in a July 
conference call, “we’re not getting any 
indications at this point that there’s going to 
be any significant peak season this year.” His 
predictions have come true, made even more 
severe by consumer dread at the demise of 
such household names as Fannie, Freddie, the 
brothers Lehman, Messers Morgan & Stanley 
and AIG in the interim. 

Shippers hold the whip hand going into 
2009 but they are advised to not belt them 
too harshly for fear that too many lines find 
themselves overextended and supply chains 
crash. For container ship owners, the first half 
of next year looks dark and we still have not 
seen the bottom of the market.      

❝Five years ago bunkers 
made up about 7 or 8% of 
container ship operating 
costs. In 2005-6, costs inched 
toward 15%. In 2007, bunkers 
rose to about 30%. By the 
fourth quarter of 2007 the 
bunker price was about 70% 
above the same period in 
2006. Oil at US$145 in mid-
2008 implied about 35-40% 
of costs of a roundtrip on the 
transpacific.❞
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The advent of the super post-panamax 
container ship is a comparatively 
new phenomenon. It took the first 

40 years of containerisation to reach the 
design maturity to produce a 6,000 teu ship 
– considered a huge breakthrough ten years 
ago – and just another five years to shatter 
the 8,000 mark. 

Savings per container slot have been 
proven. An 8,000 teu super post-panamax 
ship will likely ship a transpacific teu at 
around US$125 less than a 4,000 teu one. This 
then is great news for shippers as we enter 
the peak oil era. The question is: are shippers 
really seeing those savings? The answer at 
the moment is a clear no. However, that is 
probably due to the high costs of newbuilds 
at present and the bunker surcharges. 

Monsters of the sea
Once the 8,000 teu mark had been crossed, 
and with it the key design conundrum of 
propulsion, growth has shot up. Going 
forward, ship sizes are set to become truly 

titanic. The Emma Maersk came out last year 
dazzling all who saw her. At 360m in length 
the giant vessel has a reported, though never 
confirmed, capacity of 14,000 teu.  

Since then Korean shipbuilder Samsung 
Heavy Industries, the pioneer of the super 
post-panamax containership, has unveiled 
designs for a 16,000 teu containership. It was 
only five years ago that Samsung delivered 
the world’s first ever super post-panamax 
boxship, the OOCL Shenzhen with an 8,063 
teu design. 

However, this summer saw the unveiling 
of a container blueprint the likes of which 
have never been imagined hitherto. Korea’s 
STX Shipbuilding is marketing a ship design 
that carries 22,000 teu. 

The chairman of the STX Group, Kang 
Duk-Soo, maintains the giant boxship design 
will be a necessity. According to Kang, due to 
escalating fuel costs, “ships need to operate in 
a new paradigm” where larger equals greater 
cost efficiency. The Korean yard’s design has 
an  overall length of 476m, a breadth of 59.5m 

and a scantling draft of 16m. Slot savings over 
more conventionally sized ships, say 4,000 
teu ones, have not been revealed but could 
surpass $200 per slot. 

Giant order books
Since the OOCL Shenzhen was delivered, 
the container orderbook has become 
heavily weighted towards these super post 
panamax ships. In a report from March, Paris-
based container analysts AXS-Alphaliner 
commented there were 196 such ships total-
ling 1.73m teu trading, yet the order book is 
fearsome. The French analysts counted 334 
very large containerships (VLCS) on order, 
totaling 3.55m teu. Of these, 188 belong 
to the 10,000 teu and above capacity. The 
combined value of all these VLCS stands at 
$65bn based on prices recorded at time of 
contract.

The three leading operators, Maersk 
Line, Mediterranean Shipping Company and 
CMA CGM, control 41% of all the VLCS, both 
existing and on order.       

BIGGEr = CHEApEr

❝Savings per container slot have 
been proven. An 8,000 teu super 
post-panamax ship will likely ship a 
transpacific teu at around US$125 less 
than a 4,000 teu one. This then is great 
news for shippers as we enter the peak 
oil era. The question is: are shippers 
really seeing those savings? The answer 
at the moment is a clear no.❞
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CEVA ramps up Asia 
services, targets US$2bn 
from China by 2010

Philippines bids for aviation 
business with a US$1.25bn 
Clark hub

CEVA Logistics, the company formed 
through the merger of  TNT Logistics and 
EGL Eagle Global Logistics in August of  
2007, plans to double sales in China to 
US$2bn by 2010 with the help of  a new 
airfreight hub in Hong Kong.  

The new hub at Chek Lap Kok is 
expected to provide improved shipment 
services to major destinations in Europe, 
North America and other cities in Asia. 
The hub has direct airside access and a 
yearly sorting capacity of  145,000 tonnes. 
Airside lodgment of  cargo will mean faster, 
more secure and better controlled export 
and import services for southern China, the 
company said. 

Air cargo comprises a significant portion 
of  CEVA’s global sales, which stood at $8bn 
in 2007. Some $2bn of  this figure was 
generated in the Asian region, and half  came 
from Greater China.

The company is looking to its 50-50 
automotive logistics joint venture with 
Shanghai Automotive as one source of  
growth in China, but is also targeting the 
technology and consumer sectors, and 
plans to expand its road freight transport 

The Philippines has started construction of  
its Global Gateway Logistics City (GGLC), 
a US$1.25bn development to serve airport 
and aviation-oriented operations and 
businesses in the country. 

Located at the former US military base 
at Clark Field in Pampanga, GGLC is the 
first integrated, master-planned logistics 

automotive logistics division in Thailand, 
which the company hopes will deliver 10% 
of  its annual turnover in the country.  

CEVA Vehicle Logistics is targeting car 
dealers, automotive manufacturers, auction 
houses and finance companies. The new 
division can move up to 880 cars at a time 
and has a storage capability of  up to 20,000 
cars.

“Customer needs are changing, and as 
more companies are looking to alternatives 
to self-drive delivery of  vehicles, the 
launch of  this new division will meet the 
growing demands for better information, 
professionally-managed delivery service 
and competitive pricing for their vehicle 
transport needs,” said Mark Thornton, 
section general manager of  CEVA Vehicle 
Logistics (Thailand).     

centre for the aviation industry in the 
country.  

“The project will complement the 
government’s grand plan to develop a 
logistics and services hub in the Subic-
Clark Corridor and the development of  
the Diosdado Macapagal International 
Airport at Clark as the country’s premier 

business. CEVA currently owns and operates 
a trucking fleet in China and has four 
major breakbulk hubs in Shanghai with 
connections to 50 cities countrywide. 

“The biggest problem in China is finding, 
developing and maintaining logistics talent. 
We need talented individuals at all levels and 
it is a constant struggle,” said company CEO 
John Pattulo.  

Elsewhere, CEVA launched a new 

international airport,” said president Gloria 
Macapagal Arroyo at the groundbreaking 
ceremony. 

The 167-hectare mixed-used aviation-
oriented logistics facility is funded by the Kuwait 
Gulf  and Link (KGL) Group of  Companies. 
“We have been studying opportunities in 
the Philippines for some time and believe 
the development of  the Global Gateway 
Logistics City is the ideal investment,” said 
KGL vice chairman and managing director, 
Marsha Lazareva.      

The project will be developed in two 
phases over a seven-year period, and will 
provide warehousing, distribution, light 
manufacturing and other supply chain 
services to the aviation industry.     



Reliability by Cargolux

In air freight, being reliable means 
lifting and delivering your customers’ 
shipments where they need it, when 
they need it. 
It means providing the best transport 
conditions for your sensitive goods, in 
full compliance with IATA regulations. 

Peace of mind is the most important 
asset a forwarder can offer to his 
customers. Cargolux gives you the 
means to keep that promise. 

Cargolux. 
Cargo First.

www.cargolux.com

Cargolux Airlines 
International S.A.
Regional Office Asia Pacific
Units 615-616 
Concordia Plaza - North Tower
1 Science Museum Road 
Tsimshatsui East
Kowloon - Hong Kong 
Tel: +852 2736 7832 
Fax: +852 2730 5137
Email: hkg@cargolux.com
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Central Japan International Airport, 
operator  of  Nagoya’s  Chubu 
International Airport, began offering 

discounts of 50% on landing fees to 
international freighter flights in October to 
boost cargo handling volumes.  

Chubu was charging a Yen656,000 
(US$6,133) landing fee for a B747-400F, 
compared with fees of Yen826,000 and 
Yen770,000 at its main competitors, Kansai 
International Airport in Osaka, and Narita in 
Tokyo, respectively. But difficulty building 
cargo volumes has resulted in the airport 
offering the maximum allowed discount of 
50% to new flights touching down between 
11:00pm and 4:59am the next day. The 
deduction will apply for one year, after which 
the discount will be reduced to 25%. 

The airport, which opened to fanfare 
in 2005 on a man-made island off the west 
coast of the Chita Peninsula to the south of 
Nagoya, has been suffering from sluggish 
cargo handling demand in part due to a 
slow economy. The expectation that the new 
airport’s location and capacity would help 
it take volumes from Narita and Kansai has 
failed to materialise. 

Chubu handled 200,000 tons of cargo 
in 2007, 13% less than in 2006. The trend 
continued into 2008, resulting in the least-
ever monthly volume of 12,744 tons in 
January, and there are few signs of any sort 
of recovery. 

In 2007, the airport handled only 25% 
of the 660,000 tons of international air 
cargo produced on an annual basis in its 
local Chubu district. A large proportion of 
this cargo still travels to Narita and Kansai, 
both of which have longer histories and well 
established land supply routes that shippers 
apparently still find more convenient. 

Kansai and Narita, meanwhile, continue 
to expand operations. Kansai opened a 
second runway in mid 2007 and with that 
became Japan’s first round-the-clock airport; 
while Narita will complete a major expansion 
project next year. Chubu is also planning to 
open a second runway and become a 24-hour 
facility but weak demand, especially in terms 
of cargo business, has meant a deadline for 
this has yet to be set. 

High jet fuel prices and current global 
economic woes are adding to the problems 
of Chubu International Airport. Earlier, Japan 
Airlines (JAL) and All Nippon Airways (ANA) 
both announced they will halt their Chubu-
Pusan (Korea) and Chubu-Taipei flights, 

respectively; while United Airlines also 
announced the abolition of its Chubu-San 
Francisco route. Jetstar Airways, a Qantas 
group airline, said it would discontinue its 
direct Chubu-Cairns (Australia) link at the 
end of this year.  

At the end of August, Chubu was handling 
30 freighter flights per week, compared with 
a peak of 56 in the summer of 2006. 

In addition to the discount programme, 
the Chubu Kokusai Kukou Riyou Sokusin 
Kyogikai, or Council for Accelerated 
Utilisation of Chubu International Airport, a 
quasi-government organisation comprising 
municipal governments and economic 

associations in the Chubu district, said it 
had concluded a partnership agreement 
with 120 large shipper companies in the 
area, including Toyota and Seiko Epson, to 
expand utilisation of the airport as a cargo 
handling base. 

According to the agreement, shippers 
are paid a maximum of Yen1,000,000 per 
company as a ‘cooperation subsidy’ if 
their import cargo volume through the 
airport increases year-on-year. In return, 
shippers periodically provide data on their 
international cargo shipping activity which 
the airport can use to promote Chubu to 
airlines worldwide.     

Embattled Chubu offers 
shipper subsidies and 
discounts as cargo 
volumes fail to take off

Japan’s third-largest airport is slashing landing fees for 
international cargo flights in half as parts of efforts to boost 
its struggling cargo business. Masanori Kikuchi reports 
from Tokyo
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A few years ago, petroleum prices 
were somewhat stable. More 
recently, prices soared, flirting 
with US$150 per barrel. Now, 

however, the fuel-price watchword is 
volatility: prices are up one week and down 
the next. Plus, OPEC decisions, while still a 
primary determinant of world fuel prices, are 
mitigated more than ever by erratic weather 
and the precarious condition of financial 
markets. Even when per-barrel costs are 
down, oil futures are sometimes up. 

The bottom line is that fuel prices affect 
the world’s supply chains as much or more 
than they ever have—but not always because 
of skyrocketing prices. The bigger issue is 
that fuel prices are unpredictable, with no 
end of consequences for companies that 
import, export, ship or manufacture goods. 
Even companies that just consume indirect 
or MRO materials are affected, as are retailers 

and other direct-to-consumer entities. In 
many respects, fuel costs—high, low or 
unpredictable—are the universal influencer 
of business strategy and activity. 

Countries within the region naturally 
experience fuel-related events in ways that 
are often different from Europe and North 
America. On the one hand, Asia Pacific is 
so large and geographically diverse that 
generalisations are difficult. Yet because of 
the region’s geographic makeup, its supply 
chains tend to be more air- and water-based, 
and thus more fuel-intensive. For this reason, 
many Asia Pacific countries will refocus their 
infrastructure investments more intently on 
modalities—road and particularly rail—that 
are better able to economically withstand 
today’s and tomorrow’s fossil fuel storms. 
Obviously, there are limits given the region’s 
geographic disparities, but new infrastructure 
priorities are clearly in order. 

Volatile oil prices require new 
supply chain strategies across 
Asia Pacific, writes Jeffrey 
Russell, managing partner, 
Supply Chain Asia Pacific,  
Accenture

Slicker Shock
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Take Vietnam, where a high-quality north-
south road or rail spine could greatly reduce 
intra-country transportation costs between 
tech-heavy Hanoi and manufacturing-
intensive (and land-locked) Ho Chi Minh 
City. China, by contrast, is already creating 
new road and rail infrastructures but its vast 
spaces make the task lengthy and expensive. 
In addition to actual track, for example, 
viable rail options demand intermodal links, 
rail sidings at ports and plants, new freight-
tracking capabilities, and better booking and 
scheduling approaches to facilitate full car 
loads. China’s road conditions are improving 
rapidly, but the country’s road transport 
industry is extremely fragmented, which 
creates no end of challenges for high-volume, 
multinational shippers. 

Fuel for thought
Irrespective of home continent, supply chain 
decision-makers must take charge of devising 
and implementing strategies for dealing with 
the fuel issue. Their task is supply-chain-wide: 
from product- and market-development to 

there has been a push toward more facilities 
located closer to the customer. Again it’s hard 
to generalise, given Asia Pacific’s size and 
physical terrain differences; however, network 
and market strategy’s implications are now 
more complex than simply “more, larger and 
nearer.” Combustible fuel prices should also 
signal the demise of companies’ reliance on 
long-term (e.g., five-year) network strategies. 
With costly energy and unpredictable labour 
rates (the latter is particularly germane in fast 
growing economies like China and India), the 
mantra must be flexibility and adaptability. 

To raise flexibility and adaptability, 
companies with a presence in the region need 
to perform network and market analyses 
more frequently—gathering inputs say, on 
a quarterly basis, to rebalance priorities, 
develop new scenarios and model flow paths. 
How effectively they do this depends on their 
ability to 1) analyse flexibly (identify trigger 
points, such as fuel-price increases, customer 
and market demand growth, and changes 
in sources of supply that suggest a need 
for strategic shifts); and 2) execute flexibly 
(launch the right network and market/
channel changes quickly and cost effectively). 
To make both happen, we recommend that 
they:
 Work more closely with third parties. 

This can help minimise distribution 
assets and enhance the ability to rapidly 
scale or relocate inventory. Supply 
chain leaders across Asia Pacific are 
somewhat ahead of the curve in this 
respect, since infrastructure issues, new 
market challenges and cultural barriers 
already make a case for development 
of third-party logistics partnerships. 
In addition, 3PLs are starting to create 

service 
and end-of-
life. However, 
each of the five 

principal supply chain 
functions—network/

market strategy, sourcing 
and procurement, planning and 

replenishment, transportation and 
distribution—require unique lines of 

thought. Consider the following observations 
about how the reality of erratic (and generally 
higher) fuel prices affects each function and 
how the function must change as a result. 

1. Network/Market strategy
The core of network and market strategy has 
always been network modelling: seeking 
ways to optimise flows among suppliers, 
manufacturers, distributors and first-tier 
customers. 

Since fuel costs began rising precipitously, 

❝The bigger issue is that fuel prices are 
unpredictable, with no end of consequences for 
companies that import, export, ship or manufacture 
goods. Even companies that just consume indirect or 
MRO materials are affected, as are retailers and other 
direct-to-consumer entities. In many respects, fuel 
costs—high, low or unpredictable—are the universal 
influencer of business strategy and activity.❞
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more integrated capabilities within 
larger markets and across the Asia Pacific 
region.

	Design more flexible supply chain 
infrastructures. Given fuel costs’ generally 
upward trend, it is vital to position plants 
and warehouses to produce and store 
multiple products, while providing 
greater flow-through capabilities and 
serving markets in closer proximity. 

	Design regional networks. Regional 
network strategies can provide particularly 
attractive benefits for companies that 
make or buy in a few locations for supply 
to many countries. For example, regional 
supply chain centres in Singapore—in 
conjunction with country-specific centres 
in China and India—can be responsible 
for:

 	Consolidating country demand fore-
casts into a regional demand plan

	 	Regional sales, operations and 
inventory planning

 	Supply and shipment plans for each 
manufacturing site and contract 
manufacturer

 	Standardising supply chain practices, 
processes, systems and compliance 
across the region

 	Supply chain analytics, such as 
cost-to-serve and service level 
optimisation

 	Coordinating and sharing leading 
practices, performance reporting, 
skills development and career paths

Regional/country level supply chain 
management centres can also be key to 
responding rapidly and constructively to 
differing tax regimes by country and within 
states/provinces. Such centres also can help 
address route-to-market and cost-to-serve 
challenges, as well as social-responsibility 
programmes that otherwise might not 
receive supply chain input.

2. Sourcing and procurement
For most companies, a net-landed-cost 
analysis will confirm that fuel costs affect their 
purchase of nearly everything. The core issue, 
not surprisingly, is the relationship between 
savings associated with “lower-cost-country” 
sources and the rising expense of moving 
purchased goods from those sources. The 
other core issue is what constitutes a lower-
cost country: for example, with near-double-
digit inflation and rapidly rising labour rates, 

China is starting to lose its reputation as a 
provider of economical labour. The “low-cost” 
paradigm was the basis of a recent analysis

As shown in Figure 1, researchers 
discovered that, in the U.S., a $10 per barrel 
increase in crude oil price produces a 24-cent-
per-gallon increase in diesel fuel.1 And since 
the standard methodology is to increase 
transportation surcharges by one cent per 
mile for every six-cent increase in diesel 
fuel, a $10 increase for a barrel of crude oil 
produces a four-cent-per-mile increase in 
transportation rates. Figure 2 then details 
the relative impact of oil-price changes on 
transportation from 2006 into the future. 
The study’s implications are clear: wildly 
fluctuating crude oil price forces companies 
to rethink where they source and produce 
their products. 

Net landed cost analyses may also reveal 
that existing sourcing contracts are no longer 
justifiable since baseline costs have changed. 
Thus more contractual flexibility, ensuring 
the ability to adapt to changing market 
conditions, is essential. This lends credibility 
to the development of a dual sourcing 
strategy, where multiple regional suppliers 
are used to hedge against the dynamics of 
changing transportation cost structures. 
Companies that excel at calculating net 
landed cost could derive significant savings 
from this approach. 

Lastly, different types of procurement 
relationships may hold further sway. A good 
example is moving from sourcing models 
that leverage trading agents, joint ventures 
and wholly owned foreign enterprises and 
opting toward international procurement 
offices. IPOs in key Asia Pacific countries (e.g., 
Singapore, China and India) make it possible 
for global companies to operate in a highly 
effective “shared services” mode without 

sacrificing economy or control.

3. Planning and replenishment
Most organisations manage thousands of 
products, numerous DCs, varying customer 
requirements, and maybe even a stratified 
hierarchy of service levels. When a financial 
cataclysm occurs, such as wildly fluctuating 
fuel prices, scores of things happen that 
make the planning and replenishment 
function different, more complicated and 
more essential. 

Planning and replenishment goals 
(maximum accuracy, minimal error) won’t 
change in the face of unstable fuel costs. 
However, the function’s considerations, 
parameters and interactions (e.g., with 
re fo c u s e d  s o u rc i n g,  p ro c u re m e nt , 
transportation, warehousing and network 
design organisations) can and will change 
considerably. 

Moreover, planners and replenishers are 
also on point to understand the impact of fuel-
related shifts in consumer behaviour—such as 
people opting to patronise a neighbourhood 
store rather than travel to a major retail 
format. Major demographic shifts also have 
the potential to alter supply chain planning 
positions, e.g., by accelerating or slowing 
economic development of (or migration to) 
various rural areas. How, for example, might 
development of China’s western provinces be 
affected by unpredictable fuel costs? 

In regions where air and water transport 
are key (the former expensive and the 
other slow), one of planning/forecasting’s 
highest priorities is to minimise small or rush 
orders—spearheading agile processes that 
anticipate last-minute changes and help 
minimise or transfer their transportation 
cost impact. Spares and service operations 
are a particularly large target, given their 

Date Oil Price
(Per Barrel)

Relative Change in
diesel price (per gallon)

Standard fuel
surchange
adjustment

(cost per mile)

Cost impact on 
500 mile shipment

2006 66.021 NA NA NA

2007 72.321 .15 .02 $10

2008 (May) 122.00 1.44 .24 $120

Projected 150.00 2.02 .33 $165

 Projected 200.00 3.22 .53 $265

Figure 2: analysis of fuel impact on transportation costs since 2006

Source: US Energy Information Administration

Change in Per
Barrel Oil Price

Relative change in 
diesel price (per gallon)

Standard fuel surcharge
adjustment (cost per mile)

Cost impact on
500 mile shipment

 $10 $0.24 $0.04 $20

Figure 1: typical fuel surcharge methodology (U.S.) and the impact of oil price changes per barrel
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propensity for last-minute shipments and 
small orders.

Planning and replenishment issues also 
speak to the need for more sophisticated 
tools that interpret demand signals, resolve 
plan deviations, reallocate resources, assign/
reassign accountability, and raise supply-
chain-wide visibility. Consider that high 
performance in planning and replenishment 
will depend more than ever on the ability 
to “see” shipment and inventory positions, 
and thus make crucial, money-saving 
adjustments.

Planning and replenishment technology 
is also key to accommodating new product 
flows and the shorter planning cycles and 
delivery lead times that a combustible 
energy environment requires. Even hedging 
strategies, which are critical when oil 
prices fluctuate dramatically, relate more 
powerfully than ever to what supply chain 
planners do. 

 
4. Transportation
To weather the fuel-cost storm, most 
companies will need different transportation 
paradigms that emphasise better utilisation 
through fewer shipments over shorter 
distances, with more quantity per shipment 
and less empty miles. 

Organisations for which transportation 
represents a high percentage of cost of 
goods sold will obviously be more focused 
on this goal than other types of companies. 
However, a new or revised model should be 
in the offing for most shippers, distributors 
and retailers. For example, private fleets may 
simply become less justifiable, replaced by 
contract carriers and third-party logistics 
services providers that can keep costs down 
by running full-truckloads, minimising one-
ways and deadheading, and amortising 
technology investments over a larger asset 
base. 

This reality has several interesting 
implications: one is that it shifts much of the 
onus for green operations and sustainability 
from the company to its transportation 
services providers. Second, it is likely to 
make “intelligent sourcing and buying” an 
elevated priority, anchored by a standardised 
methodology that ensures company-wide 
approaches to calculating total landed cost, 
investigating alternative carrier and mode 
selection, and developing new transportation 

1Gosier, Robert; Simchi-Levi, David; Wright, Jonathan; Bentz, Brooks—“Past the Tipping Point: Record oil prices require new supply chain strategies to enable future high performance,” ©2008 Accenture

strategies. Admittedly, this will be difficult for 
companies operating in Asia Pacific regions 
where 3PLs are less sophisticated or less 
available. However, necessity remains the 
mother of invention, which means that global 
companies could find it in their best interests 
to push for development of needed third-
party capabilities. 

It also should be noted that many carriers 
have developed contracts with surcharge 
conditions that protect them against fuel 
price swings. They’ve made sure that costs 
are pushed back on the shipper, and that the 
shipper cannot back out or restructure the 
deal when confronted by fuel-price surges. 
Shippers must now develop strategies that 
provide similar levels of protection. 

5. Distribution
Every facet of distribution—receiving 
goods and materials, managing inventory, 
preparing orders for shipment to consumers 
and retailers—is affected by high fuel 
prices. Accordingly, every characteristic of 
a distribution operation could change as 
well: order size and frequency, number and 

location of facilities, facility size, and optimal 
inventory levels. 

Most companies will need to reconsider 
the quantity, scope, design and layout 
of their distribution centres. Across Asia 
Pacific, this speaks again to the regional 
distribution approaches mentioned earlier. 
For example, many companies, particularly 
those operating in larger countries such 
as China and Australia, may conclude 
that the emerging need is for more and 
bigger DCs that can offset fuel costs with 
higher inventories, and better break-bulk, 
cross-docking and block-stack capabilities. 
Additionally, incorporating more flexible 
designs enables companies to accommodate 
future increases in requirements, while 
potentially making their facilities more 
attractive to tomorrow’s buyers.

Still, many companies will conclude that, 
even with high and erratic fuel prices, the 
creation of more, larger and more-proximate 
distribution centers cannot be justified. For 
this reason, shared or outsourced distribution 
services deserve a closer look. Working with 
distributors, renting space, sharing space and 
pre-locating space all make greater sense in 
an environment of unpredictable fuel costs. 
In fact, the flexibility, predictability and 
assured quality associated with shared and 
outsourced services could make this a good 
move regardless of the fuel mess. Again, 
the Asia Pacific challenge is to find qualified 
distributors that do not pose huge culture or 
learning-curve difficulties. 

High performance in a fuel-centric 
world
Throughout this discussion, several points 
are paramount:
 Seamless, end-to-end supply chain 

mastery has a vital role to play in helping 
companies address their fuel-cost 
concerns 

 To respond most effectively, companies 
must view the situation not as a cost 
barrier, but as a significant opportunity 
to get a leg up on competitors that are 
slower to react 

Perhaps most important, the core issue 
is not fuel price increases but fuel price 
volatility. Agility, rather than inflexible 
responses to high and erratic fuel prices, will 
be the key to long-term success.      

❝Regional/country 
level supply chain 

management centres 
can also be key to 
responding rapidly 

and constructively to 
differing tax regimes 
by country and within 

states/provinces. Such 
centres also can help 

address route-to-market 
and cost-to-serve 

challenges, as well as 
social-responsibility 

programmes that 
otherwise might not 
receive supply chain 

input.❞
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According to China’s National Bureau of 
Statistics, the world’s fourth biggest 
economy expanded by 10.4% in the 

first half and 10.1% in the second quarter, 
down from the 11.9% recorded for 2007. 
According to the General Administration of 
Customs one of the primary causes for this 
unexpected downturn is the slowing of trade 
growth with the United States — particularly 
as the fallout from the super credit bubble 
begins to land. 

On the production side of the equation, 
contributing to this overall decline in 
trade growth are factors ranging from the 
appreciating Yuan, rising fuel, food, land, and 
wage prices, as well as draconian Olympic 
visa restrictions, which have prevented 
many purchasers from entering the country 
in time to place their Christmas stock orders. 
Official state sources say the industries most 
heavily impacted by the current slowdown in 
trade growth have been the textile, garment, 
shoe, toy-making and electronic component 
sectors, particularly in the southern industrial 
workhorse region of Guangdong. Many 
manufacturers here have long made their 
living at the bottom of the value chain, relying 
on low margins and high turnovers.

A report issued by InterChina says many 
manufacturers in the Guangdong region 
are closing their doors to business. Outside 
investors, including Hong Kong, Taiwanese, 
and Korean businesses, are closing down or 
looking to relocate inland or to Vietnam as 
land, wage and energy prices rise, inflation 
cuts into margins and the rising Yuan erodes 
profit. 

The problem is not isolated to the 
Guangdong region. Henrik Olesen, account 
partner multinationals, IBM Global Services 
China, says that around the Suzhou-
Hangzhou area, the industrial hinterland of 
Shanghai, hundreds of factories have closed 
for business this year. “They have quite 
literally vanished; up and left overnight,” 
says Olesen. “Prices are putting pressure on 
manufacturers, especially the medium and 
small scale enterprises that have traditionally 
experienced very slight margins. Coupled 
with this, many foreign manufacturers are 
also thinking about moving.”

One of the contributing factors causing 
the current squeeze on manufacturers is the 
ever-upward march of the Chinese currency. 
Since being unpegged from the greenback 
in 2005 the Yuan has appreciated almost 
20% against the dollar making Chinese textile 

China reviews 
manufaCturing 
as Cost 
pressures mount
With China’s trade growth less than expected for the first half 
of the year, meetings are busily being conducted in Beijing to 
try and make running repairs to the Chinese trade juggernaut. 
The problem for many policy makers is that, whilst the Chinese 
economy is pretty resilient, the impediments to growth are now 
coming hard and fast, from different directions. Lee Perkins 
looks at the challenges facing the increasingly appropriately 
named Middle Kingdom — the only serious engine of global 
growth in a contracting worldwide economy
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products more expensive, eroding China’s 
price advantage against products from 
Vietnam and India, and driving some textile 
firms to the brink of bankruptcy.

Often seen as the barometer of the 
Chinese economy as a whole, the Canton 
fair, held in April, ominously foretold of some 
troubling times to come later in 2008 for 
China’s manufacturers, with contracts down 
almost 30% over 2007. One participant at 
the fair said that the value of the Yuan was 
no longer the only impediment to sales; the 
instability of exchange rates also made it 
difficult for buyers to commit to contracts as 
final prices were liable to fluctuation. 

In an attempt to buck the trend some 
manufacturers in the region have taken the 
current crunch as an impetus to raise product 
quality, increasing added value, and have 
begun looking to non-US markets, such as the 
Middle East and ASEAN countries, to shore 
up business. For non-American purchasers 
some producers are even switching away 
from US-dollar pricing, turning instead to 
the Euro, Australian Dollar, or Chinese Yuan. 
Others have reduced settlement periods to 
seven days from the usual 30-60 for deals 
signed in US Dollars. The more desperate 
have even resorted to locking exchange rates 
into place before signing purchasing deals 
with US buyers.

The pressure of rising inflation 
Coupled with fears of a rising Yuan are the 
very real pressures that inflation is putting 
on manufacturers. Over the past two years 
the price of basic necessities in China like rice 
and pork, the mainstay of the Chinese diet, 
has more than doubled, putting untenable 
pressure on many small and middle-sized 
manufacturers across the region. State 
sources have quoted as many as three in ten 
textile manufacturers in some regions are 
experiencing financial difficulties.

Unfortunately for China its consumer 
price index, which rose 7.3% in the first eight 
months of the year, may not represent the 
whole picture. The index is heavily weighted 
in favour of China’s largely underdeveloped 
interior and more accurately reflects the 
economy of fifteen years ago, according to 
InterChina.  

InterChina says the way the price index 
is weighted is no longer representative 
of the changing consumption patterns in 
China’s more developed coastal regions. 
Food, for instance, accounts for 34% of the 

index, compared with only 15% in the US. 
In addition, housing accounts for 13% in 
China compared with 42% in the US. These 
apparent discrepancies are leading some 
analysts to conclude that the true cost of 
inflation in China is yet to be felt.

Further compounding this situation are 
factors like the ‘New Socialist Countryside’ 
policies, measures designed to address rural 
poverty issues. Whilst relatively effective 
at combating the erosion of agricultural 
incomes – as experienced between 2001 and 
2004 – the measures have also subsequently 
served to restrict the flow of rural poor into 
the more industrial areas of the eastern 
regions by raising countryside salaries to a 
level almost commensurate with low skill 
migrant jobs – around RMB1000 (US$140). 
The generally poor working conditions 
experienced by migrant labour in the low-
skill sectors make the choice to remain 
on their native soil and work the land a 

relatively easy one for many families. This 
problem was brought into focus for many 
manufacturers earlier in the year when 
hordes of low-wage migrant labourers 
simply failed to return from their Spring 
Festival holidays after Chinese New Year.

On the move
If manufacturers are really moving or 
thinking about moving, where are they going 
to?  “Really we are looking at movement in all 
directions: north, toward the Bohai region; 
west, in line with the Go-West strategy; and 
south to lower cost economies like Vietnam,” 
says IBM’s Henrik Olesen. 

“The Bohai Bay region is much lower in 
terms of costs than the Shanghai hinterland 
and Guangdong. There are still pools of 
labour there, and there already exists the 
infrastructure to service the industries that 
move there,” explains Olesen.

“ When we look at  the Go-West 

China Consumer Price Index

Source: National Bureau of Statistics, China

* all figures are year-on-year percent changes

❝Official state sources say the industries most heavily 
impacted by the current slowdown in trade growth have 

been the textile, garment, shoe, toy-making and electronic 
component sectors particularly in the southern industrial 

workhorse region of Guangdong. Many manufacturers here 
have long made their living at the bottom of the value chain, 

relying on low margins and high turnovers.❞

Aug Jul Jun May Apr Mar Feb Jan

CPI 4.9 6.3 7.1 7.7 8.5 8.3 8.7 7.1

CPI (year-to-date) 7.3 7.7 7.9 8.1 8.2 8.0 7.9 7.1

Urban CPI 4.7 6.1 6.8 7.3 8.1 8.0 8.5 6.8

Rural CPI 5.4 6.8 7.8 8.5 9.3 9.0 9.2 7.7

Food 10.3 14.4 17.3 19.9 22.1 21.4 23.3 18.2

Tobacco & Alcohol 3.3 3.1 3.1 2.8 2.6 2.5 2.4 2.1

Clothing -1.1 -1.4 -1.5 -1.5 -1.4 -1.2 -1.4 -1.9

Durable consumer goods 3.2 1.5 1.3 1.3 1.3 1.2 0.8 0.7

Health care 2.9 3.1 3.1 3.3 3.6 3.7 3.2 3.2
Transportation & 
Communication -0.2 -0.3 -1.1 -1.6 -1.7 -1.7 -1.4 -1.1

Recreation & Education -0.8 -0.9 -1.0 -1.2 -0.7 -0.7 -0.9 -0.3

Housing 7.1 7.7 7.7 7.1 6.8 7.0 6.6 6.1

Non-food 2.1 2.1 1.9 1.7 1.8 1.8 1.6 1.5
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strategy,” referring to China’s plan to bring 
its low cost interior workforce online with 
massive infrastructure investments, “the 
plan was originally formulated to draw 
labour-intensive industries inland to take 
advantage of the lower cost inland labour. 
However, paradoxically, where it seems to 
be succeeding is in attracting high-tech 
industries. I think the main reason for this is 
that labour-intensive industries like textile 
manufacturing tend to be time sensitive, 
making it difficult to relocate them without 
the infrastructure necessary get the goods 
out quickly to coastal ports and container 
terminals,” Olesen points out.

Another major obstacle for the Go-
West Strategy is the difficulty faced by 
manufacturers in terms of skilled labour. 
“It is very difficult to attract coastal talent 
to inland cities,” continues Olesen. “Highly 

skilled workers are very reluctant to relocate 
out of the more developed east. This is and 
will remain a major hurdle to any company 
hoping to take advantage of the preferential 
policies offered by the scheme.”  This problem 
is compounded by the fact that locally 
produced talent is still thin on the ground in 

❝Some manufacturers in the region have taken the current 
crunch as an impetus to raise product quality, increasing added 
value, and have begun looking to non-US markets, such as the 
Middle East and ASEAN countries, to shore up business. For 
non-American purchasers some producers are even switching 
away from US dollar pricing, turning instead to the Euro, 
Australian Dollar, or Chinese Yuan. ❞

many western regions. 
Looking at the wider picture, one of the 

critical factors for China is whether it can 
make Go West work before the emergence 
of lower cost economies makes the exercise 
a moot point. In this respect, the strategy 
is heavily dependent upon the logistics 

China’s trade with the United States (US$bn)

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

US Exports 14.3 13.1 16.3 19.2 22.1 28.4 34.7 41.8 55.2 65.2

% change 10.9 -8.0 24.4 18.3 15.1 28.5 22.2 20.6 32.1 18.1

US Imports 71.2 81.8 100.0 102.3 125.2 152.4 196.7 243.5 287.8 321.5

% change 13.8 14.9 22.3 2.2 22.4 21.7 29.1 23.8 18.2 11.7

Total 85.5 94.9 116.3 121.5 147.3 180.8 231.4 285.3 343.0 386.7

% change 13.4 11.0 22.6 21.4 21.2 22.8 28.0 23.3 20.2 12.7

US Balance -56.9 -68.7 -33.7 -83.0 -103.1 -124.0 -162.0 -201.6 -232.5 -256.3

Note: US exports reported on FOB basis; imports on a general customs value, CIF basis

Top US imports from China 2007 (US$bn)

Commodity Description Volume % Change*

Electrical machinery & equipment 76.7 18.2

Power generation equipment 64.0 2.9

Toys & games 26.1 25.1

Apparel 24.0 20.7

Furniture 20.4 5.2

Footwear & parts thereof 14.1 1.8

Iron & steel 11.9 12.6

Plastics & articles thereof 8.3 10.6

Leather & travel goods 7.2 5.8

Vehicles other than railway 6.1 18.6

*Percent change over 2005

Source: The US-China Business Council
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sector’s ability to provide affordable links to 
coastal ports. However, there are numerous 
structural weaknesses within the road and 
rail-transport sectors that may significantly 
impact the industry’s ability to provide this 
logistics infrastructure.

China’s rail network has suffered from 
a dearth of investment over the past two 
decades. And whilst this is being addressed 
with impressive levels of intermodal hub 
investment, energy transport remains 
a serious issue, as witnessed last Spring 
Festival when bad weather brought the 
network to a standstill, forcing factories 
across the country to operate at night or in 
limited shifts as energy supplies backlogged 
at ports across the country.

Furthermore, many of the road haulage 
companies that the strategy is dependent 
upon are being hit by falling profit margins. 
“Really the major difficulties we face at the 
moment are falling profit margins. Fuel 
prices are rising, road tolls are going up, and 
staff recruitment is getting harder,” says Wen 
Weicai, chairman at Neda, a medium-sized 
express delivery and road haulage firm based 
in Guangdong.

Wen continues to explain how the 
situation has deteriorated over the past 
few years as the imposition of compulsory 
weight limits on trucks has been tightened, 
and rising incomes in the countryside have 
restricted the supply of labour into the 
transport sector. 

Hikes in fuel prices and road tolls have 
in recent years caused transport costs to 
increase by around 17% and quantification 
fees for overweight vehicles have caused 
transport costs to rise by a staggering 82%, 
collectively almost doubling road transport 
costs, according to figures from the China 
Federation of Logistics and Purchasing.

At the start of the year, when concerns 
first surfaced, Beijing’s approach was 
nonchalant. Few were seen to be ruffling 
their feathers over the issue as many saw 
the trend as nothing more than then the 
necessary shedding of dead wood as the 
country continued its progress up the 
value chain. Speaking earlier in the year, 
one senior member of the US-China Trade 
Council privately confided, “A lot of the 
factories you see closing are bottom end, 
low value, low margin manufacturers. These 
are the kind of companies that China sees 
as expendable in its quest for higher value 
exports and less price-sensitive industries.”

According to the figures, China’s exports 
to the US in the first six months totalled 
US$116.79bn, up 8.9% from the same 
period last year. The growth rate was 
nine percentage points lower than a year 
earlier. China’s processing trade industry 
saw its US exports stand at $70.68bn 
in the first half, up 5.7% over the same 
period last year. The growth rate was 3.2 
percentage points lower year on year. 
Exports of mechanical and electrical 

Now Beijing appears to be softening its 
approach, with high-level meetings being 
held to nurture the manufacturing sector 
back to good health. Emerging from the talks 
is a swath of potential measures designed to 
put trade back on track. Among those under 
discussion is a significant reduction in the 
rate of appreciation of the RMB, which may 
very likely emerge later in the year. Another 
suggested measure is the reintroduction 
of special export-tax rebates originally 

products, two of the country’s major 
exports to the United States, hit $71.9bn, 
up 8.6% over the same period last year. 
The growth rate declined 8.4 percentage 
points year on year. 

China’s export volume stood at 
$666.25bn in the first half of this year, 
representing an increase of 21.8% over 
the same period last year. In 2007, the 
total trade volume between China and 
the United States reached $300bn.     

designed to encourage foreign investment 
in manufacturing.

Whether these measures work remains to 
be seen. But manufacturers can undoubtedly 
take heart that the government is more 
receptive to their needs and keen to at 
least slow the widespread cull of low-end 
manufacturers – perhaps giving China’s 
manufacturing base time to regroup and 
adjust strategy to the changing market 
environment.     

❝Looking at the wider picture, one of the critical factors 
for China is whether it can make Go West work before the 
emergence of lower cost economies makes the exercise a 
moot point. In this respect, the strategy is heavily dependent 
upon the logistics sector’s ability to provide affordable links 
to coastal ports. However, there are numerous structural 
weaknesses within the road and rail transport sectors that 
may significantly impact the industry’s ability to provide this 
logistics infrastructure. ❞
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“Economies of scale” is the mantra for 
automobile manufacturers in India 
at the moment. You make up on the 

roundabouts what you lose on the swings 
is the strategy, or to put it more literally, 
you make up in volume what could be lost 
by marking up only a nominal profit slice on 
every unit sold. 

“The future challenges for the Indian 
automobile industry will be to develop a 
supply base with emphasis on lower costs and 
economies of scale; develop technical and 
human capabilities; overcome infrastructure 
bottlenecks; stimulate domestic demand, 
and exploit export and international business 
opportunities,” Commerce & Industry 
minister Kamal Nath said recently at the 
annual convention of the Society of Indian 
Automobile Manufacturers (SIAM).

India’s automotive sector 
gears up for growth

Current trends are hardly encouraging, 
with a slowdown in sales in recent months. 
July saw a drop in sales of 1.7%, the first 
time in two years that there has been a fall in 
demand for cars in the country.  

But most industry analysts feel despite 
the global monetary crisis, the market will 
bounce back, and do so very soon. Despite 
a sharp rise in interest rates, auto financing 
companies are working out creative ways to 
entice new customers, and new models are 

India produced 1.7m cars in fiscal 2007-08, a figure that 
powered it into the position of one of the top three carmakers in 
Asia and among the elite top ten in the world. Shirish Nadkarni 
reports from Mumbai on the expansion of the automotives 
sector, including the key goal to become an international hub 
for the production of small cars

❝Fluctuating commodity prices puts us in a flux when bidding 
for global contracts. If we quote a higher price — anticipating a 
certain amount of price hike in those commodities — we become 
uncompetitive.❞

Ashok Taneja, managing director, Shriram Piston and Rings

being rolled out to keep customer interest 
at a high. 

Companies like Toyota and Skoda are 
maintaining their growth targets of 60% and 
20% for fiscal 2008-09, and there is much 
faith in the market in the launch of a batch 
of key new models such as the Tata Nano, 
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Maruti A-Star, Toyota Corolla Altis, the new 
Honda City and the Hyundai i20. 

Plant capacities are being ramped up 
substantially, particularly for production 
of smaller vehicles. Maruti Suzuki plans to 
have capacity for one million cars by 2010; 
Hyundai is looking at production of 600,000 
cars in India by next year; Toyota is talking 
about producing 200,000 by the end of this 
year, and General Motors and Honda Siel 
are building new plants. Home-grown Tata 
Motors is also setting up a new plant for 
production of its Nano, which at US$2,500 is 
being touted as the world’s cheapest car.   

Technical edge 
R&D work is expanding too. Maruti Suzuki is 
scaling up its R&D for small car engines ahead 
of reported plans by parent company Suzuki 
to make the Indian subsidiary a key hub for its 
engineering work outside of Japan. The plan 
is that up to 90% of work on small engines 
(up to 1,200cc) will be carried out in India. 
The focus is on the new K-series engine, to 
be fitted in the A-Star model about to be 
launched in the country. Over the next three 
to five years, K-series engines will replace 
current engines in many Maruti models, 
including the next global model, the Splash, 
set to be launched in early 2009. 

General Motors is also launching some 
interesting new products in the market. 
With oil prices showing few signs of coming 
down to reasonable levels, the company is 
launching compressed natural gas (CNG) 
and liquefied auto petroleum gas (LPG) 
variants of the Chevrolet Spark and midsize 
sedan Aveo.

GM now has a second plant in India, 
at Talegaon, near Pune, with an installed 
capacity to produce 140,000 cars annually. 
The state-of-the-art, 300-acre facility will 
also accommodate GM’s first ever power 
train plant to make diesel and petrol engines. 
This will go on stream in the first quarter of 
2010, and play a major role in increasing local 
content in GM India-built vehicles from the 
present 40% to nearly 85%. 

With $300m invested in this project, and 
another $200m committed to the engine 
facility, GM’s total investment in India over the 
past five years has touched $1bn. Combined 
production capacity at Halol and Talegaon 
now stands at 225,000 units. GM expects 
to double its market share in the country to 
8% in the next two to three years. It is also 
planning to export vehicles from India and 

is lining up dealerships in neighbouring 
countries such as Sri Lanka, Bangladesh and 
Bhutan. 

The luxury market
Betting big on the growth expected in 
the luxury car segment in the country, 
Mercedes-Benz is evaluating the possibility 
of launching its sub-compact `A’ Class car 
available in global markets as a three- or 
five-door hatchback. Also chasing the 
Indian luxury car market is Czech auto-

Automobile Production Trends Number of 
Vehicles

Category 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08

Passenger Vehicles 723,330 989,560 1,209,876 1,309,300 1,545,223 1,762,131

Commercial Vehicles 203,697 275,040 353,703 391,083 519,982 545,176

Three Wheelers 276,719 356,223 374,445 434,423 556,126 500,592

Two Wheelers 5,076,221 5,622,741 6,529,829 7,608,697 8,466,666 8,026,049

Grand Total 6,279,967 7,243,564 8,467,853 9,743,503 11,087,997 10,833,948

Automobile Exports Trends Number of 
Vehicles

Category 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08

Passenger Vehicles 72,005 129,291 166,402 175,572 198,452 218,418

Commercial Vehicles 12,255 17,432 29,940 40,600 49,537 58,999

Three Wheelers 43,366 68,144 66,795 76,881 143,896 141,235

Two Wheelers 179,682 265,052 366,407 513,169 619,644 819,847

Grand Total 307,308 479,919 629,544 806,222 1,011,529 1,238,499

India automobile production

India vehicle sales, market share

India automobile exports

Source: Society of India Automobile Manufacturers (SIAM)

maker Skoda, which plans to launch a 
sporty version of its Fabia hatchback. The 
company says this will be a super-sedan and 
a completely new model that will replace the 
Octavia at the upper end of the C-segment 
over the next two years.

Meanwhile, the i20 sub-compact, the 
second car from the stable of Hyundai Motor 
India for the global market, will make its debut 
at the Paris Motor Show and be launched in 
Europe at the end of the year. Designed by 
the Korean carmaker’s European Design 

Passenger Vehicles
16.04%

Commercial Vehicles
5.05%

Two Wheelers
75.13%

Three Wheelers
3.78%
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Input costs hit 
auto parts export 

growth rate
The strength of the Indian rupee versus 
the US dollar and a sharp rise in input costs 
have been hitting India’s automobile parts 
export sector hard. 

Figures from the Auto Component 
Manufacturers Association (ACMA) show 
exports in 2007/08 totalled Rs130.38bn, 
representing growth of only 3% over the 
previous year, when a growth rate of 16% 
was achieved. 

“Our exports have been flat in the first 
half of calendar 2008, and we expect it to 
remain at the same level for the rest of the 
year,” said Santosh Singh, chief financial 
officer with auto parts exporter Amtek Auto. 
“Steel prices rose 40% at domestic level, 
while the increase in international markets 
has not been as high. We’re finding it tough 
to renegotiate contracts at a higher price 
with global companies.”

Pre-tax profits of Indian auto parts 
makers fell 19% to Rs2.85bn in the quarter 
ended June 2008, from Rs3.51bn for the 
corresponding quarter in the previous 
fiscal, according to a study by credit rating 
agency ICRA. Only five of the 33 companies 
studied saw their pre-tax profit rise during 
this period.  “Fluctuating commodity prices 
puts us in a flux when bidding for global 
contracts,” said Ashok Taneja, managing 
director of Shriram Piston and Rings. “If we 
quote a higher price, anticipating a certain 
amount of price hike in those commodities, 
we become uncompetitive.”

Competition from China isn’t helping. 
Indian car and two-wheeler manufacturers 
are importing more made-in-China auto 
components, with some setting up 
purchasing offices in the neighbouring 
country. 

Auto makers say the landed price of 
Chinese parts is often cheaper than the raw 
material costs of the same components in 
India. “Chinese auto parts work out to about 
30% cheaper than Indian components. 
Even after adding ocean freight and import 
duties, they still work out cheaper,” said 
Pawan Goenka, president of the automotive 
division of Mahindra & Mahindra.     

Centre in Germany, the i20 will be made 
exclusively at Hyundai’s plant in Chennai.

Market challenges
With large expansions in capacity, carmakers 
already in a very competitive environment 
are facing even further competition in the 
fight for market share in an emerging market 
situation. 

Competitive pricing is currently at the 
core of the task of attracting customers 
in challenging times. With the cost of raw 
materials on the rise, and demand on the 
decline, manufacturers have been working 
out ways to cut costs in order to protect 
profits.  

Maruti Suzuki, for instance, has cut down 
on the use of platinum and rhodium, metals 
used in exhaust components, by switching 
to palladium. The company had to change 
the tuning specifications of engines, and 
obtain fresh certification to do this, but says 
the move has delivered cost savings of up to 
20% in manufacturing the components, since 
platinum prices have soared 23% in the past 
year, compared with a dip of 5% in the price 
of palladium.

Tata Motors, meanwhile, has undertaken 
energy conservation measures it says are 
yielding savings in production costs. India’s 
largest indigenous carmaker (after Maruti 
became a subsidiary of Suzuki) has started 
using energy-efficient pumps and blowers; 
LED lamps, and natural draft-cooling 
towers. 

Among the challenges facing automobile 
manufacturers are some that are quite unique 
to India, and Tata Motors has been facing one 
such challenge recently. 

The company’s Singur plant, located 
about 40km from Kolkata, has been shut 

since August 29, and there is the possibility 
that it will never reopen. 

The Tatas signed an agreement with the 
West Bengal government in May 2006, and 
took the state government’s assistance in 
acquiring the land needed to house the main 
plant and ancillary industries. But members 
of the militant opposition party Trinamool 
Congress, and its firebrand chief, Mamata 
Banerjee, barricaded the plant in the last 
week of August, demanding the return to 
farmers of nearly half the 993 acres on which 
it is built, claiming the land had been forcibly 
acquired from unwilling farmers.

Work in the $325m plant, which is to 
produce the new Nano, has halted. Plans to 
produce the car from another Tata facility at 
Pantnagar in Uttarakhand state also appear 
to be in jeopardy, with a group of farmers in 
that area launching a protest similar to the 
one in Singur. 

The country’s automotive industry 
and indeed other industries are watching 
the situation closely. West Bengal and 
Uttarakhand, like Kerala, are Left-ruled states 
that have been attempting a more capitalist 
approach, and the result of the dispute 
with the car maker will help determine how 
successful they are in attracting investment 
in the future.     

❝Competitive pricing is 
at the core of strategies 
to attract customers 
in difficult times. With 
rising raw material costs 
and slowing demand, 
producers are working out 
ways to cut costs. Maruti 
Suzuki has cut down on 
the use of platinum and 
rhodium, metals used in 
exhaust components, by 
switching to palladium. 
According to the company, 
this has resulted in cost 
savings of up to 20% in 
the manufacturing of the 
components.❞
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2000 2001 2002 2003 2004 2005 2006 2007 2008E 2009E 2010E
集装箱运费$/TEU（未加权） 1,236 1,135 1,032 1,181 1,244 1,302 1,280 1,308 1,409 1,318 1,361
集装箱运费增幅(%) 1.9 -8.2 -9.0 14.5 5.3 4.6 -1.7 2.2 7.7 -6.4 3.2
亚洲至境外运费$/TEU 1,817 1,544 1,340 1,661 1,821 1,822 1,610 1,743 1,771 1,585 1,723
亚洲至境外运费增幅 2.1 -15.0 -13.2 24.0 9.7 0.0 -11.6 8.3 1.6 -10.5 8.7
3500标箱船只明细 %变化 17.0 -24.0 -27.3 79.8 38.8 7.9 -31.1 13.0 -10.0 -10.0 5.0
收入/TEU $ 仅供参考（核心篮子） 1,146 1,031 960 1,135 1,237 1,303 1,225
成本/TEU $ 仅供参考（核心篮子） 1,077 1,006 934 987 1,025 1,085 1,157
鹿特丹燃油费$/tn 380 CST 138 117 134 153 155 234 293 346 610 500 450
鹿特丹燃油费 %变动 48% -15% 14% 14% 2% 51% 25% 18% 76% -18% -10%
集装箱需求/TEU舱位变动(%) 12.7 -0.2 11.2 16.9 14.5 9.7 9.7 11.9 8.0 8.5 9.3
全球GDP增长率预测(%) 4.7 1.5 1.8 2.0 3.8 3.4 3.9 3.9 3.0 2.6
集装箱与GDP增长之比 2.7 -0.1 6.2 5.8 3.8 2.9 2.5 3.1 2.7 3.3
报废集装箱占TEU %，船队估计 0.3 0.6 1.1 0.4 0.1 0.0 0.2 0.2 0.4 0.4 0.4
TEU存量FCC Fleet Clarksons 千TEU 4,847 5,432 6,004 6,538 7,178 8,117 9,458 10,758 12,433 14,123 15,988
完全格导式超上限增长率不包括报废(%) 9.7 12.1 10.5 8.9 9.8 13.1 16.5 13.7 15.6 13.6 13.2

Asia Europe on similar panic course as 2001; 
July rates broke through lows of 2006

亚欧正经历与2001年类似的恐慌过程；
7月运费跌穿了2006年的低值
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职位等级 欧洲 亚洲 美洲

工资（欧元） 去年增长率 工资（欧元） 去年增长率 工资（欧元） 去年增长率

新手 28,372 5.8% 7,430 4.3% 27,122 5.3%

非管理人员 42,951 7.7% 22,374 6.8% 47,119 5.8%

管理人员 71,770 6.7% 34,560 9.6% 65,864 5.9%

董事/副总裁 137,610 9.4% 98,104 10.0% 128,784 7.2%

平均 68,041 7.1% 32,844 8.6% 66,878 7.3%

Pay satisfaction according to position level
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新手 非管理层 管理层

职位等级

排名 欧洲 亚洲 美洲

1 养老金计划 
(57%)

可变现金分红 
(64%)

费用报销 
(64%)

2 可变现金分红 
(50%)

医疗福利 
(63%)

养老金计划 
 (64%)

3 公司汽车 
(49%)

保险 (55%) 可变现金分红 
(58%)

4 公司电话  
(43%)

费用报销 
 (55%)

股票或期权
(58%)

5 费用报销 
(42%)

交通津贴 
(51%)

医疗福利 
(56%)

职位等级 荷兰 比利时 德国 新加坡 印度

工资(欧元) 去年增长率 工资(欧元) 去年增长率 工资(欧元) 去年增长率 工资(欧元) 去年增长率 工资(欧元) 去年增长率

新手 32,723 3.5% 24,567 1.1% 40,667 2.7% 12,834 1.4% 3,100 3.0%

非管理人员 43,775 8.1% 40,053 5.8% 48,516 9.7% 26,092 6.5% 3,985 13.0%

管理人员 72,949 6.9% 69,691 5.8% 86,823 6.1% 41,603 8.2% 24,545 13.2%

董事/副总裁 118,124 9.1% 113,609 4.3% 137,010 8.9% 106,597 8.7% 77,149 8.7%

平均 65,817 7.4% 58,873 5.5% 80,315 7.7% 38,621 7.5% 24,632 14.1%

每个职位的平均工作时间

新手 41.0

非管理人员 42.5

管理层 46.5

董事/副总裁 51.0
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35地区焦点 — 中国

中国消费物价指数所有数据都是同比百分比变动

来源：中国国家统计局

 Aug Jul Jun May Apr Mar Feb Jan 

CPI 4.9 6.3 7.1 7.7 8.5 8.3 8.7 7.1 

CPI(Year-to-date) 7.3 7.7 7.9 8.1 8.2 8.0 7.9 7.1 

Urban CPI 4.7 6.1 6.8 7.3 8.1 8.0 8.5 6.8 

Rural CPI 5.4 6.8 7.8 8.5 9.3 9.0 9.2 7.7 

Food 10.3 14.4 17.3 19.9 22.1 21.4 23.3 18.2 

Tobacco & Alcohol 3.3 3.1 3.1 2.8 2.6 2.5 2.4 2.1 

Clothing -1.1 -1.4 -1.5 -1.5 -1.4 -1.2 -1.4 -1.9 

Durable consumer goods 3.2 1.5 1.3 1.3 1.3 1.2 0.8 0.7 

Health care 2.9 3.1 3.1 3.3 3.6 3.7 3.2 3.2 

Transportation & 
Communication 

-0.2 -0.3 -1.1 -1.6 -1.7 -1.7 -1.4 -1.1 

Recreation & Education -0.8 -0.9 -1.0 -1.2 -0.7 -0.7 -0.9 -0.3 

Housing 7.1 7.7 7.7 7.1 6.8 7.0 6.6 6.1 

Non-food 2.1 2.1 1.9 1.7 1.8 1.8 1.6 1.5 
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Health care 2.9 3.1 3.1 3.3 3.6 3.7 3.2 3.2 

Transportation & 
Communication 

-0.2 -0.3 -1.1 -1.6 -1.7 -1.7 -1.4 -1.1 

Recreation & Education -0.8 -0.9 -1.0 -1.2 -0.7 -0.7 -0.9 -0.3 

Housing 7.1 7.7 7.7 7.1 6.8 7.0 6.6 6.1 

Non-food 2.1 2.1 1.9 1.7 1.8 1.8 1.6 1.5 

 

食品

烟酒

服装

耐用消费品

保健

运输通讯

娱乐教育

住房

非食品

消费物价指数

消费物价指数（今年至今）

城市消费物价指数

农村消费物价指数
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36 地区焦点 — 中国

商品描述 量 变化%*

电力机械和设备 76.7 18.2

发电设备 64.0 2.9

玩具游戏类产品 26.1 25.1

服装 24.0 20.7

家具 20.4 5.2

鞋袜及其部件 14.1 1.8

钢铁 11.9 12.6

塑料及塑料产品 8.3 10.6

皮革和旅行商品 7.2 5.8

除铁路以外的交通工具 6.1 18.6
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Lee gives many interesting examples 
to support his definitions of each ‘A’- 
Agility, Adaptability, and Alignment, 

but while quite descriptive, there remain 

The Triple-A 
Supply Chain 
revisited

By Dr John Gattorna, 
author and supply 

chain thought leader1Hau Lee’s highly acclaimed seminal article2 on “The 
Triple-A Supply Chain” has now been out in the domain 
for four years, during which time our understanding of 
how supply chains work has increased exponentially. So 
high time we re-visited the ideas in that article and added 
some refinements

some lingering questions in readers’ mind 
about exactly what is going on under the 
surface. Indeed, he admits as much in the 
last paragraph of the article when he muses 

that, “…what they (firms) need is a fresh 
attitude and a culture to get their supply 
chains to deliver triple–A performance”3. He 
is right of course, and in this extension to 
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my broader concept depicted in Figure 1.
To ‘align’ with the four main behavioural 

segments there are four types of supply chain 
configurations: Continuous Replenishment, 
Lean, Agile, and Fully Flexible. 

1. Agile and Lean
For those customers who genuinely seek 
lowest cost product (and fulfillment), Lean 
is the solution for them. By definition we are 
generally dealing with a relatively predictable 
market environment; a risk-averse customer 
with a transactional mindset, so there is a 

lot of emphasis on making and fulfilling to 
forecast; creating scale; and using process 
improvement techniques such as Six Sigma 
to lower cost. 

Cost-efficiency is the dominant value 
shared by both customers and the supplying 
organisation in this environment. More 
importantly, the underpinning sub-culture 
essential to successfully execute a low-cost 
solution for the customer is one which 
demands removal of all waste; involves 
routine processes, backed up by a ‘cost-
controller’ leadership mentality. But the more 

you cut cost, the more brittle the supply chain 
becomes, and the less its ability to respond 
rapidly to sudden changes in demand. 
Fortunately, there is likely to always be a 
sizable segment of customer-markets that 
demand a consistent low-cost response.

On the other hand, for those customers 
(it can be the same cost-driven customers 
in a different situation) with values that are 
dominated by a requirement for speed; 
taking risk; who place low importance on 
relationships, and are time-sensitive, we 
need something very different — an ‘Agile‘ 
response. I largely agree with Lee’s definition6 
of ‘Agile’ and the six rules of thumb to develop 
this property, although it is difficult to see 
how collaborative relationships can be 
developed with this category of customer, 
as they come and go on an ad hoc basis 
and there is no loyalty. However, there is a 
better chance of collaborating with suppliers 
because in that particular situation, you are 
the customer!

User Markets
“User 

Segmentation”

The identified 
dominant buying 
behaviours in the 
user/consumer base

Strategy
“Value 

propositions”

The portfolio of 
different service 
strategies designed to 
respond to identified 
buying behaviours

Cultural 
Capability

“Internal 
Capabilities”

The distinctly different 
sub-cultures required 
to underpin the 
corresponding value 
propositions

Leadership 
Styles

“Shape & 
create”

The different 
leadership styles that 
are required to shape 
the corresponding 
sub-cultures

Supply-side supply chains are the mirror image of demand-side supply chain depicted here
Figure 1: Multiple Supply Chain Management

Value
Propositions

Sub-
Culture

Leadership

Value
Propositions

Sub-
Culture

Leadership

Value
Propositions

Sub-
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Leadership

Value
Propositions

Sub-
Culture

Leadership

Needs Needs Needs Needs

❝It’s all about 
keeping your eye on 
the marketplace and 
the customers within. 
Amazingly, and contrary 
to popular opinion, if you 
do that, things seem to 
move slowly and you 
rarely get caught out. Try 
watching grass grow – it’s 
quite slow. But take your 
eye off the back lawn and 
go away for the weekend, 
and look at the grass 
when you return!❞

Lee’s article I will endeavour to introduce that 
added ingredient — the cultural perspective. 
Without it I’m afraid the story remains purely 
descriptive and lacks explanatory power.

By better understanding what is going 
on inside the human dimension of supply 
chains, it becomes possible to move to a 
more predictive level. In other words, if 
you know what sub-cultures are in place 
and underpinning various supply chain 
strategies, you will be able to predict what 
the likely outcome is in terms of execution. 
Unfortunately, in my experience, over 40% 
of strategies written into business plans 
fail to be implemented, and it’s all due to 
a ‘misalignment’ between those strategies 
and the ‘values’ of the people inside the 
organisation, and the partner organisations 
in the chain.

Lee posits4  that  “… only those companies 
that build agile, adaptable, and aligned 
supply chains get ahead of the competition”.  I 
agree with him. But I think we need to explore 
and refine his definitions of these three ‘As’.

Re-defining the three key properties 
Agility is becoming increasingly critical in 
today’s volatile markets. But you pay a price 
for it. You can’t be agile and cost-efficient 
co-incidentally – something has to give.  
In truth, you will find customers in your 
markets that want one or the other or at 
times, both. If the latter, you have to try and 
understand which they want more. To give 
an agile response at lowest cost-to-serve 
is in effect rewarding customers behaving 
badly.

I developed the concept of  ‘supply chain 
alignment,’ which approaches this problem 
of supply chain design and operation from 
the customer’s dominant buying behaviour 
perspective5. By segmenting markets for a 
wide range of product/service categories 
I observed patterns which can be used to 
reverse-engineer the equivalent supply chain 
configurations. 

Specifically, I seldom found more than 
three or four dominant buying behaviours 
present in any market, which means that a 
small number of supply chain types is capable 
of covering up to 80% of the market, no 
more, no less. And although customers had 
a preferred way of working (based on their 
values), situations sometimes arise that cause 
them to change this preferred behaviour (but 
not their values) for short periods, which then 
require different supply chain solutions. See 
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Lee also provides examples7 of major 
unpredictable and unplannable disruptions 
that have occurred — 9/11; SARS; and natural 
disasters in general. Here I think we are 
dealing with a special case of ‘Super-agility’ 
which requires an additional category of 
market segment and corresponding supply 
chain configuration. In my work in this area, 
I have discovered what 
I have described as the 
Fully Flexible supply 
chain. It has two variants: 
‘Business Event’, and 
‘Emergency Response/ 
Humanitarian’ supply 
chains. There is not 
enough space to go into 
the detail of these two 
variants, so I refer the 
reader to my book for further information 
on this topic8.

2. Adaptability (or is it Flexibility)
This is the term I am having difficulty with 
in Lee’s nomenclature. If there are structural 
shifts in a marketplace, which in turn are likely 
to drive the re-shaping of the behavioural 
segment mix for a particular product/service 
category, then you simply engage a different 
supply chain configuration. 

For example, if a loyal customer is being 
served by the Continuous Replenishment 
supply chain, and that customer, for whatever 
reason, shifts across to say the low-cost/
efficiency segment, you simply recognise 
that fact and ‘engage’ the Lean supply chain 
lever. 

Or if a customer in the low-cost/efficiency 
segment has a major disruption occur (as in 
the case of Nokia and Ericsson quoted by 
Lee9) then the customer effectively moves to 
the Innovative Solutions type of behavioural 
segment and we engage the Fully Flexible 
supply chain configuration. Indeed, whether 
you call it ‘Adaptability’ or ‘Flexibility’, what in 
essence you have to do is shift gears from one 
type of supply chain configuration to another, 
fast. This requires some smart organisation 
design, but it’s already being done by some 
smart organisations.

This is a key discussion point because 
the word ‘Flexibility’ gets bandied around a 
lot in the supply chain vernacular, and you 
have to ask yourself what it really mean in 
practice. In my view, what it does not mean 
is to bend and squeeze your current ‘One-
size-fits-all’ supply chain configuration to fit 

every customer demand coming your way, 
that creates hundreds, perhaps thousands, 
of exceptions, which in turn drive costs up, 
just when you are trying to get your cost-to-
serve down.

What it means in an operational sense 
is to have your business ‘hard-wired’ with 
three, perhaps four, different supply chain 

configurations as depicted in Figure 1, and 
simply engage the customers with the 
particular configuration most appropriate to 
their  buying behaviour (or mindset) at that 
time. This is the very essence of  ‘dynamic 
Alignment’10, something we have been 
seeking to understand and explain in the 
marketing arena for a long time.

To be fair, Lee gets close when he remarks 
that  “…smart companies tailor supply chains 
to the nature of markets and products11 ”. 
However I disagree with his observation that 
“They usually end up with more than one 
supply chain, which can be expensive12… ”. 

Indeed, quite to the contrary. If we 
are able to eliminate over-servicing in 
Lean and Agile type supply chains, and  
recognise under-servicing in Continuous 
Replenishment supply chains, and be paid 
the appropriate prices in each case, margins 
overall will improve significantly. We found as 
much at DHL Taiwan13.

The examples that Lee mentions, where 
companies develop different supply chain 
strategies around their different brands, is 
valid, and quite consistent with my view 
that you use only the appropriate supply 
chain configuration in each market/customer 
situation.

In the end, it’s all about keeping your eye 
on the marketplace and 
the customers within. 
Amazingly, and contrary 
to popular opinion, if 
you do that, things seem 
to move slowly and you 
rarely get caught out. 
Try watching grass grow 
— it’s quite slow. But 
take your eye off the 
back lawn and go away 

for the weekend, and look at the grass when 
you return!

3.  Alignment:
In my vernacular, this is the over-arching 
organising principle that needs to be used 
to drive business success, i.e., to align 
your strategies,  internal sub-cultures, and 
leadership styles, with the customers and 
suppliers in the marketplace. It is the only 
way to achieve sustained operational and 
therefore bottom-line performance.

Under this broader definition of ‘Alignment’, 
indeed, ‘dynamic Alignment’, ‘Agility’ and 
‘Adaptability’ as used by Lee in his article are 
constituent components, and at a different 
level in the hierarchy. This differentiation is 
depicted in Figure 2. Indeed, taken together, 
the latter two properties provide the dynamism 
in ‘dynamic’ Alignment, which explains a lot in 
the context of how supply chains must actually 
work in the real world.

❝It took three years to achieve full alignment in 
an organisation of 10,000 people. You can change 
the strategies on a Saturday afternoon, but it takes 
much longer to get the required sub-cultures in place 
and in a fit state to propel these strategies into your 
target market.❞



November/December 2008 Supply Chain Asia

infrastructure update 41supply chain – strateGy

My concept of ‘dynamic Alignment’ 
therefore goes well beyond the narrower 
interpretation by Lee where he focuses mainly 
on aligning the ‘interests’ of all firms in their 
supply chain. I agree with that, but first we have 
to align the internal resources of the firm to have 
any chance of delivering high-performance 

on a consistent basis. And when it comes to 
aligning with customers downstream in the 
chain, we need different value propositions to 
address the range of buying behaviours evident 
in the target market.

In truth, the missing link in Lee’s article 
is a comprehensive explanation of how the 
internal culture of the firm plays such a pivotal 
role in executing these value propositions. 
That’s really why so many of the firms he 
quotes in his article have been successful 
— cultural considerations are at the root of 
their success, but we only see the tangible 
results that emerge as the end result. Financial 
success is only a lagging indicator after all.

So let’s step into where all these ‘forces of 
darkness’ live and operate. My research and 
experience indicates there are at least eleven 
levers to pull in order to shape a particular 
sub-culture, all of which are well known in 
their own right — no mysteries there. 

However, the ‘secret sauce’ is in knowing 
which ones to pull, and in what sequence. 
And of course you need some point-of-
reference to guide you in this process — 
the structure of the marketplace, and the 
mix of the dominant buying behaviours 

present there. For best results the internal 
structure has to be a mirror image of the 
external structure. That is what ‘alignment’ is 
ultimately all about!  

The eleven levers are as follows: 
organisation design; positioning of individual 
people within the structure; processes; IT; 

internal communication styles; KPIs and 
corresponding incentives; training and 
development; role modelling; recruitment, 
and the influence of leadership style14.

All of these components are well known 
in their own right, but the potentially different 
recipes seem to be understood by very few. 
That is why we have seen very few successful 
business transformations over the last few 
decades. 

The problem is that re-configuring 
the prevailing corporate culture in an 
organisation into say three, possibly four 
sub-cultures so as to underpin the newly 
configured supply chains, takes time. To give 
you some idea, it took three years to achieve 
full alignment in an organisation of 10,000 
people. You can change the strategies on a 

1 Dr John Gattorna is an acknowledged ‘Thought Leader’ in the global supply chain space, author, and strategic advisor to major multi-national 
corporations.

2 Hau L. Lee, “The Triple-A Supply Chain”, Harvard Business Review, October 2004, pps.102-112.
3 ibid. p.112.
4 ibid. p.105.
5 Details of this emerging concept were first published in:  Gattorna, J.L. & Walters, D.W (1996), Managing the Supply Chain: a Strategic Perspective, 

MacMillan Press, London; and Gattorna, J.L (1998), Strategic Supply Chain Alignment, Gower Publishing, Aldershot.
6 Lee (2004), p.105.
7 ibid. p.106
8 See Ch. 8, Living Supply Chains (2006).
9 Lee (2004), p.106.
10 I coined the term ‘dynamic Alignment’ ( previously Strategic Alignment), in 2005, and published details of how it works in Gattorna (2006).
11 Lee (2004). p.108.
12 ibid.
13 DHL Taiwan was providing a largely fast express service to all customers. However, we discovered in field work that this type of singular focus was 

over-servicing some customers, and disaffecting other customers who simply wanted a reliable relationship-driven service.
14 See Ch. 3 in Gattorna (2006) for detailed descriptions of each of these cultural characteristics.

Saturday afternoon, but it takes much longer 
to get the required sub-cultures in place and 
in a fit state to propel these strategies into 
your target market. 

Indeed, it is no coincidence that the best 
performing enterprise supply chains in the 
last decade have come from firms which did 
not exist a generation ago. Hence, they were 
able to start with a clean sheet and design 
their supply chains from a zero-base, without 
legacy cultures to hinder progress. The old 
‘bricks and mortar’ companies have mostly 
struggled because of this very reason, and 
this reason alone.

Clearly, based on their respective records, 
companies like Zara (Spain), Li & Fung (Hong 
Kong), Adidas (Germany), JBS (Brazil), Dell 
(US), and 7-11 (Japan) have discovered  how 
to mix the secret sauce of culture. They 
know that in the end it is people and their 
leadership that matters most if the enterprise 
is to deliver ever-increasing operational and 
financial performance.       

❝Based on their 
respective records, 
companies like Zara 
(Spain), Li & Fung (Hong 
Kong), Adidas (Germany), 
JBS (Brazil), Dell (US), 
and 7-11 (Japan) have 
discovered how to mix 
the secret sauce of 
culture. They know that 
in the end it is people 
and their leadership 
that matters most if 
the enterprise is to 
deliver ever-increasing 
operational and financial 
performance.❞

Figure 2: Revised definitions for ‘Agility’, ‘Adaptability’ and ‘Dynamic Alignment’ 
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In our preceding articles, we talked through the first few principles 
by which you determine the fundamental requirements of your 
customers and, therefore, your supply chain, taking an holistic 

approach all across. 

The seven principles we have been looking at are as follow: 
1. Segment customers based on their service needs
2. Customise your logistics network
3. Drive operations from demand
4. Differentiate product closer to the customer
5. Source strategically
6. Develop a supply chain-wide technology strategy
7. Use supply chain spanning performance measures

In this article, we will present the final two principles through which 
it is all pulled together with the right enabling technologies and 
performance measures. 

Develop a supply chain-wide technology strategy
Imagine the suave and ever-elegant James Bond in his Saville Row 
tux at a function full of foreign diplomats, elegant ladies, and evil 
spies blithering on about how Q’s gadget research is the key to his 
series of bold and daring escapes. It’s about as likely as supply chain 
management becoming the hot topic of conversation at corporate 
dinner parties. Nonetheless it’s an issue that has started to take on a 
certain cachet within the business world in recent years, particularly 
as the barons of enterprise seek new ways to protect profits in a 
global economy.

Quite a few people have wondered why the whole supply chain 
concept has only become more popular recently. Given the supply 
chain is a must-have part for every organisation since day one, 

In the last of a series of features, veteran 
industry consultant Barry Elliott looks at the 
final two of seven key principles that underpin 
quality supply chain management  

Pulling it all together 
with The Seven 
Principles of Supply 
Chain Management

shouldn’t this ‘supply chain’ terminology have been around a long time 
ago?  Shouldn’t the things that we have recently discussed here — 
like the concept of customer segmentation or the practice of driving 
operations from demand — have been considered and implemented 
virtually since cavemen first started trading rocks?  

The answer is that while the supply chain ‘concept’ has been 
around for a long, long time, it had been almost impossible to 
implement in practice until recent years.  

Remember those two flows in a supply chain, one up and one 
down the chain, the product flow and the information flow?  It has 
been the rapid advancement of information technology that has both 
allowed and empowered firms to process the mass of information, 
manipulate the data, and transfer it promptly along the chain. 

Think about what the supply chain would look like without a clean, 

Supply Chain - Strategy42





Supply Chain - Strategy44

Supply Chain Asia November/December 2008

steady and dependable flow of information.  In the dark days of the 
past, there was data chaos — technology wasn’t able to fully support 
the supply chain and information was shared only within the supply 
chain segment which owned the data.  Sharing the information with 
outsiders, such as the customers or the suppliers, was too hard.  

Only a few things could be captured and managed with use of 
rudimentary databases that were periodically and manually updated. 
Technology mainly supported the automation of accounting processes.  
Systems that did exist were different across business units or even 
different within the same business unit.  Information was available but 
not structured, not ready to be used. Sales representatives needed to 
check with the organisation on product availability instead of knowing 
it from the system. The technology limitation placed huge constraints 
on supply chain management.

However, leading organisations have learned how to harness 
the new-found power of information technology to completely turn 
around the way those organisations both approach and manage their 
supply chains.  

Learning to share information through real-time data integration 
between supplier and customer systems has provided tremendous 
advantages, beginning twenty or so years ago with Electronic Data 
Interchange (EDI).  EDI reduced the cost of ordering, enabling an 
increase in ordering frequency without any punitive cost implications. 
This increase of ordering frequency results in smaller optimal order 
quantities, which results in reduced inventories and, therefore, 
investment.

Point of Sales (POS) data tracking enables continuous replenishment.  
This POS data tracking is just a small part of the fully integrated 
databases that are automatically updated in real time. End-to-end 
supply chain is enhanced by the integrated system of demand planning, 
transportation, production and materials requirements with scenario 
building, optimisation, and control of daily and weekly processes.

These activities account for only a small portion of how technology 
can improve supply chain management.  Sound too good to be true?  
We don’t think so.  A large number of companies have successfully 
utilised this technology the way we describe.

Wal-Mart, the world’s largest retailer is definitely one of those 
companies and the key to their success is a commitment to maximise 
the advantage of the information technology across its entire supply 
chain, oriented to enable the preceding five principles.

One of several key elements is that Wal-Mart gains leverage from 
its RetailLink system by allowing suppliers access to their forecasts and 
their actual sales from POS.  RetailLink is Wal-Mart’s Internet-based 
resource, updating suppliers about everything from invoice status, 
product sales per store, to the effects of markdowns and returns on 
inventory.  With the same system, suppliers can also download the 
purchase orders, upload invoices, and fill out a variety of forms using 
secure EDI technology.

Consider our description in the second article of this series, 
when we were discussing the concept of Postponement, of how Dell 
operates. Just reflect on the importance of the IT backbone in that 
process.

Use supply chain spanning performance measures
When we started out as engineers, we viewed Star Trek’s Mr. Spock 
as a demigod, eschewing our own view that the world could be an 
orderly place where people behaved in the most efficient and logical 
manner.  We thought that the technical side of things was most 
interesting as well as the most challenging.  But there came a point 
where we realised that finding the right answer, technically, was the 
easy part.  Getting people to want to do it the right way was the hard 
part, more like trying to “herd cats”.

The principles of supply chain management that we’ve been 
talking about offer managers a very obvious roadmap but it is hard 

Quite a few people have 
wondered why the whole supply 
chain concept has only become 
more popular recently. Given the 
supply chain is a must-have part 
for every organisation since day 
one, shouldn’t this ‘supply chain’ 
terminology have been around 
a long time ago?  Shouldn’t the 
things that we have recently 
discussed here — like the concept 
of customer segmentation or the 
practice of driving operations from 
demand — have been considered 
and implemented virtually since 
cavemen first started trading rocks?  
The answer is that while the supply 
chain ‘concept’ has been around 
for a long, long time, it had been 
almost impossible to implement in 
practice until recent years.
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to get people to do the right thing.  We’ve observed over the years 
as different supply chain movements have come and gone, like the 
current ECR efforts, that the answers are clear but to get people within 
functions and organisations to behave the way that you need them 
to is the missing link.

We’ve understood that an efficient supply chain is built on 
collaboration, so why don’t people and organisations collaborate 
more?  Like training cats, the only way to overcome this behaviour in 
people is often to offer them two types of incentives to do otherwise, 
financial and non-financial.  

Both are driven by placing values on certain behaviours and 
performances and we would like to think that our company’s 
performance measures would drive behaviours toward the results 
that we are seeking.

Unfortunately, fur often defeats logic, because managers in the 
past would entrench their own biases and focuses into their definition 
of what “performance” meant.  They never started from scratch and 
determined what would make the business perform best, particularly 
not in broad supply chain management terms.  It is often the case that 
the organisational structure makes a company difficult to manage 

because the firm’s organisational chart defines boundaries, spans of 
control, and responsibilities.

An example is the universal target of minimising inventory levels.  
Which inventory is it that we are seeking to minimise?  It should be the 
total system inventory, across the whole supply chain.  But, typically, 
organisation structures and business unit boundaries get in the way 
and we don’t even know what the total inventory is, let alone have 
the means to manage it.

As we have talked through the principles of supply chain 
management we have used the metaphor that Performance 
Measurement is the icing on the cake. Actually, it is more like the 
mortar that binds the building blocks. Without doing something to 
hold them together and to unite the efforts, you won’t get very close 
to the optimal solution.

Let us give you some specifics about the so-called “World Class” 
supply chains:
•	 Performance	measures	 span	 the	 internal	and	external	 supply	

chain, are operationally as well as strategically focused, and linked 
to customer needs satisfaction; they are developed from the 
customers’ viewpoints and reflect cash collection, not product 
delivery, as the end point. Total supply chain performance is 
optimised and monitored continuously. Completed order fill 
rates (not just average line item fill rates) and total order cycle or 
response time are measured.

•	 There	 is	 a	 full	 range	of	hard	 financial	 and	 soft	performance	
measures to ensure that customer needs are fully met. Delivery 
to customer requested delivery dates is measured as well as order 
ageing for back/late orders. Performance measures focus more on 
rewards or improvement opportunities within the supply chain and 
for customers.

•	 Joint	goal	setting	between	suppliers	and	customers	is	continuously	
reviewed for performance improvement opportunities. Customer 
needs are translated into integrated targets and goals across all 
units of the supply chain, reward systems are aligned to customer 
need satisfaction, cross-functional performance to achieve total 
process effectiveness is measured, and lost sales due to stock-outs 
or poor service are measured and reviewed.

•	 Supply	chain	contribution	to	customers’	financial	performance	is	
fully monitored and understood. EVA is measured across the supply 
chain and from the perspective of the customer.

•	 Continuously	updated	and	available	performance	 reports	 in	
flexible formats are designed for fully integrated supply chain 
analysis, company-wide bottom line impact is measured, 
performance reports enable real time, integrated adjustment of 
operations throughout the whole supply chain, and processes are 
benchmarked against global, cross-industry best in class.

Implementing leading edge supply chain management is 
challenging but rewarding for your bottom line. It requires a clear, 
logical battle plan that incorporates and integrates complex concepts 
such as Customer Segmentation, Performance Measurement and 
the enabler that is IT.  However, along the way, provision must be 
made to “herd the cats” so that your company may live long and 
prosper.     

Barry can be contacted at BJElliott@ABf1Consulting.com

One of several key elements is that 
Wal-Mart gains leverage from its RetailLink 
system by allowing suppliers access to 
their forecasts and their actual sales from 
POS.  RetailLink is Wal-Mart’s Internet-
based resource, updating suppliers 
about everything from invoice status, 
product sales per store, to the effects 
of markdowns and returns on inventory.  
With the same system, suppliers can also 
download the purchase orders, upload 
invoices, and fill out a variety of forms 
using secure EDI technology.
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When Australian prime minister 
Kevin Rudd announced a package 
of nearly A$20bn (US$15.5bn) 

to modernise the country’s supply chain 
infrastructure, a collective sigh of relief ran 
through the minds of the exporters that form 
the bedrock of the economy’s prosperity. 
The commodity boom fuelling the resource 
sector has enabled the Australian economy to 
defy the global economic downturn till now. 
However, supply chain bottlenecks — trains, 
wagons, tracks, ports, roads, loading and 
unloading equipment — have plagued the 
economy since the boom started more than 
five years ago. 

On a clear day, a casual observer flying 
north from Sydney to Brisbane can easily 
count up to 100 ships waiting at anchor 
outside the coal exporting port of Newcastle. 
Besides the obvious charter cost of up 
to $35,000 per day for each of the ships, 
the Hunter Valley coal-chain bottlenecks 
exacerbate the burden on exporters by 
reducing the number of ship days available 
for carriage (and hence increasing the charter 
rates worldwide), and by forcing some 
importers to divert their custom elsewhere. 
An industry commenter recently fumed that 
the prime minister’s package is “too little, 
too late”.

Two key problems
As the exports have surged to nearly double 
the volumes of pre-boom era, the key players 
in the commodities supply chains have done 
a wonderful job driving productivity through 
essentially a finite set of supply chain assets. 
But the boom has also highlighted two key 
problems – asset quality, and supply chain 
planning. As an example of the impact 
of asset quality on supply chains, coal 
supply chains still contend with decades-
old dilapidated smallish wagons that have 
been long made redundant in rest of the 
developed world.  

A massive investment 
package to overhaul 
Australia’s supply chain 
infrastructure is considered by 
some to be too little too late, 
and infrastructure is only part 
of the problem. Vivek Sood, 
CEO of the Global Supply 
Chain Group, looks at the 
state of supply chains in the 
country

Resource boom highlights 
acute need for supply chain 
revolution down under

Export volumes
Average growth

Export values
Share of total(a)

1990s 2000-2007 2000 2007
Total exports 8.0 2.4
Resources 7.9 2.6 36.3 46.5
– Coal and metal ores & minerals 4.9 5.4 16.2 26.7
– Other resources 9.1 -0.7 20.1 19.9
Services 8.7 3.0 24.0 22.5
– Education(b) 14.6 12.9 2.9 5.9
– Tourism(b) 9.5 -0.4 7.2 5.4
– Other 7.3 1.5 13.9 11.3
Manufactures(c) 12.0 3.2 17.3 13.9
Rural 7.1 -2.5 18.5 11.1

Australian exports

(a) The components do not sum to 100 since the heterogeneous ‘other goods’ balance of payments category is not shown.
(b) Education and tourism services deflated by the headline CPI.
(c) Excludes pharmaceutical exports due to the large degree of re-exporting activity in this category.

The reactive approach of disparate 
players in the supply chain highlights the 
almost non-existent end-to-end supply chain 
planning in most of the resources sector 
in Australia. While the large players have 
put some sort of supply chain structure in 
place, it has remained a hollow structure in 
most places. Skill shortages in the supply 
chain arena have exacerbated the problem. 
Another reason might be that intuitively the 
practitioners in commodities industry feel 
that they could be at the most volatile end of 
the bull-whip effect in the global consumer 
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Country  LPI  Customs  Infrastructure  International shipments  Logistics competence  Tracking & tracing  Domestic logistics costs  Timeliness

Japan 4.02 3.79 4.11 3.77 4.12 4.08 2.02 4.34

Hong Kong, China 4.00 3.84 4.06 3.78 3.99 4.06 2.66 4.33

United States 3.84 3.52 4.07 3.58 3.85 4.01 2.20 4.11

Australia 3.79 3.58 3.65 3.72 3.76 3.97 2.80 4.10

China 3.32 2.99 3.20 3.31 3.40 3.37 2.97 3.68

Source: World Bank LPI 

Australia, logistics performance comparison

supply chains which they cannot adequately 
model.

The lack of end-to-end supply chain 
planning is nowhere more apparent than in 
the wheat and other grains supply chains. As 
the monopoly of the Australian Wheat Board 
(AWB) is being dismantled by successive 
regulations, for the first time in its history, 
wheat exporters have to contend with 
competitive pressures within the country – 
both on the buy and sell side. 

Supply chains are still being formed and 
reformed. New alliances, new supply chain 
methodologies, new ideas, and new assets 
are being discussed and discarded daily. 
However, unless the zeal of the regulatory 
reform extends all the way to the bulk 
handling facility owners who now operate as 
de-facto regional monopolies, the benefits of 
deregulation will be only partially delivered. 

At the same time AWB has just completed 
the immensely complex task of simplifying 
its ownership structure to better control 
its supply chain and future destiny. This 
constitutional reform in AWB will play out 
in the agri-business supply chains around 
the world in many different ways over the 
coming decades. 

The shining light on the Australian supply 
chain landscape is the highly acclaimed 
“Project Refresh” completed by the retail 
giant Woolworth over the past several years. 
With diligence and grit, and with judicious 
use of homegrown and off-the-shelf IT tools, 
Woolworths has created the supply chain 
poster child of the country — leaving its 
competitors, Coles in particular, in the dust. 

While some of the other retailers 
and FMCG players in Australia are still 
scrambling to get their first real supply chain 
transformations off the ground, Woolworth is 
setting the bar even higher with yet another 
supply chain project with an even more 

ambitious goal. The intense cost pressure, 
the credit crunch and associated economic 
uncertainty is forcing many more companies 
to follow suit. As per one estimate, only 15% 
of companies have already completed similar 
supply chain transformation projects, while 
40% are currently carrying out major supply 
chain transformation projects, with varying 
degrees of success, and another 25% are 
contemplating starting such projects. 

No doubt, the twin forces of globalisation 
and competition have unleashed a powerful 
drive towards transforming the end-to-end 
supply chains. However, even the meaning of 
that phrase – ‘end-to-end’ – remains unclear, 
even among people charged with that 
transformation. For example, procurement 
and supply chains are frequently confused, 
as are logistics and supply chains. Whether 
manufacturing is or isn’t part of the end-to-
end supply chains, there are as many working 
models, as there are practitioners. 

Logistics outsourcing
One debate which has finally been settled 
is on logistics outsourcing. There is no 
doubt that the trend towards more and 
more logistics outsourcing is here to stay in 
Australia. Outsourcing companies are finding 
newer ways to add more value to their clients’ 
businesses and to take over more chunks of 
non-core supply chain related tasks. 

Another key driver towards the trend to 
outsource is the emergent pre-eminence of 
private equity players. With private equity’s 
intensely commercial focus and deal-making 
mindset, outsourcing is generally seen as a 
good solution to a number of operational 
problems.  

On the one hand we are starting to 
see outsourcing of tasks well beyond the 
traditional favourites, such as transportation 
and warehousing. Current discussions 
envisage outsourcing of even operational 
and tactical planning and supply chain 
control. On the other hand, this is leading to 
the emergence of large integrated-logistics 
service providers and small specialist niche 
players at the same time. 

As innovation gathers pace, and logistics 
service providers find more and better 
ways of building and keeping trust with 
their clients, we expect this trend towards 
outsourcing to continue over the next 
decade. The corporations stand to gain a 
lot by instituting demonstrable world-class 
logistics outsourcing governance practices. 
Logistics service providers stand to gain even 
more if the governance models are verifiable, 
objective and real-time. The future emphasis 
will be on emerging logistics outsourcing 
governance models – to better create, co-
ordinate, collaborate and control logistics 
outsourcing arrangements.

At the same time, the national logistics 
scene in Australia is undergoing massive 

The shining light on 
the Australian supply chain 
landscape is the highly 
acclaimed “Project Refresh” 
completed by the retail giant 
Woolworth over the past 
several years. With diligence 
and grit, and with judicious 
use of homegrown and off-
the-shelf IT tools, Woolworths 
has created the supply chain 
poster child of the country — 
leaving its competitors, Coles 
in particular, in the dust.
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change. Toll’s efforts to position itself as 
an integrated logistics service provider 
and Australia’s gateway to Asia are finally 
bearing fruit. With the successful acquisition 
of Baltrans, Toll has built an outstanding 
position in both Asia, and in the international 
freight management business. 

For Toll, however, acting as a one customer-
facing company, real-time integrated response 
on customer freight problems can still be best 
described as work-in-progress. Some customers 
are also growing wary of increasing market 
power of the large logistics players, and trying 
to create effective competition by boosting 
smaller players. 

Private equity companies have also 
spotted and funded niche openings in the 
logistics arena with mostly successful results. 
This cherry picking by niche players is also 
expected to grow over the next few years. 
Whether any of them will grow large enough 
to be part of an effective oligopoly remains 
to be seen. 

Skills shortage
One of the biggest problems facing the 
Australian supply chain field is the skills 
shortage. Traditionally, rigorous university 
education has lagged behind in logistics 
and supply chain. 

The typical career path traverses through 
a warehouse or a transportation company. 
Along the way some skills are acquired via 
experience, while other more superficial 
skills are picked up via milieu. However, in 
the forefront of global competition, faced 
with massive supply chain transformations, 
these have frequently fallen short, mostly 
at critical junctures. 

The gap between theory and practice 
is still very wide. The brain drain of some of 
the best and brightest who choose to work 
overseas is contributing to the problem. The 
resource boom has boosted demand for skills, 
further exacerbating the skills shortage. So 
along with ideas and technologies, people 
too are being imported, mainly from other 

english-speaking countries. We do not 
expect the skills shortage to be resolved in 
the short term. While the more progressive 
companies have plans in place to deal with 
the skills shortage, most are left to the mercy 
of market forces. 

The practical, pragmatic approach of 
most supply chain managers is seen as a 
double-edged sword in the executive board- 
rooms in the country. As per many senior 
boardmembers and CEOs, this approach 
leads to a lack of visionary transformational 
expertise needed for end-to-end supply 
chain projects. On the other hand, the same 
approach has endeared Australian supply 
chain managers to employers all over 
the world who covet their practical, no-
nonsense approach to creating results. 

That is, after all, the reason why so many 
of the country’s best and brightest can be 
found working in places as far away as 
Dubai, Singapore, Hong Kong, the UK and 
the US.     

Toll’s efforts to position itself as 
an integrated logistics service provider 
and Australia’s gateway to Asia are 
finally bearing fruit. With the successful 
acquisition of Baltrans, Toll has built an 
outstanding position in both Asia, and 
in the international freight management 
business.
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By Donald 
Laghezza and 
Tom Craig

Asian businesses  
– time to leap  
the Pacific
Strategies for  
selling directly  
to the US  
market

The American market is among the largest 
in the world. For many manufacturers 
located outside the US, it is larger and 

offers higher potential than their home market. 
And for others, it represents a platform to 
expand their business.

For many reasons, such as distance to the 
US market, and the cultural and language 
differences, the Asian manufacturer has 
relied upon US-based wholesale distributors 
and large retailers to present their goods to 
the American buyer. The growing strength 
of the mega-retailer in particular has made it 
difficult for the Asian manufacturer to develop 
his brand identity in the US market1.

In addition:
•	 Retailers,	and	even	some	distributors,	have	a	

policy of presenting the Asian manufacturers’ 
goods under private labels (brands) identified 
with the retailer or distributor.2  

•	 In	 this	environment,	 the	manufacturer	
has no control over his product’s identity: 
how it is priced or positioned to the US 
customer  

•	 Without	this	control,	he	cannot	hope	to	
move his brand up the value chain to 
increase profit and build brand equity

•	 The	 US	 market	 has	 become	 more	
sophisticated and diverse in its demands.  
This makes understanding the buyers’ 
desires toward gaining acceptance of a 
new Asian brand more difficult.   

•	 Pr ice	 competit ion	 has	 increased	
dramatically while, at the same time, 
costs to bring product to market have 
increased. This compression favours 
the larger retai ler  who can both 
dictate margins to the manufacturer 
in Asia, and maintain a lower-cost 
supply chain with the volumes he  
is moving.

Also, some manufacturers, especially those 
in China, must deal with:
•	 Pressures	to	continue	growth	while	facing	

a stronger currency, higher energy prices 
and rising labour costs. The impact is higher 
prices for manufacturers and lower sales.

•	 Reduced	or	eliminated	value	added	tax	
(VAT). China has changed export refunds. 
This change has forced manufacturers to 
raise prices or to suffer losses.

The discussion here applies both to 
consumer products — generally marketed 
by larger retailers — and to industrial items. 
The constraints of the wholesale distributor 
model apply more to B-to-B manufacturers 
who hope to grow in the US market. 

There is also the issue of risk with global 
businesses. These include high energy 
cost, long lead times, excess capital tied 
up in inventories, and political stability.  
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Establishing operations in the US is a way to 
mitigate risk.

Note that while the discussion has 
focused on direct marketing and selling, there 
are similar opportunities for establishing 
manufacturing operations in the US. Many 
manufacturers are at or near the point of 
expanding their market and operations to 
be serious global players.

Dealing with distributors or wholesalers
For manufacturers, what benefits does the 
distributor or retailer offer? And, what do 
these benefits cost the manufacturer?

Successful distributors and mega-
retailers take on the burden of designing 
a product that American buyers want, and 
presenting the product to these buyers. In 
return, the distributor and retailer keep a 
significant portion of the final sale price for 
themselves.  

In the Distributor Model [Model A], where 
a manufacturer can only reach the US buyer 
via a wholesale distributor, the formula looks 
like this: 

US$8.50 wholesaler price – sold by distributor 
to	buyer	or	factory	end	user,	Incoterms	DDP	
(Distributor Gross Margin = 65%)

$3.00 distribution price – sold by manu-
facturer to distributor FOB country of origin 
(Manufacturer Gross Margin = 33%)

$2.00 – manufacturer’s cost to produce 
product and get it to point of export (FOB 
port)

In the Retailer Model [Model B], the margin 
expectation – known as the keystone markup 
– is significantly higher, at about 80%.  

$16.00 retailer sales price – sold to buyer or 
factory	end	user,	 Incoterms	DDP	 (Retailer	
Gross Margin = 81.25%)

$3.00 release price – sold by the manufacturer 
to retailer, FOB country of origin (Manufacturer 
Gross Margin = 33%)

$2.00 – manufacturer’s cost to produce 
product and get it to point of export (FOB 
port)

Gross margin is the first driver in the 
direct marketing discussion. The wholesaler 
distributor’s and retailer’s margins of 65% and 

80%, respectively, provide profit and cover the 
costs of transportation to market, presentation, 
sale and delivery to final buyers.  

Would	 the	 same	margins,	 if	 kept	by	a	
foreign manufacturer in a direct marketing 
environment, also cover the manufacturer’s 
costs to US market? To answer, consider the 
second advantage distributors and retailers 
have: volume.  

Major retailers and brand distributors can 
move large, multiple orders from Asian ports 
weekly. They enjoy lower freight pricing with 
land, sea and air carriers; and at distribution 
points throughout the USA. Simply put, the unit 
cost of what they bring to market is low because 
they can sell so much throughout the US.  

Large volume sales potential means 
the expectation of large orders. This is an 
important benefit for Asian suppliers who 
need high volume production runs of lower 
price point items.  

Volume — and its  impact upon 
production, labour and transportation costs 

per unit — becomes the second driver in 
transitioning to direct marketing. Finding and 
delivering to your own American buyers often 
will mean lower volume production runs.

Finally, the third benefit, already 
mentioned above, is the retailers’ and 
distributors’ ability to sell widely and 
consistently in the US market. 

The opportunity of direct marketing
Manufacturers should consider transitioning 
to direct marketing in the US. Here is a 
composite case study of one manufacturer’s 
success in making a transition from supplying 
product to distributors/retailers toward 
controlling and marketing his branded 
product in the US.  

A m o n g  t h e  q u e s t i o n s  f o r  t h e 
manufacturer are:
•	 How	does	the	manufacturer	replace	these	

distributor/retailer benefits? 
•	 Who	 is	 best	 positioned	 to	make	 the	

transition to direct marketing?  

For manufacturers, what benefits does the 
distributor or retailer offer? And, what do these benefits 
cost the manufacturer? Successful distributors and mega-
retailers take on the burden of designing a product that 
American buyers want, and presenting the product to 
these buyers. In return, the distributor and retailer keep a 
significant portion of the final sale price for themselves.
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•	 How	does	the	manufacturer	replace	the	
retailer/distributor benefits of volume and 
access to customers?  

•	 Will	 the	 increased	margin	 from	selling	
directly to US customers offset the costs 
of reaching and closing sales with those 
customers, and getting inventory to their 
doors?  

•	 How	much	impact	on	final	unit	cost	per	
item will the anticipated decrease in 
assembly run volumes have?   

Technology, particularly Information 
Technology (IT), and the widening range of 
logistics options and experienced logistics 
providers make each of the following service 
requirements available now.  

Any manufacturer can bring 3,500 units 
of product in a 40ft container from Shanghai 
to	the	Port	of	NY/NJ;	cover	import	handling	
(including customs entry and import agency 
fees3); dray, unload and put-away into a 
provider’s distribution warehouse for a per 
item cost of under $2.00.  Customer orders 
can be fulfilled out of this inventory and 
delivered to the buyer’s door for $6.00 to 
$15.00 per item, depending upon the volume 
and complexity of the customers’ orders.       

Even in a scenario where a direct marketer 
must fulfill individual orders for only one to 
three items per delivery, your total cost FOB 
Shanghai to the buyer’s door would be well 
under $20.00 per item. In higher volume 
models, it would be half that.

What	becomes	immediately	clear	is	the	
direct marketing advantage for products of 
higher value. An item at $2.00 FOB Shanghai 
requires a 90% margin to cover distribution 
costs in this small order lot scenario. An FOB 
China port $10.00 item, assuming a similar 
weight and dimension profile, needs only a 
67% margin.   

Another factor and influence is the 
weaker US dollar against various other 
currencies which makes investing in a US 
operation “cheaper” and less risky. The effect 
is a higher internal rate of return and quicker 
payback for economic analysis.

Enabling direct marketing
Establishing operations will take time. 
To market directly in the US, some of the 
requirements include: 
1) Analyse the best location or locations for 

the logistics operations. Also determine 
whether to do everything from one 
location or from multiple ones. These are 
very important issues given the geographic 
size of the US.  Cost and service are affected 
by where the warehouse or warehouses 
are located. The wrong location can 
increase costs and slow delivery service.  
Mistakes here can hurt with customers 
and	profitability.	Be	cautious	when	a	3PL	
or sales representative offers his company 
warehouse as a storage location. The 
location may work for him, but it may not 
be best for your business.    

2) Have a strong understanding of supply 
chain management. Manufacturing 
and preparing goods to export is less 
demanding than managing the supply 
chain between the factory and the 
locations in the US. The manufacturer 
must be able to direct and control the 
extended supply chain, manage inventory 
levels, plan demand, control costs, 
compress cycle time, increase inventory 

velocity, satisfy the different service 
requirements of customers, and be agile 
and responsive.

3) Select the sales representation to 
customers, whether they are retailers or 
other manufacturers. They should have 
a solid understanding of that market 
niche.

4) Determine how orders will be received 
and where; how orders will be invoiced 
and how receivables will be managed. 
Remember	 each	 customer	may	 have	
different requirements for these.  

5)	 Recognise	 that	 implementing	 this	
change will also require organisational 
transformation. This is important.

6) Engage legal services to assist with 
establishing the legal entity for federal 
and state requirements. This effort will 
include defining and recognising the 
Importer	of	Record	for	US	Customs.		

7) Select a logistics service provider to 
warehouse products, receive orders and 
ship them as required by each customer. 
If you utilise a distribution postponement 
for kitting, subassembly or other purpose, 
add that to your selection criteria.

8) Arrange for accounting representation to 
handle possible federal, state and local tax 
filings is an important part of this.

It is the authors’ opinion — an opinion 
borne out by actual case study experience 
— that supply chain solutions providers now 
emerging in the US market can bundle all these 
aspects for the Asian manufacturers’ benefit. 

Large volume 
sales potential means 
the expectation of 
large orders. This is 
an important benefit 
for Asian suppliers 
who need high volume 
production runs of lower 
price point items.
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In addition to standard inbound air and sea 
transport, these could include agency for 
US-import compliance; order management; 
customer service and software applications 
in support of local sales representation and 
receivables management; and inventory 
control on the order fulfillment level. 

Selling to American customers — more
In her article, Making Mistakes Work for 
you… Pitfalls of expanding into the US, Fran 
Grigsby encouraged foreign manufacturers 
to engage in direct marketing as soon as 
possible, be flexible, make mistakes, and 
learn how best to win US clients. In her 
words, “US entry fails when early activities 
are made too expensive and inflexible”. Her 
suggestions:
•	 Make	your	move	now
•	 Market	for	credibility.	US	companies	want	

safe	suppliers.	Prove	yourself	reliable
•	 Sel l 	 v ia 	 par tners 	 f i rst ; 	 make	 the	

commitment of your own sales team 
later. “…the US is full of … marketing 
partners with market intelligence and 
access… Contract employment is more 
common in the US and can give (you) 
access to individuals who are more 
skilled than the permanent sales force 
you might be able to find.”

However, she cautions to choose your 
commissioned sales partners and other 
marketing partners with great care.    

Commissioned sales, depending upon 
the industry, will take around 8% to 12% of 
the sales price per unit to the US customer. 
Internet tools now available will help 
support your sales teams’ order delivery 
management. However, the manufacturer 
should factor in an annual fixed cost for 
sales management, samples, collateral 
materials and the like of at least 5% of 
total sales.

Case study — auto parts
For years, a Chinese manufacturer had been 
making and selling, FOB China port, an after-
market item for automobiles and trucks. The 
item	sells	in	the	US	on	the	shelves	of	SEARS	
and other retailers at around $100 per unit.  
The Chinese maker was invoicing FOB, 
China port at just over $20 per unit to an Am 
erican distributor on an exclusive basis. The 
product was branded under each retailer’s 
name under agreement with the US-based 
distributor.

increase of $15.44 per unit.
The cost of import agency, and of 

developing and maintaining sales contact 
with the retailers is not factored here. 
However, at an average sales volume of 
3,000 units per month, only one-third 
of the additional $45,000 per month 
net revenue easily absorbs the cost of 
US import agency, sales and marketing 
representation, leaving a significantly 
better net profit margin and future product 
control in the hands of the Chinese 
manufacturer.  

Conclusion
Asian  manufac turers  who are  less 
dependent upon large volume assembly 
runs to cover fixed production costs; who 
are producing relatively higher value 
items; and who already have some identity 
in the US market are well positioned 
to take advantage of direct marketing 
opportunities.

Some markets and industries have 
more potential for direct marketing or 
direct manufacturing. Manufacturers, 
where appropriate, should choose an 
American support firm who can set up 
and manage a bundled programme 
that provides the import compliance, 
order fulfil lment and sales response 
infrastructure that meets their margin 
requirements.      

Additionally, the manufacturer must 
bring the desire to take control of his/her 
own product and to earn larger margins, 
and the willingness to work hard at learning 
how to sell to US retailers, manufacturers 
and consumers.     

Any manufacturer 
can bring 3,500 units 
of product in a 40ft 
container from Shanghai 
to the Port of NY/NJ; 
cover import handling 
(including customs entry 
and import agency fees); 
dray, unload and put-
away into a provider’s 
distribution warehouse 
for a per item cost of 
under $2.00.  Customer 
orders can be fulfilled 
out of this inventory and 
delivered to the buyer’s 
door for $6.00 to $15.00 
per item, depending 
upon the volume and 
complexity of the 
customers’ orders. 

Upon termination of the distribution 
c o n t r a c t ,  o u r  t e a m  e n a b l e d  t h i s 
manufacturer to sell directly to the same 
major retailers, under their own brand and 
packaging, at an average price of over $65 
per unit.  

It should be noted that this is a very 
favourable case in that the item had high 
retail shelf value; was small, but rather heavy 
for its size; and was a higher volume seller, 
considering its price.  

Due	 to	 this	profile,	 the	DDP	 (Delivery,	
Duty-Paid)	 total 	 landed	 cost	 to	 the	
manufacturer was:
•	 $0.38	per	unit	 for	ocean	 carriage	 and	

destination handling4

•	 $1.68	per	unit	duty	&	taxes
•	 $2.50	per	 unit	 for	warehouse	 receipt,	

pick/pack (including branded packaging) 
and ship

•	 $5.00	per	unit	 average	 for	 shipping	 to	
retailer door

The total cost increment over FOB per 
unit was $9.56, on average. The total average 
mark up increase was $45, for a net margin 

1 In this article, the term brand refers to the foreign 
manufacturer’s identity or how the American customer 
feels about the product; how its price meets with 
customers’ expectations; what role the product plays in 
their lives; and how they view the maker. 

2 See Adam Fein, Fee-based Services in Wholesale Distribu-
tion	of	June	2005

3	 See	discussion	of	Foreign	Importer	or	Record	require-
ments; and finding the right import agent for customs 
process.

4 This is based on the ability to load almost 7500 units 
into a lower cost 20 foot container, yielding this highly 
advantageous per unit landed cost.  As noted, this is 
an unusually favorable factor. Moreover, the product’s 
already strong position in the market significantly 
reduced the additional cost of direct market sales 
investment.

Looking to acquire freight forwarder
In the transpacific trade. Combine new supply chain 
approach with experienced execution. Also looking for 
a financial and operative partnership with forwarder 
to provide unique supply chain business. Call: 1-610-715-
3710 or email: tomc@ltdmgmt.com
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wards wards 

The Green Supply Chain Award
AGiliTy
A.P. Moller - Maersk Group
DHl
Kuehne + Nagel
TNT

The Supply Chain Security Award
DHl Global Forwarding
Kuehne + Nagel
Maersk logistics
TNT
UPS Supply Chain Solutions

Global 3Pl of the year
AGiliTy
DHl Exel Supply Chain
FedEx
Kuehne + Nagel
Maersk logistics

Asian 3Pl of the year
Aramex
Kerry logistics
TCi-SCS
yCH Group

Air Cargo Terminal of the 
year
AAT
Dnata’s FreightGates at Dubai
international Airport
HACTl
PACTl
SATS

Container Terminal of the 
year
Gateway Terminals india
Jurong Port
Modern Terminals Hong Kong
PSA Singapore Terminals

Air Cargo Carrier of the year
Emirates SkyCargo
lufthansa Cargo
Singapore Airlines Cargo

Shipping line of the year
APl
Emirates Shipping line
Evergreen Marine Corp
Maersk line

The Supply Chain Software 
Award
iBM
llamasoft
Manhattan Associates
Oracle

54 event news

Finalists in 14 
categories open to 
general voting

Judges for the Supply Chain 
Asia Logistics Awards 2008
Mr Mohd Radwan Alami 
Chair of the logistics Committee, Federation of 
Malaysian Manufacturers  

Mr Peter Boyce 
Senior Business Manager, lRQA Security 
Management Systems

Mr Sylvain Caillet 
Global Purchasing Director, Electronics Product 
Group & Asia Pacific, Visteon Corporation

Professor YT Chang 
Graduate School of logistics, inha University, 
South Korea

Professor Kevin Cullinane 
Director, Transport Research Group, 
Napier University, Edinburgh

Dr John Gattorna 
Supply Chain Thought leader; Visiting Professor, 
Macquarie Graduate School of Management, 
Author of Living Supply Chains 

Capt Raymond Heman 
Regional Supply Chain Manager, Asia-Pacific 
Eastman Chemical 

Professor Paul Tae Woo Lee 
Director, international Shipping and logistics 
Research Centre, Kainan University, Taiwan

Mr Paul Lim 
President, Supply Chain Asia

Mr John Lu 
Founding Chairman, Asian Shippers Council, 
Chairman, Singapore National Shippers Council  

Mr Jeffrey Russell 
Managing Partner, Supply Chain Asia Pacific, 
Accenture

Mr Vivek Sood 
CEO, Global Supply Chain Group

Professor Ivan Su 
Department of Maritime and logistics, 
Soochow University, Taiwan

Ms Catherine Truel 
Founder, international Trade instrument, 
Correspondent, Supply Chain Asia Magazine

Mr Joshua Wu 
APAC/Japan Supply Chain Solutions Manager, 
intel

Chair of the Judging Panel 
Turloch Mooney 
Managing Director, Editorial, SC Asia Publications
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Awards sponsor profiles

BPS Global Group

B P S  G l o b a l  G r o u p  s p e c i a l i s e s  i n 
warehouse and logistics centre design, 
material handling equipment and integration 
and turnkey construction solutions. 
Established in 1992, BPS Global Group 
provides service to leading global 3Pls and 
fortune 500 manufacturers under the Group‘s 
brand names, Best & Prestige industrial & 
logistics Equipment ltd, BS Engineering & 
Consultancy ltd and Hong Kong logistics 
Technology & Systems ltd. 

S a t i s f i e d  c u s t o m e r s  i n c l u d e 
Agility, AMD, Bosch, CiSCO, Dacsher, 
EGl, Kintetsu, Nokia, P&G, Siemens, TNT, 
UTi, Zuellig Pharma and many others. 
W h e t h e r  c o n s u l t a n c y,  w a r e h o u s e 
and logistics centre design or build or 
m a t e r i a l s  h a n d l i n g  e q u i p m e n t 
provision, the BPS team of over 150 
professionals have an extensive and 
proven track record in the execution of 
superior quality solutions and friendly and 
efficient service to customers.

Port of Amsterdam

Business description
The Port of Amsterdam is port number four 
in north west Europe and handled 88m tons 
of cargo in 2007. Amsterdam is the world’s 
busiest cocoa port, Europe’s biggest port for 

Supply Chain integrator of the year
DHl Exel Supply Chain
FedEx
TNT
UPS

The Education & Training Award
inha University
The logistics & Supply Chain 
Management Society
Rasmussen & Simonsen international

event news

fuel exports and Europe’s second-biggest 
port for coal imports. 

On top of this, over 125 sea cruise 
vessels call at the port each year. The Port of 
Amsterdam is one leg of the unique seaport-
airport-city tripod. Just a 20-minute drive 
away are Amsterdam Airport Schiphol, one 
of Europe’s largest international airports, 
and the city of Amsterdam, a renowned 
international business centre with culture, 
entertainment and history.

The Port of Amsterdam is part of the 
government of Amsterdam and operates, 
manages and develops the whole port area. 

Amsterdam container operations
Container operations in Amsterdam have 
grown rapidly over the past few years. Container 
traffic handled by Amsterdam in the first half of 
2008, increased by 19.4 % and is anticipated to 
peak at three million teus in the near future.

The innovative Ceres Paragon terminal 
has an indented berth that allows for 
double-sided loading and unloading, and 
thus reduces handling time by over 50%. 
Moreover, the nearby USA container terminal 
provides additional space and handling 
facilities. Close at hand is the Atlas Business 
Park – an area of about 275 hectares (almost 
680 acres) being developed for distribution 
and other logistics activities.
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Airfreight Forwarder of the year
AGiliTy
Damco
DHl Global Forwarding
Kuehne + Nagel
TNT

Seafreight Forwarder of the year
AGiliTy
Damco
Kuehne + Nagel
Panalpina
Schenker

November/December 2008 Supply Chain Asia

Deep-sea container services connect 
Amsterdam with Asia, Africa and intra-Europe. 
The  EU2 and EU5 North Europe Express of the 
Grand Alliance (NyK line, Hapag lloyd , MiSC 
and OOCl) now links the Port of Amsterdam 
with the ports of Shanghai, Ningbo, Xiamen, 
Shekou, yantian and Hong Kong. Short-sea 
lines link up Amsterdam with all parts of 
Europe, including Spain, Portugal, italy, the 
Baltic States, Scandinavia, Russia and the UK. 

Port of Amsterdam: faster, cheaper, no 
congestion ! 

Shanghai Office
The Port of Amsterdam has its own Asia 
Pacific Representative Office, located in 
Shanghai. This office promotes the Port of 
Amsterdam throughout Asia. The aim is to 
spread the word that Amsterdam is a leading-
edge international logistics hub, as well as a 
unique location for Asian companies keen to 
establish their business in Europe.     

Address of Shanghai Rep. office
Port of Amsterdam S.R.O.
Rm. 1001, Fortune Gate
1701, Beijing Road (West)
Shanghai P.R. China 200040
Tel: +86 21 62886990 (ext. 18)
Fax: +86 21 62886991

The Supply Chain innovation 
Award
AGiliTy
DHl Exel Supply Chain
Kuehne + Nagel
Maersk logistics
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T his survey forms the fifth module 
within the global logistics HR survey 
series conducted by Europhia 

Consulting. Almost 2,000 logistics and supply 
chain professionals from over 35 countries 
participated in this survey. Some 71% of 
respondents are aged between 25 and 44 years 
and 25% of survey respondents were women, 
which is a good reflection of the gender ratio 
within the industry. The key results from the 
report indicate the following:
•	 With	73%	dissatisfaction,	 it	 is	clear	 that	

participants from Asia are far more 
dissatisfied about salary levels than 
participants from Europe and the US.

•	 Women	in	Asia	continue	to	earn	far	 less	
than men. The gender gap in Asia shows a 

the logistics and supply chain sector

In its second 
global salary 
development 
survey, Europhia 
Consulting found 
around half of 
employees in 
supply chain 
and logistics are 
satisfied with 
their current 
salaries, but 
there are regional 
differences 
between Asia and 
Europe. Europhia 
managing director 
Justina Liow 
discusses the 
major findings

Global salary survey

pay difference of more than 34%, whereas 
in Europe this is less than 6%.

•	 Pay	satisfaction	 increases	for	higher	paid	
jobs against those in lower paid positions. 

•	 Europeans	seem	most	 reluctant	 to	 take	
a wage cut for a challenging new job. 
Americans and Asians are more open to 
a salary reduction in order to take on a 
more challenging role if they perceive 
this to be beneficial to their overall career 
planning. 

•	 Key	secondary	benefits	which	employees	
across all regions appreciate are a 
variable bonus scheme, and a healthcare 
programme. One big difference is that 
particpants from Asia do not list pension 
plans as an important secondary salary 

benefit whereas participants from the US 
and Europe do.

Overall the average salary in Europe 
and North America is more than double 

Figure 1: pay satisfaction across regions
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that of logistics professionals in Asia. These 
differences can be largely explained by the 
fact that Europe and the US are developed 
markets while most countries in Asia are still 
emerging markets. 

When	asked	about	pay	satisfaction,	two-
thirds of the employees in Asia are dissatisfied 
with their salary while for Europe and the 
America this is around 43%. This is in line 
with Europhia Consulting’s 2007 International 
Logistics Salary Survey, which also showed 
Asian participants to be the least satisfied 
with their salary level. 

Pay	dissatisfaction	 is	 a	 characteristic	
of	developing	markets.	Whilst	most	Asian	
countries still experience significant growth, 
this is not transferring quickly enough to the 
working classes even though wage levels are 
increasing. This is also reflected in the results 
of the question where the respondents were 
asked how much they would expect their 
salary to increase if they were to switch to 
another company. In Europe and America 
respectively 54% and 63% of respondents 
said they expected an increase of at least 
10%, but this figure was 76% in Asia. Of the 
Asian respondents, 35% indicated they would 
want to make a salary jump of over 20% if 
they switched jobs, whilst for Europe this is 
10% and for the Americas 8%. 

Nishchae Suri, head of the Asia practice 
of consulting firm Hewitt’s Associates Talent 
and Organization Consulting Analytics, says: 
“Despite all the high salary hikes in Asia, 
compensation doesn’t seem to be having 
the desired impact. The overall employee 
satisfaction with current compensation 
stands at 46%. This means that, apart from the 
absolute, there are aspects which need serious 
attention. Focus needs to be on making pay 
more transparent by making it competitive 
and aligning it to job performance.”

Salaries and the gender gap — regional 
differences 
The overall survey results indicate that 
women are paid 23% less than men. Asia 
shows the biggest difference (34%), followed 
by the Americas (20%) with the lowest 
differences in Europe (6%), which seems to 
be on the right track to bridging the gender 
gap when it comes to salaries. Europhia 
Consulting’s recent report on Women in 
Logistics is consistent with these findings and 
there remain significant differences between 
men and women in terms of salary levels. 

The results are also in line with a study 

released April last year by the American 
Association	 of	 Universities’	 Women’s	
Educational Foundation. Although part of the 
pay gap can be attributed to the number of 
hours worked, occupations and parenthood, 
gender discrimination is definitely still a 
factor. However, the researchers do suggest 
that women themselves may be partly to 
‘blame’ for the gap because “women expect 
less, and negotiate less pay for themselves 
than do men.”

Europhia Consulting’s Women in Logistics 
survey highlighted that women are more 
positive today about opportunities to develop 
within the sector. This is an important basis 
from which to develop greater salary parity 
and gender equity.

Pay satisfaction according to position level
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Figure 3: pay satisfaction according to position level

Position Level
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increase
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Last year 
increase

Starter 28,372 5.8% 7,430 4.3% 27,122 5.3%

Non-Management 42,951 7.7% 22,374 6.8% 47,119 5.8%

Management 71,770 6.7% 34,560 9.6% 65,864 5.9%

Director / VP 137,610 9.4% 98,104 10.0% 128,784 7.2%

Average 68,041 7.1% 32,844 8.6% 66,878 7.3%
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Table 2: average salary by position level and last years salary increase by position level per region

Table 3: average salary by position level and last years salary increase by position level for several key countries
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Wage satisfaction increases at 
management level — regional differences
The Global Salary Development Survey 
also looked at the correlation between 
position level and salaries of participants. The 
conclusion is that the higher the position the 
more	satisfied	people	are.	Whilst	only	36%	of	
‘Starters	and	Non-Management’	employees	
are satisfied with their salaries, this increases 
to 49% at management level. The highest 
satisfaction	 level	 is	 at	‘Director/VP’	 level,	
where 79% are satisfied. 

Average working hours per position
Starter 41.0
Non-Management 42.5
Management 46.5
Director	VP 51.0

Although there are substantial differences 
in salary between regions on all levels, the salary 
differences appear to be the largest in lower 
paying positions, as shown in Table 2 below. 

Within	 the	 regions,	 there	 are	 also	
differences between emerging and mature 
economies. Table 3 shows the average salary 
level	 in	 Euros	 and	 the	 2007-2008	 salary	
increase at different organisational levels 
for some individual countries in Asia and 
Europe. The same trend can be observed on 
a regional level: while only small differences 
exist between the European mature markets 
of The Netherlands, Belgium and Germany, 
large differences can be seen between 
the mature market of Singapore and the 
developing market of India within Asia.

In Figure 4, a comparision is made 
between	salary	 increases	 in	Asia.	While	Sri	
Lanka reported the biggest increase in the 

Table 1
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Figure 2:  expected percentage of salary increase in a job switch
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region, with 15.3%, the lowest increase is 
reported	in	Hong	Kong	with	4.2%.	The	figure	
shows that booming economies in Asia like 
Vietnam, India and China reported high salary 
increases for 2007, while mature markets like 
Singapore, Australia and Taiwan reported 
much lower increases. 

  
Pay cut for a challenge?
The survey also asked the participants if they 
were willing to take a pay cut when a new 
position would seem very interesting and 
promising.	While	the	overall	average	is	around	
30% “yes”, 40% “no” and around 30% ”not sure”, 
there are large regional differences.

Employees from the Americas (45%) 
are much more willing to accept a pay 
cut than employees from Asia (33%) and 
Europe (13%). This outcome is in line with 
Europhia’s previous report, What drives 
logistics professionals?, which shows that 
while salary does play an important role, a 
good salary package alone is not sufficient to 
make employees join or stay with a company. 
“Career opportunities” was chosen in the 
number one spot for all the regions as reason 
for joining the current company and is a 
decisive factor for career choice. 

Financial and non-financial benefits
Besides basic salary, the survey also looked 
at the importance of other financial and 
non-financial	secondary	benefits	offered	to	
respondents. Some interesting differences 
exist between and within regions.

Receiving a company car and a company 
phone	are	typical	European	benefits.	While	
people in lower positions in Europe often 
receive a company car, usually only top 

2007 Salary increase for several Asian countries.
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Figure 4: last year’s salary increase for several Asian countries (source: Hewitt Asia-Pacific Salary Survey 2007)

Table 4: benefits that are perceived as important by the respondents

management in the other two regions will 
receive	 these	benefits.	Whereas	 in	many	
European companies, many employees at 
supervisor and management level receive a 
mobile phone, in Asia and the US this is far less 
the	case,	with	company-related	usage	being	
reimbursed by the company instead. This 
also explains why “expense reimbursement” 
is perceived more important in Asia and the 
Americas than in Europe. 

While	in	Europe,	and	to	a	lesser	degree	in	the	
US, government and companies offer pension 
schemes to their employees, this is historically 
an employee’s own responsibility in most of the 
countries in Asia.

Healthcare benefits are in the top five for 
Asia and America but not for Europe. This is 
probably due to the different ways healthcare 
in general is regulated in the different 
regions. In Europe, people simply expect a 
government-regulated	healthcare	scheme	
whereas in the other regions this is often an 
employee’s own responsibility.

Conclusion
Although the survey focuses on remuneration 
packages, this is only one of several key factors 
that attract and retain employees. It seems 
that some of these other factors are even 
more important because, despite all the salary 
increases in Asia, dissatisfaction remains. 

There is an opportunity for employers 
to make salaries more transparent and 
flexible by making them more competitive 
and performance based.  However, salary 
alone will not retain and attract employees. 
Europhia Consulting’s 2007 Global Logistics 
HR Survey showed that other key factors 
such as “career opportunities”, “management 
recognition” and “training and development” 
are	more	 important	 to	employees.	While	
dissatisfaction with salary is a common 
excuse cited for staff turnover, it is rare that 
salary alone causes an employee to leave.

While	 salary	 is	only	part	of	 the	bigger	
picture, it is important to regularly research 
industry salaries for benchmark purposes. 
An increasing number of organisations are 
ensuring their pay is competitive by closely 

Ranking Europe Asia Americas

1 Pension	Plans	(57%) Variable cash bonus (64%) Expense reimbursement (64%)

2 Variable cash bonus  (50%) Healthcare benefits (63%) Pension	Plans	(64%)

3 Company car (49%) Insurance (55%) Variable cash bonus (58%)

4 Company phone (43%) Expense reimbursement (55%) Shares or options (58%)

5 Expense reimbursement (42%) Transport allowance (51%) Healthcare benefits (56%)

monitoring market movements. Over 78.2% 
of participating organisations review their 
markets annually using multiple sources of 
information to benchmark compensation, 
such as industry surveys and information 
through personal contacts. 

A strong employee brand or other 
non-financial	benefits	 can	make	up,	 to	 a	
certain extent, shortfalls in financial and 
other secondary benefits. Employees value 
the entire remuneration package of which 
salary is a component next to other factors 
such as “number and flexibility of working 
hours”, and  “number of leave days”. They also 
appreciate factors such as “company culture” 
and “relationships with colleagues”.

These developments give companies an 
opportunity to increase their ‘employerbility’ 
and become more attractive by focusing on 
employee development and communicating 
this	to	potential	employees	without	imme-
diately increasing their HR cost.     

2007 salary increase for several Asian countries.

Europhia	Consulting	is	a	recruitment	and	executive-

search company specialised in the logistics and 

supply	chain	industry.	We	have	an	office	in	Singapore	

covering	the	Asia-Pacific	region,	and	an	office	in	The	

Netherlands covering Europe. For more information, 

please visit www.europhia.com.



C O N N E C T .  C O M M U N I C A T E .  C O L L A B O R A T E .

Participation Fees
Early Bird - SGD895 per delegate

Normal Fee - SGD995 per delegate

Supply Chain Evolutions. Global Impact.

Program Highlights
Site visits to the world’s largest 

sea port in Singapore

Open discussion platforms to 

engage with the movers and 

shakers of supply chain in Asia

Supply Chain Asia Industry 

Cocktail Night

Focused topic discussions

Young Professionals Forum

Workshop by Dr John Gattorna 

and the launch of his new book

Supply Chain Asia Forum provides an informal and open platform for 
professionals in the industry to come together to network, share and 
learn from each other. The 5th instalment of the event will be held in 
Singapore from 7-9 July 2009.
Speaking slots are currently open and if you are interested to participate 
as a speaker, kindly email us at forum2009@supplychainasia.com.
We are expecting 300 delegates from various parts of the Asia Pacific 
region as well as from Europe and the USA.
Registration for the Forum will open in January 2009.

Event details can be found at www.supplychainasia.com/forum2009

Supply Chain Asia Forum 2009

Dates & Venue

7-9 July 2009 | Singapore

Sheraton Towers Hotel

FORUM
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KFC IN CHINA: SECRET RECIPE FOR SUCCESS 
BY WARREN LIU
(WILEY, 2008)
Reviewed by Paul French

The phenomenal success of KFC in China and its ability to sell fried chicken 
and much, much more to the Chinese diner is a well known story — to 
an extent. The question that’s not so often answered is how did they do 
it? Warren Liu’s book is a good start — he’s a genuine KFC China insider 
and was one of the early team that arrived from Taiwan to Mainland China 
to establish the Colonel Sanders brand and secret recipe in the People’s 
Republic. Those were crazy days in the 1980s, and few then envisaged 
that KFC would end up being several thousand restaurants strong and 
growing rapidly with a target of 3,000 stores or more by the end of this 
decade. Something they seem eminently capable of achieving.

For readers of this magazine, perhaps the most pertinent chapters 
of the book are those that deal with KFC’s adventures in the Chinese 
supply chain, though Liu covers marketing, product development, 
branding, staffing and a host of other issues too. 

WHERE AM I WEARING? : A GLOBAL TOUR TO THE 
COUNTRIES, FACTORIES AND PEOPLE THAT MAKE OUR 
CLOTHES 
BY KELSEY TIMMERMAN
(WILEY, 2008)
Reviewed by Paul French

The trend watchers tell us that this is the age of the ethical 
consumer. Shoppers in western countries are apparently 
paying more attention to where their food, gadgets and 
clothes are made than ever before. They increasingly care 
about safety and quality as well as social responsibility. 
Well, perhaps not all consumers; probably not even most 
consumers, but it seems that enough are concerned to make 
retailers and brands sit up and take notice. 

More than one household brand has found itself lobbied, 
boycotted and demonstrated against recently by consumers 
and activists over accusations of harming the environment, 
using child labour or running sweatshops.

The problem for consumers is tracking down which brands 
and products they feel they can accept and which they can’t. 
Labels state country of production, the familiar ‘Made In …’, 
but not much else and most people know that not all Chinese 
factories are dreadful places and that not all Bangladeshi 
factories employ children. 

And so a small industry of books has appeared to try and 
work out the global logistics trail for everyday consumers. Sara 
Bongiorni tried A Year Without Made in China as an experiment 
but found that her suburban American home was literally 
packed full of China-made goods. Even when she found 
other labels she discovered that if she traced the components 
supply chain China featured somewhere. Then Pietra Rivoli 
followed The Travels of a T Shirt from a West Texas cotton field 
to a Chinese factory.

In the latest in the genre, Where am I Wearing?, Kelsey 
Timmerman, an American freelance journalist, basically starts 
at the same point – examining the labels in his clothes one 
day and becoming curious. His search to find the origins of 
his outfit takes him to Honduras, Cambodia, Bangladesh and, 
of course, China. 

Unfortunately Timmerman doesn’t have much to say about 
the larger and more technical issues of supply management 
and monitoring but he does put a face to the people who make 
clothes, and that approach may appeal to the new ethical 
consumers. Timmerman’s basic conclusion that, “we need to 
be engaged consumers, not mindless pocketbooks throwing 
dollars at fashions featured in mind-warping marketing 
schemes” and that, “companies should give us (consumers) 
some credit” should remind everyone in the sourcing and 
manufacturing business that increasingly the shopper is 
watching.     

When Liu visits a 
shining and gleaming 
new centralised 
distribution centre for 
McDonalds China he 
is clearly impressed by 
the level of technology 
but argues that it is light 
years ahead of what 
can actually be used 
effectively in China and 
so represents a waste of 
resources.

KFC China’s biggest issue 
is, unsurprisingly, poultry 
supply. When Liu arrived 
the whole system was a 
mess with competing buyers 
and sellers, which meant 
that ultimately prices and 
quality fluctuated wildly. 
Some internal organisation 
was rapidly required to 
ensure both KFC and the 
poultry suppliers got a good 
deal, and that customers got 
quality chicken between 
their buns. A rationalisation 
process was put in place to 
grade suppliers and reward 
the good ones and jettison 
the bad ones; to introduce 
competitive bidding; to 

localise the supply so chickens weren’t trailing from one end of 
China to the other, and working with the poultry farmers to up the 
standards at their farms. 

From the start KFC has been regionally organised across a number 
of geographically based markets each with their own logistical and 
distribution infrastructure in place. Liu believes this has been just 
one of the less obvious advantages KFC has had over their great 
rival McDonalds in China. When Liu visits a shining and gleaming 
new centralised distribution centre for McDonalds China he is clearly 
impressed by the level of technology but argues that it is light years 
ahead of what can actually be used effectively in China and so 
represents a waste of resources.

When the KFC vs McDonalds in China battle is usually written up 
authors focus on KFC’s more localised menu or the relative success of 
the Colonel vs Ronald McDonald as a marketing tool. Liu’s book shows 
that alongside these obvious differences it has been KFC’s advanced 
and adaptable back-office and logistics systems that have significantly 
helped the Colonel defeat the Big Mac in China.     



B Y  P R A C T I T I O N E R S .  F O R  P R A C T I T I O N E R S .

Course Fees
Full Program - SGD4,950 (for 6 modules)

Per module - from SGD750 to SGD1,650 per module

By Rasmussen & Simonsen International and Supply Chain Asia Academy

Program Highlights

An Exclusive Online Learning 
Community hosted by RSI

Program conducted by industry 
professionals

Contents focused on issues relating 
to Asia

Choice of compulsory and electives

Foundation for career development

Fast track award of Diploma 
certification on completion of 6 
modules

Industry site visits

Focus on end-to-end supply chains

Topic Highlights

Fundamental of Supply Chain 
Management

Regulatory Challenges

Continuous Improvements

Selling Skills

Project Management

Inventory & Procurement Management

Airfreight Operations Management

Seafreight Operations Management

Logistics Operations Management

Executive Diploma in Supply Chain Management (Asia) is a joint 

collaboration between Rasmussen & Simonsen International and 

Supply Chain Asia Academy to bring practitioner-based training 

to the highly dynamic supply chain industry in Asia. This 6-module 

program will be complemented by an online learning community 

designed to facilitate extensive learning and networking amongst 

the trainees.  The program is targeted at equipping executives new 

in this field with a comprehensive overview of the industry. Besides 

foundational knowledge, the program intends to provide executives 

with core skills and knowledge that will empower their careers and 

enhance their contribution to their organizations.

First intake from 5-9 January 2009. Program will be held in Singapore
Course and registration details can be found at www.supplychainasia.com/diploma

EXECUTIVE DIPLOMA
IN SUPPLY CHAIN MANAGEMENT ASIA
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There are a few obvious ways the 
economy affects the job market. In 
times of recession, large companies 

often cut back on resources, offering fewer 
opportunities for movement. Smaller 
companies suffer as well, particularly those 
without the flexibility of large companies. 

The state of the economy has a 
psychological effect on the job market 
and career choices as well. When the 
economy is booming, there is an optimistic 
sentiment pervading the job market. 
People are encouraged to think about the 
possiblilities. People entering the job market 
are encouraged to discover their talents and 
desires and find a creative way to turn them 
into careers. 

During an economic downturn, career 
advisers encourage practicality. What jobs 
would provide the best chance for long 
term stability? With the current recession 
(or possible recession according to several 
governments who refuse to be definitive 
on the subject), people are more inclined 
to seek out jobs that aren’t affected by the 
economy. 

Health care
Doctors, nurses, and pharmacists will 
always be needed in our society. In fact, 
with an aging baby boomer population, 
the next 20 years will see a strong demand 
for more people entering the health care 
profession. 

Unless people stop having children, there 
will also always be an increasing demand 
for teachers in general. Tough economic 
times, however, cause policy makers to 
turn back to “the basics” in order to develop 
young adults who can compete in science 
and math with those from other countries 
with rigorous curricula. In these same times, 
when budgetary cuts are required, arts 
programmes are often first to be reduced 
or eliminated. “Special education” will see 
the biggest expansion in the next 20 years, 
regardless of the state of the economy.

Security
Economic depression goes hand-in-hand 
with increased crime rates, so you can be 
sure that security jobs will remain strong 
regardless of the economy.  Police officers 
and security guards will be in high demand. 

We’ve also seen that as oil prices increase 
beyond the point-of-demand elasticity, 
people buy fewer oil-consuming vehicles 
and trend towards more practical modes of 
transportation. Car manufacturing companies 
are watching this trend in order to continue 
creating vehicles that consumers want. This 
is indicative of a trend towards the search 
for more environmentally-friendly solutions, 
which should see more opportunities in areas 
such as environmental sciences. 

Government jobs remain one of the most 
stable in terms of an economic downturn. It’s 
also difficult to be fired by the government for 
poor performance. That’s good news for lazy 
people. In a recession period, government 
jobs become a source of economic income 
injection into the economy to keep it 
moving.

Supply chain management
Finally, the supply chain industry remains a 
critical pillar in the whole existence of the 
global economy. In the midst of downturn, 
goods and products still need to move from 
one point to another. Ships and aircraft still 
need to travel from point to point, carrying 
basic necessities (and luxuries) to keep the 
entire world moving – albeit at a slower pace. 
Supply chain professionals will always have a 
role to play, whether the world is in economic 
boom or slowdown. The key is to remain 
relevant in the midst of these challenges. 

If you must be worried about job security, 
learn how to be flexible and excel at many 
things in order to make quick changes to your 
career if necessary. My final piece of advice 
is to aim for self-sufficiency. If you have a 
boss other than yourself, you don’t have job 
security.     

Making
choicesCareer

in a recession

Supply Chain Asia November/December 2008
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% Change 
Jun/May

% Change 
Jul/Jun

% Change
Aug/Jul

% Change 
Aug 07/
Aug 08

Commodity 5.7 1.5 -10.7 46.9

Non-Energy 1.6 0.2 -5.8 14.9

Energy 7.4 2.0 -12.6 66.9

Crude 7.1 0.8 -13.6 63.4

Natural Gas 12.6 -12.6 -25.6 32.7

Coal 19.9 12.7 -12.5 127.1

Agriculture 4.0 -1.8 -8.5 -

Food 3.8 -0.6 -7.2 28.8

Corn 17.9 -7.0 -11.9 55.7

Soybean 6.3 -3.0 -15.2 46.0

Soybeans 18.3 0.3 -15.0 52.4

Wheat 6.0 -5.8 0.4 26.8

Sugar -0.1 25.0 18.1 44.3

Industrial Metals -2.2 0.9 -6.9 -2.8

Aluminium 2.0 3.4 -9.9 9.9

Copper -0.8 1.4 -9.2 1.8

Nickel -12.1 -10.9 -4.9 -30.9

Zinc -12.5 -2.6 -6.6 -46.5

Tin -7.2 3.7 -13.2 32.5

Gold 0.1 5.7 -10.7 -

Fertilizers 0.7 9.5 6.2 -
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Crude Oil Price Movements
OPEC Reference Basket 

High OPEC exports 
and recovery of the 
US dollar offset the 
impact of the 
geopolitical conflict in 
the Caucasus 

The Basket emerged in the first week of 
August on continued weakness due to 
slow economic growth which was 
denting oil demand, while the rebound 
in the US dollar inspired fund 
liquidation on profit-taking of the 
currency-dominated commodities. 
However, fear of a potential supply 
shortfall amid tensions in the Caucasus 
kept alertness in place. The threat of 
Tropical Storm Edouard in the Gulf of 
Mexico triggered the shut-in of about 
6% of crude oil and over 12% of natural 
gas production signalling fear of a 
supply shortfall of both streams. Yet, 
persistent higher OPEC exports kept 
calmness in the marketplace. A surprise build in US weekly crude oil stocks, the easing threat of 
the tropical storm in the Gulf of Mexico and concern over the economic outlook sustained market 
bearishness. In the first week, the Basket average plunged a hefty $5.98/b or nearly 5% to settle at 
$115.89/b. In the second week, the continued strengthening of the US dollar, higher production 
from the North Sea and lower crude imports from China which offset the prolonged conflict in 
the Caucasus disrupted oil supply from the region. Thus, the Basket closed the week to average 
$6.16/b or 5.3% lower to settle at $109.73/b.

In the third week, supply from the Caucasus region tightened amid the closure of a pipeline on 
geopolitical tensions and the weakening of the US dollar exchange rate inspired further 
investment in energy futures adding some bullishness. Moreover, persistent refinery outages in 
the US raised fear of seasonal fuel supply shortfalls. The bulls were furthered by an unexpected 
draw on US gasoline inventories and despite the hefty build in crude stocks. The Basket saw a 
one-day rally of 3.9%. The Basket’s weekly average firmed for the first time in seven weeks 
rising $1.35/b or 1.2% to settle at $111.08/b. In the final week, the formation of Tropical Storm 
Gustav in the Atlantic offset higher export data from OPEC Member Countries. Hence, the 
Basket saw a one-day decline of 3.5%. However, the strengthening of Gustav into the Gulf of 
Mexico prompted the IEA and the US DoE to announce their readiness to release crude oil from 
the SPR, which calmed fear of a supply shortfall due to the storm. The strengthening of the US 
dollar on stronger-than-expected GDP growth inspired speculative fund sell-offs for profit-taking 
as investors exited the crude futures market. The Basket closed the final week a marginal 12¢ 
firmer at $111.20/b. 

On a monthly basis, the Basket eased in 
August as the weaker economic outlook 
was seen denting demand. Higher 
OPEC exports calmed market sentiment 
while China’s lower imports triggered 
concern over demand growth. 
However, geopolitics in the Middle 
East, the Caucasus and West Africa 
kept some bulls intact. Unplanned 
refinery outages and depleting gasoline 
supplies capped the bulls in August. 
Thus, the Basket averaged the month 
$18.81/b or more than 14% lower to 
stand at $112.41/b. In the first week of 
September, the Basket continued to 
retreat amid the recovery of the US dollar to a one-year high. The weak economic outlook was 
seen eating into demand while assessed damages by Hurricane Gustav were foreseen to be 
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Graph 1: OPEC Reference Basket - weekly spot crude 
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Following gains in July, tin prices recorded the sharpest fall across the industrial metals in 
August (13.2% m-o-m) due to major long liquidation in July and August, together with weaker 
seasonal demand and bearish news from the exports with higher Indonesian exports in July-
August. Nevertheless, the Indonesian government announced a plan to impose production limits 
to avoid falling prices next year. 

Aluminum prices dropped 9.9 % m-o-m in August caused by bearish fundamentals, rising 
stocks due to positive world production growth of 7.1% and weak demand on the slowdown in 
OECD economic growth and in the industrial production in China during the Olympics.   

Copper declined 9.2% m-o-m in August owing to weak demand from China and the OECD 
related to the crisis in the construction sector. Copper inventories at the London Metal Exchange 
increased sharply in August, climbing by 28,476 tonnes to 157,461 tonnes m-o-m. In addition, a 
bearish sentiment in the futures markets led to long liquidation (see Graph 9 below). The decline 
in copper prices took place despite some supply disruptions which indicates that price losses 
could have been worse. 

Zinc dropped further by 6.6% in August due to rising inventories and output and weak demand 
from the galvanized steel sector. 

Nickel prices declined 4.9% in August m-o-m which meant an improvement related to the 10.9% 
drop in last July. Despite weaker demand — lower Chinese imports — in the stainless steel 
sector and the sharp decline in world stainless steel prices in July. Some recovery took place in 
mid-August due to bullish supply-side news as the suspension of various investment projects.   
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Graph 9: Major commodity price indexes, 2006-2008

Commodity Price Index, 2005 = 100 
Total  - Includes both fuel and non-fuel. 
Non-fuel - Includes food and beverages and industrial inputs. 
Food - Includes cereal, vegetable oils, meat, seafood, sugar, bananas and oranges. 
Metals - Includes copper, aluminum, iron ore, tin, nickel, zinc, lead and uranium. 
Fuel (energy) - Includes crude oil (petroleum), natural gas and coal. 
Crude oil - Is the simple average of three spot prices: Dated Brent, West Texas Intermediate and 

Dubai Fateh.  

Source:  IMF

The World Bank’s agricultural price index decreased 8.5% in August and the IMF food 
price index further declined by 7% down from -0.6% in the previous month.  The major 
losses were the soybean complex and corn due to positive perspectives on production. The 
exception was sugar which increased by 18% fostered by unfavourable output expectations from 
Brazil and weather concern in India. 

Major commodity price indexes, 2006-2008

Source: IMF








