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If  y o u r  p r e se n t  c a r r i e r  t e l ls y o u  t h a t  y o u r  sh i p m e n t  w il l b e 
s e c u r e l y  st o w e d  o n  d e c k , d o n ' t  b e l i e v e  i t . C a r g o  c a n  r e a l l y  t a k e  
a  b e a t in g  o n  its j o u r n e y  a c r o ss t h e  N o r t h  A t l a n t ic . . . e s p e c i a l l y  in 
w e a t h e r  l i k e  t h is .

As t h e  p r e m i e r  c a r r i e r  o f  R o ll o n -R o l l o f f , sp e c ia l p r o je c t  a n d  
c o n t a in e r is e d  c a r g o  o n  t h e  N o r t h  A t la n t ic , A t la n t ic  C o n t a i n e r  Lin e  
o f f e rs y o u  t h e  m ost  s e c u r e  e n v i r o n m e n t  f o r  e v e r y  sh i p m e n t  
t o / f r o m  E u r o p e . N o n -c o n t a i n e r is a b l e  c a r g o  is st o w e d  a n d  s e c u r e d  
in  o u r  Ro Ro  g a r a g e  d e c k s , p r o v id in g  t h e  o p t im u m  p ro t e c t io n  
a g a i n s t  t h e  e l e m e n t s . A C L 's c o n t a in e r is e d  c a r g o  is a lso  se c u r e d  
in u n i q u e l y -d e s i g n e d  c e l l g u id e s , u n l i k e  t h o se  c a r r i e r s w h ose 
c o n t a i n e r s a r e  o n l y  l a sh e d  d o w n  in  p la c e .

W h a t e v e r  t h e  s i z e , s h a p e , h e ig h t  o r  w e ig h t  o f  y o u r  sh i p m e n t , 
A C L 's u n i q u e  Ro  R o /C o n t a i n e r s h i p s  c a n  c a r r y  it  a n d  o u r  t e o m  o f 
e x p e r t s c a n  h a n d l e  e v e r y  d e t a i l - n o  m a t t e r  w h a t  M o t h e r  N a t u r e  
h a s in  m i n d !

F o r  m o r e  in f o r m a t i o n  o n  A t la n t ic  C o n t a i n e r  L i n e 's  t o t a l Ro Ro , 
c o n t a i n e r  a n d  p r o je c t  c a p a b i l i t i e s , c a l l y o u r  lo c a l A CL  o f f ic e  or 
r e p r e s e n t a t iv e .
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is more complicated than it looks. And with online sales 
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struggling with order fulfillment and demonstrating a 
general lack o f operational expertise, are we ready fo r  
the online retail supply chain ?
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What lies ahead fo r  shippers in this threshold year o f a 
new century and new millennium? In a word, change. 
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Letters
Panebianco: Don’t add to the ‘swamp’

Service contracts and carrier agreements are not interchangeable terms. This might 
seem obvious, but the distinction apparently escaped the editor in his November 

editorial. American Shipper reporters are conscientious about getting 
their facts right and their stories are dependably accurate and thor-
ough. I recommend that the editor read them more carefully.

The November Editorial (“FMC Swamped with Contracts. Drain the Swamp,” page 
104) wrongly asserts that the Federal Maritime Commission can’t get a handle on what 
is happening in the industry and doesn’t know if the Ocean Shipping Reform Act is 
working, purportedly because of the volume of contracts which are filed with the 
agency. You also report (in the editorial) that shippers and carriers are unhappy and 
confused about what needs to be filed at the FMC, presumably (given the subject of the 
editorial) regarding the details of service contract filings.

Your only bases for these assertions are stated to be Tony Beargie’s October report 
on the volume of service contract filings at the agency (page 10), and his November 
report on our inquiry to the industry on how we might improve our filing requirements 
for carrier agreements (page 6).

The October story made it clear that the FMC was flooded with the volume of service 
contracts, but we certainly had a handle on how to retrieve necessary information. No 
one cited in the article disputed or challenged the format or content of the required 
service contract filings. In fact, the FMC received widespread praise from most in the 
industry for our final service contract regulations under OSRA. We were responsive 
to industry suggestions and radically amended our initial approach to ease the burden 
on filers. The FMC has increasingly limited manpower and resources, but as reported 
by Beargie, the FMC is meeting that challenge.

The November story was about carrier agreement filings (such as conferences, 
vessel sharing alliances), not service contracts. As reported, the FMC on its own 
initiative, solicited advice as to whether its current rules could provide more clarifica-
tion as to the statutory requirement that “true” copies of carrier agreements be filed. We 
are reviewing the responses to our inquiry, which do include a number of suggestions.

This proceeding, however, has nothing to do with service contract filings. Thus, 
neither story provides a basis for the implication in your editorial that there is confusion 
in the industry or the FMC about what goes into service contract filings.

The final irony is that the editorial’s proposed solution to a nonexistent problem is yet 
another filing, a “cover letter” data form, apparently to supplement the statute’s existing 
requirements that the service contract itself be filed and certain essential terms published. 
That seems to be exactly the type of overregulation which the FMC has sought to avoid, 
as inconsistent with the intentions of OSRA. Had the FMC imposed such a requirement, 
the industry and most likely American Shipper would rightfully have criticized us 
accordingly. The alleged swamp will not be “drained” by adding to it.

Thomas Panebianco
general counsel
Federal Maritime Commission
Washington, D.C.

Moving up ‘supply chain pyramid’
GeoLogistics aims to move its services up the “supply chain pyramid,” said Dermot 

Leeper, director of global and carrier development of the big forwarder.
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Leeper told the Intermodal ’ 99 conference in London that the 
pyramid has three tiers: standard freight forwarding products at 
the bottom, integrated global logistics in the middle and supply 
chain management at the top.

Standard services comprise air, ocean and land transport, 
warehousing, customs and other services.

Integrated global logistics means bringing together many ser-
vices in a single pipeline with visibility of shipments, Leeper said.

Supply chain management is the most complex array of 
services and deals with aspects like inventory management. 
(Philip Damas)

Catching Wall Street’s eye
Two sweeping trends are starting to revamp the logistics and 

forwarding industry.
One is that logistics has recently caught the eye of Wall 

Street. Consider:
•  The over-subscribed United Parcel Service initial public 

offering.
•  The of investment of Syntra Ltd., the New York-based 

logistics information technology vendor, by Merrill Lynch and 
other venture capital firms.

•  The purchase of Wilson Group, the Swedish air and ocean 
freight forwarder, by Nordic Capital, a venture capital com-
pany.

The Society for Worldwide Interbank Financial Telecom-
munications, a cooperative of banks, has also invested in 
Bolero, the electronic communication joint venture in which 
the Through Transport Club is also a shareholder.

The second trend is the acquisition mania sweeping logistics 
and transport operators. These are the multiple acquisitions of 
logistics, forwarding or transport companies by Deutsche Post, 
Schenker, Tibbett and Britten, WorldPoint Logistics and FDX 
Corp.

It is a safe bet to say that these trends will lead to industry 
consolidation and speed up the emergence of big global logis-
tics service providers. But who will they be? (Philip Damas)

Logistics ‘stakeholders,’ ‘co-makers’
Logistics service providers will act as stakeholders and co-

makers in the future, said Evert Bruinekool, logistics operations 
director for Sun Microsystems.

Bruinekool told a conference organized by KPMG that 
logistics service providers would no longer be merely contrac-
tors.

They would act in partnerships with their customers; they 
would be co-makers and act as stakeholders that “take their 
customers' business forward." They would be “highly inte-
grated in the value chain.”

The problem, though, is that logistics service providers are 
“not prepared to invest and (do) not like to take risks,” he said. 
(Philip Damas)

WTO, OECD predict trade rebound
International trade growth indicators look promising for 

traders and their transport providers in 2000, despite the fiasco 
of the recent World Trade Organization talks.

The Organization for Economic Cooperation and Develop-
ment and the WTO have predicted a rebound in growth in 
international commerce and volumes, as the Asian economic 
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slowdown of 1998 and 1999 recedes.
The OECD expects worldwide merchandise trade volume in 

manufactures to rise by 7.4 percent in 2000 and 6.5 percent in 
2001, compared to 5.7 percent in 1999.

“For 2000, with growth stronger, trade volume could expand 
by 6 to 7 percent, close to the average rate of the 1990s,” the 
WTO said. (Philip Damas)

NS: Balance on rates needed
Capacity constraints may end the historical trend towards 

lower rail freight rates in the United States, said Robert Martinez, 
assistant vice president, marketing, at Norfolk Southern Corp.

“W e’ve achieved profitability by downsizing infrastruc-
ture,” Martinez said, adding that real freight rates in the U.S. 
have declined by an average of 1.2 percent a year since 1980.

“W e’ve raised high expectations among shippers of continu-
ous declining real rates,” he said. “In a capacity-constrained 
environment, we will need a more careful balance on rates.”

In intermodal, railroads need to invest in new capacity and 
“Wall Street must come to appreciate this new investment 
dynamic,” he said. (Philip Damas)

Going transcontinental
Despite the recent problems of rail mergers in the United 

States, the industry will ultimately “have to move to single-
service, transcontinental railroads,” Robert Martinez, assistant 
vice president, marketing, at Norfolk Southern, predicted.

“This is not a matter of personal preference, but one of 
rational markets,” he said.

“Just as the recent Conrail merger for Norfolk Southern 
means that we can address entire new market connections, like 
New York to Atlanta, so will transcontinental mergers facilitate 
market growth in the future.”

Martinez didn’t say which of the big western or eastern 
railroads would take the initiative. (Philip Damas)

U.S./Australasia agreement ‘a bomb’
As one of Senator Line’s founding team members, who came 

to the United States in 1987, helping the line to get its feet wet, 
I still keep an eye on developments within the industry.

I do it also because I don’t want to teach my 
students facts which later turn out to be fiction. 
Insofar, I am a little bit disappointed that you 

didn’t cover the FMC’s decision to approve the first new 
shipping conference since OSRA became law. I am disap-
pointed, because the new entity has all the ingredients of a 
bomb! It not only sets tariff rates (which, in a time “contracts” 
are offered for just two boxes, becomes almost irrelevant), but 
also contains set percentages of boxes (to be) carried by each 
m em ber... with hefty fines for lines diverting too much from the 
agreed upon numbers —  analyze that!

However, the FMC really had no legal possibility to prevent 
this agreement, it is well within the current law. Needless to say, 
the United States Australasia Agreement might very well be the 
right tool to stabilize the liner trade business between the United 
States and Australia/New Zealand.

Dr Fritz Bauer
William Patterson University 
Wayne, N.J.
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Strength. 
Through every storm.

Anniversary

In an industry in which only the strong and adaptable can survive, " K "  Line is stronger than ever 
after 80 years. We have the technological, financial and, most importantly, the hum an strength to 
weather the storms of history and become one of the w orld 's prem ier shipping lines. Now we are 
prepared and positioned to meet the challenges of a new millennium with an expanded global 
network and new innovations, plus the entrepreneurial drive and customer focus that have gotten 
us this far. We look to the next 80 years as an even more successful voyage over the sea of time.

H K L I N E
KAWASAKI RISEN KAISHA, LTD.

A S O L I D  L I N E  A R O U N D  THE  W O R L D



NEWSFRONT

Shippers target antitrust 
immunity in 2000

House Judiciary Committee hearings will set stage 
fo r  O E C D ’s antitrust discussions in Paris.

B y  T o n y  B e a r g i e

The key industry issue for 2000 will 
focus on attempts by smaller ship 
pers in the United States and big 

and smaller shippers elsewhere in the world 
to end or curtail ocean carriers’ antitrust 
immunity.

With the Ocean Shipping Reform Act 
only months old, House Judiciary Commit-
tee Chairman Henry Hyde in November 
introduced legislation to end carriers ’ nearly 
century-old rights to collectively set rates 
in conferences or agree on rates in discus-
sions agreements.

But perhaps more significant, the Orga-
nization for Economic Cooperation and 
Development will, for the first time in re-
cent memory, discuss the issue of antitrust 
immunity at a Paris meeting, May 26-27.

The OECD surprised many last summer 
when a working paper leaked to the press 
showed that the organization — which ad-
vises its 29 member nations on interna-
tional policies — laid the foundation to 
review options that would end liner confer-
ences’ ratemaking authority and the rights 
of ocean carriers to set voluntary rate guide-
lines under discussion agreements.

The Judiciary Committee hearings are 
expected to precede the Paris talks, and 
should give other OECD nations a better 
idea of how the issue is shaping up in the 
United States.

Clashes Expected. U.S. interests will 
undoubtedly clash at the Paris meeting. The 
OECD is providing a bifurcated forum, 
since the meetings will be held jointly by 
the organization’s competition law and 
policy committee and its maritime trans-
port committee.

This two-pronged structure will make 
room for the U.S. Department of Justice, 
which has long opposed antitrust immunity 
for international ocean shipping, and the 
U.S. Department of State, which will ex-
tend the Clinton Administration’s in sup-

“I f  they say OSRA is not 
working, they’re going 

to have to show some proof.”

Ed Emmett
president, 
NIT League

port for continuing antitrust immunity.
The Justice Department had not said 

whether it would attend as of press time. 
The State Department will be represented 
at the OECD meeting.

Large shippers, who so far are satisfied 
with U.S. shipping reform, will be repre-
sented in Paris by the National Industrial 
Transportation League.

Smaller shippers and ocean transporta-
tion intermediaries, who oppose antitrust 
immunity, will be represented by the New 
York/New Jersey Foreign Freight Forward-
ers & Customs Brokers Association.

Interviews with spokesmen from both 
sides give a preview of what to expect next 
year on the issue.

So far, large shippers are satisfied under 
OSRA, said Peter Gatti, the NIT League’s 
international relations vice president.

Even though the NIT League called for 
ending ocean carriers’ antitrust immunity 
when the large shippers group embarked on 
ocean shipping reform four years ago, this 
became “a secondary issue” when shippers 
won the right to enter into confidential 
service contracts with carriers, Gatti said.

While the next few months of contract 
negotiations will give shippers a better view 
as to how the new law is working, “ship-
pers’ expectations are very positive,” he 
said. “Shippers are getting customized rela-
tionships that they could not get before.”

Complaints over carriers’ antitrust immu-

nity and OSRA are coming from “some, but 
not all” ocean transportation intermediaries, 
said Ed Emmett, NIT League president.

And ending carriers’ antitrust immunity 
will not fulfill the goals of freight forward-
ers, brokers and non-vessel-operating com-
mon carriers, who want to be able to offer 
confidential contracts as carriers, Emmett 
said. “I don’t know what they’re trying to 
accomplish" in the drive to end carriers’ 
antitrust immunity.

Although the NIT League doesn’t want to 
rock the boat over antitrust immunity, Emmett 
feels that with the demise of conferences’ 
immunity may not be that important to the 
carriers, when it comes to setting rates.

"I don't know why they the carriers care 
about it as it relates to rate setting anymore,” 
Emmett said. “It’s obvious the market is 
working.” However, the right of carriers to 
enter efficiency-enhancing agreements "is 
beneficial to shippers,” Emmett said.

‘Show Som e Proof. ’ Emmett and Gatti 
challenged those smaller shippers and OTIs 
who claim that OSRA is not working.

“If they say OSRA is not working, they’re 
going to have to show some proof,” Emmett 
said.

Emmett and Gatti were referring to com-
plaints over pre-OSRA abuses cited by 
smaller shippers and OTIs as one ground for 
moving forward on the antitrust issue.

Carlos Rodriguez, counsel to the New 
York/New Jersey Foreign Freight Forward-
ers and Brokers Association, said he will try 
to enlist the NIT League’s support on the 
antitrust issue when he attends the Paris talks.

Rodriguez also represents the Coalition 
for Fair Play in Ocean Shipping, a major 
forced behind Hyde’s antitrust legislation.

“The first question we must ask Mr. 
Rodriguez is: Can he document any abuses 
under OSRA,” Gatti said. “I haven’t seen 
anything post-OSRA. If there are abuses, 
we need to know.”

So far the NIT League has lost one major 
member, Walgreen, who resigned from the 
organization because of OSRA. Emmett said. 
Other than Walgreen, there have been no 
major complaints over antitrust immunity 
nor OSRA in general, Emmett said.

One of the nation ’ s largest shippers, DuPont 
is “pretty satisfied with OSRA,” said Rey 
Ortiz, the international procurement man-
ager. “At this point, we’re playing a ‘wait and 
see’ game to see what happens.”

Rodriguez said he is prepared to show 
there are abuses taking place under OSRA, 
and there are NIT League members other 
than Walgreen who are upset with shipping 
reform.

“I haven't met a NIT League member 
who is pleased with OSRA,” he said.
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NEWSFRONT

Rodriguez predicts that the Justice De-
partment will support his group’s view, based 
on testimony last May given by John M. 
Nannes, deputy assistant attorney general, 
before the House Judiciary Committee.

The testimony marked the first time in 
several years that the Justice Department 
aired its traditional stand against ocean car-
riers’ antitrust immunity. Nannes said that 
OSRA failed to go far enough to assure 
competition in the international shipping 
industry.

He was especially critical of the right of 
carrier agreements to adopt voluntary guide-
lines on service contracts. “So called volun-
tary guidelines can become a powerful 
anticompetitive weapon in the hands of 
price-fixing cartels,” Nannes said at the 
Judiciary Committee hearings last May.

Rodriguez said the group supports the 
thrust of the OECD working paper that was 
leaked to the press last summer. (August 
American Shipper, pages 16-17).

Adjustm ents. Some shippers who re-
lied on “me-tooing” contracts under the 
1984 Shipping Act, may be having prob-
lems adjusting to the new environment, 
Emmett said. “We saw some of that during 
trucking deregulation. It took several years 
for some shippers to adjust.”

The popular notion is that the large ship-
pers are the big w inners under 
OSRA. However, Emmett says that some 
of the smaller shippers are also winning 
under the new system because they are 
getting involved in shippers associations.

“Some of the biggest screams are com-
ing from transportation middlemen who 
made their living off the complexities of the 
1984 act,” Emmett said. “Now that we’ve 
gone to a simple, free-market system, some 
are having trouble adjusting.”

Walgreen dropped out of NIT League on 
grounds that they are no longer able to me- 
too on service contracts and see what com-
petitors are paying, Emmett said.

“Welcome to the free-market economy. 
You don’t know what your competitors are 
paying for any of their other services or 
supplies, and shipping is just another ser-
vice that is part of you overall cost of doing 
business.”

TIA Wants Say. Bob Voltmann, execu-
tive director of the Transportation Intermedi-
aries Association, said, “We’re hoping to go 
(to the Paris meeting) as an official observer.” 

Voltmann said it is “very important” that 
the TIA be represented at the OECD talks in 
Paris. One of the problems is that “people 
don’t understand the breadth of business 
ocean transportation intermediaries handle,” 
Voltmann said.

The TIA is researching how much of the 
world trade is accounted for by OTIs. In the 
United States, the third-party logistics mar-
ket accounts for $50 billion per year, he said.

While antitrust immunity “is a problem 
in any mode of transportation,” the biggest 
problem facing ocean transportation inter-
mediaries is the prohibition to enter service 
contracts as carriers, he said.

While OECD may not be the right av-
enue for the service contract battle, “we 
hope to use whatever forum we can to see 
what effects this prohibition has on the 
marketplace,” Voltmann said.

W A SH IN G TO N

The new millennium will bring new di-
rections for the National Industrial Trans-
portation League, the nation’s largest 
shippers’ organization.

Having won anumber of legislative battles 
in the United States, including rail, truck and 
ocean shipping deregulation, the NIT 
League’s focus will become more global.

And, although the league will continue to 
monitor political developments in the United 
States and abroad, the shippers’ group will 
expand into an educational clearinghouse 
to help shippers deal with day-to-day doing 
business activities.

“It’s always good to retool and see where 
you are, and where you’re going, “ said Ed 
Emmett, NIT League’s president.

“Six years ago, no one would have pre-
dicted the league would be operating glo-
bally,” Emmett said. Aside from holding a 
number of meetings abroad, more recently 
on the U.S. Ocean Shipping Reform Act, 
the league is invited to many of the leading 
international conferences and seminars, 
Emmett said.

For example, NIT League will speak for 
U.S. shippers on ocean carriers’ antitrust 
immunity at the May meeting held by the 
Organization for Economic Cooperation 
and Development in Paris. (See related 
story.)

Earlier in the year, Emmett will be going 
to Singapore to speak at an international 
conference on global maritime issues.

Last year alone, the NIT League has 
participated in meetings in Singapore, Ma-
laysia, Thailand, Hong Kong, Paris, Brus-
sels and London.

In the past, the league’s focus was on 
U.S. legislation, Emmett said. "We'vebeen 
successful. So now, we have to look up and 
say ‘where do we go from here to add value 
for our members.' ”

“Ours is the only business where the fed-
eral government steps in and tells us we can’t 
enter into a private service contract,” he said.

Carriers’ antitrust immunity “is part of the 
problem, but it’s not the Holy Grail,” he said.

“Anytime you have competitors discuss-
ing pricing, there is the potential to alter the 
marketplace,” he said. “Antitrust immunity 
does not belong in a competitive market-
place. You’re either going to deregulate or 
you’re not.”

OSRA “was a step in the right direction,” 
but it failed to represent total deregulation 
of ocean shipping, Voltmann said.

The NIT League will become more in-
volved in educational offerings and “shar-
ing all kinds of information with shippers 
around the world,” Emmett said. This in-
cludes sharing a “wide range of data” rang-
ing from public policy to what the carriers 
are doing to improve business practices, 
like benchmarking, Emmett said.

The NIT League has already signed an 
agreement with the U.S. Merchant Marine 
Academy to jointly offer seminars in global 
logistics. The seminars, open to shippers, 
carriers and the public, will be held in 
January, March, August and November at 
the Academy in Kings Point, N.Y.

The shippers’ group is also setting up a 
global shippers network on the Internet. 
This will allow shippers worldwide to know 
what’s going on anywhere, Emmett said.

For example, if a change is made in the 
Thailand Shippers Council, “people will 
know what’s going on,” he said. The site, 
www.globalshippersnetwork.org, will be 
available early January.

The NIT League will continue to focus 
on U.S. legislation. The chief priority will 
be to bring competition into the U.S. rail-
road industry. “This will be a laborious 
task,” he said.

The NIT League would like the United 
States to follow Canada’s example. In 
Canada, if a shipper wants a rate to a nearby 
railroad, the shipper can get this rate and 
break up the transport. However, in the 
United States, the originating rail carriers 
are allowed to demand that shippers stay 
with them on the entire route. In other 
words, U.S. rail carriers charge the same 
rate no matter how far along the route 
shippers go with that freight, Emmett said.

Emmett said there has been no break-
through on discussions with the rail indus-
try regarding competition legislation, “but 
this may change.” ■

New directions for NIT League
U.S.’s largest shippers’ association is becoming global voice.
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NEWSFRONT

FMC to study OSRA’s impact
Commission will gather data from  shippers, carriers, 

transportation intermediaries, to let Congress, 
the White House and public know i f  OSRA is working.

B y  T o n y  B e a r g i e

The Federal Maritime Commission 
will conduct a two-year study to 
determine how the U.S. Ocean Ship-

ping Reform Act is working.
The agency wants to get a handle on 

OSRA’s impact as early as this summer. 
The review will be an agency-wide effort, 
with all affected bureaus involved, said 
FMC Commissioner Hal Creel.

“Our intention is to provide an overview 
of the impact OSRA is having on the indus-
try, and the results of the study will help 
guide future FMC policy as well as any 
changes in our regulations which might be 
needed,” he said.

FMC trade experts and others will exam-
ine industry trends, such as mergers and 
carrier alliances, Creel said. Discussion 
agreements, which have drawn concern 
from smaller shippers and House Judiciary 
Committee chairman Henry Hyde, will also 
be examined, Creel said.

Overall, the agency will look at rates and 
services to see if they’ve stayed the same, 
improved, or deteriorated under OSRA, 
Creel said.

The FMC will examine service contracts 
and compare the rates and services, both 
pre-OSRA and post-OSRA, Creel said.

Watchdog. The OSRA review fits in with 
the commission’s proactive watchdog role 
that Congress conferred on the agency when 
it passed the ocean shipping reform law.

Creel said that it’s only natural that the 
agency review the law— which for the first 
time gives shippers and carriers the right to 
enter confidential service contracts.

“Nobody but the FMC has service con-
tract information,” Creel said. “Congress 
obviously expects us to oversee the law. 
We’re obviously the ones to do this study.”

The review will enable the FMC “to play 
a positive and productive role” in assessing 
the reform law, said FMC commissioner 
John Moran. The study will also allow the 
commission to provide Congress, the White 
House and the public with information and 
an analysis of OSRA, he said.

Congressional Attention. Aside from 
the upcoming House Judiciary Committee 
hearings on antitrust immunity, Moran ex-
pects that both the House Transportation 
and Infrastructure Committee and the Sen-
ate Commerce Committee will hold hear-
ings in the year 2000 on the new law.

“I think much of the congressional atten-
tion will focus on how the law is working in 
the real world: Whether there is a general 
satisfaction that preserving antitrust immu-
nity benefits the public good and facilitates 
trade; whether the pro-competitive elements 
built into the act, together with FMC over-
sight, have prevented carrier abuse of anti-
trust immunity; and whether various groups 
involved in ocean transportation — carri-
ers, shippers, intermediaries, labor and ports 
— are as groups benefitting from the new 
law as Congress intended,” Moran said.

Antitrust immunity has been a contro-
versial issue for more than 80 years, he said, 
so a review of the issue is nothing new.

Maersk Line's acquisition of Sea-Land’s 
international liner operations “raises the 
question in some circles of why the U.S. 
should preserve antitrust immunity that 
benefits only foreign-owned companies,” 
Moran said.

The continuing concentration of owner-
ship into fewer and fewer companies “is 
anothertrend that will be examined,” Moran 
said. If this trend continues, it “may raise 
questions as to whether the current scheme 
of antitrust immunity and (FMC) regula-
tory oversight is adequate or relevant to a 
liner industry down to a handful of global 
carriers,” he said.

Carrier competition in the rest of the 
world also may influence the future of ocean 
transportation in the United States, Moran 
said. Antitrust immunity, which allows col-
lective carrier activities under OSRA, is 
based partly on the fact that antitrust immu-
nity is provided for carriers by U.S. trading 
partners, Moran said.

However, Moran pointed out that a num-
ber of organizations and governments are 
reviewing antitrust immunity “and the value

of collective carrier activities,” including 
the Organization for Economic Coopera-
tion and Development, the European Union, 
Canada, Australia and Japan.

“These deliberations by our trading part-
ners and international organizations ... will 
certainly influence discussions about the 
future of carrier antitrust immunity under 
U.S. law,” Moran said.

Positive O SR A  Signs. There are pre-
liminary signs that the new law is bringing 
a positive impact on ocean shipping, Moran 
said.

The fact that the FMC has been flooded 
with some 63,900 service contracts and 
amendments between May 1 and Oct. 21, 
shows there is a “very dynamic market for 
service contracting,” Moran said. Of that 
total, about 23,900 were contracts and
40,000 were contract amendments.

There are also signs that service contract 
terms and provisions are beginning to vary 
from contract to contract as shippers and 
carriers gain experience with the process 
and tailor contracts to meet individual needs, 
Moran said.

“I believe the use of service contracts 
will continue to expand as the parties be-
come more comfortable with the process 
and with their business partners,” Moran 
said.

An apparent clean up of the eastbound 
transpacific trade is another sign that OSRA 
is working as Congress intended, Moran 
said. Last year, the FMC charged that car-
riers of theTranspacific Stabilization Agree-
ment discriminated against shippers— 
especially small shippers and non-vessel- 
operating common carriers — by either 
refusing to provide shippers space or 
charged rates above what were negotiated 
in service contracts.

In July, the TSA released to shippers 
voluntary service contract guidelines cov-
ering the 1999 contracting season.
“To my knowledge, the commission has 

heard few reports of the type of alleged 
carrier abuses that caused so much concern 
last year,” Moran said.

But one apparently successful service 
contracting season does not mean that the 
OSRA is successful. “We really do need 
several rounds of service contracting and 
more experience with the new law before 
we know how the act is doing,” Moran said.

The FMC will continue to monitor carri-
ers’ voluntary guidelines to see if they are 
undermining the service contracting pro-
cess, he said. “Congress directed the com-
m ission to be more proactive in its 
application of its injunctive powers, espe-
cially in light of the development of discus-
sion agreements.” ■
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NEWSFRONT

FMC approves cargo allocation pact
FM C will monitor agreement which divides cargo among  
six carriers in the U.S./Australia-New Zealand trade.

W ASH ING TO N

The Federal Maritime Commission has 
approved a cargo allocation agreement simi-
lar to those that permeated the U.S./Latin 
American trades in the 1970s.

The United States Australasia Agreement 
also establishes a new conference in the 
trade, and replaces the three-member U.S. 
Australia New Zealand Association.

The agreement provides for traditional 
conference activities such as ratemaking, 
space chartering, service contracting and 
the establishment of voluntary rate and ser-
vice guidelines covering service contracts.

The highly disciplined agreement also 
divides cargo shares among six carriers in 
the U.S. /Australia-New Zealand trade.

The largest cargo share — 27 percent — 
goes to Australia-New Zealand Direct Line. 
Columbus Line is next with 26.5 percent 
followed by P&O Nedlloyd, 22.13 percent; 
Contship, 12.79 percent; Wallenius Line 
7.11 percent; and Compagnie Generale

Maritime S.A. (CGM), 4.47 percent.
Cartiers are bound to a tight cargo report-

ing system and are also exposed to fines if 
they carry more than 105 percent of their 
allotted share. Within 15 days of the end of 
each consecutive two-week period, each car-
rier must submit reports of its liftings of 
allocated cargo to the agreement secretariat. 
This allows the agreement to track liftings.

A carrier that exceeds its allotted share is 
subject to a fine of $1,000 per TEU trans-
ported in excess of its allowable share.

The FMC allowed the agreement to go 
into effect, but will monitor the carriers’ 
activities through quarterly trade participa-
tion reports filed by each carrier.

The reports are needed to ensure that the 
pooling of cargo does not limit competi-
tion, and doesn’t lead to unreasonable rate 
increased, reduced levels of service or other 
market distortions.

The FMC doesn’t anticipate such nega-
tive results. The agreement covers “a low-

volume, high cost trade” that has a number 
of “unusual physical and economic charac-
teristics generally not found in other trades,” 
the agency said. The agency also cited “evi-
dence of a trend of rate and revenue erosion,” 
low vessel utilization and “substantial com-
petition” from carriers who do not belong to 
the new conference.

The FMC agency did not receive any 
formal protests from shippers when the 
agreement was filed. Flowever, the FMC’s 
Bureau of Economics and Agreement 
Analysis will solicit shippers’ views on an 
informal basis.

DuPont was initially concerned that the 
agreement would limit service options and 
that the large shipper would have to scramble 
for other carriers, once a carrier reached its 
allotted share limit.

So far there have been no problems, said 
Rey Ortiz, DuPont’s international procure-
ment manager. “Perhaps the carriers have 
been successful in finding ways to fulfill 
their contractual obligations.”

The trade accounts for only 2 to 3 percent 
of DuPont’s export business, he said.

On the other hand, he said the agreement 
“sort of goes against the spirit of the Ocean 
Shipping Reform Act.”

“If it turns out to be anticompetitive, 
there may be some problems,” he said. ■
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NEWSFRONT

Poon: Shipping lines must diversify
OOCL excutive says lines should move into logistics.

H ONG  K O N G

Container shipping lines must diversify 
into logistics and move away from basic 
commoditized transport services, a senior 
executive of Orient Overseas Container Line 
said.

Jim Poon, the outspoken managing di-
rector of OOCL (Asia Pacific) Ltd., told the 
Container Shipping Summit conference in 
Hong Kong that shipping lines will need to 
redefine their strategies and move into lo-
gistics services, while maintaining ocean 
carriage as their core business.

“Supply chain management, is a way for 
carriers to position themselves as more than 
transport providers,” he said. “By defining 
ourselves as providers of transportation by 
ocean, carriers have created a marketing 
myopia and commoditized their business.

“The result has been playing a rate game 
to chase business and missing out on ways 
to improve profits,” he said.

Logistics will provide a new source of 
revenue to shipping lines and help them to 
differentiate their services, he said.

The traditional business of moving cargo 
from port to port can be considered as “hard-
ware-based” services. But now carriers are 
moving into a service industry that will “de-
pend more on information technology and 
comprehensive service attributes,” he said.

The integration of transport, storage and 
distribution and the related management of 
information provide the backbone of the 
logistics strategy of a company, Poon said.

Logistics has become an important value- 
added service in both the production pro-
cess and the marketing channel. It has 
changed the basic concept of thinking for 
shippers and transport service providers, as 
decisions on transport methods can involve 
cost trade-offs between expenses related to 
transport, handling, storage and related ad-
ministrative work, he said.

Although the freight forwarders are per-
ceived as “forerunners in logistics services,” 
compared to shipping lines, forwarders has 
been specialized only in certain areas and 
limited to single-mode service, Poon said.

But forwarders are now being pressured

to change and move into multimodal and 
global services to compete with the rapidly 
expanding shipping lines.

Meanwhile, ocean carriers “are also en-
tering into every sector of the transporta-
tion world," he said.

Forwarders are entering a consolidation 
process similar to what the shipping lines 
have gone through in recent years, he said.

“European forwarders and the U.S. con-
solidators are getting closer to each other,” 
he said. They have to team up with either 
the shipping lines or other transport compa-
nies for sub-contracting to provide services 
on a more comprehensive and larger scale.

“When the cooperation between ship-
ping lines and the forwarding industry is 
shaping up on a wider scale, I won’t be 
surprised to see that some globally operat-
ing companies, while capable of providing 
global shipping and logistic services, need 
not own or even operate any sea-based 
assets,” he said.

“Similarly, shipping companies would 
be able to own shares in those forwarding 
business in a cross-relationship.

“Shipping lines will then be able to pro-
vide logistics services the forwarders are 
already running, but at the same time the 
shipping lines (will) stay focus on their core 
business,” he added. ■
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LIIGISTICS
I N T E R N A T I O N A L

Are we ready fo r  the online retail supply chain?
By G o r d o n  F o r s y t h

A recent television commercial 
shows an Internet shopper receiv-
ing goods through a fax machine 

— shoes, sweaters and all. Unfortunately, 
it’s just a commercial.

Online retailers, or e-tailers, are learning 
a hard lesson that logistics is more compli-
cated than it looks. Web sites and Java 
programs can’t sort product in a warehouse 
or transport packages to the home. And 
with online sales during the 1999 holiday 
season expected to top $8 billion — almost 
triple the previous year’s $3 billion total — 
according to analysts, the logistics lessons 
are growing more painful.

Some observers have started to question 
the viability of the entire online retailing 
model, as even the Internet’s leading play-
ers struggle with order fulfillment and dem-
onstrate a general lack of operational 
expertise.

The great paradox is that, at their core, 
Internet retailers are logistics companies.

The great paradox is that, 
at their core, Internet 
retailers are logistics 

companies. Take away their 
web sites, and they look 

a lot like third-party 
logistics providers.

Take away the web sites and they look a lot 
like third-party logistics providers.

The value e-tailers add to the economy 
will hinge on their ability to strip excess 
cost out of the world’s supply chains. Prof-
itability will come only when they prove 
that they can eliminate business invento-
ries, reduce handling expenses and enhance 
overall productivity in the retail chain —

and do all of that at a lower price than the 
local shopping mall.

Online retailing “is a logistics play that is 
not being played with a logistics bent,” said 
Doug Christensen, president and chief ex-
ecutive officer of USF Logistics, a division 
of trucker USFreightways, which recently 
launched an e-commerce logistics unit.

“It’s surprising how many e-commerce 
sites, especially the smaller ones, don’t 
have near the logistics capabilities they 
need,” Christensen said. “You put that up 
against the fact that all of these ‘dot-coms’ 
are spending millions and millions of dol-
lars to attract consumers to their sites. If you 
spend $80 to $ 100 to attract one customer, 
and then you lose them, you can only do that 
for so long until you go out of business.”

B2B vs. B2C. To the dot-coms’ defense, 
just how radically electronic commerce has 
altered traditional supply chains has every-
body, even logistics veterans, scratching
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Doug Christensen
president & CEO, 

USF Logistics

“These ‘dot-com s’ are 
spending millions and  

millions o f  dollars 
to attract consumers 

to their sites. I f  you spend  
$80 to $100 to attract one 
customer, and then you  
lose them, you can only 
do that fo r  so long until 
you go out o f  business.”

their heads. Internet retailing, known in 
industry circles as business-to-consumer e- 
commerce, is forcing shippers to build sys-
tems that move three-pound packages 
through warehouses designed to handle 
three-ton pallets.

Business-to-business e-commerce, or the 
electronic buying, selling and communi-
cating done by manufacturers, retailers and 
suppliers, is also making big waves by 
helping companies link up like never be-
fore. Better communications and order pro-
cessing will speed up the logistics planning 
and transportation process, and place more 
emphasis on time-definite delivery. But 
“B2B” e-commerce, unlike its “B2C” 
equivalent, will spur few changes in the 
way shippers actually move goods, experts 
say (see related story, this page).

“B2B e-commerce really requires noth-
ing more than an ability to operate on the 
Internet, thereby providing greater speed 
and greater visibility through traditional 
ways of doing things,” said Richard 
Armstrong, president of Armstrong & As-
sociates Inc., which annually publishes the 
Who’s Who in Logistics directory.

“B2B isn’t as much of a supply chain 
transformation as a relationship transfor-
mation,” Christensen said. “Clearly, B2C is 
a supply chain transformation. In B2C, we 
are attempting to go as close as we can from 
the manufacturer directly to the consumer, 
and we are taking all the distributor ware-
houses and the retail DCs (distribution cen-
ters) and retail stores out of play —

shortening that channel and passing the 
savings on to the consumer. That really is 
what B2C is all about — how we can 
change the logistics channel, take costs out 
of it, and pass it on to the consumer at a 
lower price.”

USF launched its eLogistics unit in Oc-

tober and named lohn McNamara, a retail 
logistics veteran, to head the new unit as 
vice president and general manager.

“Our goals are very modest,” Christensen 
said. “Our strategy is to focus on the startups. 
I do not want to take on customers that have
10,000 orders a day coming out of the gate.”

Going B2B
What business-to-consumer electronic 

commerce has done to the retail store, 
business-to-business e-commerce is do-
ing to the purchasing department.

“Most e-commerce activity is going to 
be on the business-to-business side not 
on the business-to-consumer side. There 
are just lots of opportunities to do things,” 
said Donald Ratliff, executive directorof 
the Logistics Institute at Georgia Tech in 
Atlanta.

Indeed, B2B e-commerce is expected 
to dwarf online retailing sales in coming 
years. Forrester Research predicts B2B 
will generate $1.3 trillion in annual rev-
enue by 2003.

“B2B is going to change an awful lot 
of purchasing departments over the next 
five years,” said Richard Armstrong, 
president of Armstrong & Associates Inc. 
“A lot of purchasing will be done via the 
Internet.”

Ratliff said online purchasing, or e- 
procurement, will help manufacturers 
eliminate transaction costs and shrink 
lead times more easily than they have 
ever been able to do before. “If you get 
electronically hooked up with your sup-
pliers, the cost of preparing orders and 
processing orders goes down. The time it 
takes you to do it goes down.”

Several different B2B business mod-
els will emerge, Ratliff said. “One is the 
whole concept of collaboration. Already, 
people like Dell (Computers) have popu-
larized the build-to-order notion, which 
is, in a large part, dependent on electronic 
information transfer.”

Dell has electronically linked itself to its 
customers, through the Web, and with its 
suppliers, via back-end information tech-
nology systems. “By doing this they have 
been able to, on the one side, cut out the 
middleman. And, on the other side, they 
have been able to cut inventories by shar-
ing information with suppliers,” Ratliff 
said.

New collaboration models have al-
ready begun to sprout up, such as Cisco 
Systems proposed relationship with FDX 
Corp. Cisco wants FDX to handle all of

the networking company’s distribution 
business through a merge-in-transit trans-
portation program designed to eliminate 
the need for warehouses. “The whole 
point of that is to use some cross-docks, 
to merge-in-transit, to do some things of 
that nature, but not really ever to ware-
house anything,” Armstrong said. “That 
is the kind of model that is possible under 
e-commerce.”

Other e-commerce models, such as the 
so-called “e-hub,” have arisen to fill the 
needs of specific businesses. An e-hub 
can provide all types of services, such as 
document exchange, demand planning, 
auctions, data translation.

“In most cases, this means you do not 
have to host the software,” Ratliff said. 
“Somebody will do all that for you. So, 
they create a huge opportunity for people 
to outsource, but to outsource the infor-
mation technology as opposed to the 
physical function. This is going to be a 
really big deal as things move on.”

Ford Motor Co. and General Motors 
Corp. ushered in a new model for B2B e- 
commerce in November, when they an-
nounced plans to form what Ratliff calls 
“integrated business communities.” Ford 
has partnered with Oracle. GM has teamed 
up with Commerce One.

Essentially, the two automakers want 
to communicate with their suppliers, and 
eventually their customers, via a central 
Internet site, where users can perform 
myriad functions.

An integrated business community is 
more or less a collection of e-hubs, Ratliff 
said. “An integrated business community 
provides a repository for data that people 
can connect to. So you can have a car 
exchange for consumers, a manufacturing 
hub, a procurement hub, a distribution hub 
and a hub for selling excess inventory.”

Ratliff believes many of the major 
brand-name manufacturers will develop 
similar B2B sites. “These communities 
will form around the big players. They 
will be the center of the universe. And 
they will think about attaching a lot of 
things around that center.”
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USF isn’t alone. Though they are moving 
cautiously, transportation companies are tar-
geting customers in what is expected to be a 
very lucrative market. Boston Consulting 
Group and Shop.org, a trade association for 
online retailers, says online retailing rev-
enue in North America will top $36 billion 
this year. Forrester Research, a U.S. tech-
nology consulting company, says residen-
tial delivery volume will more than double 
from 3 million deliveries a day to 6.5 million 
in the next three years.

Those numbers have everybody — third-

party logistics providers, retailers, manu-
facturers, freight forwarders, airlines, 
truckers, parcel carriers, postal compa-
nies, even retail mail stores — staking out 
niches in the e-tailing supply chain. Still, 
few, if any, know exactly how that supply 
chain will work.

“I think everybody is really just kind of 
scrambling in the dark,” said Christopher 
D. Norek, assistant professor of logistics 
and transportation at the University of 
Tennessee. “They are saying, ‘We have 
orders. People are paying us to pick and

ship them. Let’s just keep doing it, and 
hopefully over time we will figure this out. ’”

Norek helped e-tailing giant Amazon .com 
choose locations for some of its distribution 
centers. Amazon operates its own facilities 
in Georgia, Kentucky, Kansas, Nevada, Dela-
ware and Seattle and is investing some $300 
million in its distribution operation, Norek 
said

He said Amazon decided to set up its own 
logistics network partly because Jeff Bezos, 
the company’s founder and chief executive, 
couldn’t trust an outsider to provide cus-

What’s in a name?
2000 Logistics, a third-party logistics 

start-up, says it can handle just about any 
task an e-tailer throws its way.

“We handle everything, from the time 
the consumer checks out his shopping cart 
to when the goods are delivered. And we 
also handle reverse logistics,” said Dou-
glas Kowalchuk, senior vice president of 
logistics, for the White Plains, N. Y.-based 
company.

2000 Logistics began as the in-house 
logistics operation of Internet retailer 
WorldSpy.com, which was created last

year as an online mall to help traditional 
manufacturers compete with e-tailers by 
selling products directly to consumers. 
2000 Logistics has honed its services for 
the past 18 months managing WorldSpy’s 
logistics operations.

“WorldSpy is probably the worst-case 
customer that 2000 Logistics will ever 
have,” Kowalchuk said. “WorldSpy has 
goods they want to purchase and put in a 
warehouse; goods they want the manu-
facturer to continue to own in the ware-
house, while W orldSpy acts as a

third-party warehousing agent on the 
manufacturer’s behalf; goods that are go-
ing to ship directly from the manufacturer’s 
warehouse; and goods where the manu-
facturer said, ‘Just go through a regular 
distributor and we will support you on the 
back end.’ ”

2000 Logistics says it can provide credit 
card processing; fraud check ; authoriza-
tion; pick, pack and ship; customer ser-
vice; call center; reverse logistics; and 
packaging services.

The company has developed propri-
etary information technology to settle 
online payments, which is essential to the 
e-tailer because of the speed of sales, 
Kowalchuk said. “The benefit for the 
merchant ... is that they get paid in real 
time. As soon as the goods are shipped, 
the funds are in their merchant account 
within six hours, and, on the very outside, 
48 hours. So, there are no receivables.”

Traditional manufacturers face a num-
ber of disadvantages when it comes to 
competing against online rivals. Channel 
conflict — a benign name for the thorny 
problems that arise when manufacturers 
skip their distributors, wholesalers and 
retail stores — and customer service are 
two serious issues, Kowalchuk said.

Those problems will eventually fall 
away as the retailing world adjusts to a 
new style of business. But there remains 
one problem that isn’t going to go away 
without a fight.

“Major manufacturers can’t get one 
piece to your house today,” Kowalchuk 
said. “Electronics companies, for example 
— it is near impossible for them to ship 
one Walkman to your home today. The 
cost is almost as much as it is to fulfill a 
full truckload.”

WorldSpy spun 2000 Logistics off into 
a stand-alone subsidiary in October. 
Kowalchuk said venture capitalists are 
beginning to show interest, and that the 
company has a list of more than 1,000 
prospective clients.

Outsourcing fulfillment services

C U S TO M ER  SHOPPING  

ON YOUR WEB SITE

LO G ISTICS
S E R V E R >

W A R E H O U S E

FU LFILLM E N T

Source: 2000 Logistics.
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tomer service or fulfillment, and also be-
cause Amazon felt no one could handle the 
business.

“Right now there are a lot of companies 
out there that are calling themselves ‘e- 
fulfillment’ providers,” Norek said. “Some 
of them go all the way from taking the 
order, handling the order and fulfilling the 
order. Others just do the delivery. These are 
single-city delivery companies. They are 
not national firms. The reason Amazon did 
it itself is because no one is out there.”

eLogistics. That will change. Traditional 
3PLs, such as USF, UPS Worldwide Logis-
tics and GATX Logistics, are building na-
tional warehousing and distribution 
networks to handle e-tailing business. Start-
up 3PLs, such as 2000 Logistics in White 
Plains, N.Y., are tailoring entire service 
portfolios around dot-coms (see related 
story, page 16).

Internet retailers can save much invest-
ment capital by outsourcing fulfillment to 
third-parties. Building and staffing distri-
bution centers is expensive, and brick-and- 
mortar warehouses do not go away during 
slack business periods.

GATX Logistics, the contract logistics 
subsidiary of GATX Corp., believes that 
the potential for cost-savings ultimately 
will push e-tailers to hire logistics provid-
ers to handle their fulfillment, warehouse 
management and inventory replenishment 
operations. GATX plans to open in Febru-
ary a 300,000-square-foot distribution fa-
cility in Kentucky to serve 
e-tail customers.

“If a dot-com or an e- 
tailer wants to avoid us-
ing very expensive 
venture capital to build 
logistics infrastructure, 
they can come to GATX 
eLogistics and get a com-
plete end-to-end solution on a variable bill-
ing rate,” said Joseph A. Nicosia, president 
and chief executive officer of GATX Lo-
gistics, in an interview.

Nicosia said GATX will use its experi-
ence in warehouse management and fulfill-
ment to build a new service portfolio. It also 
will leverage a joint venture, called Paxis, it 
launched with Lockheed Martin this year to 
provide residential parcel delivery services 
through the U.S. Postal Service.

“We will be able to move the product 
from the e-tailer’s suppliers to the fulfill-
ment house and to the consumer. And we 
will manage that whole process,” Nicosia 
said.

Being able to manage the logistics pro-
cess from supplier to consumer will give 
3PLs a competitive advantage over straight

Fulfilling challenge
Breakdown of average fulfillment 

costs in the catalog industry

Task % of 
sa les

avg cost 
per order

Labor 4.2 $3.63
Overhead 2.7 2.33
Facilities 1.2 1.04
Supplies 0.9 .78
Equipment 0.4 .35
Data Processing 1.6 1.38
Transportation 4.0 3.46
Communications 1.1 .95

M iscellaneous 1.1 .95

Total 17.2 $14.87

Note: Based on survey of 39 catalog fulfill-
ment operations at organizations ranging in 
size from $1 million to $385 million in an-
nual sales.

Source: Freese & Associates, Catalog Age.

order fulfillment houses, such as Fingerhut 
Companies Inc., a division of Federated 
Department Stores Inc., and Keystone 
Internet Services Inc., a subsidiary of 
Hanover Direct Inc., he said.

Some, however, say traditional 3PLs will 
struggle to adapt their services to e-tailing 
logistics.

“Business-to-residential business really 
takes people that are specialized. And a lot 
of the traditional brick-and-mortar type 
companies are not equipped to do it. For 
that matter, I think they are somewhat re-
luctant to take it on,” Armstrong said.

“There are some 3PLs who have done 
fulfillment and pick-and-pack activity in 
the past, but there are not many of them that 
are into the concept of taking care of con-

“ /  think everybody is really 
ju s t  k ind o f  scram bling  

in the dark. They are 
saying, ‘we have orders. 

People are paying us 
to p ick  and ship them. 

L e t’s ju s t  keep doing it and, 
hopefully over time, we 

will figu re  this out. ”

Christopher D. Norek
assistant professor of 
logistics & transportation, 
University of Tennessee

sumers direct,” he said.
Nicosia said GATX can adapt its skills to 

serve e-tailers, but noted that the company 
is adding new business at a measured pace.

Many believe that the logistics units of 
FDX Corp. and United Parcel Service — 
natural players in the business-to-consumer 
delivery chain — will capture a significant 
share of e-commerce logistics business. 
FDX, parent company of Federal Express 
and ground delivery specialist RPS, has 
said it wants to focus on developing busi- 
ness-to-business information technology 
and logistics solutions. UPS, though it plans 
to serve the business-to-business market 
too, is not playing down its strong presence 
in the residential delivery market.

Analysts estimate that UPS, with its large 
fleet of brown delivery vans, controls about 
80 percent of the U.S. business-to-residen- 
tial parcel delivery market. Researchers say 
that UPS carries more than 50 percent of all 
Internet deliveries in the United States.

UPS Worldwide Logistics, UPS’s ware-
housing arm, will undoubtedly draw on its 
parent company’s delivery network to win 
e-commerce business.

The group says a focus on warehousing 
and distribution by e-tailers is playing right 
into its strength. “In the last six months, we 
have seen a surge back to the concept of 
brick-and-mortar, and actually having in-
ventory and having storage and warehous-
ing. That is what we do best,” said Lynnette 
Mclntire, spokeswoman for the unit.

“People have realized how important it is 
to know that product is available, to have 
reliable deliveries and an easy returns pro-
cess,” Mclntire said. “All of those things 
impact the perception by an e-tail company ’ s 
customers that (the e-tailer) is a reliable 
provider and responsive — all of the things 
that go along with customer loyalty.”

Handling Fulfillment. Indeed, logis-
tics providers are taking more prominent 
roles in providing customer service for e- 
tailing clients, pushing logistics to the fore-
front of the debate on 
e-tailing.

Many say the industry 
will look back on the 1999 
holiday shipping season 
as a turning point in the 
evolution of the logistics 
and e-commerce indus-
tries.

James Amos, president and chief execu-
tive officer of retail mail store franchiser 
Mail Boxes Etc., said the holidays “will 
demonstrate, most of all, the issues of ful-
fillment and returns management.”

Thomas L. Freese, an expert in warehouse 
management and principal of Ohio-based

Nicosia

Amos
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logistics consulting company Freese & As-
sociates, believes online retailers will have to 
tackle five primary issues to be successful. 
“Do any five wrong, and you won’t be around 
next Christmas,” Freese said.

They are:
•  Develop an attractive and functional 

web site — probably 
the easiest issue to 
deal with, Freese said.

•  Solve the 
“whole fulfillment is-
sue.”

•  Develop an in-
ventory replenish-
ment process to 
support the quick flow 
of goods through their 
warehouse.

•  Manage returns.
•  Manage cash 

flow with extreme 
care.

In other words,
“once you get past the web site, its all 
logistics,” he said.

Order fulfillment— everything that goes 
into making sure a product gets to the right 
customer, at the right time and in good 
condition — is going to cause e-tailers 
major headaches. No matter how much 
they can reduce inventory and cut over-
head, the costs associated with picking, 
packing and shipping products are difficult, 
if not impossible, to avoid.

Freese has done considerable work ana-
lyzing fulfillment operations in the catalog 
industry, which he said should serve as a 
basic model for e-tailing companies. Fie 
laid out his findings this year in a report 
entitled Logistics Support Needs o f the Cata-
log and Non-Traditional Retailing Indus-
try.

Fulfillment costs vary widely from cata-
loguer to cataloguer, depending on the type 
of goods being sold and the company’s 
target markets, Freese said. Generally, costs 
go up as the number of stock keeping units, 
or SKUs, increases and the product mix 
rises.

Average fulfillment costs in the catalog 
industry — including labor, overhead, data 
processing and transportation — run about 
17 percent of sales. He said the average 
fulfillment cost per order averages about 
$20 per order, but can range from $7.50 to 
$25 per order. Those numbers do not in-
clude the cost of information technology 
installations and licensing agreements.

The problem for e-tailers is that handling 
costs and transport costs are difficult to 
reduce. “The trick on the residence thing is 
that the fulfillment of those orders is going 
to happen very quickly,” Armstrong said.

“There is going to be very low inventory, 
and, in many cases, the operations are going 
to be labor intensive, rather than highly 
automated.”

Further complicating matters, “the or-
ders tend to be very small,” Armstrong said. 
“If the order sizes get below $50, transport 

charges are going to 
run you up to $5 or 
$6, and the fulfillment 
is going to run you $5 
to $6 as well.”

Key differences 
between the e-tailing 
and catalog industries 
will make fulfillment 
even more compli-
cated for e-commerce 
concerns, Freese said.

“When you run a 
catalog, you have a 
pretty good idea of 
who is ordering, what 
they are ordering, how 

much they are ordering and where they are 
ordering,” he said. “On the Internet, you do 
not have that control, and you don't have a 
history because the industry isn’t that old.

“The number of people on the Web is 
increasing exponentially everyday. So, 
when you make an offer on the Web, what 
will the impact be? A company may be 
targeting 500 orders a 
day; they are getting 
5,000.”

That uncertainty 
makes flexibility  
paramount when de-
signing warehouses 
and fulfillment sys-
tems in the e-tailing 
world, Freese said.
“O rder-processing 
systems and ware-
house systems must 
have capabilities 
w ell-beyond your 
planning horizon.”

Going Home. De-
livery will be no walk 
in theparkfore-tailers, 
either. Business-to 
residential deliveries 
have never been easy 
for parcel carriers. FedEx, RPS, Airborne 
Express, and even UPS have designed their 
networks to handle business-to-business de-
li veries, which produce a wider profit margin 
than do residential parcels.

Analysts say volume density is the cru-
cial issue. “The one thing with B2B deliv-
ery is that businesses are much closer to 
each other. You go into a building and there

are 10 or 15 businesses. You are spending 
more time stopping at customers and deliv-
ering packages than you are driving to them,” 
said Satish Jindel, a parcel delivery expert 
and principal of SJ Consulting Inc. in Pitts-
burgh.

“The number of stops per mile is a criti-
cal factor in developing density. And when 
you raise density, you raise productivity,” 
Jindel said. “If a driver spends more time 
driving, than he will have less stops to 
make. You do not make money driving; you 
make money stopping and dropping pack-
ages.

"In the residential market, the deliveries 
are farther apart. When a driver goes into a 
neighborhood, he must drive past homes to 
deliver and pick up. Also, the deliveries and 
pickups are being handled in ones, where 
often in B2B, deliveries and pickups are 
multiple.”

Traditionally, carriers have struggled to 
make money on residential business. But 
Jindel says carriers — at least some of 
them — will be able to serve e-tailers 
profitably.

“The key thing about residential deliv-
ery is that you need to be able to make stops 
very frequently, and that is a function of 
the number of packages you are handling,” 
he said. “For that reason, I believe UPS is 
ideally situated to capitalize on it, because 

they already have a 
density. They have 
more drivers on the 
street than anybody 
but the Post Office — 
som ething like
85,000 — and every 
extra package they 
get for residential de-
livery improves prof-
itability.”

With an 80-percent 
market share, UPS 
clearly has a leg up 
on the competition. 
But, that hasn ’t 
stopped other parcel 
carriers from chip-
ping away at Big 
Brown’s dominance.

Surprisingly to 
some, the U.S. Postal 
Service, with the help 

of some UPS competitors, is making a 
concerted attempt to win e-commerce de-
liveries. The USPS has formed several 
partnerships with private carriers — in-
cluding Airborne, Paxis, CTC Distribution 
Direct and Parcel/Direct — to feed resi-
dential parcels through post offices and 
mail delivery vans.

The USPS in January rolled out an en-

Thom as L. Freese
principal, 

Freese & Associates

“Once you get past 
the web site, i t ’s all 

logistics. ”

Richard Arm strong
president,

Armstrong & Associates

“The orders tend to be very 
small. I f  the order sizes 
get below $50, transport 
charges are going to run 
you up to $5 to $6, and  
the fu lfillm en t is going  
to run you $5 to $6. ”
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hanced work-sharing rebate program that 
increased the savings companies can reap 
by delivering bulk mail shipments deeper 
into the postal system. So-called parcel 
consolidators, such as CTC and Parcel/ 
Direct, have been using USPS work-share 
rebates for years to compete with the deliv-
ery prices of UPS. New incentives this 
year, however, attracted Paxis into the 
market and eventually lured Airborne into 
the mix.

Under the program, carriers drop bulk 
shipments of parcels off at local post of-
fices, where they are broken down and 
delivered to the home by USPS drivers. 
Inside the Post Office, officials call it “the 
last mile” program.

“Nobody is ever going to have the deliv-
ery density that the Postal Service has to 
pay to put that much iron and feet on the 
street to deliver this stuff,” said Jerry 
Hempstead, Airborne’s vice president of 
national accounts. “If carriers want to get 
into this business, for every 20 residential 
deliveries, they are going to have to buy 
another truck and hire another driver. The 
revenue associated with these transactions 
is relatively low. So, it is never going to 
work.”

Airborne set up a new delivery service 
this summer called Airborne @ Home using 
the USPS to make home deliveries. The 
company promises three-day delivery any-
where in the United States. “The obvious 
target of Airborne @ Home is the guy who 
has 80-percent market share,” Hempstead 
said. The service is designed to be less 
expensive at all weights than UPS.”

For example, Hempstead said that a five- 
pound parcel to San Francisco from New 
York costs UPS ground residential cus-
tomers $6.27 and Airborne customers $5.96. 
The carrier pays the postal service $1.37 
for the home delivery portion of the move. 
Airborne has integrated the bulk mail de-
liveries into its existing two-day delivery 
network.

Tom Scanlin, vice president of sales and 
marketing for Paxis, said 
the USPS offers other 
advantages. “The Postal 
Service offers Saturday 
delivery, and during the 
holidays they will even 
do Sunday deliveries.
They are also getting 
more flexible about the 
hours of operations at local post offices, in 
terms of being able to pick up mail that 
wasn’t able to be delivered to the home, and 
also for returns.”

FDX also is making a cautious move into 
home deliveries through its RPS ground 
delivery unit. RPS expects to make an

Jerry Hem pstead
VP of national accounts,

Airborne Express

“I f  carriers want to get 
into this business, fo r  every 

20 residential deliveries, 
they are going to have 
to buy another truck  

and hire another driver. 
The revenue associated  
with these transactions 
is relatively low. So it is 
never going to work. ”

announcement by spring about the future 
of a residential delivery program it has 
been running in the Pittsburgh area, said 
Bram Johnson, vice president of market-
ing for RPS.

RPS has been “tinkering with different 
items and seeing what people will pay 
for,” Johnson said. If RPS decides to go 
national with a residential program, the 
carrier expects to set up a separate com-
pany to do only home delivery.

RPS’s cautious approach highlights the 
problems home delivery poses for parcel 
carriers. Most officials acknowledge that, 
over time, e-tailing will generate enough 
package density so that carriers can make 
a residential business work. But when?

“Do you wait until the density is there 
and then get into it, or do you lose money 
for a while and be the first to figure out how 
to do this stuff?” Norek said.

Profit. In the face of such logistics chal-
lenges, the real question is: Will e-tailing 
work?

People will run data through logistics 
equation after logistics equation in coming 
years to find the answer.

Ultimately, the survival of e-tailing will 
depend on whether companies can elimi-
nate enough inventory and overhead costs 
from traditional retail supply chains to 
balance out the added expense of fulfill-
ment and delivery. Whether the sum of 
that equation comes up on the plus or the 
negative side will depend on the product

being sold, experts say.
“You are taking the costs out of one end 

and adding them in at the other, but the 
whole equation needs to be cheaper or it is 
not going to work,” Christensen said. “The 
only way that consumer-direct is really 
going to take off is if e-tailers offer con-
sumers a cheaper price than what they can 
find in the store.”

Norek believes it will all come down to 
inventory reduction.

“When you look at the traditional retail 
environment — with the stores and the 
store inventories and everything else — I 
would say yes, it can work,” he said. “If 
you bypass that whole network, you can 
really cut out a lot of money. You add 
some, obviously, in the home delivery pro-
cess, but you cut out a lot of that expense. 
Instead of carrying 12 of everything at
1,500 stores, you carry 12, maybe 24, of 
everything at five distribution centers. Then 
you send out from there and replenish from 
your suppliers over time.”

Average inventory carrying costs range 
from 25 percent to 40 percent of a retail 
item’s price, Norek said. “If you can re-
duce that by two-thirds to three-quarters by 
getting rid of the retail space, what does 
that do to your return on assets? Through 
the roof.”

Jindel believes that the widespread ac-
ceptance of business-to-consumer e-com- 
merce is inevitable.

“The biggest value the Internet is adding 
to our way of living is that it is eliminating 
the role of the middleman. So now, if I 
produce steel, I have a way to go directly to 
the people that consume steel. I do not need 
distributors, or wholesalers or brokers. Con-
sequently, companies who make products 
do not need somebody else to market them,” 
Jindel said.

“But companies still need to take prod-
uct from their production to the consuming 
site. And that is where the more difficult 
part comes in. That is where the opportuni-
ties are for the FedExs, and UPSs, and 
others. It is being able to help companies 
like Proctor & Gamble, Gillette and Kellogg 
develop a delivery network and a logistics 
infrastructure that will allow these compa-
nies to go direct and say, ‘O.K., Mr. Doe, 
you have a baby at home. You need dia-
pers. Every two weeks you will get your 
diapers, your baby wipes, your formula. 
And if you want to change the quantity, 
you can go onto the Web. You have an 
account and can change the order quantity 
and the order frequency.’

“That is where the real logistics issue 
comes in, and where the model of going 
directly to the consumer from the manu-
facturer will prevail.”

Scanlin
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Crossing borders
Online retailers struggling with domes-

tic deliveries haven’t seen anything yet. 
The international transport and trading en-
vironment is nowhere near ready for e- 
tailing.

International e-commerce fulfillment will 
be “very complicated,” said Rolf Noetzli, 
vice president of supply chain management 
and electronic commerce for forwarder 
Danzas Corp. “The transportation is fairly 
easy when you have a network 
like ours. I am not so concerned 
aboutthat. What I am concerned 
with is customs compliance.”

Governments will have to 
drop tariffs and paperwork re-
quirements so online orders can 
move more freely, Noetzli said.
Danzas is working to set up pro-
grams for e-tailers whereby its 
forwarding offices around the 
world will act as importers of 
record for international e-com-
merce shipments and distribute 
the goods after they arrive. That 
way customers won’t have to 
deal with customs.

Danzas also wants to set up 
deals with national customs 
agencies, like those the inte-
grated carriers have pushed 
through in many countries with 
the help of the World Customs 
Organization.

“I am very optimistic that 
someday market demand will 
mandate that something like 
this will happen in the freight 
forwarding environm ent,”
Noetzli said. “The risk of all of 
this sophisticated thinking is 
that it is starting to complicate 
things. I think our objective 
should be to take away all of 
the potential risks with a very 
clear approach to how the prod-
ucts should move.”

In November, Danzas 
formed a partnership with a 
company called NetShip, a di-
vision of Maryland-based mail 
center chain Parcel Plus Inc.

Parcel Plus runs a chain of 
warehouse/mail centers simi-
lar to those owned by Mail 
Boxes Etc. Like MBE, Parcel 
Plus hopes to cash in on e- 
commerce by using an already

established brick-and-mortar infrastruc-
ture to provide fulfillment and returns 
management service to online retailers.

“We tried to pick a spot where we could 
stand into the wave and not get smashed 
by it,” said Dave Campbell, chief execu-
tive officer of NetShip and Parcel Plus. 
“We decided that the position of taking on 
inventory, holding it, packing and ship-
ping it was a good place to be. So, really

Parcel Plus has changed from a pure walk- 
in business to a combination. We are 
taking consolidations bringing them 
through the back door.”

Campbell, a former Burlington Air Ex-
press and Bekins executive, formed NetShip 
two years ago. The company has tied to-
gether via an information technology sys-
tem 450 retail shipping sites. The company 
expects to generate most of its business 
from foreign exporters looking to sell prod-
uct in the United States. He hopes Danzas 
will lend international logistics expertise 
and scare up overseas clients.

“The Danzas alliance allows 
us to see the inventory coming 
in from outside the U.S.,” he 
said, “particularly now that they 
picked up AEI. That gives us 
good presence from Europe and 
Asia.”

NetShip counts 14 e-com- 
merce clients on its customer 
list, including Greenstar.org, 
the Red Cross and several in-
ternational “cyberm alls.” 
Campbell said he expects to 
raise $4 mil lion in venture capi-
tal to grow the business.

“Danzas will operate world-
wide as an exclusive provider 
forNetShip customers,” Noetzli 
said. “We want to develop a 
system whereby NetShip can 
quote its foreign customers door- 
to-door shipping times and costs 
for any product. Danzas will 
handle the international piece of 
the business — transportation, 
customs, etc. NetShip will 
handle the warehousing and ful-
fillment.”

Danzas also plans to pro-
vide marketing support and 
governm ent liaisons for 
NetShip worldwide.

“NetShip is the first of many 
alliances and options we are de-
veloping. It is not the last one; it 
is the first one,” Noetzli said. 
“We have started into new mar-
kets, and of course, now we will 
have to support these endeav-
ors. But you have to develop 
these things. You have to be part 
of the development process. In 
order to position yourself in a 
new market, you cannot do it 
from the side. There are invest-
ments, yes, and there are risks 
unfortunately. But I think they 
are controllable.” ■

“ We tried to p ick  a spot where we could  
stand into the wave and not ge t sm ashed  

by it. We decided that the position  
o f  taking on inventory, holding it, packing  

and shipping it was a good p lace to be. ”

Dave Cam pbell
chief executive officer 
NetShip, Parcel Plus
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Un-wiring the world
Fritz Cos. helps Nokia deliver w orld’s antennas.

B y  G o r d o n  F o r s y t h

Imagine you’re driving down the high-
way, a little over the speed limit, and 
you see flashing lights. A police of-

ficer approaches, asks for your license and 
registration, then strolls back to his patrol 
car.

Eight seconds later, he returns with a 
digital copy of your tax records and slaps 
you with a fine in proportion to how much 
cash you netted last year.

Sound far-fetched? It wouldn’t in Finland, 
where police use mobile communications 
technology from Nokia Corp. to dole out 
fines based on a speeder’s net income. Call it 
a downside of the wireless revolution.

The mobile communications market is 
booming all over the world. For evidence, 
just count the phones. On any given day in 
any major city, cell phone users are walking, 
talking and surfing the Internet in droves.

At the end of 1998, there were 305 mil-
lion wireless subscribers worldwide, ac-
cording to industry estimates. The market is 
expected to more than triple to 1 billion 
subscribers by 2005.

“In the 1990s, we have delivered the 
telephone to every pocket,” said Ari 
Kurikka, head of logistics for Nokia’s radio 
access systems business unit. “During the 
next decade — in the double zeros — we 
will be the first company to deliver the 
Internet into every pocket.”

“BIRD” Logistics. But forget the phones 
and the hand-held computers for a moment, 
and think about how they work. To “un-
wire” the world, Nokia, 
and its two chief com-
petitors — Sw eden’s 
Ericsson and Illinois- 
based Motorola Inc. — 
are constructing a global 
network of antennas to 
carry cellular radio sig-
nals. Jordan

Nokia, Ericsson and Motorola manufac-
ture these transmission units, or base sta-
tions, for wireless service providers, such 
as Cellular One or Bell Atlantic, that use the 
devices to move their customers’ phone
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calls and e-mail. Each base station can be as 
small as a carry-on suitcase or as large as a 
refrigerator, depending on the number of 
users it supports.

"They can go anywhere,” said Ron Jor-
dan, director of business development in 
Europe for Fritz Cos., the San Francisco- 
based forwarder andlogistics provider. “They

can go inside a newly constructed building. 
They can go in a green-field site in the middle 
of nowhere. Like in Scotland — up in the 
Highlands — they put them on hilltops.”

Jordan expects wireless service provid-
ers to order tens of thousands of these 
antennas worldwide in the next five years. 
To tap that expansive market, Nokia has 
hired Fritz, and three other companies — 
DHL International, TNT and Schenker- 
BTL — to create a logistics program that 
will allow the Finnish company to deliver 
base stations more quickly and with less 
inventory. Nokia wants to boost sales while 
lowering the costs associated with making 
and servicing those sales — a complex plan 
that has already forced the telecom giant to 
re-think the entire way it designs, makes 
and delivers product.

Four years ago, “the responsibilities were 
split in many parts of our demand and 
supply chain, which made it very difficult

Wireless transmission units “can go anywhere” — a good thing, because 
service providers will need tens of thousands of them worldwide to serve 
users.
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to measure end-to-end results in our total 
supply chain,” Kurikka said.

When Kurikka took over Nokia’s base 
station logistics operations in 1996, the 
average lead-time from manufacture to de-
livery was six months. Lead times have 
come down to 30 days, but Nokia wants 
more.

Indeed, it may need more. “In our busi-
ness, when an operator starts up, the invest-
ment costs are huge,” Kurikka said, adding 
that it generally costs a wireless service 
provider $500 million to $ 1 billion to cover 
one U.S. state or European country, and 
another $1 billion if the company wants to 
build a world-class system. “With that kind 
of investment, these operators want to get 
returns more quickly than the industry is 
delivering.”

This spring, Nokia started an initiative 
under the name BIRD, which stands for 
Breakthrough Inventory Rotation Days, to 
shrink its response time down to seven days 
for all base station deliveries in Europe. Fritz, 
DHL, TNT and Schenker have set up an 
integrated team to serve the BIRD account. 
When a logistics program has been ironed 
out in Europe, Nokia hopes to adopt BIRD 
standards in other regions of the world.

Benchmarked against other industries, 
telecommunications companies have done 
a relatively poor job of managing logistics, 
Kurikka pointed out at the recent Council of 
Logistics Management conference in 
Toronto.

The median cash-to-cash cycle time for 
telecom companies was 113 days last year. 
By comparison, median cash cycles in the 
semiconductor and computer/electronics in-
dustries were 80 days and 97 days, respec-
tively. The automobile industry’s median 
cash cycle was 35 days.

Recent benchmark data shows telecom 
companies have improved, but also that 
more work must be done. On-time delivery 
has improved from 65 percent to 74 per-
cent, Kurikka said. Order fulfillment lead 
times have come down to 27 days from 40 
days, and inventory rotation days also have 
come down to 88 days from 95 days. The 
median telecom cash cycle, however, has 
lengthened to 127 days from 113.

With the big three wireless manufactur-
ers competing vigorously for new base sta-
tion business, logistics will play a significant 
role in differentiating service and, ulti-
mately, in deciding who wins sales.

“If you take a look at Ericsson, Motorola, 
and Nokia in the big regions— Asia/Pacific, 
North America and Europe — each one of 
them is the leader in one of the areas,” Jordan 
said. “So, in order to expand they need to be 
the first one to new markets with these types 
of units. It provides them a competitive ad-

vantage to position these goods to be sold, 
without creating excess inventory.”

FISH-y W arehousing. Four years ago, 
Nokia’s bases station unit was in no posi-
tion to use logistics as a competitive tool. 
The company turned to Fritz in 1996 to help 
streamline distribution operations, while, 
inside Nokia, management revamped de-
sign, sales and manufacturing operations.

Under the original setup, Nokia used 
national sales and service organizations in 
each European country to serve base station 
customers in local markets. Each country 
unit maintained a warehouse. When an or-

der was placed, the national unit filled it 
from inventory or passed a manufacture 
order onto Finland for delivery.

The value these national organizations 
offered “was getting the product into the 
customers’ hands as quickly as possible,” 
Jordan said. To insure they had the material 
to make quick sales, the national units “had 
to overcompensate. Like in many indus-
tries, they had excess inventory.”

Jordan said the national units were oper-
ating under the "FISH” method of inven-
tory, which stands for “first in, still here.” 

Wireless technology “has advanced so 
quickly that the obsolescence factor kicked

E C U A D O RI A N  LI N E

A  S e r v ic e  o f  S o u t h  P a c if ic  S h i p p in g  C o .  Lt d . 

U .S . G e n e r a l A g e n t  E c u a d o r ia n  L in e  In c .

T h e r e  a r e  o n l y  a
FEW THIN GS YO U  CA N 

C O U N T  O N  IN LIFE...
B r emen

Tel : 49-421-32-90-40 
Fa x : 49-421-329-04-44

C o pe n h a g e n  
T e l :  45-43-71-43-14 
F a x :  45-43-71-09-99

ECU AD O RIAN  LINE 
IS O N E  OF THEM.

G o t h e n b u r g

Tee: 46-31-703-78-00 
F a x :  46-31-83-12-70 Ecuadorian line offers 

independent rates to you, 

the fastest transit in the trade 
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customer service. Whether 
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Tel : 514-393-9100 
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Ro t t e r d a m
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N e w  Yo r k : T e l : 2 1 2 -3 5 0 -9 6 6 0  •  Fa x : 2 1 2 - 3 5 0 - 9 6 5 3  

G u a y a q u i l , Ec u a d o r : T e l : (5 9 3 4 )  4 4 0 3 4 4  •  Fa x : (5 9 3 4 )  4 4 5 0 9 3  
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in regularly,” he said. “Nokia was building 
new buildings just to support the inventory 
they had. That was their real dilemma. 
Nokia has a great product, but they needed 
to get it to market more efficiently.”

To smooth its distribution operations, 
Nokia set out to create a supply chain that 
“pulled” product from the suppliers to the 
customer rather than one that “pushed” ma-
terials and products into expensive ware-
houses up and down the chain in anticipation 
of sales. Nokia adopted logistics goals based 
on make-to-order and make-to-replenish prin-
ciples.

Nokia’s wants to improve its delivery pro-
cess to the point where it can guarantee 
perfect order fulfillment. That means “on- 
time. right quantity, right quality” for every 
order, Kurikka said. Nokia plans to reduce 
lead times and to create flexibility so the 
company can respond to changing market 
demands. Ultimately, it hopes better logistics 
management will allow the company to lower 
inventory levels, which in turn will boost the 
return on investment and improve stock per-
formance.

Kurikka said Nokia has driven change 
upstream in the supply chain, even into the 
product design department of the company. 
“I have lost some of my best people to the 
product sector for two and three years,” he 
said. “But when the products are finished, 
we know that these are going to be the killer 
products, from a logistics perspective.”

Nokia’s business has been growing tre-
mendously. In the first nine months of 1999, 
net income jumped 57 percent to more than 
$1.7 billion on a 49-percent increase in 
sales of $ 13.5 billion. The company ’ s stock 
price has more than doubled this year on 
Wall Street, from $60 per share in January 
to nearly $140 per share in late November.

With such strong business growth, tight 
logistics management isn’t as crucial as 
making sure you have enough capacity to 
make product. But with competition in-
creasing, particularly in the base station 
business, Nokia believes logistics will de-
liver even more value to stockholders.

Kurikka said the company has shaved 
about $200 million in annual inventory 
carrying costs, and that he expects deeper 
savings next year. “If you are a Nokia 
stockholder, you will be very happy with 
the improvement,” he said. “We are not 
talking about a percentage point improve-
ment; we are talking about a more than 50 
percent target reduction in inventory.”

Bridging C om m un ications. Fritz, 
along with its partners, will play no small 
role in delivering Nokia’s promise.

Fritz has established a central warehous-
ing and staging operation in Tilburg, the

Netherlands, for distributing Nokia’s base 
stations throughout Europe and the world.

With Fritz’s help, Nokia has adopted a 
“platform-style” manufacturing operation for 
its base stations. Fritz stores the basic units 
for each indoor or outdoor station at its facil-
ity in Tilburg. When an order is placed, Fritz 
does final assembly and then manages a 
merge-in-transit flow for custom compo-
nents.

Nokia wants to strip the units down to a 
common unit, Jordan said. “So, that is what 
they produce and we store. They can get 
closer to destination and then configure the 
custom elements.”

Ari Kurikka
head of logistics, 
Nokia Networks

“We are not talking  
about a percentage  
poin t im provem ent; 
we are talking about 

a more than 50 percen t 
target reduction  

in inventory. ”

From Ti lburg, Fritz promises bases station 
deliveries within five days to anywhere in 
Europe. Fritz also will cut cable to specifica-
tion for outdoor stations and insures that all 
components arrive at destination within hours 
of each other for final configuration.

“We do not want Nokia customers to 
have to have a warehouse; Nokia doesn’t 
want to have a warehouse; and they do not 
want to have national organizations with 
inventory,” Jordan said. “They want their 
inventory to be as flexible as possible. Ev-
erybody is involved and taking ownership 
of this. We are moving to demand replen-
ishment, and we want to pull the inventory 
to the destination.”

Nokia wants to eliminate all of its coun-
try-specific warehousing operations and 
consolidate its inventory in Tilburg. The 
national organizations will concentrate on 
sales and technical service.

“We are in the process of rationalizing 
the number of warehouses Nokia requires 
in Europe,” Jordan said. "That can only be 
done through improved processes and time-

definite deliveries. If you just shut down 
warehouses to reduce costs, you are not 
servicing your customers, and you are go-
ing to lose in the long run.

“This has all been a phased-in process, 
where we, as a service provider, have started 
handling some of their business, and we 
have helped reduce the inventory in their 
national warehouses,” he said.

But for the BIRD initiative to be success-
ful in further reducing lead times to one 
week from a month, Fritz and Nokia know 
that the two companies and their partners 
will need to do a better job of sharing 
information electronically.

Lead times “will come down incremen-
tally,” Jordan said. “A lot of it has to do with 
systems and visibility. As a logistics pro-
vider, we need to have the ability to see an 
order being placed, to be able to create 
space in our warehouse and to start the 
merge-in-transit planning. Rather than re-
acting, we are being proactive, and we are 
starting to set schedules for merging theses 
goods in transit.”

Nokia’s four logistics partners in BIRD 
— Fritz, DHL, TNT and Schenker — 
complement each other. Fritz handles ware-
house management and major interconti-
nental air-freight moves. DHL has 
international small-package and overnight 
delivery capabilities. TNT operates a fleet 
of ground vehicles and has distribution ca-
pability in Europe. Schenker-BTLhas strong 
ground-based logistics management capa-
bilities as an asset-based trucking and dis-
tribution services provider.

“So you have got the components. Us 
four, in conjunction with Nokia, have a 
team, and we set the strategy and the policy 
on how we are going to move forward. We 
look for opportunities in any way we can to 
innovate,” Jordan said.

Communication remains an issue. Jor-
dan and his counterparts at TNT, DHL and 
Schenker met in November to discuss more 
efficient ways of moving information be-
tween themselves and Nokia. It’s always a 
complicated process when competitors have 
to work together, but Jordan said the four 
BIRD partners are coming together.

“At first there was a little competitive-
ness,” he said, noting that some business 
decisions can benefit some partners to the 
detriment of others. “But at the end of the 
day, if we — the four of us — can provide 
Nokia with a top-notch service, then our 
business within our own organizations will 
only increase.”

“We need to build a bridge that didn’t 
exist,” Kurikka said. “And that bridge is an 
information network that connects the dif-
ferent companies in the supply chain, and 
within our own organization.” ■
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WITH ALL THE 

MODERN 

EQUIPMENT 

WE USE 

TO MOVE 

YOUR CARGO, 

THESE ARE 

STILL THE MOST 

IMPORTANT.

The Port of Boston has made significant 

changes over the past two years. 

We’ve dredged our channels for 

larger ships. We have new, modern 
equipment to move your cargo more 

efficiently. And, we’ve made operational 

and infrastructure improvements to 
increase our yard productivity. Yet, the 

most important element to providing 

such a high level of service is our 
people. From longshoremen to

clerks, together we 
move over one 

million tons of 
containerized cargo each year. After 

all, it takes more than muscle to be 
the most exceptional port on the 

East Coast, it takes a strong work ethic.

For more information, contact the 
Port of Boston at (800) 294-2791 or 
visit us at www.massport.com.

http://www.massport.com
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Shippers, providers 
‘watch’ Internet auctions

Users try to identify benefits and scope o f  the online 
systems. M ost adopt a “wait and see ” policy.

B y  P h i l i p  D a m a s

Getting a freight rate quotation from 
a dozen shipping lines or non- 
vessel-operating common carriers 

with one click of the mouse is now possible, 
following the launch of the liner shipping 
industry’s first Internet auction web sites.

The third-party Internet service providers 
behind the online systems, which include: 
www.eraterequest.com,www.celarix.com, 
www.gocargo.com, www.freight-on- 
hne.com, www.lsxs.com and www.shipping- 
auction.com, aim to offer buyers and sellers 
of shipping services a marketplace where 
they can bid for cargo or capacity and agree 
on price (November American Shipper, page 
68).

But while the idea is simple to grasp, the 
practicality of how to conduct business in 
this market raises complex, fundamental 
questions, according to shippers, shipping 
lines and intermediaries.

Spot Pricing Only? “We have looked 
at it,” said Geoffrey Giovannetti, managing 
director of the Wine and Spirits Shippers’ 
Association, commenting on the develop-
ment of Internet auction systems. “It’s a 
intriguing concept, but not one we are going 
to take advantage of right now.”

“It’s more or less like the airline industry 
with standby fares,” he 
said. But members of the 
Wine and Spirits Shippers’
Association are interested 
in planning their shipments 
“more than on a spot ba-
sis.”

G iovannetti recog-
nized that using the spot Ortiz 
market may enable shippers “to beat con-
tract rates,” but the spot market is where 
price, rather than service, is the only factor 
to consider.

“For us, DuPont, a major corporation, 
fixed prices are very important,” said Rey 
Ortiz, international procurement manager.

“The fre igh t rate issue 
usually is a consequence 
o f  developing a package  

that our customers 
individually needs  —  

not the other way around.”

Kim Balling
general manager, 
corporate marketing, 
OOCL

“A concern I have with the new Internet 
providers is that it is a spot market.”

Ortiz said that using the spot market may 
produce savings for shippers if vessel space

is easily available in a given trade. But 
service contracts, rather than ad hoc spot 
deals, can ensure space on ships when ves-
sels are full.

“We need to find out how secure the 
systems are and whether we have a choice 
of carriers,” he added.

Giovannetti and Ortiz said that they would 
consider using the online systems.

Some of the Internet service providers say 
they enable shippers and carriers to conclude 
service contracts through the systems, and 
not just ad hoc bookings. The different sys-
tems vary in the way they operate: Some of 
them are more like “blind” auctions, whereas 
others enable shippers to send their requests 
only to a specific list of selected carriers.

“In regards to the freight auction sites, we 
have so far been contacted by some eight or 
10 companies,” said Kim Balling, general 
manager, corporate marketing of OOCL. “We 
have looked at the designs and business plans 
for most of these, but decided at this time not 
to spend development efforts to include them 
into our own e-commerce strategy.”

Balling said that OOCL has e-commerce 
priorities other than the third-party Internet 
systems.

“Ultimately, if the concept shows tangible 
benefits to our customers, we will certainly 
pursue it in an active manner,” he said. Com-
menting on the auction systems ’ emphasis on 
price, Balling said that “the freight rate issue 
usually is a consequence of developing a 
package that our customers individually needs 
— not the other way around.”

For a shipper, the new Internet services 
could provide a valuable and convenient 
resource to obtain competitive rates from

‘More than just an auction house’
The online exchange of Celarix “is 

only one part” of it service offering, said 
Evan Schumacher, chief executive of-
ficer of Celarix, Inc., based in Boston.

The Internet firm also enables ship-
pers to book shipments, pay freight costs, 
track shipments and gain visibility of 
cargo movements online, he said.

Celarix is a central hub for logistics 
information and provides “tools” to inte-
grate into the back office of users, he said.

“The real key is how it will integrate 
into the carriers,” Schumacher said.

An auction house implies a price-driven 
system for spot business, he said, but the 
Celarix exchange can generate service con-
tracts and allows shippers and carriers to 
do “price exploration and service explora-
tion.”

During the first quarter of2000, Celarix 
plan to launch a decision-support mod-
ule that will enable shippers to calculate 
the landed costs of shipments.

Schumacher, a former logistics execu-
tive with the sport apparel group LA 
Gear, said that shippers generally com-
mit only about 70 percent of their ex-
pected freight volumes under service 
contracts. The remainder represents a 
large portion of the market.

He said that his online exchange would 
look at how shippers, NVOCCs and car-
riers prefer to do business online. “We 
are passive, we are a market,” he said.

With the new electronic channel, there 
are probably “arbitrage” opportunities to 
be exploited by specialists watching price 
changes, he added.
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unfamiliar ocean carriers or non-vessel- 
operating common carriers.

“Deregulation makes it hard to identify 
true moving costs,” said a spokesman for 
Celarix, one of the companies that launched 
a web-based shipping exchange service. 
“With accurate up-to-the-minute pricing, 
private bidding and direct negotiation in a 
real-time market, Celarix exchange lets you 
access market driven rates 
for your commodity 
movements around the 
world.”

The online systems 
provide a new marketing 
channel and a different 
way of purchasing or sell-
ing shipping services that 
are made possible by the speed of Internet 
communication (see related story). Behind 
the automated electronic e-mail requests, 
though, NVOCCs and ocean carriers still 
have to spend time providing individual 
rate quotations.

Other potential benefits for shippers in-
clude faster processes and access to elec-
tronic data interchange with multiple carriers 
without the usual problem of front-end setup 
costs and incompatibility between different 
carriers’ systems.

Balling, at OOCL, said that there may be 
ways other than the third-party Internet 
systems to enable shippers to obtain freight 
rate quotations from several carriers.

“This is something the Information Sys-
tem Agreement already has the technology 
to provide, in a much more sophisticated 
manner than the new third-party Internet 
firms seem to do,” he said. The Information 
System Agreement is an electronic data 
interchange interest group of shipping lines.

The U.S. Ocean Shipping Reform Act 
ended public tariff filing at the Federal 
Maritime Commission, and the private 
Internet tariff web sites that have been in-
troduced in the American trades after OSR A 
have been criticized for providing insuffi-
cient relevant pricing information about 
carriers’ and NVOCCs’ 
tariffs. However, Balling 
said that the ISA group 
could take up the func-
tion of providing multiple 
carriers’ pricing informa-
tion as a joint industry 
development.

One of the potential 
benefits of the third-party Internet ex-
changes is their “rapid cycle” to deal with 
spot business, said Paul Windfield, execu-
tive president of P&O Nedlloyd Container 
Line.

But Windfield said that “you have to 
question what the value is, because all the

parties (in the transaction) already know 
each other.”

“We have a relatively small customer 
base,” he said. P&O Nedlloyd is looking at 
the systems and talking to the providers, but 
will “not rush into them.”

“The only area where we can see the 
concept might take off is really within the 
NVOCC business, where a higher degree of 
spot business transactions exist, and where 
there could well be a demand for added 
transparency,” Balling said.

N VO CCTests. MostNVOCCscontacted 
by American Shipper were reluctant to com-

Sauter

Windfield

ment on the new Internet service systems, 
saying that they need more time to evaluate 
them.

Most of the NVOCCs have signed up on 
one or two of these programs and are testing 
them, sources in the industry said.

“We look at these things as soon as they 
hit the board,” said Tina Sauter, vice presi-
dent of ocean transportation at BDP Inter-
national in Chicago. “But it doesn’t appear 
that they’ve made any inroads yet.”

“E-commerce is the future of global lo-
gistics, but not in its current form,” she said.

“I’m not sure how it will impact us,” said 
Thomas F. Donahue III, director of ocean

i OUTBOUND OR INBOUND i
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export services at Circle International in 
San Francisco. “It’s something that we’ 11 be 
watching closely.”

“At present, there are two types of elec-
tronic exchanges marketing themselves,” said 
Michael J. Dye, chief operating officer of 
Direct Container Line in Carson, Calif. “One 
is essentially an ‘online’ auction house for 
freight rates and the other is a more compre-
hensive package offering additional services 
such as tracking and tracing of shipments.” 

“I do not envision the auction-only web 
sites as becoming a major factor in the 
marketplace, in terms of volumes secured 
through these exchanges relative to the size 
of the total market, though I do believe 
there will be some demand for this type of 
service,” he said. “There is a certain seg-
ment of the market who will wish to take 
advantage of the easy use the electronic 
auction environment provides.”

Dye believes that shippers based away 
from major business centers and who are 
“not aggressively pursued by providers of 
transportation services” will be particularly 
attracted to the third-party Internet sys-
tems. “Theseparties are, perhaps, less likely 
to be familiar with many options available 
and are, perhaps, less likely to be exposed to 
market factors on a regular basis.”

The auction systems would probably have 
to remain neutral to gain the broadest pos-
sible support, Dye said.

DCL will continue to be a participant on 
those sites that demonstrate they can deliver 
potential traffic on an on-going basis “to 
justify the investment in time and money 
required to continually monitor the available 
bids and to produce the quotations,” he said.

The exchange systems aim to meet an 
unfulfilled goal of ocean carriers: The abil-
ity to match capacity with traffic volumes 
closely. By providing a separate marketing 
channel to reach users, the online services 
could help carriers to market unused capac-
ity shortly before the ships sail.

“The concept of the web site exchanges 
managing the spot market or assisting with 
the resolution of the capacity concerns of 
carriers could conceivably work in my opin-
ion,” said Dye, at DCL. “The question is: 
Will it?”

Several carriers have developed yield 
management programs in recent years to 
better manage cargo flows, container equip-
ment and vessel space. So far, however, 
they haven’t resorted to variable pricing 
programs to generate traffic volumes, as is 
common in the airline passenger industry.

Will the third-party Internet channel make 
variable pricing happen in shipping?

Some shipping lines appear to be ner-
vous about the possibility of very low rates 
being offered by competitors to attract last-

minute bookings. The shipping market is 
already seen as very unstable and volatile.

“For so-called spot-business, the ocean 
carrier industry in our view can relatively 
easily plan for equipment surplus scenarios 
as well as any vessel utilization issues, on a 
fairly long-term basis,” said OOCL’s Ball-
ing. “In that sense we are not quite similar 
to the airline or other industries that have a 
need for tying together spot pricing for 
many small transactions.”

At OOCL, long-term capacity issues are 
addressed through the service contract ne-
gotiations, he said.

“To us, this begs the question of ‘what’s

Providers 
pitch systems

Two of the third-party Internet sys-
tems providers list some of the poten-
tial benefits for shippers and carriers 
doing business through them:

Celarix. “T ake advantage of spot con-
tainer space availability from major 
carriers.”

“Make discretionary cargo available 
to multiple carriers at once.”

“Target specific ports, ranges, com-
modities, carriers and intermediaries.” 

“Discover the competitive, true 
moving rates for similar commodity 
movements wordwide.”

“As a shipper, you can bid on con-
tainer space offered by major carriers 
and browse the resulting offers to se-
lect the most competitive rate.” 

“Likewise, as a carrier, you can bid 
on shippers’ available cargo, and post 
your unsold capacity for shippers look-
ing to buy.”

GoCargo. “As a shipper you can le-
verage your buying power, regardless 
of your size, location or line of busi-
ness.”

“Open up your cargo to qualified 
service providers who will bid on your 
shipment. You can reach multiple ser-
vice providers with a single request. 
No more hassles, no negotiation costs. 
We provide you with all you need to 
make an informed, intelligent ship-
ping decision.”

“The end result is acustomized ship-
ping transaction designed specifically 
to meet your needs, and highly com-
petitive bids from qualified service 
providers.”

left’ for the online auctions,” Balling said. 
“If there are any sudden ‘spot price dis-
counts’ available, these should any how 
first and foremost be provided to existing 
valued customers — and not just thrown on 
the open market.”

Dye believes that, if an ocean shipment is 
a one-time event or transaction that needs to 
move immediately, the web site exchange 
can work in its current form. But most trans-
actions are not one-time events and therefore 
shippers and forwarders establish a detailed, 
lengthy process through which they handle 
their transportation requirements prior to the 
movement of the goods, he said.

“The price of the transaction is known 
well in advance of the shipment generally 
and as the shipment date approaches the 
communication between all parties is more 
important than price,” he said.

OOCL does not believe that the spot 
market represents more than “a very mod-
est part of the ocean transport market.”

By contrast, at P&O Nedlloyd, Windfield 
suggested that there is “a large spot market.” 

On shipping routes where ships are sail-
ing full, such as the eastbound Pacific trade, 
the Asia-to-Europe trade and the westbound 
Atlantic trade, a spot market could conceiv-
ably lead to very high freight rates.

Citing the strong westbound transatlan-
tic, Giovannetti said that a shipper using the 
spot market could take the risk of finding 
that there is no available ship capacity left.

Another potential risk is that agents could 
see their role as the marketing arm of ship-
ping lines threatened by the online trading 
systems. In the financial industry, informa-
tion technology has led to direct transac-
tions between suppliers and buyers — a 
phenomenon known as “disintermediation.” 

Dye believes that the third-party Internet 
ventures were created because many trans-
portation providers “were hesitant to invest 
heavily in web technology.”

“If the providers themselves offer the 
services the customers are looking for and 
do it well enough, I think the third-party 
providers will have a difficult time in gain-
ing direct accounts,” Dye said.

It is too early to say whether third-party 
Internet exchange providers will comple-
ment the services offered by carriers and 
NVOCCs for a specific market segment or 
whether they could become an essential 
part of shipping transactions for most ship-
pers (see related story).

Internet firms providing an exchange with 
additional services may be better positioned 
to grow and will have more revenue streams 
to draw upon, he said. “But they have yet to 
prove themselves to be the one-stop solu-
tion many of them purport themselves to 
be.” ■
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What lies ahead fo r  ship-
p ers in this threshold yea r  
o f  a new  century and a new  
m illennium ? In a w ord, 
change.

R ecen t seism ic trem ors  
reverbera ting  through the 
tra n sp o r ta tio n  in d u stry  
have shaken accustom ed  
w ays o f  do ing  business.
The tim id  an d  tradition- 
m inded are finding, to their 
bew ilderm en t an d  g ro w -
ing fea r, that these quakes 
have n o t ju s t  to p p led  a 
bookcase o ver  a sh ipping  
desk. The very  land  under 
their f e e t  has shifted:

•  E -com m erce, burgeoning everyw h ere on the 
Internet, a lrea d y  expanding fro m  cargo  tracking an d  
interactive scheduling to analyzing and shaping trade.

•  The dawning realization that in the United States, 
the Ocean Shipping Reform A ct g ives shippers m ore

versatility tha w as believed  
possib le  in the structuring 
o f  contracts.

•  The on-going parade  
o f  mergers, led  by interna-
tional giants in contract lo-
gistics, that unnerve lesser  
p layers and are reshaping  
the shipping world.

•  The a lw ays little p e r -
ceived  fa c t  —  now starkly 
w rit fo r  a ll to see  —  that no 
one is legally immune from  
risk o r  liability a t every  
stage o f  an intermodal ship-
m ent —  w hether shipper, 
fre ig h t fo rw a rd er, NVO, 
trucker, ra ilroad , s teve -

dore, ocean o r a ir carrier, bank, insurer, o r consignee.
T h ere’s a com m on injunction running through  

these p ro jec tion s. B luntly pu t: When the corks have  
p o p p e d  an d  the ce leb ra to ry  confetti has been sw ep t 
aw ay, d o n ’t leave s tra teg y  to  y o u r  new  softw are.

P r e v i e w  2 0 0 0

Fewer carriers, higher rates
Deregulation, carrier consolidation foreshadow  
more changes in carrier/shipper relationships.

B y  P h i l i p  D a m a s

D eregulation of the ocean shipping in 
dustry in the United States and Europe 
during 1999 has accelerated the trend 

toward simplified freight pricing, ocean carrier 
consolidation and global or “value-added” con-
tracting.

These trends, and expected new develop-
ments in e-commerce, will shape the way ship-
pers, non-vessel operators and containership 
operators do business in 2000.

Maersk Line’s takeover of Sea-Land Service 
will likely be the first major development of 2000. Completed in 
December, the takeover creates a new category of mega-carrier 
with a market share of about 15 percent of the major trades and an 
unmatched global network of services, terminals and offices.

Conversely, smaller carriers are expected to withdraw from the 
liner shipping market. This will be a continuation of recent pullout 
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by the likes of Polish Ocean Lines in the transat-
lantic, Di Gregorio and others on the U.S./East 
Coast of South America route and Harrison Line 
in the Europe/Africa trade.

Although unprecedented by its scale, the amal-
gamation of Maersk and Sea-Land should be 
seen in the context of shippers’ increasing trend 
to work with fewer ocean carriers than in the past.

“Shippers of all sizes are becoming increas-
ingly global in the scope of their operations, 
whether it’s sourcing, production, distribution or 

sales and marketing,” said Albert A. Pierce, executive director of 
the Transpacific Stabilization Agreement and the Westbound 
Transpacific Stabilization Agreement.

“They are viewing transportation in a more comprehensive 
way —  less as a series of distinct ‘point A to point B ’ moves and 
to a greater extent as part of an integrated supply chain pipeline
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that extends across geographic markets, product lines and 
corporate divisions,” he said.

Pierce said that shippers are looking to streamline their 
transportation and logistics, with fewer carriers, simplified 
routing and transfers and a simplified pricing structure.

Shippers are likely to benefit from one aspect of mergers and 
alliances: The increased service scope and productivity gains of 
ocean carriers in international transport.

Many ocean carriers have started to position themselves as 
providers of logistics services that go beyond maritime trans-
port and load consolidation. But it isn’t clear whether shippers 
will turn to them, rather than to third-party logistics providers, 
to outsource inventory management and other international 
supply chain services.

Dirk de Proost, vice president of Mercer Management Con-
sulting, said the experience of U.S. railroad deregulation sug-
gests that ocean carriers will pass on to shippers a large portion 
of cost savings through lower prices. De Proost recently told the 
Container Shipping Forecast conference in London that de-
regulation can give ocean carriers opportunities. But he asked 
whether they will be able to develop value-added services to 
reverse the downward trend in ocean rates.

Alternative future scenarios would be carriers losing control 
of the “value chain” to freight forwarders and non-vessel 
operating common carriers, or a “prolonged bloodbath” for 
shipping lines, he predicted.

For shippers and ocean carriers, one very promising service 
enhancement expected during 2000 will be the next phase of 
implementation of e-commerce in shipping. With information 
technology resources freed from Y2K compliance preparation 
efforts, carriers will be keen to exploit web-based opportunities 
and integrate their information systems into the shippers’ systems. 
So far, the main Web-based functionalities offered by ocean 
carriers have been basic cargo tracking and interactive schedule 
queries. The next stage of e-commerce developments may allow 
shippers to turn to carriers to obtain analytical tools on the Internet 
to control and plan their shipments and react to service failures.

Rate Instability. The container shipping market has re-
cently adopted some of the pricing volatility and instability that 
characterize the bulk shipping sector. Shippers and carriers will 
have to watch whether this becomes a permanent feature of the 
liner shipping market.

Are large swings in freight rates, as witnessed in the east- 
bound Pacific trade during 1999 and the westbound Atlantic 
market in the last few months, something that users and provid-
ers of container shipping services have to get used to?

Some have attributed the increased instability of freight rates 
to the enactment of the U.S. Ocean Shipping Reform Act and to 
the resulting weakening of liner conferences. But Paul Windfield, 
executive vice president of P&O Nedlloyd, said that OSRA did 
not trigger “the complete rate free-for-all that some had feared.”

In 1999, freight rates from the United States to Asia have 
continued to fall substantially.

Post-O S R A  S e rv ice  C o n tra cts . In 2000, shippers and 
ocean carriers will probably take a hard look at the structure and 
contents of their new confidential service contracts. Global

shippers, in particular, will probably have more time and 
experience to address how to structure global contracts with 
carriers, if they were not ready to do that in 1999.

After an initial period of rushing into one-to-one basic 
service contracts, shippers and carriers are now ready to move 
toward “clever contracting,” P&O Nedlloyd’s Windfield said.

Most shippers and carriers “were concerned with getting 
contracts signed” when the first round of confidential contracts 
was done after OSRA’s enactment. Carriers and shippers talked 
mainly about rates at that time, he said.

“But no one has completely taken advantage of the new 
contracting environment in the U.S.,” he said.

Windfield predicted that “clever contracts” will incorporate 
service performance clauses, financial rewards or penalties for 
the carrier or shipper based on performance, equipment avail-
ability provisions, documentation completion times and other 
innovative terms.

A carrier and an individual shipper can also agree to align 
their container flows to reduce empty container repositioning 
moves, which cost between $300 and $500 per move, he added.

An increased focus on new service-oriented clauses in ser-
vice contracts may not mean that freight rates will become less 
important. Rate increases announced recently by carriers in 
numerous trades (with the exception of the weaker trades from 
the W est to Asia), suggest that shippers will have to pay more 
to move their goods during 2000 than in 1999.

Initial experience following U.S. shipping reform showed 
that service contracts are not as confidential as they were meant 
to be, and that pricing information is still available, but no 
longer from the U.S. Federal Maritime Commission.

According to a recent survey commissioned by BDP Interna-
tional, nearly half of U.S. shippers think confidentiality of rates 
stipulated by OSRA is extremely important, but fewer than a 
third believe that it is achievable.

If rates continue to be volatile in 2000, obtaining good 
sources of information on competitive freight rates will be an 
essential task of shipping managers and their forwarders or 
third-party providers.

The container shipping industry will rebound in the next few 
years, as pressures exerted by overcapacity and expansion- 
minded Asian carriers decrease, said C.C. Tung, chairman and 
chief executive officer of Orient Overseas (International) Ltd., 
the parent of OOCL.

“Consolidation continues after unprecedented activity in 
1996 through 1998, and the rapid capacity expansion seen in 
that time has largely come to an end,” Tung said.

The phase of “extraordinary growth” by Asian carriers and 
the resulting “fierce struggle for market share” is over, he said, 
adding that most containerized cargoes are now carried by 
Asian operators.

“Asian aspirations to have a major role in the industry to support 
Asian’s participation in world trade have largely been realized, 
and there seem to be fewer new entrants on the horizon,” he said.

According to industry predictions, cargo growth in 2000 and 
beyond will be strong, following the trade slowdown caused by 
the Asian crisis in 1998 and 1999. With vessel utilization 
improving on many trade routes and with more industry con-
solidation, further rate increases also look likely during 2000. ■  
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Logistics buzz for 2000

Y ogi Berra once said that “if you don’t 
plan where you’re going, you might 
end up somewher else.” That’s a use-

ful tip to keep in mind regarding logistics trends 
in 2000. For both users and providers, the high 
ground will go to strategists. Those who dither 
without looking ahead will wonder why they 
were outpaced.

There’s one serpent out there in the industry ’ s 
high grass, which has reared its head suffi-
ciently to be reckoned as a clear and present 
menace instead of a mythic throwback. It is the dreaded “I 
word — insourcing.

In 2000, more companies snared in a web of third-party 
providers will realize that in outsourcing everything but their 
core competencies, they gave too much away. A lot of three- 
year 3PL contracts are ending next year. The question for users 
is, “do I want to renew without looking around?” And, increas-
ingly, “should I consider bringing back what I let go?”

The availability of relatively less expensive IT support, 
through advanced planning scheduling (APS) software and 
application service providers, has emboldened some users who 
took on providers to help either with their absorption of com-
plex client-server systems, or their avoidance of the same.

Another spur toward insourcing is a growing perception that 
loosely supervised 3PLs should be reined in, held accountable 
to their users via a “4PL” or an in-house overseer. The serpent’s 
kiss lies in the term “in-house.” If such an overseer can be 
effective, why not bring more of what’s being monitored back 
home? That’s an argument that unnerves providers, who have 
been quick to observe how the sharper consultants are staking 
out slots for themselves as putative 4PLs.

No one believes that the still-flowing and beneficent tides of 
outsourcing will reverse themselves next year to any remark-
able degree. But any alternative is troubling, especially if 
leaders of the herd are seen veering off. Today’s heresy can be 
a nemesis in 2001.

“Companies increasingly are looking for ways to combine 
standardization and customization within one supply chain.” 
That was the opening of an essay by Dr. Remko I. van Hoek, 
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w hich  w on the C ouncil o f L og istics 
M anagem ent’s 1999 doctoral dissertation 
award. The author went on to describe how 
postponed manufacturing can increase a supply 
chain’s strategic capabilities. He concluded 
that American companies “need to catch up 
with European companies in applying post-
ponement.” Although deferred production is 
not a new concept, there is a strong likelihood 
that postponement will become a logistics 
“buzzword” next year.

Once a vision, then a goal, globalization has become crucial 
for 3PLs who want to play in the big leagues. More providers 
are going to call themselves “global” next year, and for some, 
that reach will exceed their means. Generally speaking, to 
sustain credibility, a provider servicing clients only in Canada 
and Mexico should call itself “North American.” To be “inter-
national,” you must have business across at least one ocean or 
hemisphere. To be “global,” a provider should have work on at 
least two continents, not counting North America.

“Virtual” companies that sell and distribute products but own 
no stores, no warehouses and no factories are multiplying by the 
hour. Anything related to e-commerce is hot. Many e-sales 
companies aren’t yet earning serious money. Should that trend 
persist, those with multi-billion dollar market capitalization will 
not have to worry until considerably past 2000. Others backed by 
venture capitalists who may not be so patient could face a shakeout 
next year, with the strongest companies prevailing. Conservative 
observers feel that is especially likely with the growing list of 
cargo auction “dot-coms” (see related story, page 13).

Trading partner relationships and the often difficult liaisons 
that support them will expand next year, despite the chafing and 
bumping that can go on until the right fit is found. Also 
continuing will be the tag phrase for this, “collaborative plan-
ning, forecasting and replenishment,” or CPFR, a buzzword 
attaining the status of “supply chain management.” Don’t refer 
to CPFR as CPR, although one can lead to the other. “Collabo-
rative” itself has become a trendy buzzword. In 2000, it will be 
used as an umbrella heading for a number of logistics enter-
prises that are anything but that in reality. ■

CPFR, virtual 3PLs, and the “I ” word: insourcing

B y  R o b e r t  M o t t l e y
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Big Brow n  
and the Yellow G iant

Now playing in a logistics market near you.

B y  G o r d o n  F o r s y t h

N o, it's  not Walt Disney’s newest ani-
mated feature film. Playing this year in 
alogistics market nearyou, “Big Brown 

and the Yellow Giant” is a story that explores the 
world of corporate mergers and acquisitions in 
the tum-of-the-century global transportation in-
dustry.

Big Brown, of course, is played by United 
Parcel Service, fresh off a record $5.5-billion 
performance on Wall Street. The Yellow Giant 
is played by Germany’s Deutsche Post AG, a 
relative newcomer to the world stage, led by Klaus Zumwinkel 
and his Bonn-based band of executive brainpower.

Our two protagonists are racing to capture a lion’s share of 
what PricewaterhouseCoopers predicts will be a $50-billion 
worldwide market for contract logistics in 2000.

An impressive supporting cast will demand equal attention. 
With favorites like FDX Corp., and surprise appearances by the 
internationally renowned TNT Post Group, Britain’s Royal 
Mail, Lufthansa Cargo, SwissGlobalCargo, DHL Worldwide 
Express and even the U.S. Postal Service, the action should 
keep industry observers on the edge of their seats.

No one can tell who will end up together with whom in this 
one; secret proposals and hidden rendezvous weave their way 
throughout. One thing is certain, however: Shippers will see the 
world differently when it’s over.

UPS and Deutsche Post, with $24 billion and $29 billion in 
revenue, respectively, will continue to steal the show, as they 
did in the fourth quarter last year.

UPS topped off 1999 with its November initial public offering 
—  the largest ever in U.S. history —  and Deutsche Post followed 
with its $1.14-billion acquisition of Air Express International. 
AEI. the largest and oldest U.S. forwarder, is a handsome addition 
to what likely will be the world’s first global logistics network. 
Deutsche Post plans to go public in Frankfurt in October.

UPS, ready to set out on its own acquisition trail, has no 
intentions of leaving the world’s shippers to the integrated sales 
teams of Deutsche Post. Some expect Big Brown to strike back 
on the Yellow Giant’s home turf to protect market share in 
Europe. UPS has said it may also expand its already growing 
presence in the booming e-commerce logistics arena.

Not to be forgotten, though, FDX has been lurking quietly on 
the sidelines. Facing the potential erosion of its core business-to- 
business document deliveries, FDX is trying to refashion itself as
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an end-to-end, supply chain management ser-
vices organization. This transformation will take 
all of Fred Smith’s genius, and then some. FDX 
says it is working with Cisco Systems to 
reconfigure the networking giant’s worldwide 
distribution operations. Observers should watch 
carefully how that story unfolds.

UPS, FDX and D eutsche Post are 
transportation’s new indisputable big three. Sev-
eral smaller players will play lesser but still 
significant roles in this tale of globalization.

DF1L Worldwide Express will find itself in the middle of the 
action. DHL comprises DHL Airways, which operates aircraft 
and trucks only in the U.S. market, and DHL International, 
based in Brussels, which does business under the DHL name 
throughout the rest of the world.

DHL Airways wants to re-capitalize the company within the 
next two years in a move that could include a merger or a 
strategic equity partnership, a DHL spokesman said. Observers 
believe DHL International may move to tighten up an already 
close relationship with Deutsche Post and airline Lufthansa 
AG. Deutsche Post and Lufthansa each own 25 percent of DHL 
International and rumors say the two German powerhouses 
would like to boost those stakes. DHL ownership restrictions so 
far have precluded any one shareholder from owning more than 
a quarter of the company.

TNT Post Group, the parent company of the Dutch post 
office and international express carrier TNT, was a chief rival 
to Deutsche Post at the beginning of 1999. TPG has been 
dwarfed by Deutsche Post’s rapid expansion since. Some say 
the company is ripe for acquisition. TPG says no. Executives 
have expansion plans of their own, particularly in North America.

Certainly, this plot will keep observers guessing through to 
the end.

Lufthansa Cargo, in a rebuff to the world’s forwarders, 
recently announced plans to forge closer ties with Deutsche 
Post and DHL if forwarders and airlines don’t find better ways 
to work together. Some have rumored a sale is in order.

SwissGlobalCargo, the new joint venture launched by for-
warding giant Panalpina and airline concern SAirLogistics, 
plans to introduce global, heavyweight air cargo services. Herbert 
Grissemann, SwissGlobal's chief executive officer, envisions a 
suite of services very similar to those offered by the integrated 
carriers, including published tariffs for door-to-door moves.
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Cargo 2000, the interest group of forwarders and airlines, 
hopes to have its “common data management platform” up and 
running by year end. The group has said it will choose who will 
build the system — Unisys or Syntegra —  by February.

Lest the audience get bored, there is always the airline 
alliance game to follow .W ill the Star Alliance launch a separate 
cargo partnership? Will the oneworld alliance fall apart without 
closer ties between American Airlines and British Airways? 
Will the KLM-Alitalia integration prove successful? Can Air 
France and Delta Air Lines attract new partners?

Of course, no 21 st Century drama would be complete without 
environmental controversy. This story should have plenty.

All-cargo carriers that have fought to comply with noise limits 
in recent years may face new “Chapter 4” standards before 
“Chapter 3” standards have been fully imposed. The European 
Union plans to hold U.S. government officials to a promise they 
made in October to develop new international noise restrictions. 
The U.S. Secretaries of Commerce and Transportation made the 
commitment to persuade the EU to delay a ban on planes fitted 
with engine-muffling devices called “hushkits.”

Airports are facing growing pressure to reduce noise and 
emissions levels —  and not just in Europe anymore. Airports 
Council International-North America wants to remove hush- 
kitted planes from U.S. skies. The airport group issued a press 
release last summer asking the Federal Aviation Administra-
tion “to propose new, non-discriminatory operating deadlines 
for older production airplanes that would prohibit the long-term 
operation of all these marginally compliant Stage 3 airplanes.” 

If that isn’t enough excitement, a new force in this modem 
age drama, called “e-commerce,” threatens to throw the entire 
logistics world into chaos. A new breed of customer, the “e- 
tailers” —  no one can figure out if they are real or not —  drift 
in and out of the background, testing the fortitude and resource-
fulness of even our two biggest stars.

Upon conclusion, observers are left wondering: Can brick- 
and-mortar operators transform themselves into click-and- 
mortar logistics providers? Will e-tailers self-destruct and bring 
the whole logistics world crashing down with them? Will 
forwarders and airlines finally get along?

Tune in next month. ■

Intermediaries take action
While profits remain low, brokers, forw arders and NVOs 

need to intensify activity on Capitol Hill.

B y  C h r i s  G i l l i s

Perhaps the biggest lesson that freight 
forwarders and non-vessel-operating 
common carriers learned in 1999 was that 

sometimes you have to look up from your desk.
While shrinking profit margins forced many 

companies to stay close to home, events in 
Washington during the past year continue to 
shape the industry’s future. The result has led to 
increased regulatory oversight of exports.

U.S. Customs has recently taken an interest 
in N VO activities and has threatened to increase 
inspections of freight consolidations if the NVOs fail to comply 
with export data reporting requirements. The NVO is the last 
piece of the export industry that still needs to be added to the 
much-reworked Automated Export System.

During a meeting in Newark, N.J. in early November, Cus-
toms and the NVOs set the tone for what’s to come in 2000. The 
two sides are expected to come to agreement on the develop-
ment of a special module in AES that will accommodate NVOs 
in the export data chain.

The Commerce Department’s Census Bureau, Customs’ 
counterpart in AES, has also warned NVOs to take better care 
of their export information by issuing a newly proposed defini-
tion of exporter.

In the past, NVOs would use shipper’s export declarations 
(SEDs) to protect their business from competitors. They did this
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by showing themselves as exporter, forwarder 
and carrier of the consolidated merchandise 
depending on the circumstances. Under the 
new definition, NVOs will only provide input 
on SEDs when it comes to providing transpor-
tation data for export shipments.

Similarly, the forwarder will only provide 
transportation data on SEDs. The forwarder 
may fill out the entire export declaration if it has 
written permission from the exporter.

The Export Administration, another Com-
merce agency, said its revised rules allow the forwarder or agent 
of a foreign buyer to be the exporter and apply for a license.

The definition of exporter rules for both Census and the Export 
Administration are expected to take effect by early February.

Forwarders are also under pressure to automate their SED 
production through AES. Although the system is still volun-
tary, Congress has requested in the Consolidated Appropria-
tions Act of 2000 a study by the secretaries of Commerce, 
Treasury, Energy, State and Defense to explore the feasibility 
of processing all export declarations through AES.

On top of these new concerns, the NVOs are still dealing with 
the results of the 1998 Ocean Shipping Reform Act. The rules 
require NVOs to be licensed as “ocean transportation intermedi-
aries,” along with maintaining their $50,000 bonds. They have 
also been excluded from arranging confidential service contracts
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with shippers and must continue posting their tariffs publicly.
Many forwarders and NVOs formed shippers’ associations 

last year to combine their freight volumes to gain better rates 
from ocean carriers. This year many of these groups will have 
to prove their worthiness to the industry. Some may fall apart, 
while others will merge.

Neutral NVOs will continue to consolidate their operations to 
increase their volumes, expand overseas networks and improve 
their profitability. ECU Line USA recently bought New Jersey- 
based Fleet Shipping Lines. The industry will also keep a close eye 
on the New American Consolidators Association, the powerful 
shippers’ association of Direct Container Line, Brennan Interna-
tional Transport and Conterm Consolidation Services.

On the import side, customs brokers are concerned about 
breakdowns in Customs’ Automated Commercial System and 
lack of funding for the agency’s future umbrella system. But 
with a $67 million maintenance budget for ACS, Customs says 
it should be able to keep the system alive.

Congress refused to fund Customs’ Automated Commercial 
Environment in the 2000 budget, but a verbal commitment was

made by House and Senate appropriators to start funding the 
system in 2001. The system will take at least four years to build 
and the estimated cost of the system has neared $1.8 billion. 
Although funding is lacking, Customs is expected to pick a 
contractor by June to build ACE.

Once again, if the industry wants Customs’ to have its 
automation efforts funded, then it will have to start intensifying 
its lobbying efforts on Capitol Hill. The Coalition for Customs 
Automation Funding, a group of 200 industry associations and 
firms, will manage the bulk of this campaign.

On the regulatory side, brokers will be involved with Cus-
toms’ efforts to better manage that industry. The program, 
broker account management, will be managed through a new 
system that pulls broker-related data from ACS.

Customs has also opened the door to the industry to revise the 
import entry process. This process was left untouched by the 1993 
Customs Modernization Act. Areas in the entry process open to 
review include quantity, cargo release, duty payment and duty 
drawback. But the agency once again warned the industry that it 
must use its political clout, if it wants the changes to happen. ■

Mediation, the Comite 
and COGSA

M aking three safe predictions fo r  U.S. admiralty law.

B y  R o b e r t  M o t t l e y

A dmiralty law in the United States is in 
many respects a sheltered bay, pro 
tected but not entirely immune from 

currents of change. While 2000 is unlikely to 
produce any incoming tsunami to roil the moor-
ings of maritime lawyers, three specific events 
may be safely predicted:

1) Another COGSA round in Washington,
D.C.

2) The growth of mediation to settle disputes.
3) A revving-up in the stately pulse of the 

Comite Maritime International (CMI). In the short term, ship-
pers will profit most from 2.

The revision of the 1936 Carriage of Goods by Sea Act, 
proposed in 1996 by the Maritime Law Association of the United 
States, is wrongly perceived as being in limbo. There are under-
standable reasons for that, since so long a gestation out of the 
public eye would strain credulity anywhere but in Washington, 
D.C.

In June 1998, American Shipper’s headline for a story about 
progress on COGSA read: “Revised COGSA on Senate track; 
change in maritime-liability law has a sponsor in (Sen. Kay 
Bailey) Hutchison, but it’s not likely to win passage before next 
year.” Those exact words still apply, going into 2000.
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In our preview section for 1999, this writer 
rashly predicted “COGSA’s world debut.” That 
did not occur in the ensuing year.

Last fall, other trade media quoted sources in 
and out of Washington as saying that the COGSA 
revision was moribund, a lost cause with no 
prospects of resuscitation.

In mid-November, Hutchison appeared at a 
function sponsored by the National Industrial 
Transportation League and confounded the nay- 
sayers by strongly reaffirming her support for 

the COGSA revision.
Hutchison said she would give it “top priority” when Congress 

reconvenes in 2000. Later, a source close to Hutchison told 
American Shipper that, in all likelihood, she would introduce a bill 
incorporating the COGSA revision in the first quarter.

“Senator Hutchison was greatly disturbed and distressed by 
media reports that the revision was dead in the water. That’s why 
she made her remarks at the NIT League,” the source explained.

Sen. John McCain, chairman of the Senate Commerce Com-
mittee, has matters presidential on his mind, but is said to have 
been alerted to Sen. Hutchison’s intentions. Anything is possible.

Peter Gatti, the NIT League’s vice president of international 
relations, said the revision’s travails in Washington have lasted
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a normal amount of time for a complex, little-known bill that 
will never seize the general public’s attention.

When the revision first arrived in Washington, its sponsors 
were shocked to learn that it would have to be redrafted in plain 
English to comply with new laws requiring editorial conformity 
for proposed legislation. Lloyd Ator, who does just that for 
Congress, has gone through successive drafts to get the revision 
in its present form, working with Michael F. Sturley, of the 
University of Texas law school.

In 1998, Hutchison held an oversight hearing. The revision’s 
sponsors hope that another hearing will not be necessary in 2000, 
since that would further delay introducing the bill in the Senate.

The latest draft, dated Sept. 24, continues to hold ocean 
carriers responsible for errors of navigation or management, 
and would raise the present COGS A ’s $500-per-package limi-
tation of liability to a range of $980-$l,100 per package.

The most recent addition to the revision is the following 
paragraph incorporating forum stipulations similar to those in 
the Hamburg Rules:

Foreign Forum Provision:
(2) In general. Notwithstanding a provision in a contract of 
carriage or other agreement to which this subsection applies 
that specifies a foreign forum for litigation or arbitration of a 
dispute to which this Act applies, a party to the contract or 
agreement, at its option, may commence such litigation or 
arbitration in any appropriate forum in the United States if 
one or more of the following conditions exists:

(A) The port of loading or the port of discharge is, or was 
intended to be, in the United States.
(B) The place where the goods are received by a carrier 
or the place where the goods are delivered to a person 
authorized to receive them is, or was intended to be, in 
the United States.
(C) The principal place of business or, in the absence 
thereof, the habitual residence of the defendant is in the 
United States.
(D) The place where the contract was made is in the 
United States.
(E) A forum specified for litigation or arbitration under 
a provision in the contract of carriage or other agree-
ment is in the United States.

Subsequent agreement of parties. Nothing in this sub-
section precludes the parties to a dispute involving a claim 
under a contract of carriage or other agreement to which 
this subsection applies from agreeing to resolve the dispute 
by litigation or arbitration in a foreign forum if that agree-
ment is executed after the claim arises.

That jurisdictional aspect of the Hamburg Rules is expected to 
be included when the Comite Maritime International eventually 
drafts a comprehensive carriage of goods by sea convention.

This year, we will leave further prognostication about COGS A 
to Hutchison.

In November, a group of admiralty lawyers in New York 
invited three out-of-state mediators to discuss their work during 
a seminar at the city’s bar association. Each speaker told a 
packed room of “power attorneys” and experienced arbitrators

that New York was far behind the national curve of accepting 
mediation as a means of settling disputes before they have to be 
arbitrated or litigated (May American Shipper, page 42).

Specifically, certain Texan and Southern cities and the states 
of California and New Jersey are well ahead of New York. 
Michael K. Clann, an attorney from Houston, said that media-
tion in that city was now eagerly sought by lawyers because 
their shipper clients demanded it.

Robert S. Glenn Jr., an attorney from Savannah, held the 
same view, noting that mediation was suspect “only where it 
wasn’t being done.” The real shock for New York’s attorneys 
and arbitrators was to hear from Eric R. Max, director of the 
New Jersey State Office of Dispute Settlement, about the extent 
of inroads made by mediation in an adjacent state.

New Y ork attorneys sniff at mediation because anyone, includ-
ing non-lawyers, can be trained to mediate. And more settlements 
through mediation will mean fewer cases will be arbitrated. Clann, 
Glenn and Max said that certain cases are more likely to be 
arbitrated, and there are enough of them to keep arbitrators busy.

Last M ay, during the 102-year-old Comite M aritime 
International’s first meeting in the United States since 1965, 
that non-governmental, collegial organization of admiralty 
attorneys and scholars from 53 countries described its mission 
as contributing “by all appropriate means and activities to the 
unification of maritime law.”

Several of the Comite’s on-going investigations may bear 
fruit next year, since its president, Patrick J.S. Griggs, has 
spurred this august tortoise to confront the 21st century head- 
on. The CM I’s influential working texts, called “travaux 
preparatoires,” are actually available now on a CD-ROM.

The Comite’s members are drafting proposals for a future 
international convention on off-shore drilling units, artificial 
islands and related structures. They also have a pending draft on 
wreck removal, prepared for the International Maritime Organi-
zation. Earlier in 1999, a Comite working group published two 
documents setting out terms of service contracts for classification 
societies to use when working for governments and shipowners.

The International Union of Marine Underwriters has asked 
the CMI to help revise and simplify the York-Antwerp Rules 
concerning general average.

Many of the Comite’s members are semi-professional diplo-
mats who move in season, like well-heeled nomads, from the 
United Nations Commission on International Trade (UNCITRAL) 
to the IMO and other entities. Their counsel has undoubtedly 
allowed the Comite to dance an adroit minuet around the touchy 
subject of harmonized legal regimes for the carriage of cargo.

UNCITRAL has asked for the Comite’s help in preparing a 
carriage of goods by sea convention, which might not be 
wrapped up until 2005.

Yet interestingly enough, the Comite does not actively op-
pose the M LA’s proposed COGS A revision, which (presum-
ably) would come first.

“We don’t really endorse that,” Griggs said. “Our formal 
position is that we would prefer for the U.S. to wait. However, 
we do not see ourselves as a policeman.”

The United States, by putting its foot forward in the interna-
tional community with a revised COGS A, would be the leading 
first voice in a regime that the Comite could then fine-tune. ■  
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Buyers’ market 
troubles underwriters

‘Fantasy world is coming to an end, ’  A IM U  president says.

B y  R o b e r t  M o t t l e y

This is a terrible time for marine insurers.
James A. Zrebiec, president of the 
American Institute of Marine Under-

writers (AIMU), said there has been “a dramatic 
departure from sound underwriting. We are a 
seeing a market where (insurers) seem to be 
willing to accommodate all but the most outra-
geous requests, and where no coverage seems 
too broad and no rate too low.”

Too many underwriters have been working 
under the assumption that they can under-price 
their product for years and still make money. “Maybe that theory 
works with Internet companies,” Zrebiec said, “but not with 
marine insurers.”

“This fantasy world is coming to an end,” he told AIMU 
members at their annual meeting in November. “I do not think that 
2000 will be characterized by job security. A good number of our 
friends with primary carriers and reinsurers are on the ropes, and 
some will certainly not be as gainfully employed a year from now. 
Some think this comeuppance will hit brokers even harder.” 

British and European insurers face even grimmer days, a 
consequence of being caught up in the feeding frenzy for large 
international accounts that have traditionally meant extensive 
losses.

How has this state of affairs come about? Zrebiec blamed a 
prolonged buyers market, buoyed by a robust economy, and the 
fact that many underwriters are more concerned with market 
share than loss ratio. “It doesn’t take a genius to recognize that 
these conditions have helped create this current disaster.” 

Going into 2000, hull underwriters and offshore energy 
insurers say that competition has driven rates to historically low 
levels, well below the minimum needed to support the expo-
sure. Similarly, in the area of liability, current rates “ignore the 
long-term exposures of these risks,” Zrebiec said.

At the same time, “cargo premium growth has come to a 
screeching halt despite greater shipping volume, as rates in this 
area continue to fall and coverage broadens. All of this is 
happening as the reported underwriting results for cargo were 
(in the) red for the second consecutive year.”

Shippers and shipowners want “package policies” compris-
ing assorted components. “The problem is to make sure each 
coverage component is underwritten and priced properly, which 
I doubt is happening,” Zrebiec said.
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Too often, an over-eager underwriter will agree 
to almost anything, at an absurd price, rather than 
lose business to a competitor.

“The real problem,” he said, “is the lack of 
differential between quality and inferior insureds.

“It certainly seems that in many instances, 
bottom-drawer vessel and cargo owners are 
treated to the same ultra-competitive pricing that 
the best clients are receiving. That is neither 
prudent nor healthy.”

Why does that happen? “Perhaps insufficient 
questions are being asked by underwriters to separate the wheat 
from the chaff, in their zeal to write the business,” he said.

According to AIMU figures, the 1999 U.S. insurance market 
breaks down as: cargo (42 percent), yacht (18 percent), marine 
liabilities (13 percent), brown water hull (10 percent), and ocean 
hull, offshore energy, and protection and indemnity (P&I) (about 
6 percent each). Looking back to 1995, the only remarkable 
change in these patterns is a 4-percent increase in the cargo and 
yacht categories, mostly at the expense of the offshore market.

Next year, more cargo underwriters are expected to toughen 
their response to losses from stolen goods. No longer viewing 
such casualties as general losses, akin to “acts of God,” insurers 
increasingly try to retrieve as much as they can. This is an uphill 
battle, as less than 14 percent of stolen cargo is recovered.

Insurers have learned to expect very little help from police or 
shippers. Many metropolitan police departments, citing man-
power shortages, will not seriously pursue stolen cargo unless 
its value clears a certain threshold, usually $250,000.

As for shippers, if their insurers have already paid for the lost 
cargo, there’s an attitude of “what does this have to do with us?”

Cargo crime is largely bloodless, low risk, and brings high 
profits. Much of it is planned in the logistics departments of the 
originating shippers. Worse yet, more cargo is being “stolen to 
order,” as perpetrators tap into supply chains with skills that are 
often the envy of legitimate logisticians.

As a result, in 2000, manufacturers of computer and elec-
tronic equipment in the United States will boost prices by 10 to 
15 percent to cover losses due to theft. That means a $1,500 
computer could be $150 cheaper.

Insurers could insist that shippers take preventive measures 
before they send cargo out, but it is very difficult to sell policies 
thathavepunitiveclausesinananything-goesbuyers’market. ■



Shippers’ Case Law
Abstracts by Robert Mottley, nnottley® shippers.com

Now you see it, now you don ’t
Derby International Corp. (Raleigh U.S.A. Bicycle Co.) deliv-

ered a container of 194 bicycles to Nippon Yusen Kaisha (NYK 
Line) at Huangpu, China, in March 1996. The container was 
supposed to have been shipped to L.L. Bean and Co. in Portland, 
Maine. However, due to an error on the intermodal bill of lading, 
the address of Raleigh’s eastern distribution center in Kenilworth, 
N.J., was listed as the “place of delivery.”

NYK Line shipped the container from Huangpu to Port Elizabeth, 
N.J., and subcontracted with Current Carrier Inc., a trucking com-
pany, to take the container from Port Elizabeth to Kenilworth. Upon 
arrival on April 11, the Raleigh warehouse manager broke the seal of 
the container and discovered that the bicycles inside were intended 
for L.L. Bean. According to the shipper’s version, the manager 
resealed the container and told the truck driver to take it to Maine. 
Instead, the driver left the container in an unguarded lot next to 
Current Carrier’s building. Current Carrier contended that an em-
ployee at Raleigh’s distribution center signed for the container, and 
told the driver to park it outside the Raleigh warehouse without any 
further instructions. On May 1,1996, New York City police found the 
empty container in the Bronx, with the bikes long gone.

The Commercial Union Insurance Co. compensated Raleigh for 
losses totaling $26,772, and then sued the carrier and trucker in a 
federal court. NYK Line asked U.S. District Judge Peter K. Leisure 
to dismiss Commercial Union’s suit on grounds of a forum selec-
tion clause in the bill of lading, which stated that the contract was 
“governed by Japanese law ... and any action thereunder shall be 
brought before the Tokyo District Court in Japan.”

Leisure found that the bill of lading also contained “a liability 
clause that overrides the forum selection clause in particular in-
stances.” The liability clause stated that “i f ... loss or damage to, or in 
connection with, the goods occurred while the goods were in custody 
of carrier(s) by land or air, the (ocean) carrier shall be responsible.” 
The judge also said that “the court of appeals for the second circuit has 
held that maritime bills of lading are considered contracts of adhesion 
and must be construed against the drafting party,” meaning that any 
uncertainty “must be resolved against NYK Line.”

“It is undisputed that this action arises out of a land-loss situation,” 
Leisure wrote. By construing the bill of lading in favor of the 
shipper’s insurer, “the court finds that the forum selection clause does 
not apply.” He wrote that Current Carrier “did not exercise its duty 
under the bill of lading to exercise reasonable care” since “the 
container remained unnoticed and unguarded for 16 days before (a 
supervisor) noted that it had vanished.”

Lesiure ruled in favor of the shipper’s insurer, citing 
Schoenbaum’s Admiralty and Maritime Law’s definition that “a 
multimodal or intermodal cargo or shipment” is one “that moves by 
water and land (or air) on a single bill of lading.”
[Commercial Union Insurance Co. v. Bremen Express (NYKLine), 
et. al; U.S. District Court, Southern District o f New York; 96 Civ. 
8246; rehearing denied April 17.]

When arbitration prevails
A shipper, Ferrostaal, contracted with Combined Atlantic Carriers 

(COMBAC) to transport a shipment of wire rod from Szczecin, 
Poland, to Georgetown, S.C. Bills of lading for the cargo stipulated 
that “all and any claims and disputes shall exclusively be referred to 
arbitration in Bremen (Germany).” The ship carrying the wire rod, the

Sersou, arrived in Georgetown on Sept. 3,1996, and was berthed the 
following morning. Before unloading could begin, the U.S. Coast 
Guard ordered the Sersou to evacuate the harbor within several hours, 
due to an impending hurricane. The ship’s master did not unload, and 
the ship left port with its cargo aboard. When the ship returned five 
days later, the port authority told the master that there would be a four- 
day delay before the ship could berth and discharge, due to conges-
tion.

At that point, an agent of COMBAC told a representative of 
Ferrostaal that COMBAC was considering a discharge of the 
shipper’s cargo in Charleston, S.C., instead of Georgetown. Ac-
cording to the COMBAC agent, the shipper accepted. Later, 
another representative of Ferrostaal said that although the shipper 
was informed of the deviation, it did not consent.

Ferrostaal’s cargo was discharged in Charleston on Sept. 11 and 
trucked to its intended destination at a cost of $42,650 to the 
shipper. Ferrostaal sued COMBAC in a federal court, contending 
that the carrier had committed an unreasonable deviation that 
vitiated the entire bill of lading, including the provision for arbitra-
tion in Germany.

U.S. District Judge Harold Baer Jr. ruled that “because neither 
the making nor the performance of the agreement to arbitrate is at 
issue here, this dispute must be resolved in arbitration.” He added 
that “arbitration provisions are meant to survive breaches of 
contract in many contexts, even total breach.” The carrier’s claim 
that it unloaded the cargo in a different port with permission from 
the shipper in order to avoid further delay “can hardly be consid-
ered a repudiation of its promise to arbitrate,” the court said. 
“Consequently, even if COMBAC committed an unreasonable 
deviation constituting a material breach, the arbitration clause in 
the bill of lading is not vitiated.”
[Ferrostaal, Inc., v. Sersou, et al., U.S. District Court, Southern 
District o f New York; 91 Civ. 6262. Date o f ruling: July 22,1998]

C O G S A  to the rescue, again
Deltamax Freight System contracted with Industrial Maritime 

Carriers (Bahamas) to ship airplane wing panels in 1997 from Long 
Beach to Shanghai. The shipper decided not to declare a value 
higher than the package limitation provided in the Carriage of 
Goods by Sea Act (COGSA). When stormy weather damaged three 
of the wing panels, which as “project” cargo had been stored on 
deck, Deltamax sued IMC in a federal court.

U.S. District Judge Margaret M. Morrow said Deltamax, as a 
sophisticated shipper, “understood that its failure to declare a higher 
value would trigger the COGSA limit of $500 per package, and that 
damage to the cargo above that amount would be at the “shipper’s 
own risk.” Furthermore, Deltamax knew, as a matter of industry 
practice, that bills of lading were not issued until after the cargo had 
been loaded. Knowing that IMC’s ability to carry the airplane wing 
panels under deck was a matter of some uncertainty until the vessel 
had actually been loaded, Deltamax should have requested that IMC 
advise it as to how the cargo was stowed before the ship sailed.”

The court ruled that “IMC’s evidence establishes that on-deck 
stowage of the airplane wing panels was not an unreasonable devia-
tion,’’and limited to $1,500 the damages that Deltamax could recover. 
[Deltamax Freight System v. Aristotelis, et al.; U.S. District Court, 
Central District o f California; 97 Civ. 7845; Date o f ruling: Dec. 7, 
1998]
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By Chris Gillis, cgillis@shippers.com

C ongress eyes mandatory use of A E S
Congress says it will consider mandatory filing of shipper’s 

export declarations through the Automated Export System.
Congress initiated the proposal in the Consolidated Appropria-

tions Act of2000, which was signed into law by President Clinton on 
Nov. 29.

During the next six months, the secretaries of Commerce, State, 
Defense, Energy and Treasury, and the director of the Central 
Intelligence Agency will determine whether it’s advisable and 
feasible to process all export declarations in AES.

AES was developed several years ago as a voluntary system to 
help reduce paper filings of shipper’s export declarations (SEDs). 
The Customs Service uses the information in SEDs for enforce-
ment purposes, while the Census Bureau compiles it for the 
country’s trade statistics.

Census has studied the legislation and believes that AES is 
capable of handling mandatory filings of SEDs.

“I don’t see why we can’t handle mandatory filings if we have to,” 
said C. Harvey Monk Jr., chief of the Foreign Trade Division at 
Census. “But we’d much prefer shippers to do it on a voluntary basis.”

The proposal has already raised suspicion among some export-
ers and forwarders. “There ’ s ultimately a plan to use a Merchandise 
Processing Fee in AES, especially if they make it mandatory, to 
make up for the loss of the Harbor Maintenance Fee,” said Robert 
Coleman, president of TLR-Total Logistics Resource. “It’s all 
about enforcement and the collection of money.”

In the same legislation, Congress and the Administration agreed 
that exporters of munitions and cargo listed on the Commerce 
Control List must file their SEDs in AES.

The secretaries of Commerce, Treasury and the director of the 
National Institute of Standards and Technology have nine months 
to certify to the Congress that an Internet-based AES is capable of 
confidentially handling increased volumes of export data.

Exporters and forwards may file shippers export declarations 
free of charge via the Internet, using AESDirect.

New definition of exporter expected soon
The U.S. Commerce Department’s Census Bureau and Export 

Administration expect to jointly publish their final rulemaking on 
their definitions of exporter by early February.

The agencies began to clarify the definition of exporter in 
August 1998. Many recommendations from the industry were 
incorporated into the definitions. The definitions are similar in 
nature but are different in terms of their applications.

Census says the new definition is to improve the quality of trade 
data collected from the shipper’s export declarations (SEDs). The 
Export Administration says its revisions will further help to en-
force Commerce’s export regulations.

U nder the new proposed rales, the exporter or seller of cargo (“U. S. 
principal party in interest” or Box 1A of the SED) is responsible for 
supplying Census with commodity data, such as Schedule B num-
bers, quantity, value and shipping weight. The forwarder must also 
provide transportation data. The forwarder may fill out the entire SED 
if it has written permission from the exporter.

The Export Administration’s revised rules allow the forwarder 
or agent of a foreign buyer to be the exporter and apply for a license.

Census received about a dozen comments from the industry 
during comment period that closed on Dec. 3.

Several comments from the industry raised concern about liability 
in export transactions. “It doesn’t really matter who signs the SED,” 
said Frank Korpusik, program analyst for the Foreign Trade Division 
at Census. “Anyone in an export transaction may be liable.”

Other industry comments included adding another box to the 
export declaration for when the order party is different than the 
exporter. Census opposes this idea, because it would mean printing 
new forms and increasing the paperwork burden for the agencies.

ITDS m oves in with Custom s
It’s officially in writing. The International Trade Data System 

program has merged with U.S. Customs’ efforts to develop the 
Automated Commercial Environment.

“It’s a natural progression for a large program,” said James 
Flyzik, chief information officer for the Treasury Department. 
“Now as we transition from the planning stages to the build stage, 
we must move into an environment where there is a lot of experi-
ence. That’s where Customs comes in.”

The ITDS concept started two years ago as a way to link more 
than 100 government agencies to trade data. Political battles and 
industry resistance has since delayed its implementation.

To reduce concerns of agencies that sponsored the system, the 
ITDS board, chaired by Eugene Rosengarden of the International 
Trade Commission, will remain intact to provide oversight during the 
system’s development. The program will be based at Customs 
headquarters and Office of Information and T echnology in Newington, 
Va.

Robert W. Ehinger, director of ITDS program, said he will be 
leaving government service, effective Dec. 31. He had opposed 
ITDS’s transfer to Customs.

The $5.4 million budget for fiscal 1999 will also remain separate 
from Customs. “I will maintain oversight of the ITDS budget and 
spending patterns,” Flyzik said.

Proposed ITDS pilot tests scheduled for April at the land-border 
ports of Detroit, Buffalo, N.Y. and Laredo, Texas will likely be 
suspended and possibly rolled into Customs' current National 
Customs Automated Prototype.

G S P renewed to Septem ber 2001
The U.S. import industry finally got its wish — a renewal of the 

Generalized System of Preferences.
GSP provides duty-free treatment to imports of certain products 

from specified developing countries. The program expired June 30 
and U.S. importers have been paying duties while waiting for the 
program to be renewed.

“So many companies have so much money at stake,” said Laura 
Baughman, executive director of the Washington-based Coalition for 
GSP. “I can’t tell you how happy, how relieved they are that the long 
wait for renewal of this important trade program is finally over.”

In 1998, $ 16.3 billion was imported duty-free under GSP, saving 
American companies about $500 million in import duties. Compa-
nies have been paying duties while they waited for Congress to 
renew the program. The renewal is retroactive to July 1, so 
companies can expect to get refunds on duties paid.

Developing countries also benefit from GSP by making their 
products more attractive to U.S. importers. Without the program, 
U.S. tariffs would remain high on a number of imported goods from 
these countries.
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Raymond W. Kelly
commissioner, U.S. Customs

Kelly: The enforcer’
aymond W. Kelly is not one for 
small talk.

The driven U.S. Customs 
commissioner’s public appearances these 
days are limited and his statements are to 
the point. But his behind-the-scenes action 
speaks louder than words.

During the first year and a half of his 
tenure, Kelly has radically changed the way 
Customs manages its operations from the 
field inspector to highest management lev-
els at headquarters.

“We need a clear line of accountability 
and responsibility,” Kelly said. "We’ve sent

George J. Weise
former commissioner, U.S. Customs

a message to all our managers that you will 
be held accountable for what happens on 
your watch.”

The chain of command within the ranks 
of Customs is the clearest that it has ever 
been since the initial reorganization of the 
agency began in 1995. Inspectors at 450 
locations report to their port directors, who 
in turn report to the directors of the Customs 
Management Centers. The information is 
analyzed and summarized, then forwarded 
to headquarters.

“To me this is just common sense,” Kelly 
said. “A lot of goals of Customs will be 
easier to achieve with this structure in place 
— a hierarchical approach.”

Kelly has changed the way Customs man-

ages recruitment, training, promotions and 
conduct with the shipping and traveling 
public. He has also improved the image of 
Customs officials in the field by instituting 
new standardized uniforms and new mark-
ings for Customs vehicles, boats and planes.

“Customs is on a pride campaign,” Kelly 
said. “People generally feel good about the 
changes that are taking place.”

Risk M anagem ent. Kelly takes Cus-
toms’ mission to protect the American pub-
lic seriously.

“We’re going to bust the drug smugglers 
any way we can,” Kelly said. “This is a law 
enforcement agency. It’s our core mission.” 

Customs inspectors on the Southwest 
border alone seized more than one million 
pounds of narcotics in 1999, which in-
cludes 989,369 pounds of marijuana, 40,915 
pounds of cocaine and 331 pounds of heroin. 
The seizures were significantly higher than 
those reported last year.

While Kelly studies every means pos-
sible to stop illegal drugs from entering the 
United States, he says he will not allow the 
agency’s enforcement work to become an 
impediment to legitimate cross-border trade.

“I don’t think there are any glaring ex-
amples where our enforcement has seri-
ously impacted commerce,” Kelly said. “We 
have an excellent relationship with the trade 
community.”

Even if Customs ignored the interests of 
the industry altogether, it’s simply impos-
sible for the agency to check for narcotics 
and other illegal goods in all the more than 
9.3 million trucks, 320,000 railcars and 4.5 
million ocean containers that enter the 
United States each year.

To minimize the impact of enforcement 
efforts on industry, Customs has recently 
implemented a program known as “risk 
management.” With its financial and staff-
ing constraints, the agency is studying bet-
ter ways to target high-risk shipments.

“The haystack is increasing in size and 
we need to find better ways to identify the 
problems in the haystack,” Kelly said. “Risk 
management is the tool by which we will be 
able to do it.”

Customs will use more X-ray machines 
and other forms of non-intrusive technolo-

“We’ve sent a message 
to a ll our managers 
that you will be held  
accountable fo r  what 

happens on you r watch. ”

Customs management -  
two perspectives

U.S. Customs walks a fin e  line between figh ting  A m erica ’s 
drug war and fu lfilling  industry demands. No one knows 

that better than Commissioner Raym ond Kelly and fo rm er  
Commissioner George Weise. The industry has perceived  

the two commissioners as taking decidedly different 
approaches to running the agency. The commissioners 

respond to these perceptions.

B y  C h r i s  G i l l i s
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gies at the borders to conduct cargo exams. 
The agency is also analyzing data from its 
computer system, the Automated Commer-
cial System, to better target illegal ship-
ments.

The industry is under more pressure to 
follow Customs’ import rules. “Generally, 
our compliance rates are lower than what 
we would like them to be,” Kelly said. 
“We’re seeing a range of compliance from 
70 to 85 percent, while 95 percent is the 
target for the industry.”

The agency, along the Commerce’s 
Department’s Census Bureau and Export 
Administration, has also become more in-
volved with export compliance through the 
Automated Export System.

Many of Customs ’ enforcement programs 
will be further enhanced with the develop-
ment of a modem computer system. The 
agency’s future Automated Commercial 
Environment is not expected to be opera-
tional until at least 2005. The system has 
been repeatedly delayed due to public scru-
tiny and lack of funding.

“There’s an issue of where the funding is 
going to come from,” Kelly said. “Quite 
frankly, we don’t want to get involved in that 
debate. We just know we need the system.” 

Leaders of the House Ways and Means 
and Senate Finance committees have grown 
to appreciate Kelly’s straightforward testi-
mony about the need for ACE. The agency 
is hopeful that funding for the new system 
will start in 2001.

Critics. Kelly ’ s focus on realigning Cus-
toms management and anti-drag smuggling 
programs has led some critics to dub him as 
“the enforcer.”

While Kelly attends few industry events, 
he has also tightened the attendance policy 
for the rest of the agency, from attending as 
many as four to six industry meetings a year 
to only twice a year. Some industry groups 
say this is not enough, especially with the 
need to maintain the ACS and to develop 
ACE.

Some critics speculate that Kelly is nei-
ther comfortable with debating controver-
sial issues with the industry nor watching 
his staffers being grilled by industry offi-
cials at events.

“That’s not why we’ve scaled back our 
attendance,” Kelly said. “My concern is the 
lack of time. We will have the appropriate 
level of representation at every major trade 
function. We’re just not going to be over-
represented.”

Kelly insists that the industry will con-
tinue to have unfettered access to Customs 
officials. “We’ve got great communication 
with the trade,” he said.

A change in the administration next year

may cut short Kelly ’ s vision of the agency ’ s 
future. But his closest aides say until that 
time, he will continue to devote his full 
attention to improving the agency.

Kelly’s strength is found in his hands-on 
management of large government organi-
zations. After serving with the Marine Corps 
in Vietnam, he joined the New York City 
Police Department, rising through the ranks 
to become commissioner in 1992.

His distinguished law enforcement ca-
reer included leading the investigation of 
the World Trade Center bombing in 1993, 
appointed director of the International Po-
lice Monitors in Haiti in 1994 and elected 
vice president of the Americas for Interpol

A lthough he may no longer be com- 
missionerof U.S. Customs, George 
J. Weise continues to devote much 

of his time to improving the agency’s op-
erations.

Weise, Customs Commissioner from 
1993 to 1997, is a partner of the lobbying 
firm Washington Counsel. He has made 
speeches at several recent industry confer-
ences to encourage importers to become 
more politically active in Customs matters.

He warned executives at an American 
Association of Exporters and Importers 
meeting in Washington that the industry 
effort to seek funding for Customs’ future 
automated system may be losing steam.

Earlier this year a group of 200 industry 
associations and companies, known as the 
Coalition for Customs Automation Funding, 
began lobbying Congress to fund Customs’ 
Automated Commercial Environment. The 
cost of the system is estimated at $ 1.8 billion.

Congress has yet to issue funding for the 
new system. But it has appropriated $67 
million to the agency to maintain the cur-
rent Automated Commercial System.

“There seems to be no more concern that 
the current system will crash,” Weise said. 
“We need to redouble our efforts to get this 
issue across to the Administration and Con-
gress.”

It’s still uncertain whether Customs will 
receive $40 million to run its ACE develop-
ment program through 2000. Customs hopes 
to select a prime contractor by lune to start 
building ACE.

Weise said the only way that Customs 
stands a chance at receiving any automa-
tion funding by 2001 is if the industry raises 
the issue to a “crisis” level. “We have 535 
members of Congress that need to be edu-
cated,” he said.

The ex-commissioner told executives of 
the Western Cargo Conference in San Di-

in 1997.
Before joining Customs in 1998, Kelly 

served two years as the Treasury 
Department’s undersecretary of enforce-
ment. In this role, he oversaw the Treasury 
enforcement bureaus, including Customs, 
the Secret Service, Bureau of Alcohol, To-
bacco and Firearms, the Federal Law En-
forcement Training Center, the Financial 
Crimes Enforcement Network, and the Of-
fice of Foreign Assets Control.

He was recently asked to head the Inter-
agency Commission on Crime and Security 
in U.S. Seaports, which will present its 
findings to the Clinton Administration and 
Congress this spring.

“  When I  spoke o f  custom er 
focu s and facilitation, 
it sounded like to them  
that I  was saying to let 

the cargo go and not do 
our job . That cou ldn’t 

be fu rth er from  the tru th .”

ego that without ACE, there would be addi-
tional delays in implementing the 1993 
Customs Modernization Act.

These setbacks have strained relations 
between Customs and the industry. But 
Weise said the industry must continue to 
work together.

“Partnership requires give and take on 
both sides,” he said. “My advice to you 
(industry) is to recommit yourselves to a 
meaningful relationship.”

Weise also suggested that Customs and 
industry might share the cost of using non- 
intrusive cargo examination technology, 
such as X-ray machines.

The idea was recently proposed to Cus-
toms by Haz=X Compliance Verification 
Services, a Kent, Wash.-based firm which 
specializes in the X-ray machines for cargo. 
While the company would maintain the 
technology, Customs would control the 
equipment’s use at the agency’s bonded 
Central Examination Stations. A fee would 
be imposed on every container subjected to 
X-ray exams.

While Customs hasn’t indicated its view 
on the concept, other governments, such as 
Jamaica, the Dominican Republic and 
Puerto Rico, are interested.

Weise believes that after 25 years of

Weise: ‘The facilitator’

44 AMERICAN SHIPPER: JANUARY 2000



FORWARDING / NVOs

public service he has a balanced under-
standing of the needs of both Customs and 
the industry.

During his tenure as Customs commis-
sioner, Weise guided the country’s oldest 
law enforcement agency through the begin-
ning of a reorganization effort and helped to 
implementthe Customs Modernization Act, 
which changed the way Customs and the 
industry interact with each other.

Prior to his appointment as commissioner, 
Weise was the staff director of the House 
Ways and Means Subcommittee on Trade, 
where he was involved in the development 
of all major trade legislation enacted from 
1984 to 1993.

Earlier in his career, he spent nine years 
as an attorney at the U.S. International 
Trade Commission after three years as an 
import specialist for Customs in the Port of 
Baltimore.

“I always felt like a staffer,” he said. “I 
never really felt like I was a commissioner 
while I was there.”

He recalled that during his early years at 
Customs, there was a “gotcha” mentality— 
all importers were guilty until proven inno-
cent. “As commissioner, I came to the con-
clusion that the more dialogue that we have 
with the trade, the more we get it right the 
first time.”

This change in attitude didn’t bode well 
with some traditionalists at Customs. “When 
I spoke of customer focus and facilitation, it 
sounded like to them that I was saying to let 
the cargo go and not do our job,” Weise said 
“That couldn’t be further from the truth.” 

Weise pointed out that under his tenure 
the volume of drugs seized by Customs was 
higher than during the William Van Raab 
era (Customs commissioner, 1981-1989). 
“At least 70 percent of my time was spent 
on enforcement,” he said. “I made 27 trips 
to the Southwest border in four years.” 

Weise also had disagreements with in-
dustry. Once he stormed off the podium at 
the government conference of the National 
Customs Brokers and Forwarders Associa-
tion of America for the group’s initial non-
commitment to support the Mod Act 
legislation. One of the areas in the legisla-
tion that concerned the small brokers was 
remote location filing. “Now they all want 
the capability,” he said.

Weise’s balanced views between trade 
and enforcement weren’t enough to stop 
the negative press and repeated attacks by 
political enemies, such as Sen. Dianne 
Fienstein, D-Calif. The prevailing view was 
that he was too easy on trade.

“It seems like common sense that if you 
have limited resources and a diverse mis-
sion like Customs, you should work in 
partnership with law-abiding citizens,”

Weise said. “If we stopped every truck at 
the Southwest border, we’d have trucks 
backed up to Mexico City in seven days.” 

Weise only planned to work as Customs 
commissioner for four years. “Although I 
left the agency for personal reasons, there 
was a sense that I was forced out of Customs 
due to corruption,” Weise said.

CBS reported on the day of his resignation 
that it had a letter, which stated that Customs 
knowingly waved trucks of a known drug 
ring across the border. “I have since proved 
that the letter was bogus,” Weise said.

While they may hold different views, Weise 
is sympathetic to Commissioner Raymond

W. Kelly’s struggle to balance the agency’s 
trade and enforcement work.

“It’s a fine line,” Weise said. “It’s easy for 
one to stand on the outside and throw stones. 
I believe that would be inappropriate and 
unfair.”

As commissioner, Weise worked two years 
for Kelly when he was Treasury Department’s 
undersecretary of enforcement. “He sup-
ported my initiatives,” Weise said.

He said that attacks against the commis-
sioner by the industry accomplish nothing.

“It would be better if we try to put our-
selves in the other’s shoes," he said. “Busi-
ness seems to have a hard time doing that.” ■

THE FACE OF INTERNATIONAL SHIPPING 
HAS CHANGED FOREVER...

introducing

TraftfiCon™
Whether it's by air or sea, now you can get rates, routing, 
tracking, documentation and more in one revolutionary 
Windows"’-based software program. And, it doesn't require 
you to use any particular freight forwarder or logistics 
company. You'll be able to compare carriers, freight costs and 
transit times at the click of a button and even generate 
bookings in under two minutes!

TraffiCop" also automatically chooses the correct document for 
each shipment. It’s compatible with most existing domestic- 
order processing and accounting programs, and it'll help you 
stay incredibly organized. TraffiCop can even be specially 
designed to fit your specific needs.

Find out why TraffiCop™ is moving the world of international 
shipping in a new direction.

For more information, call 1-800-276-5009.
http://www.trafficop.com
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Banks resigns from Customs
A fter 28 years o f  public service, fo rm er deputy 

commissioner will try hand at private sector.

B y  C h r i s  G i l l i s

I f  Sam Banks wasn’t U.S. Customs’ 
deputy commissioner, he could have 
been a diplomat.

He knows how to ease industry’s fears 
when new regulations are imposed and how 
to put the heat on dmg smugglers. Past agency 
commissioners have relied on Banks to help 
maintain that fine balance 
between promoting trade 
and enforcing the law.

Banks also increases 
the listener’s confidence 
in him with his custom-
ary firm handshake and 
clear sense direction.

“T here’s not many 
people out there that I don’t have respect 
for,” Banks said. “I’ve been treated amaz-
ingly well over the years. I couldn’t leave 
this agency any happier.”

But after 28 years, Banks believes it’s time 
to use his talents elsewhere. He tendered his 
resignation on Dec. 14, and will depart Cus-
toms by early February. ‘ ‘I believe that you go 
when you’re still young enough to start an-
other career,” said Banks, 54.

Banks has already started to search the 
job market. He will stay in the Washington 
area for now, while his daughter Chrissy 
pursues her bachelor’s degree in nursing at 
the University of Virginia.

Because of contractual reasons, he will 
be unable to perform any Customs-related 
work for at least a year. Banks is consider-
ing consulting or lobbying on Capitol Hill. 
“I don' t know where I'm  going yet, but I’m 
looking forward to getting there.”

Through The Ranks. After college and 
a stint in Vietnam, Banks joined Customs in 
1971 (June 1998American Shipper, page 64- 
65). He started out as an inspector in San 
Francisco and worked his way through the 
ranks. He came to Customs headquarters in 
1986.

Banks has served under five commis-
sioners, Myles Ambrose, William van Raab, 
Carol Hallet, George J. Weise and Raymond 
W. Kelly. “They were all tough in their own 
way,” Banks said. “Each one put his or her 
stamp on the organization. I learned a great 
deal from each of them.”
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Banks credits other learning experiences 
from past Customs managers both at head-
quarters and in the field, such as Michael 
Lane, Bob Schaeffer, Gene Mach, Karl 
Girardi and John McDermott.

When Weise resigned as commissioner 
of Customs in 1997, Banks was asked to 
step in as acting commissioner. He held that 
position until Kelly was sworn into the 
agency in August 1998. Although political 
appointees generally fill the commissioner’s 
job, Banks had a shot at the position.

“Kelly wanted me to become commis-
sioner, but I didn’t think it was right for 
Customs,” Banks said. “To make it in Wash-
ington and meet this agency’s needs, you 
need to understand the politics.”

He settled for deputy commissioner, the 
number two position at Customs. “This is 
the job that throws the grease on the wheels 
and keeps the engine running,” Banks said.

Who will fill Banks’ shoes? Some indus-
try analysts predict that Charles W. 
Win wood, Customs assistant commissioner 
for the Office of Field Operations, is the 
most likely candidate, or Kelly may hire 
someone from the outside.

“Huge Loss.” Although Banks may not 
have always said what the industry wanted 
to hear, industry associations, importers, 
customs brokers and carriers will miss him.

“He will be missed,” said Eugene J. Milosh, 
president of American Association of Ex-
porters and Importers, based in New York. 
“Customs will have a difficult time to replace 
him.”

Banks worked closely with the industry 
through the creation of the 1993 Customs 
Modernization Act and during the reorgani-
zation. He smoothed the transition between 
Weise and Kelly for the industry.

“When you look at Banks, he represents 
the finest image of the Customs Service,” 
said Arthur L. Litman, vice president of 
Tower Group International. “He’s very di-
rect with what he has to say. He always 
delivers a message.”

“I think he’s one of the last Customs 
officials that knows all phases of the opera-
tion,” saidPaulF. Wegener, vice president of 
New Orleans-based M.G. Maher & Co.

The ocean carriers first worked with B anks 
when they were developing the data ele-
ments for Customs’ Automated Manifest 
System. “He was a breath of fresh air,” said 
Adi Abel, a systems manager with Maersk 
Sea-Land. "He understood our business 
needs.”

Banks will also be remembered by the 
industry for his accessibility. “We had no 
problem with picking up the phone and 
calling him,” Milosh said. “He would al-
ways return your calls.”

Although the industry regrets his depar-
ture, it appreciates Banks’ desire to do 
something new.

“It’s a huge loss to Customs, but I’m 
personally pleased that he’s doing this,” said 
Jon H. Kent, Washington representative for 
the National Customs Brokers and Forward-
ers Association of America. “There’s lots of 
room in the private sector for a person with 
his ability and experience.”

Parting W ords. In the capacity of con-
sultant or lobbyist, Banks would be able to 
advise the industry groups about the needs 
of Customs and other regulatory agencies.

“I’m not convinced that trade associa-
tions are meeting all the needs of their 
constituents,” Banks said. “There’s no rea-
son why they can’t do a better job at holding 
Customs’ feet to the fire. If I was on their 
side, I’d be a lot pushier.”

Industry groups will need to shed some 
of their individual agendas and take posi-
tions that include a broader spectrum of the 
industry. The industry has that opportunity 
with the development of Customs’ future 
system, the Automated Commercial Envi-
ronment, and during revision of the import 
entry process.

Despite the doomsday speak by some 
industry analysts, Banks also believes that 
customs brokers have a promising future in 
the Customs process, if they do more to 
promote themselves to importers.

“Brokers probably know more about this 
business than anyone,” he said. “But they 
need to sell their expertise based on their 
ability to do compliance work correctly and 
cheaply.”

Banks’ resignation signals the beginning 
of big change at Customs. Many senior man-
agers at headquarters and three-quarters of 
the port directors are nearing retirement.

“There’s a great potential that we will 
lose a lot of expertise when these people 
leave. But we will also lose a lot of outdated 
thinking,” Banks said.

Banks regrets leaving the agency at the 
time its battle for systems funding contin-
ues. “The next deputy commissioner better 
get that money for ACE,” he said. “Other-
wise, this agency is in big trouble.” ■
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at our Southport Terminal
A nd under development soon...
•  2 additional Post-Panamax 

container cranes available late 1999
• Near dock ICTF
• 110 acres for container operations
• 1.8 million sq. ft. planned for 

warehouse/distribution

• - -  I ! For more information on how

1 0
Port Everglades can meet your needs,

call Carlos Buqueras at (954) 523-3404

PORT
EVERGLADES

i H o lly w o o d / F o rt L a u d e rd a le  
1 D an ia  B e a c h

Paul D. DeMariano Port Director • Gene F. Ciccarelli, Deputy Port Director 
Carlos Buqueras, Director/Cargo Marketing • Manuel Almira, Asst. Dir./Cargo Marketing 

1850 Eller Drive, Ft. Lauderdale, Florida 33316 USA, (954) 523-3404, (800) 421-0188, fax (954) 468-3529 
www.co.broward.fl.us/porthtm

http://www.co.broward.fl.us/porthtm
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Streamlining forwarder 
compensation

Southbound U.S./Australian carriers test the waters 
with fla t-fee  forw arder commissions.

B y  C h r i s  G i l l i s  a n d  P h i l i p  D a m a s

Some ocean carriers believe that it’s 
time to break away from the tradi-
tional method of compensating 

freight forwarders.
Forwarders in the U.S. export market 

that tender their shippers’ cargo directly to 
carriers are often awarded a commission 
based on 1.25 to 2.5 percent of the freight 
rates. Carriers are now considering whether 
to throw out the long-time percentage- 
based compensation system and replace it 
with flat fees.

The change recently started in the U.S./ 
Australia trade, where carriers are now 
paying forwarders on average $40 flat-fee 
per container as compensation for using 
their transportation services.

“Forwarders play a key role in the ship-
ping process,” said Robert A. Beilin, se-
nior vice president of North America for 
Australia-New Zealand Direct Line. “Our 
company believes that this is an equitable 
fee for their services.”

ANZDL shifted from a percentage-based 
compensation of 1.25 percent to a $40 flat 
fee on Oct. 1. Other carriers in the south-
bound Australian trade, such as P&O 
Nedlloyd, Contship Containerlines, and Co-
lumbus Line, have since followed suit.

Until mid-November, Fesco Agencies, 
another participant in the market, paid for-
warders a higher flat fee of $50 per 20-foot 
container and $80 per 40-foot container. 
The carrier has since dropped its commis-
sions to $40 per TEU and $60 per FEU.

“It was an opportunity to match com-
pensation with the others in the trade,” said 
Mike Evans, director of sales and market-
ing for Fesco. “We’re doing it to maintain 
profitability of the line.”

But carriers say the shift to flat-fee com-
pensation goes deeper than just protecting 
their bottom lines. “This is driven by con-
fidentiality of service contracts, not by 
rates going down,” Beilen said.

Ocean carriers and their shippers were 
granted the right to create confidential ser-
vice contracts in the Ocean Shipping Re-
48 AMERICAN SHIPPER: JANUARY 2000

“Shippers want to protect 
their rates. It doesn ’t 
take a rocket scientist 
to take a percentage  

and extrapolate it back  
to the ra te.”

Robert A. Beilin
senior vice president of 
North America, 
Australia-New Zealand 
Direct Line

form Act, which was implemented May 1.
“Shippers want to protect their rates,” 

Beilin said. “It doesn’t take a rocket scien-
tist to take a percentage and extrapolate it 
back to the rate.”

Other carriers say it’s not so much con-
fidentiality of rates that’s driving the shift 
to flat-fee compensation in the southbound 
U.S./Australian trade. “The real advantage 
is the simplification and ease of adminis-
tration,” said Juergen Pump, senior vice 
president of Columbus Line.

Other M arkets. Carriers in other mar-
kets are still weighing the pros and cons of 
flat-fee forwarder compensation.

The Europe/Montreal trade route is the 
only European market where forwarders 
receive a flat-fee commission from ocean 
carriers. This practice has not been wide-
spread across other European trades.

Pump said his company might imple-
ment a flat fee in the U.S./Latin America 
trade by early next year.

Section 19 of the Ocean Shipping Re-
form Act specifies that an ocean transpor-
tation in term ediary may receive 
compensation from carriers only under cer-
tain conditions. Outside the United States, 
forwarder commissions are unregulated.

In Europe, the payment of percentage- 
based forwarder commissions is most com-
mon, with the exception of the United 
Kingdom, where carriers have tradition-
ally refused to pay any. Forwarders in the 
Asia-to-Europe trade complain that they 
receive no commissions from carriers at 
all.

Many carriers say that a switch inter-
nally from percentage-based compensa-
tion to flat fees would not be a problem 
with today’s computer technology. But 
they would only be willing to make that 
change if it didn’t severely impact their 
revenues.

“With the flat-fee commissions, forward-
ers are guaranteed income regardless of 
what the rate is,” said Charles F. McCann, 
senior vice president of commercial ser-
vices at Cho Yang (America). “As a car-
rier, we have no guaranteed income.”

Rates have spiraled downward in most 
major trade lanes in recent years. The south-
bound U.S./Australian trade, one of the 
more stable rate environments, has experi-
enced rate decreases of 35 percent during 
the past five years.

However, com m is-
sions continue to be a tra-
ditional incentive used by 
carriers to attract more 
business from forwarders.

“We need to find a rea-
sonable way to compen-
sate the forwarders,” said 
Nicola Arena, president and chief execu-
tive officer of Mediterranean Shipping Co. 
“But we can’t afford to pay higher com-
missions in low-rate markets.”

M ixed Views. While forwarders find new 
ways to make money, freight compensation 
is still an important part of the bottom line.

“It’s a traditional source of revenue,” 
said Tina Sauter, vice president of ocean 
transportation for BDP International in 
Chicago. “It’s not an item to be taken 
lightly.”

John S. James Co., a U.S. Southeast- 
based forwarder, says compensation from 
carriers still contributes as much as 30 per-
cent to its annual gross forwarding rev-
enues. “It was a much bigger contribution 
than we originally thought,” said Pat 
Fosberry, corporate export manager for the 
company.

But as freight rates diminish, so does the 
amount of the forwarder’s percentage- 
based compensation from the carriers. For-
warders operating in low-rated markets 
prefer flat-fee compensation.

The new service contract environment 
has also left some forwarders not knowing 
the true value of compensation or receiv-
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ing none at all.
“With confidential contracting, carriers 

are left to the honor system to compensate 
us appropriately,” Sautersaid. “This leaves 
a tremendous amount of uncertainty in our 
revenue stream.”

To ensure adequate compensation, many 
forwarders have taken an active role in 
negotiating their shippers’ service con-
tracts with carriers. “We’re getting greater 
revenue from carriers due to service con-
tracts — $30 to $40 to $50 per container,” 
said Jeffrey C. Coppersmith, vice presi-
dent of Coppersmith Inc.

One of the problems with percentage 
commissions is that their basis of calcula-
tion is the ocean freight rate and does not 
include surcharges. Therefore, a switch to 
flat commissions would be a welcome de-
velopment, a European forwarding execu-
tive said.

Reinhard Lange, chief executive officer 
of freight forwarding group Kuehne & 
Nagel International, said that flat commis-
sions may be easier to administrate, but 
Kuehne & Nagel isn’t asking carriers to 
switch to a flat-fee system.

He said that, even when rates are confi-
dential, as in the U.S. trades, freight for-
warders will know what their percentage 
commission should be, he said.

Lange stressed that commissions repre-
sent only a portion of a modem freight 
forwarder’s revenue. “The time is over 
when you did only a port-to-port operation 
— now it’s part of a logistics package,” he 
said.

On the shipping side, though, another 
source of revenue is the ability of a freight 
forwarder to “buy and sell” space at favor-
able prices, Lange said.

But forwarders question whether these 
flat fees are adequate compensation for 
their work. “It’s a token amount compared 
to the value goods that we handle,” Cop-
persmith said.

“It’s a great idea while the market is 
depressed,” said Thomas F. Donohue III, 
director of ocean export services for Circle 
International, based in San Francisco. “But 
what are we going to do when the rates go 
back up?”

NVOs will offer their forwarding clients 
compensation based on either percentage 
of the base ocean freight rate or a flat-fee. 
Most NVOs say they aren’t worried about 
the carriers offering flat-fees to carriers 
and it shouldn’t take away their full-con- 
tainer forwarder business.

“It’s a not a threat,” said Paul E. Victory 
Jr., chief executive officer of Dieterle & 
Victory International Transport Co., aNew 
York-based NVO. “NVO rates are low 
enough now to offset the attractiveness of

a carrier’s flat-fee commission.”
No matter what the outcome — percent-

age-based or flat fee compensation — for-
warders say they need to be paid for their 
services to shippers and carriers.

“The shipper has to feel like the for-

W A SH IN G TO N

The U.S. Department of Agriculture has 
created special forms for U.S. exporters to 
comply with China’s new rules for heat- 
treating wood-packed shipments after Jan. 1.

China announced the new mles on Nov. 1. 
According to China’s Ministry of Agricul-
ture, U.S. coniferous solid-wood packing has 
been found to carry pinewood nematode, a 
pest associated with pine wilt disease.

The new, one-page forms — the Certifi-
cate of Heat Treatment — will be required 
for all China-bound shipments with conif-
erous wood packing from the United States.

If a shipment does contain this type of 
wood packing, the USDA’s Animal and 
Plant Health Inspection Service (APHIS) 
must certify that the material has been heat- 
treated, to a temperature of 133 degrees 
Fahrenheit for 30 minutes. Kiln drying also 
meets this requirement.

To complete the heat-treatment certifi-
cate, the exporter must provide name and 
mailing address; consignee name and ad-
dress; cargo description, including quantity 
and weight. A completed original and one 
copy of the certificate should be delivered to 
the closest USDA office of the shipment’s 
origin for endorsement. The USDA advises 
that exporters do not wait to have their forms 
endorsed at the final U.S. port of departure.

Sealed shipments transiting “in bond” 
through the United States to overseas desti-
nations should not be affected by the rules. 
But loads that are mixed would have to be 
properly certified. Shipments that transit 
Hong Kong en route to China must also be 
certified, the USDA said.

Exporters must “self-certify” all shipments 
to China if no wood packing material is 
present, or if the wood packing is other than 
conifer wood, by writing on the commercial 
invoice or bill of lading: “This shipment 
contains no solid wood packing material” or 
‘The solid wood packing material in this 
shipment is not coniferous wood.”

China warns that failure to comply with 
the rules could result in shipments being 
returned, separation of shipments from pack-
ing material at importer’s expense, or de-

warder is providing a value-added ser-
vice,” said Louis G. Connor Jr., president 
of Baltimore-based John S. Connor Inc. 
“We have to be compensated somehow. If 
compensation is not there, then it’s going to 
affect our handling fees.” ■

struction of both shipments and packing 
material if separation or return is not pos-
sible.

The USDA states on its new forms that 
signing off on false statements could result 
in a fine of up to $10,000, five years in 
prison, or both. Exporters must retain the 
certificates for official review for up to a 
year after the date of issuance.

U.S shippers are disappointed by China’s 
new rules for wood packing, especially as 
trade between the two countries increases.

“It’s another added cost and potential 
delay in the supply chain,” said Inka T. 
Neumayr-Omholt, manager of international 
logistics forE.I. du Pontde Nemours & Co. 
In Wilmington, Del. “We’ve had to go back 
to the beginning of the supply chain to 
change some of our packaging.”

Freight forwarders will be closely watch-
ing the outcome of China’s wood-packing 
rules. “We’ll tender the documents and 
keep our shippers informed,” said Robert 
A. Snyder, general manager of Jagro Cali-
fornia, Inc., aLos Angeles-based forwarder.

The USDA and shippers are concerned 
about how China will enforce its new rules. 
“APHIS continues to work with exporters 
and the Chinese government to ensure mini-
mal disruptions to trade,” the agency said. 
“We hope China will show some flexibility 
in the implementation and enforcement of 
this new requirements to all U.S. exporters 
to comply.”

China has imposed similar restrictions 
on coniferous wood packing from its larg-
est trading partner Japan.

However, this recent action by China is 
one of several initiatives by countries to 
keep out foreign pests.

The United States and Canada have im-
posed controls on solid-wood packing mate-
rials from China and Hong Kong last year to 
prevent the spread of the Asian longhomed 
beetle into North American forests.

The European Union has regulated pine 
lumber from the U.S. for the pinewood 
nematode for many years. Japan, New 
Zealand and Australia also have their own 
rules for regulating wood-eating pests. ■

China scrutinizes wood-packed cargo
U.S. exporters must complete new fo rm  after Jan. 1 

fo r  shipments containing coniferous wood packing.
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NVOs raise political awareness
David Street, IAN VO C C ’s counsel, says industry 

gets second chance to change national policy.

B y  C h r i s  G i l l i s

Non-vessel-operating common car-
riers are learning their voice does 
matter in Washington politics. 

The NVOs’ lack of political drive on 
Capitol Hill during the creation of the 1998 
Ocean Shipping Reform Act contributed to 
the increased regulation of that industry.

“The lesson of the Ocean Shipping Re-
form Act for NVOs is that politics does 
matter,” said David P. Street, general coun-
sel for the International Association of 
NVOCCs. “NVOs must become more en-
gaged in the political process.”

The NVO industry is one of the most 
diverse in the shipping business. Some oper-
ate as part of forwarding and trucking opera-
tions, while others maintain a “neutral” status 
by offering purely freight consolidation ser-
vices to forwarders. Despite their diversity, 
NVOs’ primary objective is to buy space 
wholesale from vessel operators and sell it at 
retail prices to forwarders and shippers.

NVOs have been around since the 1950s, 
but they were first legally categorized as an 
industry in the 1984 Shipping Act. In the 
legislation, they were given status to oper-
ate as carrier or shipper depending on their 
relationship to the freight.

“NVOs are creatures of the container 
revolution, which makes them a relatively 
new industry compared to the steamship 
business,” Street said. “The industry is still 
widely fragmented with differing views.” 

That fragmentation, in addition to a heavy 
focus on operations, has led many NVOs to 
put politics on the back burner. “This indus-
try has only gotten together under the threat 
of the gun,” Street said.

The Ocean Shipping Reform Act prohib-
its NVOs from creating confidential service 
contracts with their shippers, while this privi-
lege has been granted to vessel operators. 
NVOs must also for the first time be licensed 
with the Federal Maritime Commission in 
addition to their bonding requirements.

“The most ironic aspect about OSRA is 
that it re-regulated the most dynamic parts 
of the industry at the same time it professed 
to be more open to competition,” Street 
said. “NVOs and forwarders are the most 
entrepreneurial in the industry, but they are

David P. Street
general counsel, 

IANVOCC

“NVOs and forw arders are 
the m ost entrepreneurial 

in the industry, but they are 
still the m ost regulated.”

still the most regulated.”
In recent years, NVOs may be less politi-

cally active, but that hasn’t always been the 
case.

The IANVOCC, foundedin 1972by Wash-
ington lawyer Raymond P. DeMember, led 
much of the effort to gain the status that the 
NVOs have today in the industry.

During the early 1970s, the International 
Longshoremen’s Association attempted to 
squeeze out the NVO by placing a clause in 
their contracts with Atlantic and Gulf carri-
ers that only ILA personnel could stuff and 
strip mixed shipments of containerized 
cargo within 50 miles of a U.S. port.

The IANVOCC waged war against the so- 
called “50-mile rule,” which was eventually 
struck down by the U.S. Supreme Court.

The group was instrumental in the pas-
sage of the Non-Vessel-Operating Com-
mon Carrier Amendments of 1990, which 
contained the NVO bonding requirements. 
The IANVOCC was also active in the de-
liberations of the Advisory Commission on 
Conferences and Ocean Shipping.

During the Ocean Shipping Reform Act 
talks, the voice of the NVOs succumbed to 
the stronger lobbying power and deeper 
pockets of the carriers, large shippers and 
union labor.

Hyde Bill. But the NVOs now have a 
chance to regain ground in Washington.

House Judiciary Committee Chairman 
Henry Hyde has introduced legislation that 
would eliminate OSRA’s antitrust immu-
nity language. Antitrust immunity gives 
ocean carriers the right to collectively set 
rates in conference or agree on rates under 
discussion agreements.

Hyde said other interests have also com-
pelled him to introduce the legislation, such 
as recent complaints about rate hikes by 
carriers in the Transpacific Stabilization 
Agreement and alleged discrimination by 
carriers in discussion agreements to unfairly 
set rates for smaller shippers and ocean trans-
portation intermediaries. Overseas trading 
partners have also complained about U.S. 
antitrust policies in ocean shipping.

Much of the complaints Hyde has heard 
about OSRA have come from a barrage of 
letters and meetings with NVOs from his 
congressional district near Chicago.

Another U.S. representative, Robert 
Menendez, D-N.J., has expressed similar 
views about OSRA. And, like Hyde, the 
NVOs in Menendez’s district have also 
flooded his office with letters and tele-
phone calls.

“In getting involved in the political pro-
cess, you have to spend some time and 
money,” Street said. “You must call on 
your congressmen, visit them, write to them, 
and educate them.”

The Hyde bill will be taken up by the 
Congress this spring. “I suspect that you 
will see more participation by the NVOs in 
Washington,” Street said.

Another contentious issue for the 
IANVOCC is the FMC’s apparent lack of 
action in its investigation of carriers’ al-
leged discrimination against NVOs in the 
transpacific.

“FMC has plenty of evidence to go for-
ward with the investigation,” Street said. 
“But the FMC’s inaction makes it clear to 
us that the agency will not protect the inter-
ests of the NVOs.”

The IANVOCC has made similar com-
plaints about cases involving carrier/NVO 
cargo misdescriptions. “It takes two to tango. 
But with the FMC’s limited resources, it’s 
easier for the agency to go after the NVOs 
than to litigate the carrier cases.”

The group has had some success in get-
ting their points across to FMC Commis-
sioner Del Won. “He has taken the most 
time to understand the industry and conse-
quently treats it with a great deal of re-
spect,” Street said.

The IANVOCC also supports eliminat-
ing tariff filing with the FMC. “Tariffs are 
a completely meaningless exercise in 
today’s shipping environment,” Street said.

Although the Hyde bill doesn’t mention 
the FMC, the legislation could jeopardize
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or curtail the agency’s authority because 
monitoring antitrust immunity is one the 
FMC’s biggest responsibilities. This is a 
possible outcome of the Hyde bill, which 
the IANVOCC will be closely watching.

During the past year, NVOs have come 
under the scrutiny of other government 
agencies.

Customs has told the NVOs that if they 
don’t improve their ability to process ex-
port data timely and accurately, they are 
going to be subjected to increased cargo 
inspections.

A dozen NVOs met with Customs in 
Newark, N.J., in November to find better 
ways to manage export data processing. 
The answer for the NVOs will be to convert 
from paper submissions of shipper’s export 
declarations to automated filings in Cus-
toms’ Automated Export System.

In a sampling by Customs in Newark two 
years ago, NVOs accounted for 40 percent 
of export declarations and bills of lading 
that were filed late. NVOs say it’s not 
entirely their fault, because they must gather 
export data from their shippers and for-
warders before the cargo is shipped.

Customs collects this information for 
Census’ trade statistics. The agency also 
uses the information in export declarations 
for enforcement purposes.

In AES, the export declarations are bro-
ken down into two parts. Shippers or their 
forwarders file the necessary cargo, while 
carriers provide the transport data. Trans-
port data lets Customs know when the freight 
will leave the country.

Because of the NVO’s peculiar position 
in the freight transportation chain, Customs 
is considering the development of a special 
module in AES, much like what it has done 
to accommodate ocean carriers in the sys-
tem. An N VO module would have to handle 
a combination of sub-house, house and 
master bills of lading. Changes to Customs’ 
rules may also be necessary.

A new Census Bureau definition of ex-
porter will also force NVOs to be more 
careful with how they represent themselves 
in export transactions.

In the past, NVOs would use shipper’s 
export declarations to protect their business 
from competitors. They did this by showing 
themselves as exporter, forwarder and car-
rier of the consolidated merchandise de-
pending on the circumstances. Under the 
new definition of exporter, they will no 
longer be able to that.

The new definition excludes the NVO by 
requiring theexporterorseller of cargo (“U.S. 
principal party in interest” or Box 1A of the 
shippers’ export declaration) to be shown on 
the export declaration. NVOs should only be 
involved when it comes to providing trans-

portation data for an export shipment.
While the IANVOCC plans to become 

more involved with these other agency is-
sues, the group has already worked closely 
with Customs on export matters in the past.

Two years ago, the IANVOCC and Cus-
toms tried to come up with a way to ease the 
problems caused by inspections made only 
at outbound ports. NVOs would prefer to 
have Customs make some of its inspections 
at inland consolidation points, where the 
cargo is packed into containers.

When Customs searches containers at the 
docks, NVOs say they risk pilferage and 
damage to the cargo. NVOs are also respon-
sible for covering the costs of deconsolidating 
and rebuilding the containers, in addition to 
possibly hearing complaints from customers 
for missing a ship.

The IANVOCC and Customs consid-
ered creating “inland exam agreements.” 
The problem is that it would mean another 
document to be filed in an environment 
where Customs is trying to cut back on

L O N G  B E A C H , Calif.

For the past three years, the U.S. opera-
tions at Conterm Consolidation Services 
have been in flux.

During that time, the non-vessel-operat-
ing common carrier has gone through two 
presidents, a potentially damaging lawsuit 
and the recent implementation of the Ocean 
Shipping Reform Act.

Conterm now looks to Cas Pouderoyen 
to stabilize the company and expand its 
U.S. operations.

Pouderoyen, 43, replaced Robert J. 
Hackett, who moved to Rotterdam to man-
age the European operations of the New 
American Consolidators Association 
(NACA), a shippers’ association compris-
ing Conterm, Direct Container Line and 
Brennan International Transport.

Prior to Hackett, Conterm was headed by 
Peter Gruettner, who was accused of taking 
trade secrets when he left the company in 
1998 to join ECU Line. The companies 
quietly settled the lawsuit last year.

Pouderoyen believes in keeping the 
company’s past in perspective and looks 
ahead to how Conterm can better manage 
its freight consolidation business.

Pouderoyen is no stranger to the ocean 
transportation industry. The Holland native’s 
first job was with Baltimore-based steam-
ship agency Lavino Shipping Co. in 1978.

paper. A special field in AES has also been 
considered. So far, no further work has 
been done on this issue.

In recent years, the IANVOCC has broad-
ened its services to include education semi-
nars that provide an introduction to the 
industry and hazardous materials handling. 
These seminars were held at cities with 
large concentrations of NVOs. There was 
also an attempt to create regional groups 
within the IANVOCC.

The IANVOCC is reassessing how to 
best operate in the future. Issues to consider 
include whether to stick with a national 
focus or concentrate on Washington lobby-
ing efforts, and whether NVOs and for-
warders are similar enough to create a new 
association, or do NVOs still need a sepa-
rate organization.

“There are still a lot of members that 
want us to maintain our separate identity,” 
Street said. The recent fervor in Washing-
ton may be the catalyst that will return the 
IANVOCC to its lobbying roots. ■

Four years later, Lavino moved to Cleveland 
and was later bought by Southern Steamship.

Preferring to stay in B altimore, Pouderoyen 
took a job with emerging NVO Votainer in 
1982. “This was a sensible move for me at the 
time,” Pouderoyen said. “I didn’t want to 
move to Cleveland to work for a dying com-
pany, and besides Votainer was Dutch.” 

Votainer (now part of Air Express Inter-
national) quickly proved abig challenge for 
the young manager. “I worked 60 to 80 
hours a week. Often, I stamped bills of 
lading and loaded containers until 11 o’ clock 
at night,” he said. “That’s the type of sched-
ule that wears on you after a while.”

But his hard work paid off for Votainer. 
“We were the biggest money-maker for 
Votainer,” Pouderoyen said. “It was the birth 
of consolidation and margins were high.”

In the early 1980s, an NVO operating in 
the U.S./Europe trade could charge as much 
as $150 per meter of freight and rates in the 
U.S. West Coast/Far East trades were about 
$250 per meter.

Then in 1985, Pouderoyen decided to make 
a break from the NVO world and took a job 
as a sales executive with Overseas Orient 
Container Line. “It was a step back at first, 
but I enjoyed the less hectic pace,” he said.

For the next 14 years, Pouderoyen worked 
in various sales and trade lane management 
roles from the carrier’s offices in the United

Conterm’s new president
Pouderoyen brings carrier, NVO  
experience to California firm .
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States, Hong Kong and the United King-
dom. He most recently served as OOCL’s 
vice president of transatlantic services.

When David Miller, chairman of the 
Conterm Group, offered him the job of 
president of Conterm’s U.S. operations last 
September, it didn’t Pouderoyen long to 
decide whether or not to take it.

“Conterm has always had a good rela-
tionship with OOCL,” Pouderoyen said. 
“We weren’t strangers to each other.” 

What Pouderoyen likes most about N VO 
operations is its flexibility to adapt rapidly 
to change. “It’s an entrepreneurial busi-
ness,” he said.

Conterm wants Pouderoyen to use his 
expertise to make the company’s U.S. op-
erations more efficient. “Cas brings to this 
position a depth and range of experience 
that will certainly be an asset,” Miller said.

Since freight rates for service are at an all- 
time low, Conterm is forced to find ways to 
keep costs down. “That doesn’t mean we 
have to cut salaries,” Pouderoyen said. “We 
just need to have the right people in place.” 

Conterm also wants to upgrade its service 
to accommodate shippers’ future demands 
and to forge strongerrelationships with other 
service providers, such as ocean carriers, 
warehouses and trucking companies.

“Carriers want to deal with people in a 
cooperative manner,” Pouderoyen said. “It 
shouldn’t be a battle for the cheapest rates.” 

Conterm works with about 50 carriers, 
which include global and niche operators. 
The NVO has thought about scaling down 
the number of carriers that it uses, but 
believes that could reduce the flexibility of 
its international services.

“Our customers want to be able to choose 
from a number of carriers,” Pouderoyen 
said. “We’re able to provide that to them.” 

The NVO handled about 45,000 TEUs of 
less-than-container loads and full-container 
loads in 1999, with 70 percent moving 
between the United States, Europe and Asia. 
It’s about an even split between LCL and 
full containers.

The company also plans to further ex-
pand its handling of imports. Although the 
ocean carrier consolidators and established 
players, such as Distribution Services Ltd., 
control large portions of this business, 
Conterm believes that there’s plenty of 
Asian and European forwarders that could 
use its services.

“Forwarders are always going to have 
additional freight that they may not be able to 
squeeze into a container,” Pouderoyen said. 
“We can handle that spillover freight for 
them.”

Last year, Conterm expanded to many 
new markets in Central and South America, 
as well as in South Asia and the Mideast. The

“Carriers want to deal 
with people in 

a cooperative manner. 
It shou ldn’t be a battle 

fo r  the cheapest rates. ”

C a s Pouderoyen
president, 
Conterm Consolidation 
Services

company attributes its increased world cov-
erage to its membership in NACA.

Through NACA, Conterm is able to pool 
its cargo volumes with DCL and Brennan to 
negotiate lower rates with carriers and to 
reduce its operations costs.

W A SH IN G T O N
The U.S. Department of Agriculture will 

expand the availability of its digital-imag-
ing service to importers of fresh produce.

The Fresh Products Branch of the USDA's 
Agricultural Marketing Service began to 
equip its inspectors with digital cameras 
and computers for processing digital im-
ages last year.

The imaging service provides quick, vi-
sual confirmation of product appearance 
and defects, damage from shifted loads, 
brands, and container conditions and mark-
ings. Inspectors also use the imaging to 
confer with produce quality experts at 
USDA headquarters in Washington.

“Digital imaging technology backs up our 
inspection standards and can help the pro-
duce industry quickly resolve disputes over

“NACA has been successful for all three 
companies,” Pouderoyen said. “Our unit 
costs have come down and service levels 
have gone up.”

In a short time, Conterm has signifi-
cantly expanded its worldwide coverage 
and increased its frequency of service to 
overseas markets through NACA.

“Conterm couldn’t offer direct service 
out of Atlanta before we joined NACA,” 
Pouderoyen said. “By working with the two 
other NVOs, we can build weekly boxes 
from Atlanta and ship them to 17 destina-
tions worldwide.”

The shippers’ association has allowed 
Conterm to reduce its use of transshipment 
centers, such as Rotterdam and Singapore, 
and to share warehouse space with the other 
two members.

Conterm also plans to replace its existing 
computer system during the next 12 to 18 
months with a new NACA-driven system 
developed by FreightSoft. Forwarders will 
be able to connect to Conterm’s system over 
the Internet, as well as to carriers, tmckers 
and warehouses which are used by the NVO.

“Our customers can’t afford to make 
numerous calls to get their shipment status 
or to requestrates,” Pouderoyen said. “They 
need a reliable source.”

However, the alliance has fueled rumors 
of possible mergers of some or all three of the 
NVOs. The chief executives deny the ru-
mors. “We cooperate purely on an opera-
tional basis,” Pouderoyen said. “Each of our 
marketing approaches are totally different.” 

Another aspect of Conterm’s operations 
that hasn’t changed is its “neutral” status 
under the Ocean Shipping Reform Act. 
“We’re neutral and we’re going to stay that 
way,” Pouderoyen said. “The forwarders 
are still our only customers.” ■

the quality and condition of shipments,” said 
Michael V. Dunn, undersecretary for USDA's 
Marketing and Regulatory Programs.

Importers may request the digital imag-
ing service by contacting the Fresh Prod-
ucts Branch market inspection offices. The 
cost for the service is $43 an hour, with a 
minimum of an hour. The images may be 
viewed on the importer's computer.

Digital-imaging services are now offered 
at USDA's offices in Bronx, N.Y.; Newark, 
N.J.; Pittsburgh; Philadelphia; Everett, 
Mass.; Messup, Md.; Miami; Chicago; 
Dallas; Seattle; and Los Angeles, San Fran-
cisco and North Highlands, Calif.

More information about USDA’s digi-
tal-imaging services may be found on the 
In ternet at: w w w .am s.usda.gov/fv/ 
fpbdigimage.html. ■

USDA expands digital-imaging inspection program

52 AMERICAN SHIPPER: JANUARY 2000

http://www.ams.usda.gov/fv/


FORWARDING / NVOs

Industry group proposes Mod Act II
Lack o f  progress in implementing 1993 legislation 
pushes 15 large U.S. importers to take action.

W ASH IN G TO N

Rules that govern how the industry inter-
acts with Customs are inconsistent with 
today’s importing environment, a group of 
15 large U.S. importers told the agency.

The importers, who call themselves the 
U.S. Business Alliance for Customs Mod-
ernization, recently presented Customs with 
a letter outlining what they believe needs to 
be changed.

“Since the passage of the Customs Mod-
ernization Act in 1993, Customs has made 
little progress in automating its systems to 
allow efficient and less burdensome Cus-
toms clearance and trade flow,” the letter 
said.

“Classification is becoming more com-
plex and paper requirements continue to 
increase despite the provision for electronic 
transmission contained in the Mod Act. 
Penalty liability has increased and more 
data is requested with no explanation of its 
intended use. The number of audits has 
spiraled upward and regulations are more 
technical and complicated.”

The strongly worded letter, dated Oct. 19, 
was signed by American Honda Motor Co., 
DaimlerChrysler, Dayton Hudson, Ford, 
General Electric, General Motors, Hewlett- 
Packard, J.C. Penney Co., Motorola, Nissan 
North America, Sears, Sony Electronics, The 
Limited, Toyota Motor Sales and Wal-Mart.

“It’s a wake-up call to move outside the 
associations and put our name on a docu-
ment to send to Customs,” said James P. 
Finnegan, manager of international trade 
and compliance for Sony, and chairman of 
the U.S. Business Alliance for Customs 
Modernization. “All the details and dirty 
work still have to be done.”

The group said that fair administration of 
the law requires Customs regulations, poli-
cies and procedures to be based on “core 
principles” of consistency, reasonableness 
and simplicity.

The importers’ letter proposes 10 areas 
in Customs’ Modernization Act, or Mod 
Act, which need to be addressed. If pur-
sued, the changes could lead to the develop-
ment of a “Mod Act II.”

“Sony knows our interests may be differ-
ent from the others in the group,” Finnegan 
said. “But we can identify those common 
interests where we can go forward.”

One such area regards Customs’ compli-
ance audits of importer records. Many of the

group’s members are being audited by Cus-
toms.

“We feel the process takes too long,” said 
Michael D. Laden, director of import admin-
istration and customs compliance at Dayton 
Hudson, which completed compliance audit 
in September that took two years and seven 
months. “We spent a lot of money working 
on this, and it required an army of people to 
pull records and review Customs’ findings.”

Customs recently decided to reduce its 
sampling size for audited areas from 220 
items to 100 items. The agency said the 
smaller sample size would help to reduce 
audit times. However, it has meant that an 
importer fails the audit if it makes more 
than one mistake.

The agency then places the importers 
into one of three categories: high, moderate 
or low risk. By November, 44 percent of 
246 importers audited were labeled as high 
risk. The higher the risk the more Customs

will scrutinize the importer in the future.
“That’s not what this should be all about,” 

Finnegan said. “It should be to improve 
compliance, not to stigmatize a company.” 

The U.S. Business Alliance for Customs 
Modernization met with Customs officials 
in Washington on Nov. 18 to discuss how to 
improve the audit process.

“Classification, valuation, and country 
of origin are extremely complex,” Laden 
said. “We are law-abiding citizens who 
want to keep the supply chain moving. The 
current bar is set too high.”

Customs responded to the industry ’ s con-
cerns in December by proposing further 
changes to its audit process. Instead of a 
failing score based on one error, Customs 
will allow up to five errors per audited area 
to be considered a low risk importer.

Customs will give failing importers the 
chance to complete a compliance improve-
ment plan — a status quo category called 
“standard risk.” The agency will then take 
another compliance measurement before 
placing the importer into a risk category.

Customs also plans to add another risk 
category, called “minimal risk.” Importers 
in this category have made one or no errors 
in their compliance audits.

In addition, importers that have already

Action items
W A SH IN G T O N

The Trade Compliance Group, in its 
Oct. 19 letter to Customs, listed these 10 
areas in the 1993 Customs Moderniza-
tion Act that need to addressed:

1) Acknowledge a mutual interest in 
a more consistent, reasonable and simple 
trade process by issuing a Commercial 
Operations “Mission Statement” that pro-
motes trade facilitation and efficiency, 
consistent with the trade’s core principles.

2) Revise the current compliance as-
sessment and measurement programs and 
trade compliance risk management pro-
cess to be consistent with the core prin-
ciples stated in the trade’s position 
statement.

3) Identify the information necessary 
for the clearance of imports and for the 
reporting of trade statistics, and eliminate 
unnecessary and redundant requirements.

4) Replace transaction-based process-
ing with a new process for periodic en-
tries supported by aggregate information 
similar to corporate tax returns.

5) Develop an automated system that 
supports (a.) periodic estimated returns of 
non-admissibility data (value, special duty

programs, fees, etc.) and finally reconciled 
returns, both on an aggregate and consoli-
dated basis, (b.) simplified remote loca-
tion filing, (c.) enhanced access to importer 
information within Customs’ system, and 
(d.) limited data elements including other 
government agency requirements.

6) Provide the trade with regular ac-
cess to the U.S. Customs Commercial 
Operations Board of Directors to aug-
ment Customs knowledge and experi-
ence with that of the trade community.

7) Allow participation  in the 
rulemaking process from the initial draft-
ing phase though final rulemaking and 
implementation.

8) Optimize the account management 
program to promote account-based pro-
cessing.

9) Review Customs’ organizational 
structure, staffing and resource alloca-
tion as it relates to appropriate assess-
ment of risk and trade facilitation.

10) Promulgate regulations and sup-
port further amendments to the Tariff 
Act of 1930 (a Mod Act II) that will 
facilitate trade and streamline clearance 
processes and procedures.

Source: U.S. Business A lliance for Custom s Modernization.
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Customs issues plans for entry revisions
Agency says it will be industry’s challenge to find  consensus.

been placed in a risk category will have the 
chance to conduct a compliance improve-
ment plan to better their position.

Finnegan said, “We will eventually en-
gage Customs on the other issues.” Some 
issues may only be resolved through indus-
try-driven legislative changes.

There’s already some question about how 
the group will continue its momentum with-
out being absorbed into one of the major 
industry groups, such as the American Asso-
ciation of Exporters and Importers, the Joint 
Industry Group, the National Customs Bro-
kers and Forwarders Association of America 
or the Customs Advisory Committee.

“We think we’ re in a better position to take 
this on,” said Marian Duntley, international 
customs manager at Toyota. “An association 
isn’t going to pick up the pieces. We know 
that we’ll have to do it ourselves.”

The U.S. Business Alliance for Customs 
Modernization, which now includes about 
20 members, says it will seek help from 
other industry associations for support on 
technical issues. Its newest members in-
clude BP-Amoco, Pillsbury and Sara Lee.

“In an association, it could lose its im-
pact,” said Eugene Milosh, president of the 
New York-based American Association of 
Exporters and Importers. “It’s very good 
that these companies can give this direct 
input. That’s good for Customs.”

The American Association of Exporters 
and Importers recently created a Mod Act II 
Task Force, which is chaired by Barry 
Nemmers of SAP America, to meet with 
Customs and congressional staffers to dis-
cuss unresolved issues in the 1993 Mod Act.

Customs says it welcomes discussion 
with the industry to update the Mod Act. 
But the agency warned that it can’t effi-
ciently deal with a broad range of industry 
groups.

“If this thing is going to work to deliver 
those benefits, then sooner or later we got to 
talk to a single group in the industry,” said 
Samuel H. Banks, deputy commissioner at 
Customs.

Some industry groups believe that the 15 
importers are merely attempting to bully 
Customs into getting their way.

“Some of the proposals put forth merit 
consideration,” said Harvey A. Isaacs, gen-
eral counsel for the NCBFAA. “However, 
it fails to give credit to the Customs Service 
for many initiatives that are presently under 
consideration.”

For instance, a system whereby import-
ers can make quarterly corrections to en-
tries, establishing national uniformity in 
the regulation of customs brokers, and pro-
viding increased access to compliance data 
are being discussed with the NCBFAA and 
other industry groups, Isaacs said. ■

W A SH IN G T O N

The door is wide open. Now it’s up to the 
industry to come inside.

U.S. Customs, on its recent proposal to 
revise the import entry process, has asked 
the industry to come forward with its rec-
ommendations.

“If we’re going to be criticized for not 
giving the industry what it wants, then the 
industry must tell us what it wants,” John A. 
Durant, director of commercial rulings at 
Customs.

The import entry process at Customs was 
left untouched in the 1993 Customs Mod-
ernization Act. “When we wrote the Mod 
Act, it was intentionally vague in certain 
areas,” Durant said. “The goal was to estab-
lish the basic statutory concepts and fill in 
the details later.”

The import entry is the basic and most 
important form of interaction between Cus-
toms and the import industry. Some of the 
areas that the revision proposal covers are 
cargo releases, quantity, duty payments, 
entry summaries, supplemental informa-
tion letters and liquidations.

Customs says it made its own entry revi-
sion recommendations based on four months 
of interviews with staffers, who have lis-
tened to the concerns and complaints from 
the industry over the years. Customs Com-
missioner Raymond W. Kelly and the Board 
of Commissioners approved the plan.

Customs expects that one of its most 
controversial proposed revisions will be in 
the area of liquidation. “It’s a process that 
means something different to each party in 
a transaction,” Durant said. “From what we 
have heard from industry so far, the existing 
liquidation process is obsolete.”

The agency had considered whether to 
extend the time between the entry date and 
the liquidation from 314 days to a year. This 
would give customs brokers more time to 
file their Supplemental Information Letters 
to Customs whenever corrected data about 
a shipment is received.

However in the new proposal, Customs 
is proposing to eliminate liquidation alto-
gether. The focus would be on the “finality 
of declaration,” the point at which an 
importer’s declaration is considered com-
plete, and the importer held fully account-
able to the information.

Upon finality of liquidation, a three-year 
review period would begin. “That may 
sound scary to the industry, but we have 
legal authority to extend the review period

Highlights of entry 
revision project

•  Cargo release tracks (Four levels 
of import release in Automated Com-
mercial Environment, based on per-
ceived risks.)

•  Corrective period to retransmit 
data (Replace Supplemental Informa-
tion Letters)

•  “Extended option” for corrective 
period, open to most issues (Replace 
or enhance reconciliation process.)

•  Separate duties from entries 
(Credit card approach)

Source: U.S. Custom s Service

to four years,” said Don Luther, program 
officer for Customs. “We believe that the 
open review period makes sense in that it 
provides Customs and the industry a ‘nor-
malized’ way of resolving problems found, 
such as during compliance assessments, 
without stigmatizing the importer with a 
formal investigation.”

Supplemental information letters, which 
were originally intended for correcting entry 
data, have also become a burden to Customs.

“We need to consider developing a correc-
tive period for data transmission rather than 
getting letters and protests to make correc-
tions,” Luther said. “The current process is a 
paper burden that swamps our port staffs.” 

Another area that could be improved by 
the entry revisions is the current reconcilia-
tion prototype, which allows importers to 
pay duties on the estimated value and fol-
low up 12 to 15 months later with a more 
accurate figure.

The reconciliation prototype will be tested 
through September. Then Customs must de-
cide whether or not to make it a permanent 
part of its duty-payment program. Both Cus-
toms and the industry agree that the process 
of reconciliation needs to be more flexible 
and cover a broader range of issues.

Another concept in the proposal is a revi-
sion of how Customs handles the actual 
collection of duties and payments of refunds.

“Customs duties are tied to an entry-by- 
entry process,” Luther said. “There’s no 
reason why duties can’t be paid in a fashion 
similar to paying your credit card.”

Some of the entry revisions may not be 
implemented until after the agency’s new
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system, the Automated Commercial Envi-
ronment, is operational. ACE will accommo-
date new technologies, such as the Internet, 
that are commonly used by business.

“The industry needs to be focused on the 
time-frame of the new system,” Durant said. 
“We’re optimistic ACE will get funding 
soon.”

Other changes will require legislative 
action on Capitol Hill. Customs says it’s

WASHINGTON
U.S. Customs wants to standardize its 

classification decisions in the field and the 
best way to do that may be through tariff 
sharing between the ports.

During the past year, Customs has been 
testing a tariff-sharing program using clus-
ters of ports around the country. The agency 
plans to start reviewing the results of the 
tests this spring.

“This exchange is intended to 
permit import specialists to be 
true specialists in locations where 
some teams have historically had 
a very broad range of tariff re-
sponsibilities,” said Gregory J.
McCann, director of risk man-
agement for Customs’ Office of 
Field Operations in Washington.

The agency wants to reduce the 
number of teams handling spe-
cific commodities while improv-
ing their knowledge of importers ’ 
businesses, in order to make deci-
sion-making more uniform.

Customs selected seven clusters of U.S. 
ports, with each port assigned different 
parts of the tariff, based upon the trade 
volumes of particular commodities in those 
ports. For example, a port that receives 
large amounts of steel has been given re-
sponsibility for the steel tariff issues in a 
particular cluster.

Portland, Ore., and Seattle operate as a 
port cluster in the tariff-sharing program. 
Import specialists in Portland monitor foot-
wear shipments for both ports, while Se-
attle handle merchandise live animals and 
food/beverages; computers, machinery and 
other office-related equipment; and aircraft 
and parts.

The test is internal to Customs, said Artis 
M. Morgan Jr., Customs’ port director for 
Seattle. Entry and entry summaries for 
shared-tariff items continue to be filed by 
the customs brokers at the port of entry.

When a footwear shipment arrives in 
Seattle and there’s some question about it,

possible that if the industry moves fast 
enough, it could attach any changes to a 
miscellaneous trade bill by April.

The difficulty for the industry will be to 
come up with a consensus for what needs to 
be revised in the entry process.

‘That’s the challenge to the trade,” Durant 
said. “This Congress is receptive to good 
business practices, but you need a consen-
sus.” ” ■

the documentation and any samples are 
sent by Customs import specialists to their 
counterparts in Portland for review.

Information and samples are shipped be-
tween the ports by the Postal Service. 
“We’ve worked out the bugs,” Morgan 
said. “We’re not losing entry paperwork or 
delaying cargo because of information ex-
changes.”

About 5 percent of imports (or about
17,500 entry summaries) entering these 
ports a year are impacted by the tariff- 
sharing test, and out of those, only 5 percent 
(or about 815 entry summaries) are sent 
from one port to another for review.

The agency concedes that the tariff-shar-
ing program could operate more efficiently 
if its new umbrella system, the Automated 
Commercial Environment, is in place. 
“We’re doing something that should have 
more capable automation,” Morgan said. 
“This program is designed to work with the 
new computer system.”

Import specialists generally work in 
teams. In Portland, there are five two-per-
son teams of import specialists. Seattle has 
six four-person teams of import specialists.

Besides helping brokers and importers 
with import classifications, Customs im-
port specialists are involved in the valua-
tion of goods and other import issues, such 
as quotas, visas, food safety, trade agree-
ments and other agencies’ import rules.

Initially, the biggest concern about the 
program for Customs and the industry was 
that the import specialists and brokers in the 
ports would lose face-to-face contact.

“The trade may have seen some changes 
in terms of their contacts with the import 
specialists,” McCann said. “But our posi-
tion is to provide good service from any 
port.”

The test has gone almost unnoticed by 
the industry. “We had some concerns at 
first, but we haven’t experienced any nega-
tive impacts,” said Leman “Chip” Bown 
Jr., director of regulatory compliance for 
Tower Group International in Buffalo, N. Y. 
“It’s been business as usual.”

Although import specialists are still im-
portant to brokers, they rely on them less in 
their day-to-day activities. “We don’t have 
to call on our import specialists as much as 
we used to,” said Edward M. Jones, presi-
dent of Edward M. Jones & Co., based in 
Seattle. “The rules are more clearly spelled 
out today. You just have to follow them.” 

Portland-based brokers say they’re con-
tact with import specialists in the 
port have deteriorated. “There’s 
been a complete lockdown,” said 
Robert Coleman, president of 
TLR-Total Logistics Resource. 
“It’s as if the communication lines 
have been severed.”

The brokers say they generally 
support Customs’ efforts to use 
its resources better. “I really like 
the idea,” said Ken Lacy, presi-
dent of KEL International, based 
in Burlingame, Calif. “Customs 
should centralize its activities as 
much as it can.”

The industry also expects that Customs 
will be able to do more with programs such 
as tariff sharing once the agency’s new 
computer system is in place.

“It’s a step in the right direction as trans-
actions become more electronic,” said Rob-
ert Perkins, vice president of customs 
operations at A.N. Deringer. “With com-
puters, it doesn’t matter where you sit.” 

One of the port clusters finished its test in 
November. Another five of the port clusters 
will complete their tests in January. The last 
two port clusters will be finished in May. 
Then Customs will evaluate the results. The 
agency doesn’t plan to expand the test to 
other ports until after the evaluations are 
made.

If all proves well with the evaluation 
results, tariff sharing will likely become a 
routine process among Customs ports 
around the country.

“In the long run, we think it will be a 
reality,” McCann said. “It’s just a question 
of when.” ■

Customs tests tariff sharing
Agency to review results o f  year-long program  this spring.

Tariff sharing among ports
Port clusters
Atlanta & Savannah, Ga.; Charleston, S.C.; 

Charlotte, N.C.

Start/finish dates
11/02/98-11/02/00

Champlain, N.Y.; St. Albans, Vt. 11/04/99-11/04/00
El Paso & Laredo, Texas 01/15/99-01/15/00
Boston; Philadelphia 01/20/99-01/20/00
Portland, Ore.; Seattle 01/29/99-01/29/00
Buffalo, N.Y.; Detroit
Houston; New Orleans; Jacksonville, Orlando 

& Tampa, Fla.; Mobile, Ala.; Tampa, Fla.

05/04/99-05/04/00
05/14/99-05/14/00

Source: U.S. Custom s Service
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Fritz centralizes brokerage functions
Customs broker will perform  most backroom  
entry processing, billing from  Dallas.

SAN  FR A N C ISC O

Fritz Cos. will centralize most of its 
backroom entry processing and billing work 
in Dallas to improve the efficiency of its 
U.S. customs brokerage operations.

The San Francisco-based cargo logistics 
firm has been studying the concept of cen-
tralized brokerage operations for about four 
years. Fritz says the move should eliminate 
many redundancies in its operations and 
improve customer service to importers.

Centralizing brokerage operations is 
nothing new in the industry. In recent years, 
many large brokers have been “hubbing” 
operations at major import ports and close 
to the plants of their largest clients.

Fritz started creating hubs for about 175 of 
its largestclients aboutthreeyears ago. “We’re 
simply taking that process another step, be-
cause we know it works,” said Tom Molloy, 
director of customs clearance services for 
Fritz.

Fritz, with the help of a consulting firm, 
selected Dallas from 25 cities, based on 
quality of life, tax climate to both the com-
pany and its employees, and infrastructure.

“Dallas offered what we were looking 
for,” Molloy said. “Our customer base in 
the area did not play a role in our decision.” 

The move will consolidate the backroom 
processing functions of about 47 U.S. of-
fices. “We have offered our affected em-
ployees a position and enhanced it with a 
benefits package to encourage them to move 
to Dallas,” said Jay Beilin, director of mar-
keting for Fritz. “Our employees appear to 
be enthusiastic about the opportunity.” 

The processing center will be managed 
by Sherry Ketcham, vice president of op-
erations at Fritz, along with several other 
managers and supervisors. It will operate 
24 hours, seven days a week.

The 47 field offices will be kept in place. 
Fritz said the staff at these offices will be 
able to focus their attention on customer 
service instead of splitting their time be-
tween that function and clerical work, which 
is the common practice for many brokerage 
operations. Fritz staffers must also be at 
local ports of entry to handle any transpor-
tation logistics issues and to deal with other 
agency requirements, such as U.S. Depart-
ment of Agriculture, Food and Drug Ad-
ministration, Environmental Protection 
Agency and Federal Communications Com-
mission.

Another driving force behind the central-
ization effort at Fritz is the 1993 Customs 
Modernization Act. “It has made us look at 
ourselves to see where we can improve 
compliance,” Molloy said.

The company also believes that its central-
ization plan fits well with Customs’ com-
modity specialization program. Fritz will 
develop teams of staff dedicated to process-
ing specific commodities, such as electronics 
and auto parts, in the Dallas center.

“New customers service 
and profiling software 
will enable us to track  

our responsiveness 
to our clients. ”

Tom Molloy
director of customs 
clearance services, 
Fritz Cos.

Other benefits to centralization are better 
employee training and coverage during peak 
season shipping.

The system in the Dallas processing center 
will allow both Fritz employees and import-
ers to review entry data, track and trace 
shipments, and create reports over the Internet. 
The company plans to make better use of its 
data-imaging technology for storing and 
moving documentation between offices.

New technologies will be rolled out during 
the year. “New customer service and profil-
ing software will enable us to track our re-
sponsiveness to our clients,” Molloy said.

Fritz will maintain two smaller hubs at 
Los Angeles and Boston to manage retail 
importers. The company will also retain its 
current office structure for northern and 
southern border operations and for its Fed-
eral Express import clearance contract.

“There are opportunities to make changes 
in these areas, but these operations will 
remain unchanged for now,” Molloy said.

Fritz recently appointed Graham R.F. 
Napier to executive vice president of engi-
neering to further drive its modernization 
efforts. Prior to joining Fritz, Napier served 
as vice president and general manager of

strategic business development and supply 
chain services for AlliedSignal Aerospace, 
where he was responsible for developing 
new ventures, strategic growth initiatives 
and supply-chain services. He formerly held 
logistics management positions with Ryder 
Integrated Logistics and Lucas Industries.

“Napier’s primary focus will be on opti-
mizing productivity in order for the com-
pany to best meet customer demands both 
now and in the future,” the company said.

Other U.S. brokers are keeping a close eye 
on Fritz’s centralized processing activities.

“I think it’s a move that makes sense with 
systems these days,” said Robert Perkins, 
vice president of customs operations at A.N. 
Deringer, based in St. Albans, Vt. “But I 
believe that most of the success will be 
determined by the number of employees 
that move to Dallas.”

Fritz says that it has received a 95-per-
cent approval rating when it proposed the 
centralization idea to its clients.

“It’s only a measure to improve service 
to customers,” said John McGovern, cus-
toms manager for Sun Microsystems, which 
uses Fritz to clear imports. “If the company 
succeeds in this, other brokers will follow.” 

Fritz has been involved with several other 
centralization efforts overseas during the 
past two years.

Fritz has already centralized brokerage 
operations in Sydney and Melbourne, Aus-
tralia. Canadian brokerage functions are 
housed in Toronto and Europe is served from 
offices in Amsterdam, Antwerp and London.

“It’s a borderless Customs environment 
within the European Union,” said David 
Williams, managing director of Trade Man-
agement Services, a Fritz subsidiary that 
consults on overseas customs issues. “Eu-
rope is essentially one market today.”

The company say s it has experienced more 
difficulties with its U.S. brokerage central-
ization efforts due to lack of uniform Cus-
toms procedures between ports. Fritz also 
said Customs needs to build its future um-
brella system, the Automated Commercial 
Environment, to work more efficiently with 
the industry.

For now, Fritz plans to continue its work 
with overseas customs compliance issues. 
The company jointly developed a “landed- 
cost calculator” in its system with W orldtariff, 
a San Francisco-based firm that publishes tax 
and duty information of other countries.

Fritz is also tracking the beginning of the 
harmonization of customs rules between 
countries. International groups, such as the 
Group of Seven, World Trade Organiza-
tion, World Customs Organization and Asia 
Pacific Economic Cooperation, are explor-
ing ways to create international customs 
procedures. ■
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By Philip Damas, pdamas@shippers.com

M aersk-SeaLand cause for sh ippers review
Shippers will have to review how to deal with the combined 

Maersk-SeaLand entity before existing service contracts expire.
Should shippers who used both Sea-Land Service and Maersk 

Line before the takeover re-allocate their previous freight volumes 
to the new Maersk-SeaLand? Or should they reduce this portion of 
their shipments and add another carrier to diversify their core 
carrier base?

True, it isn’t the first time that carrier selection must be reviewed 
by shippers following carrier mergers and takeovers — there are 
takeovers nearly every month these days. But the size of the Maersk- 
SeaLand customer base means that many more shippers and non-
vessel-operating-common carriers will be affected this time.

“Maersk and Sea-Land will want to keep their cargo base,” said 
Tim Harris, chief executive officer of P&O Nedlloyd.

Harris rejected a suggestion that P&O Nedlloyd may benefit 
because of shippers’ reactions to the Maersk-SeaLand takeover. 
P&O Nedlloyd “will not do anything disruptive," Harris said.

Transpacific overcapacity looms
Transpacific container carriers expect another year of solid 

growth in the eastbound trade in 2000, but it seems that some 
overcapacity may return to that market.

“Carriers generally expect 1999 cargo growth from Asia to the 
U.S. in the 10-percent range, with a further 8-percent growth in 
2000,” Albert A. Pierce, executive director of the Transpacific 
Stabilization Agreement and of the Westbound Transpacific Sta-
bilization Agreement, told an industry conference in Hong Kong.

Pierce said that he believes that supply and demand for vessel 
space “will remain roughly at equilibrium,” after including the 
additional tonnage deployed by six transpacific new entrants.

TSA carriers have announced a rate increase of $400 per 40- 
footer, effective in May, and the reinstatement of the $300 peak 
season surcharge from July 1 through Oct. 30.

But a seventh new shipping line — China Shipping Group -  has 
entered the Pacific trade with a weekly service and existing carriers 
are also adding capacity.

Shippers were ready to pay last year’s big increases in Pacific 
eastbound rates because of the perceived space shortages. In May 
2000, though, the situation could be far less clear-cut.

And then there were four
The merger of Maersk and Sea-Land has another major side 

effect: The termination of the Maersk Line/Sea-Land Service 
global alliance.

This alliance was seen as the most stable and, arguably, as the 
fastest moving of the world’s five major alliances of containership 
operators.

Following the rise of Maersk-SeaLand as a carrier and the death of 
Maersk/Sea-Land as an alliance, the four remaining alliances are:

•  The Grand Alliance (P&O Nedlloyd/Hapag-Lloyd/OOCL/ 
NYK/Malaysia International Shipping Corp.).

•  The New World Alliance (APL/Hyundai/Mitsui O.S.K. 
Lines).

•  The United Alliance (Hanjin/DSR-Senator/Cho Yang/United 
Arab Shipping Co.).

•  The COSCO/”K” Line/Yangming alliance.

C O S C O , “K ” Line, Yangm ing weigh options
Alliance partners China Ocean Shipping Co., “K” Line and 

Yangming Marine Transport have discussed the possibility of 
cooperating more closely.

Following a meeting in Tokyo, the three Asian shipping lines 
agreed to deepen their joint service cooperation, a spokesman for 
COSCO said.

COSCO Container Lines is asking its regional offices and 
subsidiaries to suggest ideas on changing and upgrading the 
cooperation with “K” Line and Yangming. COSCO would then 
study other areas of cooperation with these partners, the Chinese 
shipping line said.

COSCO has operated within a global alliance with “K” Line and 
Yangming since January 1998.

Details of the seven transpacific services, three Asia/Europe 
loops and two transatlantic operations of the alliance are posted on 
the Com PairD ata global shipping database, located at 
www.compairdata.com.

The three shipping lines of the alliance have also ordered 
containerships of the same capacity, a move that is seen as a sign 
of further long-term operational integration.

Yangming ordered five 5.500-TEU ships and recently announced 
a plan to order another two vessels of the same size.

COSCO is having seven 5,250/5,500-TEU containerships built, 
with another three vessels on option. “K” Line confirmed an order 
for eight ships of 5,500-TEU capacity. If the vessel options are 
confirmed, the Asian alliance carriers will add 25 ships of about 
5,500-TEU within the next two or three years.

Tung: Asia  is “force in m aritime w orld”
While the liner shipping world concentrates on the big acquisi-

tion of U.S.-based Sea-Land by Denmark’s Maersk, C. H. Tung, 
chief executive of the Hong Kong Special Administrative Region, 
stressed the importance of Asia in shipping, shipbuilding and 
exporting.

“Fifty percent of the tonnage around the world is owned by 
Asian ship owners,” Tung told an industry conference in Hong 
Kong.

“Seventy percent of the world shipbuilding every year is pro-
duced by Asian shipbuilders,” he added. And Asia has become the 
“manufacturing center” for industries ranging from light industrial 
goods to personal computers.

“So, actually, 70 to 80 percent of all container shipping is 
engaged in trade to and from Asia,” said Tung, who was previously 
the head of OOCL.

Tung added that 40 percent of all the container trade to and from 
Asia originates from mainland China. He cited areportby Goldman 
Sachs, which says that trade to and from China will be doubled in 
the next six years because of the country ’ s accession to the World 
Trade Organization.

“It’s already a very large force in the maritime world, “ he said. 
“And if you can imagine the shipping requirement could also be 
doubled because of the trading requirement... it’s a huge need,” 
Tung said.

In this context, Tung said that Hong Kong “does have a very 
unique position as a shipowning center, as a maritime center” for 
port operations, shipowning and management.
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China/U.S. shipping 
market booms

Ocean carriers expand port-to-port services. Forwarders, 
ocean carriers also move into inland logistics.

B y  P h i l i p  D a m a s  a n d  S im o n  H e a n e y

The outpouring of Chinese exports 
to the United States has fueled an 
expansion of the service offerings 

of ocean carriers and forwarders.
China continues to be Asia’s star export-

ing country.
“The China-to-North-America-and-Eu- 

rope trades have been growing faster than 
the other Asia-to-North America and Asia- 
to-Europe trades,” said Sheung Tak Poon, 
managing director of P&O Nedlloyd 
(China), based in Shanghai. “It’s boom-
ing.”

Some 2 million twenty-foot equivalent 
units of containerized freight move every 
year from mainland China to the United 
States.

In 1999, the eastbound China to U.S. 
containerized trade grew about 15 percent, 
and there are no signs that this pace of 
growth will abate in 2000.

The port of Shanghai, the largest port on 
the mainland, is expected to handle more 
than 4 million TEUs of import and export 
cargoes in 2000, compared to 3.1 million 
TEUs in 1998.

C arrie rs ’ Race. The China/U.S. mar-
ket is characterized by a race among ocean 
carriers to provide more extensive or faster 
direct services than the competition to grab 
a larger share of the market.

Since November, no fewer than seven 
ocean carriers have launched direct China/ 
U.S. services or expanded existing ser-
vices by adding direct calls in China:

•  China Shipping Group, the expan-
sion-driven Chinese carrier, has entered 
the transpacific by launching a weekly 
service calling at Xiamen, Yantian, Hong 
Kong, Kobe, Los Angeles, Seattle, 
Yokohama, Kobe, Xiamen and Yantian 
again.

•  The global alliance of China Ocean 
Shipping Co./Yangming Marine Transport/

“A t f ir s t glance, the relative 
absence o f  infrastructure, 
technology and training  
in developing countries 

presents a daunting picture  
fo r  firm s pursu ing global 
m arketing and production  

strategies. ”

Donald M cKay
director, logistics strategy,
APL Logistics

”K” Line in early December added direct 
calls at Yantian and at Ningbo to their 
Pacific services. The jo in t “PSW 2/ 
CALCO-Y” weekly service of the alliance 
now includes a direct Yantian call, with a 
revised rotation of Yantian, Hong Kong, 
Kaohsiung, Busan, Los Angeles, Oakland, 
Tokyo, Kobe, Busan, Shanghai and 
Yantian. Weekly calls at Taichung, Tai-
wan, are being discontinued.

This is the third weekly transpacific string 
calling direct at South Chinese ports oper-
ated by this carrier alliance. COSCO, 
Yangming and “K” Line also added a di-
rect call at Ningbo to their “CES China 
Southeast” transpacific loop. The CES ser-
vice calls weekly at Long Beach and Oak-
land.

•  CMA CGM added calls at Ningbo 
and Xiamen to its eastbound North China- 
Japan Pacific Express service in Novem-
ber. CMA CGM, which entered the 
transpacific trade in May, also serves main-
land Chinese ports of Chiwan and Shang-
hai

•  Niche carrier Norasia launched a sec-
ond weekly transpacific container service 
in early December with four 1,400-TEU 
vessels. The new Pacific Southwest loop, 
operated with four 25-knot ships, calls at 
Hong Kong, Yantian, Keelung, Long 
Beach, Oakland and Hong Kong again. 
Norasia’s former “APX” transpacific ser-
vice to and from Vancouver, British Co- 
1 umbia, launched in May, has been renamed 
“Pacific Northwest” and employs four ships 
of 1,400-TEU instead of six previously. 
Norasia added calls at Yantian and Seattle 
to the PNW rotation, but cut direct calls at 
Laem Chabang, Port Kelang, Singapore 
and Jakarta. The revised rotation of the 
PNW loop is Vancouver, Seattle, Yantian, 
Hong Kong, Kaohsiung, Keelung, Busan, 
Vancouver and Seattle.

•  Far Eastern Shipping Co. (FESCO) 
has recently added direct calls at Shanghai 
and Yantian to its “FPL Pacific Line” trans-
pacific container service and improved its 
frequency of sailings to every 10 days, 
from 12 days. In January, FESCO is merg-
ing its two transpacific services and reduc-
ing the tonnage it deploys in the trade. The 
former Russian Pacific Line “FRPL” ser-
vice is being terminated. Direct calls at the 
Russian Far East ports of Korsakov, 
Petropavlovsk and Magadan will be re-
placed with a feeder service via 
Vladivostok. The revised rotation of 
FESCO’s “FPL Pacific Line” service will 
be Long Beach, Seattle, Vladivostok, 
Shanghai, Yantian, Hong Kong, and Long 
Beach again.

Relatively minor ports like Ningbo and 
Xiamen, Fujian province, are starting to 
benefit from direct weekly container ser-
vices that were previously reserved to larger 
ports such as Shanghai, Yantian and Hong 
Kong.

Ningbo, mainly a tanker port located in 
Zhejiang province, near Shanghai, is gen-
erally served by transshipment by transpa-
cific carriers.

Maersk is considering adding direct 
North Chinese ports of call on the Bohai 
Sea, said Bill Woodhour, director of Pa-
cific Service at Maersk Inc.

Woodhour added that the migration of 
cargo from Hong Kong to ports in the 
mainland is continuing.

Up-to-date details on all direct services 
and transit times for the China/U.S. and 
other trades worldwide are posted on 
American Shipper's global schedules on 
the Internet at www.compairdata.com

Difficult To Do B usiness. China has 
a reputation as a country where doing busi-
ness is difficult.

Because the Chinese logistics market is
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quite different from other international lo-
gistics markets, it isn’t likely that non- 
Chinese logistics service providers can use 
their own experiences in China, said Ye 
Weilong, managing director of COSCO 
International Freight Co. Ltd. “They have 
to learn from the very beginning.”

“(The) Chinese logistics market is not 
yet well developed, Chinese customers have 
little knowledge concerning logistics and 
they need a long period of time to reach the 
level of developed countries,” Ye said.

The COSCO executive said that no lo-
gistics network has been formed in China, 
except those set up by individual compa-
nies such as COSCO. COSCO Interna-
tional Freight has 300 offices in the country, 
spreading across 29 provinces.

“At first glance, the relative absence of 
infrastructure, technology and training in 
developing countries presents a daunting 
picture for firms pursuing global market-
ing and production strategies,” said Donald 
McKay, director of logistics strategy for 
the business logistics unit of APL Logis-
tics.

But McKay told an industry conference 
in Antwerp that emerging markets such as 
those in Asia and Latin America can offer 
more opportunities for developing effec-
tive supply chains than the more mature 
markets.

For General Motors in Thailand, APL 
designs and manages the entire inbound 
material flow from numerous suppliers in 
Europe and Thailand to the plant, without 
warehousing. For GM in Shanghai, APL’s 
project scope includes managing the flow 
and storage of vehicles from the plant to 
the dealerships.

McKay said his company ’ s current work 
for GM in Thailand and China “offers 
some hints” for any manufacturers that 
would like to globalize and better manage 
their supply chains.

Emerging markets have become “fertile 
ground” for innovative supply-chain strat-
egies” and lessons learned by automakers 
and other manufacturers in these markets 
can be “transplanted” to the more mature 
markets with reduced risk and lower imple-
mentation costs, APL said. Among the 
Web-based and other technologies now 
available for application in emerging mar-
kets, said McKay, are order-management, 
tracing, documentation and planning sys-
tems that optimize the logistics network.

Some say that the control of logistics in 
China requires the use of a forwarding or 
logistics company with its own staff and 
offices in the country.

Air Express International recently set up 
a logistics company, AEI Logistics (Shang-
hai) Ltd., to expand its operations in China

and run a distribution center.
Tower Group International plans to ex-

pand its operations in China to Guangzhou, 
Shanghai and Shenzhen. To add these cit-
ies, Tower had to seek approval from the 
Chinese Ministry of Foreign Trade and 
Economic Cooperation to extend its Class 
A forwarder’s license beyond Chongqing, 
China.

L icen se  R estrictions. For non-Chi-
nese forwarders, getting a sought-after 
Class A or Class 1 license is a tough job.

“The transfer from  
maritime transport 

to integrated logistics 
service is a general 
orientation o f the 

international shipping 
companies as well 

as the only way for us 
to keep developing our 

Chinese shipping 
industry. ”

Ye Weilong
managing director, 
COSCO International 
Freight Co. Ltd.

China Express International Transpor-
tation, the Chinese joint venture of Hong 
Kong-based forwarder U-Freight, recently 
secured a Class 1 license for its terminal in 
Qingdao.

P&O Nedlloyd Logistics (China) Ltd., a 
subsidiary of P&O Nedlloyd, also said it 
has been granted a license by the Chinese 
authorities to operate additional branches 
in the country.

P&O Nedlloyd said that it will open four 
branches, to be located in Qingdao, Nanjing, 
Xiamen and Guangzhou. P&O Nedlloyd 
Logistics (China), operational in Shanghai 
since May, provides logistics services such 
as trucking, warehousing, buyers’ consoli-
dation and distribution center services to 
local and international companies.

The license permits a range of activities 
including freight bookings, stuffing and 
unstuffing containers, warehousing, ship-
ping documents, collection of freight and 
service charges, maintenance of contain-
ers and inland distribution.

P&O Nedlloyd said that it is “one of the 
very few foreign shipping companies to 
have been issued with such a license.”

OOCL is another shipping line with an 
extensive network of offices in China that 
has been developing its logistics and other 
inland activities in the country.

Maersk’s network of more than 10 owned 
offices is its “greatest advantage” in China, 
said Maersk’s Woodhour. Maersk was one 
of the first shipping lines to establish a 
direct presence in China. Most of the car-
goes from China are shipped from a coastal 
port, but Maersk is developing barge and 
rail services in the country, particularly to 
or from Shanghai.

Meanwhile, Chinese operators want to 
react to international competition by adapt-
ing their services.

“We should pay more attention to the 
development of logistics information man-
agement software system and accumulate 
experience on management and attract more 
professional staff,” said Ye, at COSCO.

"The transfer from maritime transport to 
integrated logistics service is a general 
orientation of the international shipping 
companies as well as the only way for us to 
keep developing our Chinese shipping in-
dustry,” Ye said. The expected entry of 
China in the World Trade Organization 
“will force Chinese shipping enterprises to 
accelerate their transfer to integrated logis-
tics service.”

Adjusting COSCO’s strategy to the ex-
pected further opening of the Chinese ship-
ping and logistics market to outside 
competition has become a very important 
strategic problem that must be solve now, 
Ye added.

W TO  O pen ing . Little progress was 
achieved at the recent ministerial confer-
ence of the WTO in Seattle about China 
joining the trade body.

COSCO (Hong Kong) Group Ltd., the 
largest overseas subsidiary of the China 
Ocean Shipping Co. group, said that it 
expects to benefit from the expected entry 
of China in the World Trade Organization.

“The growth in trading activities be-
tween mainland China and the world is 
expected to benefit the shipping business,” 
a spokesman for the company said.

Total Chinese exports and imports are 
expected to increase to $600 billion by 
2005, from $324 billion in 1998.

In readiness for the hoped-for entry of 
China in the WTO, COSCO is expanding 
its transport capacity and port business, the 
Hong Kong arm of the group said.

The COSCO group has ordered 40 new 
vessels of various types and Hong Kong- 
based COSCO Pacific Ltd., a listed subsid-
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iary of COSCO (Hong Kong) Group, is 
negotiating an expansion of its port busi-
ness in mainland China.

Commenting on the expected opening 
of the Chinese market to overseas compe-
tition after the WTO accession, COSCO 
(Hong Kong) Group said that it is confi-
dent that COSCO can “adjust to adapt to 
the new business situation after the WTO 
entry.”

Port Restrictions. Untiltradingrestric- 
tions in China are removed, Chinese au-
thorities still control the access to the 
country’s ports by non-Chinese carriers.

The restrictions appear to have slowed the 
addition of new services by non-Chinese 
ocean carriers or alliances.

The United Alliance of Hanjin Ship-
ping, DSR-Senator and Cho Yang Ship-
ping has applied to the Chinese ministry of 
communications for the right to serve South 
China direct in the transpacific trade.

The alliance aims to offer a direct east- 
bound China/U.S. service by calling at 
Yantian with its “PS-Pendulum 1" weekly 
container service. Vessels in the “pendu-
lum” service currently call at Singapore, 
Hong Kong, Kaohsiung, Los Angeles and 
Oakland, before sailing to Asia, Europe

and back to Asia again. A spokesman for 
Hanjin in Seoul said that the carrier plans 
to add an eastbound Yantian call between 
Singapore and Hong Kong “if and when 
the Chinese authorities approve the appli-
cation.

The bid to obtain permission to call at 
South China ports direct instead of serving 
South China via Hong Kong is seen as 
crucial to compete in the thriving China/ 
U.S. trade.

The United Alliance is the only global 
alliance of containership operators that does 
not offer a direct South China/U.S. transpa-
cific service. ■

Mainland U.S/mainland Chinese services
Service frequency EB

W B
Los Angeles/ 
Long Beach

San
Francisco

Oakland Seattle/
Tacoma

New York

Dalian
CM A-CG M  - North China/Japan weekly - - -

S a 24 We 22 Fr
COSCO/Yangm ing/”K ” Line - China weekly Tu 20 Mo

Northeast CEN /CALCO -Q Tu 20 W e
Xingang/Tianjin
CM A-CG M  - North China/Japan weekly -

Th 22 W e 20 Fr
COSCO/Yangm ing - USEC/Med/Asia weekly Su 40 Fr

Sa 42 Sa
COSCO/Yangm ing/”K ” Line - China weekly Mo 21 Mo

Northeast CEN /CALCO -Q Su 18 We
Qingdao
CM A-CG M  - North China/Japan weekly . . . . .

Su 25 We 23 Fr
COSCO/Yangm ing/”K” Line - China weekly Th 18 Mo

Northeast CEN /CALCO -Q We 21 We
Grand Alliance - C K X weekly We 11 Su 15 Th

Tu 21 Tu 18 Fr
New World Alliance - Guam  China Express weekly Su 15 Mo 18 Th

Su 18 We 16 Fr
Wallenius Wilhelmsen Lines - Main Ro/ro 2/monthly - 16 - 34 -

-
Shanghai
CM A-CG M  - North China/Japan weekly Tu 15 We 17 Fr

COSCO/Yangm ing - USEC/Med/Asia weekly Th 36 Fr
Tu 45 Sa

COSCO/Yangm ing/”K” Line weekly Tu 16 Th 18 Sa
- China Southeast C E S Mo 24 Fr 22 Su

COSCO/Yangm ing/”K” Line - PSW  2/ C A LCO -Y weekly We 19 Mo 22 Th
Tu 20 We 18 Fr

FE S C O  - Pacific Line (1) 10 days - 18 - 23 -
- 19 - 16 -

Grand Alliance - C K X weekly Mo 13 Su 14 Mo 17 Th
Su 19 Tu 16 Fr

Grand Alliance - JC X weekly Tu 14 Tu 17 Fr 21 Tu
Sa 23 Th 22 Fr 17 We

Hanjin/Cho Yang/DSR/Sinotrans - C A X weekly Tu 13 Mo 15 We
Su 19 Tu 17 Th

Maersk/SeaLand - TP2 weekly We 15 Th 29 Th
Tu 24 Sa 23 Su 39 Fr

M SC  - Transpacific weekly We 21 We 23 Fr
Tu 19 Th 17 Sa

New World Alliance - PS3 weekly Mo 13 Su 16 We
F r 17 Tu 15 Th

Zim - Zim Pacific Service weekly We 16 Fr 18 Su 20 Tu
Tu 24 Sa 23 Su 20 We
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Service frequency EB
WB

Los Angeles/ 
Long Beach

San
Francisco

Oakland Seattle/
Tacoma

New York

Ningbo
CM A-CGM  - North China/Japan weekly Th 13 We 15 Fr

-

COSCO/Yangm ing/”K" Line weekly Mo 17 Th 19 Sa
- Chinese Souheast C E S Su 23 Fr 21 Su

Wallenius W ilhelmsen Lines - Main Ro/ro 2/monthly - 18 - 36 -
-

Xiamen
China Shipping Group - America Express Serv. weekly Th 17 Su 21 Th

We 23 Mo 19 Fr
CM A -CG M  - North China/Japan weekly Su 17 We 19 Fr

We 28 We 26 Fr
COSCO/Yangm ing/”K” Line weekly Sa 19 Th 21 Sa

- China Southeast C E S F r 21 Fr 19 Su
Trans-Pacific Lines - Transpacific (A) fortnightly Su 16 Tu 19 Fr

Sa 23 Th 22 Fr
Shekou/Yantian
China Shipping Group - America Express Serv. weekly Fr 16 Su 20 Th

F r 25 Mo 21 Fr
COSCO/Yangm ing/”K” Line - PSW  1/CALCO-A weekly Fr 15 Sa 17 Mo

F r 18 Mo 16 We
COSCO/Yangm ing/”K” Line - PSW  2/ C A LCO -Y weekly Fr 17 Mo 20 Th

F r 23 We 21 Fr
COSCO/Yangm ing/”K” Line - SEA /CA LCO -S weekly Su 13 Sa 18 Th

Sa 18 Tu 15 Fr
Evergreen - T PS weekly Fr 15 Sa 18 Tu

Th 17 Mo 15 We
FE S C O  - Pacific Line 10 days - 16 - 21 -

- 2 2 - 19 -
Grand Alliance - A EX weekly -

Sa 33 Mo
Grand Alliance - PNX weekly Sa 17 Tu 13 Fr

-

Grand Alliance - S S X weekly Su 12 Fr
Th 15 We

Maersk/SeaLand - TP2 weekly Sa 19 Th 33 Th
F r 20 Sa 19 Su 35 Fr

Maersk/SeaLand - TP6/AE-5 weekly Su 12 Fr 18 Th
Tu 22 Mo 18 Fr

New World Alliance - PS1 weekly Su 16 Tu 12 Fr 18 Th
Th 14 Th 18 Su

New World Alliance - PS2 weekly Tu 11 Sa 15 We 20 Mo
Mo 20 Tu 18 Th

New World Alliance - PSW weekly Th 14 Th 18 Mo 20 W e 21 Th
Th 18 Su 16 Tu 13 Fr

Norasia - PNW weekly Sa 14 Sa
Sa 14 Sa

Norasia - PSW weekly Sa 12 Th 14 Sa
Sa 16 Th 14 Sa

Trans-Pacific Lines - Transpacific (A) fortnightly Mo 15 Tu 18 Fr
Su 24 Th 23 Fr

Zim - ZC S weekly Th 19 Tu 34 We

We 17 Su 33 Fr

Zim - Zim Pacific Service weekly Fr 21 Fr 23 Su 25 Tu
F r 20 Sa 19 Su 16 We

Chiwan
CM A-CG M  - North China/Japan weekly Fr 19 We 21 Fr

-

M SC  - Transpacific weekly Sa 18 We 20 Fr
F r 22 Th 20 Sa

Notes: The days of the week shown under the Eastbound/Westbound heading are the day of the week of departure from the Asian port
(eastbound) and the day of the week of arrival at the Asian port (westbound).
The numbers shown in the body of the table are the transit times eastbound (first line) and westbound (second line).
The transit times are followed by the day of the week of arrival at the U.S. port (eastbound) and departure from U.S. port (westbound).
(1) F E S C O ’s transpacific service is due to be restructured in January.

Source: Com PairData at www.compairdata.com.
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China Shipping breaks 
expansion records

Aims to become one o f the world’s top 10 carriers 
within the next five years

B y  P h i l i p  D a m a s  a n d  C h r i s  G i l l i s

F igures on the rate of expansion of 
China Shipping Group would not be 
out of place on a chart illustrating 

the surge of stock prices of Internet firms on 
Wall Street.

But, in the shipping industry, no other 
company has recorded the type of growth 
displayed by the Shanghai-based shipping 
line.

The containership fleet of China Ship-
ping Group grew from nine ships two years 
ago to 91 vessels today, said Capt. Li Ke 
Lin, president of China Shipping (Group) 
Co. The capacity of the company’s fleet of 
containerships exceeds 110,000 TEUs.

Speaking through an interpreter, Li said 
that China Shipping Group has focused 
aggressively on container shipping since 
its formation in 1997. Adding to that rapid 
buildup was the conversion of 43 bulk 
ships to container operations.

During 1999, China Shipping Group en-
tered four deepsea liner trades in rapid 
succession — the transpacific, Asia/north-
ern Europe, Asia/Mediterranean and Asia 
Australia — under the trade name China 
Shipping Container Lines. The Pacific ser-
vice commenced in November.

China Shipping Group also declared that 
it wants to become one of the world’s top 
10 container carriers within five years.

Its speed of expansion has stunned other 
industry players and raised the question of 
whether China Shipping Group will be-
come a second big Chinese carrier that 
would resemble China Ocean Shipping 
Co.

“Their plans are very ambitious,” said 
Jeanette Bateman, global pricing director 
for the New American Consolidators As-
sociation, a non-vessel-operating-common- 
carrier sh ippers’ association whose 
members are Direct Container Line, 
Brennan International Transport and 
Conterm Consolidation Services.

For many industry players in the United

States, little is known about this new name 
in the transpacific.

Not A  Start-up. Although China Ship-
ping Group is only two years old, it isn’t a 
start-up company. It is the result of the July 
1997 merger of three Chinese regional 
shipping companies — Shanghai Shipping 
Group, Dalian Shipping Group and 
Guangzhou Shipping Group — and two 
other smaller transportation-related firms.

Each of these companies has a long 
history in the Chinese ocean freight trans-
port business, Li said. Shanghai Shipping 
Group, for instance, operated as an entity 
for 130 years before the merger.

“Each of these companies could have 
continued to compete against themselves,” 
Li said. "But the reorganization into a large 
group makes it possible for us to reduce 
operating costs and improve the efficiency 
of our services.”

The merger drew together a fleet of 400 
vessels or 8.5 million deadweight tons in 
capacity, covering containers, tankers, bulk, 
passenger and specialized vessels.

M ore Capacity. China Shipping plans 
to add more containership capacity to its 
fleet during the coming year.

It recently firmed up charters for four 
5,500-TEU vessels from Danaos Shipping 
Group of Greece and Nordcapital of Ger-
many. The vessels will enter the Asia/ 
Europe and Asia/America services at the 
end of 2000 and beginning of 2001.

Responding to recent reports that the 
line was selecting Chinese shipyards to 
build eight additional 5,500-TEU ships, Li 
said that "press reports are good for our 
image but not always accurate.”

“We have not yet completed our build-
ing contracts,” he added.

China Shipping Group has carved out a 
profitable niche in the China coastal feeder 
business, he said. The carrier offers this

service to other carriers as well. The 30 
vessels in this operation range from 300 
TEUs to 1,400 TEUs.

“When we started on domestic coastal 
transport of containers, it was still in its 
infancy,” Li said. “There’s lots of room for 
development in this market and we want to 
capitalize on the opportunity.”

Li said that the company’s new transpa-
cific container service, calling at Seattle 
and Los Angeles, has been well received 
by shippers.

Initially, China Shipping Group is offer-
ing modest capacity to the U.S. West Coast 
market, with six ships ranging from 2,000 
to 3,000 TEUs each, he said. “We want to 
ensure that the services are good. With 
growth in trade between China and the 
U.S., we’ll expand these services.”

China Shipping Group said recently that 
it is planning to add a second transpacific 
string next March or April.

“This line has staying power,” said W.

Who is China 
Shipping Group?

SHANGHAI
China Shipping (Group) Co. is a 

major state-owned shipping conglom-
erate and one of China’s major enter-
prises approved by the country’s state 
council.

Based in Shanghai, China Shipping 
Group has a staff of more than 40,000 
employees and total assets of about
26.5 Renminbi ($3 billion).

The activities of the group include: 
tanker, bulk, passenger and container 
shipping; special cargo transportation; 
financing; trading; shipping agency; 
freight forwarding; crewing/seamen 
services; telecommunications; travel; 
bunker supplies; ship repairs; and ship-
building.

Although state-owned, China Ship-
ping (Group) Co. is also the parent 
company of several companies listed 
on the stock market. It has stakes in 
China Shipping Development Co. Ltd., 
listed on the Hong Kong stock ex-
change, and in China Shipping 
(Hainan) Haisheng Shipping & Enter-
prise Co. Ltd., listed on the Shanghai 
exchange.

Besides its two listed subsidiaries, 
the Chinese group has 16 “first class” 
subsidiaries and 150 “second class” 
subsidiaries, as well as some 21 over-
seas companies.
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Maersk Sealand up and running
A.P. Moller finalizes purchase o f Sea-Land’s international 
liner operations. Mar Ad approves subsidy transfer.

Grove Conrad, president of China Ship-
ping (North America) Agency, a joint ven-
ture between Norton Lilly International 
and China Shipping. “It won’t disappear 
tomorrow, unlike other opportunists in this 
business.”

China Shipping (North America) Agency 
has offices in Long Beach, Calif.; Secaucus, 
N.J.; Jacksonville, Fla. and Seattle.

“The eastbound space in the transpacific 
is welcome,” Bateman said. “But we’re 
concerned that the rate levels are low 
enough already in the westbound transpa-
cific. The carriers are barely able to cover 
their costs.”

“Competition is always good,” said Jeff 
Bergman, director of operations for the 
NCBFAA Shippers Association. “Our 
members like to have plenty of choices. 
We’ll be interested to see what happens 
with the carrier.”

“With all the vessel consolidations 
through mergers and vessel-sharing agree-
ments, we welcome any entrant,” said Frank 
E. Butters of the NCBFAA Shippers Asso-
ciation. “China Shipping is not what I 
would call a full-scope carrier yet. But I 
suspect that within a year it will be.”

The “L i” Factor. Li, the force behind 
China Shipping Group’s foray into the 
container shipping market, spent 34 years 
in various senior management roles for
cosco.

He is credited with developing the con-
tainer operations at COSCO, starting in the 
late 1970s and 1980s. The first container 
vessel joined the COSCO fleet in 1978. “It 
was a small ship with a capacity of only 
176 TEUs,” Li said. His last position at 
COSCO was president of the container 
liner services in Beijing.

One of China’s most senior container 
shipping executives, Li is a former sea-
farer. He speaks English, but prefers to 
conduct meetings with non-Chinese speak-
ers through a Chinese interpreter.

Little is known about the battle for pres-
tige and market share between China Ship-
ping Group and COSCO.

China Shipping Group rapidly built its 
new computer system, he said. The system 
covers all aspects of the carrier’s opera-
tions, including tracking for transship-
ments.

The carrier is also developing logistics 
services. It will provide these services to 
shippers in China and abroad via agents.

About 95 percent of export freight from 
China moves by sea transport. “China’s 
entry into the WTO will increase trade 
volumes in both exports and imports,” Li 
said. “I believe it will help to further open 
China to the market.” ■

C O P E N H A G E N

In the largest consolidation move yet in 
container shipping, Denmark’s A.P. Moller/ 
Maersk Line group has completed the ac-
quisition of the international liner opera-
tions of Sea-Land Service Inc.

The takeover creates a giant container 
shipping line that operates 250 vessels with 
a combined capacity of 600,000 TEUs.

Maersk Sealand will be twice as large as 
the next largest containership operator. This 
position has prompted some industry ana-
lysts to say that it creates an uneven compe-
tition battle between the new Maersk 
Sealand and other carriers in their quest for 
economies of scale.

The deal was sealed Dec. 10, one day 
after the Maritime Administration approved 
the transfer of Sea-Land’s Maritime Secu-
rity Program subsidies for 15 U.S.-flag ves-
sels to U.S. Ship Management, a company 
set up by Maersk to operate a total of 19 
former Sea-Land containerships.

Combined with four Maersk ships already 
receiving subsidies, Maersk Sealand will col-
lect $41.8 million in subsidies per year, nearly 
half of the U.S. government’s $100-million- 
a-year MSP program.

U.S. Ship Management will time-charter 
the ships to Maersk “in support of Maersk 
Sealand’s global network,” said Jay Keagan, 
president of the management entity. The 
setup resembles that adopted by APL when it 
transferred its U.S.-flag ships to aU.S.-based 
management entity when APL was was ac-
quired by Singapore’s Neptune Orient Lines.

For Maersk Sealand, the main task now 
will be to integrate their marketing, pricing, 
inland operations, management and office 
networks around the world without losing 
their customers. As former alliance partners, 
the two carriers had already aligned their ship 
operations and scheduling.

Knut Pontoppidan, executive vice presi-
dent of Maersk SeaLand in Copenhagen, 
said that previous incorporated agencies of 
A.P. Moller, such as Maersk China and 
Maersk Inc., would retain the Maersk name. 
Some of the country-based agencies would 
continue to run other Maersk operations 
such as tanker shipping, he said.

Some 3,000 former Sea-Land employees 
will transfer to Maersk Sealand, while an-
other 3,000 positions will be eliminated be-
cause of the merger, Pontoppidan said. Maersk 
Sealand will employ more than 10,000 staff-

ers worldwide in some 325 offices.
There’s no hyphen in the new brand name, 

Maersk Sealand, which will appear on new 
containers and on the hulls of all Maersk 
ships as soon as they can be repainted, ac-
cording to Tom Boyd, director of marketing 
and communications for Maersk Inc.

A.P. Moller said that the Maersk Sealand 
transaction would result in one-off expenses 
of 1.2 billion Danish krone ($169 million), 
charged in its 1999 accounts. A.P. Moller 
did not quantify anticipated cost savings 
from the merger, but it said that it would 
have “a positive impact” on its results in 
2000 and following accounting years.

The former Sea-Land ships will stay un-
der the U.S.-flag, and will be crewed by 
American officers and seamen.

At CSX Corp.’s headquarters in Rich-
mond, Va., there were feelings of relief and 
satisfaction that the sale had been consum-
mated. “This is an outstanding transaction 
for CSX and its shareholders,” said John W. 
Snow, CSX Corp.’s chairman, president 
and chief executive officer.

“It allows us to focus our attention on our 
core rail business,” he added, which will 
now account for 80 percent of CSX Corp.’s 
total revenues and earnings.

Maersk paid about $800 million in cash, 
subject to adjustments, for Sea-Land’s in-
ternational liner business.

CSX retains two businesses that were 
part of Sea-Land Service: CSX Lines and 
CSX World Terminals. CSX Lines oper-
ates 16 U.S.-flag containerships in domes-
tic shipping between continental U.S. ports 
and Alaska, Hawaii, Puerto Rico and Guam. 
CSX World Terminals operates former Sea- 
Land terminals in China, Hong Kong, Aus-
tralia, Europe and the Dominican Republic.

There will be some cooperation between 
CSX Lines ’ domestic operations and Maersk 
Sealand’s international operations. The two 
companies will have an agency agreement in 
Alaska. It is understood that CSX Lines and 
Maersk Sealand will also initially have space 
on different legs of the U.S. mainland/Ha- 
waii/Guam/Asia “PEX/TP1” service.

The Sea-Land takeover was the latest in a 
series of sales of U.S.-based shipping lines to 
Asian and European companies. APL and 
Lykes Lines were sold in 1997, while Crowley 
American Transport’s South American ser-
vices are due to be acquired by Germany’s 
Hamburg-Sud in the next few weeks. ■
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Transport / Air
By Gordon Forsyth, gforsyth@shippers.com

Beyond bureaucracy
Aviation officials from around the world met in Chicago the first 

week in December to try to push aviation liberalization “beyond 
open skies.” Although nothing concrete came out of the meeting, 
air freight executives made their case for freeing cargo talks from 
the often contentious negotiations — witness the ongoing spat 
between the United States and the United Kingdom —• that sur-
round passenger liberalization.

“We believe, and I think I speak for everyone in our industry, that 
liberalization is the key to future prosperity in the air cargo sector,” 
said Fred Smith, chairman, president and chief executive officer of 
FDX Corp., the parent company of Federal Express. "We believe 
that a separate regulatory track must be established to deal with the 
unique needs and requirements of the air cargo industry.”

Cargo negotiations have traditionally been treated as a sort of 
add-on to whatever progress negotiators could make on freeing up 
access for passenger airlines. In the attempt to push beyond 
country-to-country negotiations to a multilateral approach to avia-
tion liberalization, U.S. aviation officials want to nudge countries 
past the nationalistic feelings many have for their flag carriers. 
Cargo airlines want the same.

"We believe the time is now for a multilateral approach to 
opening up the all-cargo international aviation industry,” Smith 
said. “We believe that perhaps on a regional basis— or even better, 
on a broader basis — there is nothing that could happen to advance 
the economic prosperity of more people worldwide than to free our 
industry from the restraints which we now experience in trying to 
meet the requirements of our customers.”

Tom Weidemeyer, president and chief operating officer of UPS 
Airlines, said “today’s still restrictive bilateral system falls short of 
what the business world demands.

"We must simplify the agonizing and expensive process by which 
we have had to piece together our international service network.”

Route rights mean everything in today’s air cargo market. UPS 
proved that point when it bought Challenge Air Cargo last summer 
to gain instant access to many of Latin America's restrictive 
aviation markets. Challenge operates about 120 flights to 16 cities 
in 13 countries throughout the region.

Some say the World Trade Organization should take oversight 
of global aviation ties. Others say the WTO would add more 
bureaucracy to an already inefficient system. Industry officials 
have voiced support for the International Civil Aviation Organiza-
tion. Still others say the International Air Transport Association is 
best fit to handle the job.

One thing is clear: There needs to be some forum, like the WTO, 
to where airlines and nations can take grievances over market access.

The most recent example of how bilateral treaties are failing 
airlines today, aside from the transatlantic mess U.S. and U.K. 
negotiators have made, can be seen in the Philippines. Ailing national 
airline, Philippine Airlines, convinced its government to suspend the 
rights of competitors on routes that compete with PAL service.

PAL blames foreign airlines for its $2 billion debt. The carrier 
says competitors have violated air agreements by adding too much 
capacity. Emirates lost its rights to fly from Hong Kong into 
Manila, and both China Airlines and EVA Air of Taiwan were 
forced to stop flights from Taipei.

PAL may have a legitimate argument concerning agreement

violations. But when Philippine officials order government employ-
ees to fly PAL when leaving the country, observers begin to wonder.

U.S. Transportation Secretary Rodney Slater said the United 
States “is prepared to begin discussions to implement a new 
aviation policy architecture.”

Hopefully, U.S. and world aviation officials can move faster 
than that. The Internet waits for no man.

No coal in BAX  stocking
The Pittston Co.’s exit from the coal business should help its air 

freight subsidiary, BAX Global, to be more competitive.
“It should be positive for BAX on the operations side,” said 

Gregory Burns, vice president of equity research at New York 
investment house Lazard Freres & Co., “because Pittston has said 
it will invest in the BAX business.”

BAX Global, like its major competitor Emery Worldwide, has 
struggled to keep its yields up in the domestic freight market. And 
with fuel prices rising, BAX, which operates a fleet of freighters, will 
have to contend with that profit erosion. The company has imple-
mented a fuel surcharge on shipments to negate the higher cost of fuel.

Pittston moved last year to shore up the BAX business by hiring
C. Robert Campbell, a former executive at Ryder Systems, to head 
the company as chief executive officer. Campbell has hired an 
almost entirely new team of managers to guide BAX.

Early signs indicate that the new team is moving in the right 
direction. “Management sees margins turning around," Burns said.

Even better days may lie ahead for BAX once the Pittston 
reorganization is complete. “Our plan is to invest in and build our 
successful services businesses,” said Michael T. Dan, Pittston’s 
chairman, president and CEO. “In the past year, we have strength-
ened the management in all three strategic businesses. We see 
significant opportunities to expand these businesses and further 
improve their profitability and returns on capital.”

The move will change BAX’s position on Wall Street, however. 
Pittston had set up separate tracking stocks for each of its operating 
units — Pittston BAX Group, Pittston Brink’s Group and Pittston 
Minerals Group. After the reorganization, Pittston Minerals will be 
sold and BAX and Brink’s will be merged into one company with one 
stock. Each share of Pittston BAX will be exchanged for .4848 shares 
of Pittston Brink’s.

“That means BAX will no longer be a pure play,” Burns said. 
Investors wanting to invest in BAX’ s air-freight business will now 
have to analyze the Brink’s business as well.

Who needs equity?
The British Post Office bought a New York-based document and 

publications delivery firm, Citipost Group, to boost its already 
strong presence in the U.S. international bulk mail delivery market.

But The Post Office has no designs to become another Deutsche 
Post. “We will never have the $1.14 billion to buy an AEI,” said 
Stephen Davies, international communications director, for the postal 
company’s Royal Mail division. “The opportunity to go out and buy 
a big company financially and legally does not exist for us.”

That doesn’t mean the company won’t expand, Davies said, 
noting that more announcements are sure to come this year from 
London. And the mail carrier will look to branch into parcel and 
freight markets through other means.
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Dream team
AE I’s Rohrmann and Danzas’ Chiavi mull integration.

B y  G o r d o n  F o r s y t h

G uenter Rohrmann and Renato 
Chiavi can count between them 
81 years of combined freight for-

warding experience. They will draw on 
every bit of that to integrate the forwarding 
networks of Air Express 
International and Danzas.

According to the $ 1.14 
billion merger agreement 
signed in November by 
AEI and Deutsche Post 
AG, Rohrmann, AEI’s 
long-time chief executive H V  4Btk 
officer, will serve as vice Rohrmann 
chairman of Danzas-AEI and lead the inte-
gration effort. Chiavi, head of interconti-
nental business at Danzas, will take over the 
CEO spot atop what is soon-to-be the 
world’s largest air forwarder.

Rohrmann, 60, and Chiavi, 59, admit 
such a large merger is certain to create 
many difficulties. But they are equally quick 
to make the point that their combined expe-
rience and drive will win the day.

“I think it is a good challenge, a very nice 
challenge,” said Chiavi, who before joining 
Danzas in 1994 worked 38 years at 
Panalpina. “We will tackle this with a sys- 
temized approach. We have just integrated 
two companies a month ago and are rolling 
out our integrations of Nedlloyd and ASG. 
So, we have gained a lot of experience, and 
we will use that experience to successfully 
integrate AEI.

“I look forward very much to working 
with Mr. Rohrmann,” Chiavi said. “He is an 
old forwarder like myself. We have a lot in 
common.”

The integration will be “enormously com-
plex,” Rohrmann said in his usual forth-
right style, “because you are dealing with 
people, and you cannot play chess with 
people. I am spending so much time calling 
customers, finding out what they think and 
what they feel. Because, one thing is for 
sure, right now, our competitors are after 
our people and, through them, after our 
customers.”

Fair Price. Indeed, the entire industry 
will be watching Danzas-AEI closely over
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Chiavi

the next two years. But competitors will not 
only be watching to pick low-hanging fruit 
from the giant’s tree, they will be studying 
too.

The Danzas-AEI merger is big in many 
ways. Not only does it 
change the landscape of 
the global air-freight in-
dustry in a single stoke, it 
ups the ante in a global 
consolidation game that 
is sweeping the logistics 
industry.

“If you are another 
player with global ambitions that doesn’t 
own an international air forwarder, I think 
you have to be concerned because there is 
tremendous scarcity value in the interna-
tional network,” said Gregory Bums, vice 
president of equity research for investment 
firm Lazard Freres & Co. in New York. “It 
looks like there may be more buyers than 
sellers.”

The AEI merger also marks a significant 
step in the ongoing expansion of Deutsche 
Post. The company’s plan to build a global 
logistics network seemed somewhat unre-
alistic when Klaus Zumwinkel, the German 
Post CEO, announced the Danzas acquisi-
tion just 14 months ago. Deutsche Post and 
Danzas now have a foothold in the all- 
important U.S. freight market, where AEI 
is king among forwarders. AEI brings strong 
air-freight volumes in the transpacific and 
Latin American trade routes to and from 
North America.

AEI “really gives Deutsche Post a North 
American air export franchise, and a lot of 
Asia capability,” Bums said. “Really, the 
only thing that Deutsche Post now lacks is 
an intra-U.S. capability — either on the 
small parcels side or on the large freight 
side.”

Though some AEI stockholders have 
complained that the company’s board settled 
for too low a price, Bums said Deutsche 
Post is paying a fair price for AEI. Deutsche 
Post will pay AEI stockholders $33 per 
share in an all-cash deal.

“I thought the price was appropriate,” 
Bums said. “It was right in line with the

Mark VII valuation from a price-to-rev- 
enue basis.”

AEI’s total purchase price of $1.14 bil-
lion equals about 2.1 times the company’s 
net revenue. Britain’s MS AS Global Lo-
gistics acquired Mark VII, a Texas-based 
third-party logistics company, this sum-
mer for 2.2 times net revenue.

Rohrmann said the deal is fair to stock-
holders. “We are really proud to achieve 
what we have achieved,” he said. “Of 
course, there is still criticism out there. 
Some people believe we could have 
achieved more. But, on the other hand, one 
has to be realistic and look at the stock 
development price-wise of AEI over the 
last year. When you take that into consid-
eration, it is a fair price.

“I do not exactly know what the revenue 
of Danzas was at the time Deutsche Post 
bought the company, but it was much more 
than AEI,” Rohrmann said. “Zumwinkel 
paid more for AEI than he paid for the 
entire Danzas organization, which I find 
remarkable.”

AEI had $1.5 billion in revenue last 
year; Danzas had more than $4 billion. 
Once the shares have been tendered to 
Deutsche Post and the merger has cleared 
the necessary regulatory hurdles, Danzas- 
AEI will have annual revenue in excess of 
$6 billion. Deutsche Post expects to have 
annual group sales of more than $29 billion 
when it goes public in Frankfurt this fall.

Volum e Boost. McKinsey & Co., a 
former employer of Zumwinkel, will help 
Danzas and AEI through the integration 
process. It won’t be easy, but if anyone has 
the merger experience to complete the job 
its AEI, Danzas and Deutsche Post. All 
three have been swallowing up companies

“I f  you are another player 
with global ambitions 

that doesn’t own 
an international air 

forwarder, I  think you have 
to be concerned because 

there is tremendous 
scarcity value in the 

international network.”

Gregory Burns
vice president of equity
research,
Lazard Freres & Co.
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“I  am sure that a lot 
of our competitors 

are shaking in their boots. 
They might not admit 

it, but I would be 
if  I  was out there 

in some o f their shoes.”

Guenter Rohrmann
chief executive officer, 
AEI

at a rapid pace in recent years.
Chiavi stressed that Danzas and AEI 

complement each other well in key areas. 
“AEI is very much commodity-driven on 
certain lanes, which helps me very much 
because the commodity business comes 
from mostly multinational accounts,” Chiavi 
said. “Traditionally, extending from Eu-
rope, we are maybe more like a medium-
sized customer company. This completes 
itself very much now. Most of the multina-
tional accounts stem out of the U.S.” 

Where AEI is strong in air, Danzas has 
strength in ocean. Where AEI dominates in 
North America and is strong in Asia, Danzas 
competes mostly in Europe. “We have all 
kinds of services we can offer for AEI 
customers in Europe,” Chiavi said. “On the 
other hand, when I look at AEI’s transatlan-
tic volumes and transpacific volumes — 
transpacific particularly — I am gaining a 
lot of momentum.

“We will build up volume and keep very 
clear freight commitments with carriers, 
and this is to the benefit of the global 
clientele,” he said.

Aside from the obvious leverage with 
carriers Danzas-AEI will gain by merging 
their air and ocean freight volumes, the 
company also is likely to gain in the infor-
mation technology and logistics areas.

A billion dollars would have been a “high 
price to pay for their technology only. But 
AEI has a meaningful instrument which is 
considered to be state-of-the-art today,” 
Chiavi said, referring to AEI ’ s LOGIS com-
puter system, which connects AEI offices 
around the world.

Danzas will likely migrate its offices 
onto the LOGIS system, Chiavi said. “Even 
though LOGIS is not a young generation 
system in all respects, it is a complete 
system, very user-friendly and user-driven, 
which I think will add to and accelerate 
integration.”

On the logistics side of the equation,

“AEI has a very clear philosophy that goes 
very well with our strategy,” he said. “For 
the global accounts and for the multination-
als, they offer a lot of value-adds.”

AEI will enhance a growing portfolio of 
logistics services at Danzas. “Don’t forget 
that the German Post owns two banks, and 
we definitely will try to make that a viable 
issue in supply chain financing,” Chiavi 
said.

One Stop. But AEI’s true value to Danzas 
and Deutsche Post will not be fully realized 
until the various Deutsche Post companies 
can combine individual strengths into one 
solution for multinational shippers.

Zumwinkel’s expansion plan is based on 
the premise that shippers want “one-stop 
shopping” for logistics. With AEI adding to 
the company ’ s strong international forward-
ing base, Deutsche Post has come as close 
as anyone to being able to offer a complete 
package.

AEI, CRC highlight 
“opportunities” 

in Europe

lust a few weeks after it signed up 
with Deutsche Post, Air Express Inter-
national announced it will form a joint 
venture with European logistics spe-
cialist CRC Group. The deal, targeted 
at computer and telecommunications 
manufacturers, highlights the many 
“opportunities” that await AEI in Eu-
rope.

“Europe is full of distribution op-
portunities,” said Guenter Rohrmann, 
AEI’s president and chief executive 
officer, after the company announced 
its $1.14-billion merger plans with 
Danzas. “Now, we are able through 
our combined network to provide all 
of these services directly, including 
the warehousing and distribution.”

CRC, based in the United Kingdom, 
generates some $60 million in annual 
revenue and provides repair manage-
ment services for more than 800,000 
hi-tech products each year, the com-
pany said. The AEI-CRC joint venture 
will offer high-tech manufacturers an 
array of logistics services, including 
service management, repair and re-
placement, inventory management and 
transportation management.

Analysts say the deal gives AEI a 
long-sought presence in the telecom-
munications industry.

“We have all kinds 
of services we can offer 

for AEI customers 
in Europe. On the other 

hand, when I look at AEVs 
transatlantic volumes 

and transpacific volumes 
—  transpacific particularly 

—  I am gaining 
a lot o f momentum.”

Renato Chiavi
head of intercontinental 
business,
Danzas

Danzas has consolidated its position in 
Europe with the purchase of Royal 
Nedlloyd’s distribution business and Swed-
ish forwarder ASG. Deutsche Post, beside 
its obvious strength in mail, has built up an 
impressive intra-European express parcel 
delivery network and is using its 25-percent 
ownership stake in DHL International to 
gain in international express markets. The 
yellow giant has targeted e-commerce lo-
gistics business with a dedicated unit in 
Europe, and is growing ever closer to its 
German neighbor Lufthansa Cargo, the 
world’s largest international air freight car-
rier.

Rohrmann said that it was “too early to 
talk about” the possibilities for cooperation 
within Deutsche Post. “But,” he said, “cer-
tainly my dream would be to work very 
closely with these players — to bring ev-
erybody into the picture and really form one 
unit, where one assists the other one to be 
successful and to provide customers with 
the service they are looking for.

“Going forward with this merger, we 
will have all of these opportunities that 
exist,” he said, “like Deutsche Post owns 25 
percent of DHL. I was talking to one of my 
friends in Germany that is working for part 
of the DHL company, and I said, ‘If we do 
this right, and we put egos aside, and we 
really put the customers and our people 
first, the opportunities are absolutely tre-
mendous.’ When you think about it and 
scribble a little bit on paper, there are unbe-
lievable opportunities.

“I am sure that a lot of our competitors 
are shaking in their boots,” he said. “They 
might not admit it, but I would be if I was 
out there in some of their shoes.” ■
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DHL expands globally, plans IPO
Buys back JAL’s 20-percent share. Partnership 
with Cathay Pacific extends reach into Asia.

BRUSSELS
DHL International, which in August an-

nounced it would spend more than $1.5 
billion on a global expansion program, says 
it plans to launch an initial public offering 
of stock, likely within the next 18 months, 
to attract capital and broaden its access to 
financing.

DHL revealed the IPO plans in Decem-
ber, after it had reached agreement to buy 
back 20 percent of the company’s shares 
from Japan Airlines. The JAL shares, to-
gether with another 3 percent of the 
company’s private stock sold by Nissho 
Iwai last year, have been placed in invest-
ment trusts while DHL pursues an IPO.

DHL expects to offer that 23-percent 
stake to the public on a continental Euro-
pean exchange, said Simon Clayton, DHL 
International’s chief financial officer. DHL 
Worldwide Express, including U.S. operat-
ing arm DHL Airways, expects to generate 
some $5.25 billion in revenue this year, 
Clayton said.

DHL is made up of two separate compa-
nies — DHL International, which operates 
outside of Europe, and DHL Airways, which 
operates a fleet of aircraft and vehicles in 
the United States. DHL Airways generates 
roughly 20 percent of DHL’s joint revenue, 
according to Clayton. Europe operations 
make up 50 percent of the company ’ s busi-
ness and Asia generates about 20 percent.

Clayton said that DHL controls about 38 
percent of the global international express 
package market, making it the clear leader 
in cross-border express. TNT, by compari-
son, controls a 14 percent share.

Without any significant domestic parcel 
operations, DHL is the only carrier focused 
solely on international express. “Therefore, 
we are a pure play,” Clayton said.

Investment Trusts. Two investment 
trusts have been set up by WestDeutsche 
Landesbank to hold the JAL and Nissho 
Iwai shares. The trust account purchase 
agreements carry a three-year option pe-
riod, within which current shareholders — 
the two largest of which are Germany’s 
Deutsche Post and Lufthansa German Air-
lines — may repurchase the shares if DHL 
fails to follow through on the IPO.

Clayton said that the repurchase option 
was put in place only as a “red button” 
provision in case the accounts have to be

dissolved. DHL’s intention is to go public.
“We have for some time contemplated 

taking DHL public in an initial public offer-
ing, and this is the most likely avenue that 
we will pursue — not in the immediate 
short term, but certainly during the three- 
year option period,” said Patrick Lupo, ex-
ecutive chairman of DHL International.

An IPO would allow DHL “to access 
broader sources of financing in the public 
markets to support our business develop-
ment and acquisitions, as well as giving 
liquidity to our shareholders,” Lupo said.

"Whilst DHL is strongly capitalized, we 
have put in place an extensive investment 
program with significant capital require-
ments. The program includes the Euro 1- 
billion investment in our European air fleet 
and other major investments in infrastruc-
ture across our business in Europe, Asia and 
the Americas,” he said. “Access to public 
capital markets will help us to accelerate 
plans to consolidate DHL's position as the 
world’s leading international express 
group.”

JAL retains a 6-percent stake in DHL 
International. Deutsche Post owns 25 per-
cent. Lufthansa owns 25 percent. The re-
maining 21 percent stake is held by DHL 
management and in founder’s trusts.

Cathay Pacific. Meanwhile, DHL also 
announced in December that it will move 
its Asian express hub to Hong Kong from 
Manila and team up with Cathay Pacific 
Airways to expand its route network in 
Asia.

Beginning in March next year, DHL will 
use Cathay aircraft to move packages be-

AMSTERDAM
TNT Post Group, the parent company of 

international express company TNT and 
the Dutch post office, has aligned with 
Japanese freight forwarder Kintetsu World-
wide Express to offer joint express deliv-
ery, distribution and other logistics services 
to shippers in Europe and Asia.

The agreement “enables TPG, especially 
its TNT Asia subsidiary, to benefit from 
Kintetsu’s strong and long-standing cus-
tomer base in Japan and Asia and its global 
expertise in logistics and distribution ser-
vices,” TPG said in a statement. "Kintetsu

tween Hong Kong and Osaka, Japan; Seoul, 
South Korea; Singapore; and Taipei, Tai-
wan. Hong Kong-based Cathay said it will 
add a 32 flights per week to those key Asian 
freight destinations, giving DHL 912 tons 
of additional capacity a week.

DHL will use the lower deck cargo space 
of B747s, B777s and some Airbus A-330s 
to move packages. Under a unique three- 
year agreement with DHL, Cathay is add-
ing an extra rotation of flights at night to 
move the DHL business. The deal gives 
DHL dedicated lift and allows Cathay to 
utilize planes that would be parked at Asian 
gateways waiting for morning flights.

The hub operation in Hong Kong also 
will open new opportunities for DHL to 
access China, where DHL’s business has 
been growing at annual rates above 30 
percent, said Charles Longley, DHL’s chief 
executive officer of Asia/Pacific and the 
Mideast.

The Hong Kong hub “opens up signifi-
cant volume potential in China,” Longley 
said in an interview. “We will have facili-
ties that commercially link flights from 
Beijing and Shanghai into the hub in Hong 
Kong on an express service basis.”

Cathay controls Dragon Air, a carrier 
with extensive operating rights into China. 
DHL also will use lift from most commer-
cial Chinese airlines. “The links are there,” 
Longley said. "All we need now is support 
from customs to be there when we need 
them. The bottleneck will be aviation. A lot 
of factories are building in China, but there 
aren’t a lot of planes coming out.”

Observers had expected DHL to an-
nounce a deal to boost its China presence 
with Air Macau. “We were talking and have 
been talking to all of the airports in Central 
Asia, including Macau, and those talks con-
tinue unabated,” Longley said.

DHL will close its hub in the Philippines 
and end its long-time capacity agreement 
with regional carrier Continental Micronesia 
as a result of the new arrangement. ■

will benefit from TNT’s Asian and Euro-
pean networks, its global presence and ex-
pertise in express and logistics.”

The deal also allows TPG to keep up with its 
rivals in the Japan market. Federal Express has 
teamed up with the world’s largest forwarder, 
Japan-based Nippon Express, to attract Japa-
nese business. United Parcel Service also is 
pursuing a relationship with a Japanese trans-
port firm. AndDHLisinvestingheavily to boost 
its infrastructure in Japan.

Kintetsu, the world’s third largest air 
forwarder, had 1998 sales of $2.5 billion. 
TPG had sales of $7.5 billion. ■

TNT Post Group teams with Japan’s Kintetsu
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Lufthansa looking for leader
Lauer to replace Althen on executive board. 
Success o f time-definite services questioned.

FRANKFURT
Lufthansa Cargo said Wilhelm Althen, 

which had been planning to retire for some 
time, will move from the carrier’s execu-
tive board to its supervisory board in Janu-
ary. Stefan H. Lauer will succeed Althen 
temporarily as chairman 
of the executive board 
until May.

Lauer, who was seen 
as the only real successor 
for Althen, has been 
tapped to help manage 
Lufthansa’ passenger di-
vision. Lufthansa Cargo 
has not named a replacement for Lauer.

Joining Lauer on the executive board, 
Walther N. Gehl will serve in charge of 
human resources and business administra-
tion, and Jean-Peter Jansen will head up 
logistics and production.

M anagement uncertainty atop the 
world’s largest international air cargo car-
rier comes at a time when the carrier will be 
forced to make critical decisions about its 
future.

Observers wonder if Lufthansa’s new 
direction, began in April 1998 with the 
launch of its time-definite services and 
including its Business Partnership program 
with forwarders, has paid off. Some say 
flatly that Lufthansa’s “td.” product line 
and its forwarding partnerships have failed.

Still, the carrier says it is forging ahead. 
Lufthansa implemented a service quality 
improvement program this fall and says it 
will launch a Sales Agent PLUS program 
in January to draw medium-sized German 
forwarders more closely into cooperative 
alliances.

Lufthansa also says it is moving ahead 
with plans to form a global cargo alliance 
with Singapore Airlines Cargo and Scan-
dinavian Airlines System Cargo. The three 
carriers are expected to make a decision 
about whether they will launch an alliance 
in the first quarter of this year.

Meanwhile, the airline-forwarding in-
terest group, Cargo 2000, expects to decide 
by mid-February which company— Unisys 
Corp. or U.K.-based Syntegra— will build 
a standard information technology plat-
form for the global air freight industry.

Lufthansa management gave somewhat 
of a warning of things to come at an indus-

try meeting in Frankfurt in October.
After Jurgen Weber, chairman and chief 

executive of Deutsche Lufthansa AG, said 
Lufthansa Cargo is creating closer ties with 
Deutsche Post Group and DHL Interna-
tional, Althen gave a speech deriding the 
way airlines and forwarders have done 
business.

"In my view there is only one answer to

PARIS
Air France, the world’s fourth-largest 

international air cargo carrier, will launch 
a new line of international air cargo ser-
vices, including a new express product and 
a line of time-definite services.

“We are redefining our entire product 
line,” said Anne-M arie Rosaler, Air 
France’s U.S. director of cargo marketing.

Air France is the latest airline to adopt a 
service portfolio that addresses the grow-
ing need of air shippers for time-definite 
deliveries. Lufthansa Cargo was the first 
airline to go time-definite in April 1998 
with its “td.” services. United Airlines, 
KLM Royal Dutch Airlines, Alitalia and 
Northwest Airlines followed this year.

Air France’s new services also stand to 
pull the carrier closer to shippers, another 
trend among airlines that has angered for-
warders. Air France, however, has sought 
to include forwarders in contract negotia-
tions with shippers.

Under the name Cohesion, Air France 
will sign agreements with shippers and 
their agents. The contracts will guarantee 
capacity, delivery times, packaging and 
pricing. “Basically it is an agreement that 
is targeted to shippers that have very spe-
cific needs in the regularity of their ship-
ments and the capacity and the reliability 
that they need,” Rosaler said.

Shippers in Europe, particularly in 
France, have expressed interest in the pro-
gram, Rosaler said. “There is some interest 
from shippers in the U.S.”

Air France will be careful to include 
forwarders when offering Cohesion ser-

the question ‘How do we go about shaping 
the future?’ It is via a partnership between 
the airline and the forwarder,” Althen said. 
“Anyone who thinks that mutual rivalry 
and the mutual refusal to supply informa-
tion or cooperate will gain a competitive 
advantage is thinking much too short-term 
and, what’s more, runs the risk of missing 
the boat.

“The next few months will show which of 
our current partners in the air freight market 
are ready and willing to restructure the divi-
sion of labor in the air freight industry and 
create a system whereby all the logistics 
services offered on the market not only meet 
the high quality requirements of global cus-
tomers, but are also perceived by them to 
originate from one source,” he said. ■

vices to shippers. “Cohesion is trying to 
address the lack of cooperation in the air 
freight industry,” Rosaler said. “Dealing 
directly with shippers, which has been tried 
by our competitors, still roils the agents. 
But if the airline is not there, it cuts the 
airline off from the needs of the shippers.”

Rosaler admitted that Cohesion had met 
with some resistance from forwarders, who 
“like to see dedicated services for all of 
their freight and not just for specific ship-
pers.”

Air France also will offer expedited de-
livery of shipments with a money-back 
guarantee under the name Equation. Goods 
can be tendered for shipment up to 90 
minutes before a flight and recovered at 
destination 90 minutes after arrival.

Air France said it will devote all of its 
cargo capacity on its medium-haul aircraft 
to Equation shipments. The service is made 
possible by the airline’s new express hub at 
Roissy-Charles de Gaulle airport outside 
Paris. The weight limit for a single ship-
ment has been increased from 50 kilo-
grams to 70 kilos.

Air France will launch special handling 
services under the name Variation for spe-
cific cargo, including hazardous materials 
and animals, and deferred-delivery ser-
vices for pallets and containers, under the 
name Dimension.

Air France expects its alliance partners 
to sell the services as well. Air France 
entered into an alliance with Delta Air Lines 
this summer, and the two carriers hope to 
add carriers to gain global coverage. 
Aeromexico also has joined. ■

Althen

Time-definite gets French flavor
Lauer to replace Althen on executive board.
Success o f time-definite services questioned.
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Intermodal veteran Don Orris 
has made a career o f being 
the right man in the right place 
at the right time.

B y  R o b e r t  M o t t l e y

P acer International, a billion- 
dollar fre igh t transportation  

and logistics service p ro v id er that 
cam e from  nowhere 22 months 

ago, drew  attention from  shippers 
when it bought A P L ’s stacktrain  

operation fo r  $315 million in May.
M ore recently, P a ce r’s 

cost-saving deal with CSX  
Intermodal, a competitor, startled  

transportation analysts. 
American Shipper interviewed  

D onald  C. Orris, chairman  
and ch ief executive officer, 

at P a ce r’s corporate headquarters 
in Walnut Creek, Calif. O rris ’ 

career journey from  rail to ocean  
to interm odal illustrates that 

perceived  fissures in the U.S. 
transportation community can  

be bridged  — often lucratively  — 
where th ere’s the proverb ia l 

w ill and way.

Orris said, “I learned early that work 
was a given, and always would be 
in my life." Born in Omaha, Neb., 

he earned his first regular pay in 1952, 
selling magazines at the age of 11.

“I didn’t even think about whether I 
liked it,” he recalled. “When you’re a kid, 
what do you say?”

Elmer Orris, his father, had a construc-
tion contracting business. Earleen, his 
mother, worked as a buyer for a depart-
ment store. Idleness didn't run in their 
family; Orris ’ s jobs during school included 
busing tables at a nightclub and being a 
stockboy for a retailer.

As a high-school senior, he fudged his 
age and worked full-time for the U.S. post 
office, taking the 3 p.m.-to-midnight shift. 
He began his college career in Nebraska, 
but interrupted it with a nine-month stint as 
a clerical worker for the Union Pacific.

While still going to school, Orris moved 
to Denver.

“I went out to apply for an accounting 
job as soon as I arrived in Denver,” he 
recalled. “I could see the building where I 
was going for a job interview, but was 
frustrated because I couldn’ t get to it across 
a freeway. I ended up back in downtown 
Denver. I looked up railroads in the phone 
book, and there was one a block a way.

That’s how I came to have a career in 
transportation.”

His next employer, the Denver & Rio 
Grande Western Railroad Co., “let me take 
time off during working hours to finish 
college,” he said.

Orris put his wife through college at the 
same time. He graduated from Denver Uni-
versity with a BSB A, majoring in account-
ing, and then briefly attended law school. 
The Denver & Rio Grande had promoted 
him into management prior to graduation, 
and after he started law school, his railroad 
superiors said, “we’ve backed you in col-
lege, and now we want you to work for us,” 
unencumbered by any classes.

Total Exposure. Orris’s first tasks were 
in marketing and sales, running an incen-
tive program. “By 1966-68, I was then 
moved into a different position during the 
Rock Island Railroad merger proceeding 
with Union Pacific. I had a staff of about 10 
people, and we did nothing but analyze and 
prepare testimony and cross-examina-
tions.”

The Union Pacific wanted to acquire the 
Rock Island Railroad, which was a major 
connection to the Denver & Rio Grande. 
The legal wrangling ensnared every West-
ern railroad. “They traveled the case for
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two years, and then proceedings were held 
in Washington, D.C., for two more years,” 
he explained.

“It showed that you could effectively 
delay a merger forever,” Orris said. “The 
Rock Island Railroad went broke because 
the proceeding took so long.

“The point of that case, for me, was that 
it exposed me to the whole Western rail-
road industry for four years. I met the top 
executives, and grew to understand how 
railroads really worked. There were hun-
dreds of shipper witnesses testifying as to 
their concerns.”

Intermodal Manager. The ultimate re-
sult was that pieces of the Rock Island were 
broken away and sold. The Denver and Rio 
Grande eventually acquired the rights to 
use former Missouri Pacific trackage to 
Kansas City, as part of another proceeding.

“I came out of the merger proceedings 
and went into coal, really in a marketing 
role,” he said. The Denver and Rio Grande 
then made Orris manager of intermodal 
operations, where he stayed for five years, 
dealing with a number of shipping compa-
nies.

Then, “intermodal” meant all of the op-
erating accountability for terminals, rail- 
car and trailer distribution, sales, pricing 
and marketing. “We operated in conjunc-
tion with some motor carriers to the West 
Coast, out of Utah. We solicited and did 
deals with steamship lines between New 
York and the West Coast.”

“It wasn’t so big an operation that you 
couldn't see every-
thing and do every-
thing,” Orris said.

In 1977, after Orris 
had worked for 15 
years at the Denver 
and Rio Grande,
“American President 
Lines asked me to 
come over for an in-
terview,” he recalled.
“I said if they would 
entertain the idea of 
using my railroad for 
their landbridge ser-
vices, I would talk 
with them. Both of us 
were trying for some-
thing, but I had no in-
tention of going to 
work for them.”

APL made Orris 
three offers in one day. “I turned down the 
first two,” he said. “The third offer was 
such that I had to say yes.” He had bought 
a new house in Denver only the month 
before.

APL had terminated its around-the-world 
service a few months prior to Orris’s com-
ing to work for the carrier, and had been 
connecting to the East Coast by an all-
water route. After ex-
perimenting with two 
train operations that 
worked well enough,
APL decided to end 
its ocean service to the 
East Coast.

“They needed 
people who knew 
something about the 
railroad industry, and 
they were recruiting 
very hard. They were 
already in the 
intermodal business 
in terms of being one 
of the leaders in of-
fering through bills of 
lading from Asia to 
points in the U.S., 
which was called 
microbridge at that 
time,” Orris said.

Just after APL 
stopped its water ser-
vice, along came the 
worst snowstorm in 
memory, paralyzing 
the eastern portion of 
the United States.

Bruce Seaton, then head of APL, sent 
Orris and Steve Schmidt, formerly of Sea- 
Land, to New York with other APL execu-

tives to straighten out 
thousands of loads, 
Orris recalled.

“There was no in-
frastructure in place, 
and we were sud-
denly hit with thou-
sands of loads 
scattered erratically 
around the East 
Coast. We worked 
seven days a week 
for four months to get 
our service recti-
fied.”

“We opened up 
terminals, put priori-
ties around stripping 
loads, which were 
mostly picked up by 
customers. Importers 
were dying for their 

merchandise. Many had missed the Christ-
mas season,” he said. The whole logistics 
network, road and rail, had been thrown 
out of kilter in the affected areas.

“APL hadn’t hired me to run terminals

and strip freight, but to manage its con-
tracts with the railroads,” Orris said. When 
the crisis eased in New York, he moved to 
APL’s headquarters in Oakland, Calif. “I 

went out and hired 
people from ra il-
roads, including 
some I remembered 
from the Rock Island 
hearings who had tal-
ent but had left the 
industry.”

Orris described 
Seaton “as being my 
mentor for the time I 
was at APL.” Under 
Seaton’s tutelage, he 
rose swiftly from 
manager of in ter-
modal operations to 
vice president of that 
same division.

“Seaton got me in-
volved in the invest-
ment banking 
world,” he said. “He 
took me to Asia, 
where we were sell-
ing coal. Bruce edu-
cated me at a level 
where I had never 
been before. He had 
me participate in 
APL’s board meet-

ings, although I was never on the board.
“Some would tell you he gave me too 

much unequivocal support,” Orris said. 
“We did disagree from time to time, and in 
the end, vehemently so. Before that hap-
pened, he opened up the world for me.”

Stacktrain Gestation. How did the
idea of a stacktrain come about? “I tried to 
develop that concept when I was with the 
Denver and Rio Grande,” Orris said.

“There were physical limits for railcars. 
If they were more than 89 feet in length, 
you’d have curvature problems. The chal-
lenge was to make the most of given con-
straints. How long could you go? How 
wide can you go? How high could you go 
and stay on the track?”

In addition to those uncertainties, “you 
couldn’t send double-stack trains east of 
Chicago at the time,” he said.

“In 1975, we designed a rail car that 
looked like an oversized gondola with one 
container in the well and two more on top, 
end-to-end.”

Although Western Pacific and the Den-
ver and Rio Grande proposed sharing the 
costs of developing stacktrains, the 
Burlington Northern demurred, “not want-
ing containerization to come into play. We

“Our philosophy 
was that railroads run 

trains very well. Our skill 
set was to manage 

the chassis, empties, 
equipment balance, 

pick-up and delivery, 
billing, etc., 

which complemented 
the railroads ’ core 

competency o f running 
trains. ”

((It showed that you could 
effectively delay a merger 
forever. The Rock Island 

Railroad went broke 
because the proceeding 
took so long. The point 

o f that case, for me, 
was that it exposed 

me to the whole Western 
railroad industry for four  

years. I met the top 
executives, and grew 
to understand how 

railroads really worked. ”

Donald C. Orris
chairman and chief 
executiive officer,
Pacer International, Inc.
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did not pull it off, and the idea died there,” 
Orris explained.

In 1978, Sea-Land, in conjunction with 
a rail car manufacturer the Southern Pa-
cific, actually built a double-stack car. “It 
was heavy,” Orris recalled. “The SP did 
not encourage its expansion by offering 
price incentives, other than to Sea-Land. 
So, for various reasons, SP’s venture did 
not make much of a splash.”

In 1979, playing off the image of the 
previous season’s storms, U.S. Lines took 
out big ads that said, “Ship by an all-water 
route. Don’t get caught in the snow this 
year.”

“I had one of them blown up poster- 
board size to keep in my office as an 
incentive to drive business our way,” Orris 
said. “We put in unit train operations, the 
so-called ‘liner trains.’ By 1984, it was a 
natural progression for us to go from unit 
trains to stacktrains.”

A PL’s first trains com prised 20 
stackcars, that could travel at speeds of 70 
miles an hour. Each stackcar, an articu-
lated unit of five platforms, could carry 10 
containers.

“We didn’t seek approval from the 
American Association of Railroads for the 
cars. They were operated under an inter-
change agreement with the Union Pacific 
and the Chicago & Northwestern. We didn ’ t 
take umpteen months for testing. We put it 
out there off the production line. One de-
fect —- brake cylinders that wore out be-
cause they hadn’t been properly aligned — 
shut the cars down temporarily, but that 
was the only major glitch,” Orris said.

When all of those cars failed, virtually 
simultaneously after only two months in 
service, “the Union Pacific’s Jerry Davis 
supported us without hesitation in fixing 
them. You don't find that kind of risk 
support very often in any industry. The UP 
had been the underlying carrier with whom

we had the contract. After that first crisis, 
things went smoothly,” he said.

APL owned the stackcars in those days. 
“We had people in the terminals who actu-
ally planned the loading of the trains, put-
ting the heavy containers on the bottom 
and the lighter ones on top.” The tracks, 
engines, train crews came from APL’s 
associated rail carriers.

“Our philosophy was that railroads run 
trains very well,” Orris explained. “Our 
skill set was to manage the chassis, emp-
ties, equipment balance, pick-up and de-
livery, billing, etc., which complemented 
the railroads’ core competency of running 
trains.”

“We were basically telling them how to 
load a train. They had people to load it, 
according to our configuration. We had all 
of the billing prepared and handed to them. 
All they had to do was to hook the cars 
together and go. They were our rail cars. 
We did the preventive maintenance on the 
cars. We wouldn’t wait for them to bad- 
order. We’d tear down the cars to inspect 
them at the basic frame level, so we 
wouldn’t have failures in-route. A 200- 
container, 20-car train is a mile long, count-
ing three or four engines. If you have a 
two-man crew out there and it breaks down, 
someone had to walk a long way to switch 
it out,” he said.

Later, after height clearances were alle-
viated, “on Conrail’s territory east of Chi-
cago, we ran trains with 400 containers per 
train. Doing that brought your crew costs 
per container down to the point where it 
didn’t make any sense to extend the trains 
further. You weren’ t saving enough money 
to keep going. West of the Mississippi, up 
to North Platte, we could run 36 cars on a 
train.

“We had people who worked with dis-
patchers in the middle of the night to con-
solidate trains, because we had negotiated

“A  200-container, 
20-car train is a mile 
long, counting three 

or four engines.
I f  you have a two-man 

crew out there 
and it breaks down, 

someone had to walk 
a long way 

to switch it out. ”

price incentives for length, which saved 
the railroads money.

One facet of the stacktrain that wasn’t 
widely perceived at first was the ride qual-
ity. “We put a table, unblocked and 
unbraced, in the back of a container, and 
set it for dinner with crystal and china,” he 
said. “We shipped it to New York. Every-
thing arrived intact. Nothing fell off the 
table. That changed some people’s think-
ing.”

Sudden Sacking. APL’s pool of hired 
talent had a good run through the 1980s. 
“On average, you would be promoted at 
17-month intervals,” Orris said. “I wanted 
to see that continue. Studies at the time said 
that the trans-Pacific was going to be a 
tough world for the foreseeable future.

“Competing with Asian carriers was go-
ing to take away APL’s ability to be a high 
flyer. By 1990,1 was promoting a number 
of alternatives for us that would change the 
shape of the company, shifting its focus 
more toward inland transportation. We were 
looking at having 7,000 trucks on the road, 
so we could provide something like the 
services that a J.B. Hunt offers today.”

Orris also tried to persuade his boss, 
Seaton, to consider a merger between APL 
and the Santa Fe Railroad, since portions 
of both were under common ownership.

“I was adamant that we had to change 
APL to retain the edge that we had in the 
shipping business.” Angered by his persis-
tence, Seaton peremptorily asked him to 
leave the company. “I was gone that same 
day,” Orris said.

After Orris left, “APL’s in-house truck-
ing operations went away. The intermodal 
retail services largely ended,” he recalled, 
although APL retained the stacktrain. 
“There was a new regime. The company’s 
shape changed sharply. Seaton himself left 
a short time after he fired me.”
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Entrenched Culture. Orris had met 
Phil Anshutz, chairman of the Southern 
Pacific, twice before leaving APL. “I went 
out in the job market looking for a posi-
tion,” Orris said. “Phil was one of several 
people I called.” Within a week, Anshutz 
had hired Orris to be executive vice presi-
dent of the Southern Pacific.

The SP was troubled — some observers 
would say semi-paralyzed — by an aging 
mindset. Yet, during Orris’s six-year ten-
ure, the SP’s intermodal cost dropped into 
the range of 30 cents per mile. Much of that 
came from a shakedown and sharpening of 
the railroad’s intermodal operations, in-
cluding railcar management and sub-con-
tracting of terminals.

Orris credits the SP’s Tom Schurstad, 
who is now running the Belt Railroad in 
Chicago, for many of those cost reduc-
tions.

Was Orris frustrated by the SP’s anti-
quated corporate ethos? “There were a lot 
of issues,” he said. “They had an entrenched 
culture from so many years of being the big 
guy on the block. Some change occurred 
while I was there, but I’m reluctant to take 
any credit. I was a player, but there were 
others, too. Tom Matthews altered the SP’s 
whole approach to dealing with labor. The 
unions made some large concessions to 
help the railroad along. We spent $1.4 
billion on new locomotives, which had 
been a 20-year problem.”

Much of what Orris and others tried was 
unsuccessful, and the old ways they 
couldn’t change caused havoc when the 
Union Pacific acquired the SP in 1996.

Orris had a positive relationship with 
Anshutz, although the SP’s personable 
chairman wasn’t the mentor for him that 
Seaton had been. By 1996, Orris was the 
railroad’s president and chief operating 
officer for a brief period.

Another Departure. When the Union 
Pacific bought the SP, Jerry Davis and Bob 
Starzel were the only SP executives re-
tained by the UP. “The rest of us were all 
released when the acquisition was com-
pleted,” Orris said. “We all knew that was 
going to happen. There was never any 
dialogue about us staying, or anything like 
that.”

The UP had plausible reasons. “They 
were looking for substantial savings, and 
they didn’t need double executives walk-
ing around,” he explained.

“I won’t tell you that my plans were 
totally firmed up when I left SP,” said Orris 
said, who went to Taiwan for a pre-ar-
ranged stint of railroad consulting for an 
engineering firm out of New York, and 
then to Mexico to advise the Grupo Mexico

in that country about how to bid on a 
pending railroad privatization.

Sensing A  Sale. When the UP was
doing due diligence during its acquisition 
of the SP, “it looked hard at a number of 
companies that SP owned,” Orris said.

Among the railroad’s subsidiaries were 
a trucking company that operated special-
ized flatbed services, an intermodal com-
pany, and other entities involved with 
environmental and technological systems.

“When I heard 
the stacktrain was going 
to be sold, I  called APL’s 
Tim Rhein and asked him 

if  that was true.
He confirmed it, and told 

me the analysts 
were projecting a price 

range o f $300-$400 
million. I f  we could (play 
in that ballpark, ’ Rhein 
said, we were welcome 

to put in a bid. ”

“I could tell from the UP’s review that 
they were going to sell most of these units. 
I talked to the operating presidents of two 
of those divisions and asked them if they 
wanted to join me in a partnership and 
make an offer for both subsidiary compa-
nies, when and if the UP decided to sell 
them.

“We had no inside information that UP 
would sell them. It was just second-guess-
ing on my part,” he explained.

Orris and his two partners put in an 
unsolicited bid for the SP subsidiaries, and 
convinced the UP and its investment bank-
ers “that what we were offering was more 
than they could get on the market,” he said.

Those two SP subsidiaries, the flatbed 
trucking company and the intermodal ser-
vice provider, were the start of Pacer Inter-
national.

The intermodal company, Able-Trans, 
acted as an intermediary contracting with 
the railroads to move containers for manu-
facturers of toys and general merchandise.

The flatbed trucking company, Pacer 
Transport, did specialty hauling, including 
handling materials for the SP.

“We cut a deal with the UP to do our 
acquisition,” Orris said. “I went to New 
York with my tin cup and found equity 
sponsors to put up the capital behind the 
acquisition. That was Eos Partners. We 
completed our transaction in the spring of 
1997.”

Functional Orbits. The logistics side 
of the two initial divisions have been ex-
panded by additional acquisitions since 
1997, Orris explained.

Pacer was founded on the concept that a 
larger slice of the outsourcing of freight 
distribution in North America will go to 
third-party logistics providers that are 
multi-functional.

“Providing multiple, coordinated ser-
vices is what is driving the entire third- 
party industry,” he said.

The logistics side of Pacer comprises 
warehouse and deconsolidation operations, 
local trucking, heavy-haul and specialized 
trucking, truck brokerage, and a logistics 
management company in the true sense,” 
Orris said, meaning “that doesn't handle 
freight but offers supply chain-type analy-
sis and transportation management.”

From an operating point of view, they 
are companies within companies. “But they 
all have a common, shared sales organiza-
tion, and from a customer perspective, are 
truly one company called Pacer Logistics,” 
Orris explained.

Pacer Logistics is a $400-million divi-
sion of Pacer International, with 600 sala-
ried employees and more than a thousand 
truckers that own their own rigs. The latter 
“stay with you exclusively,” Orris said, 
“although they can leave at any time.

“All the companies we acquired did one, 
two or three things. We have regrouped 
them internally around their actually func-
tionality, from an operating point of view. 
They operate at this point under the name 
of Pacer,” Orris said. “We have common 
offices where our various functions re-
side.” Each operating division has a lead 
executive who reports to Orris.

Specific  Locales. Pacer International’s 
intermodal marketing services unit has a 
Chicago operating base. Pacer Highway 
Services, the truck brokerage unit, is in 
Walnut Creek, Calif, along with Profes-
sional Logistics, the supply-chain logistics 
unit.

Pacer Transport, a unit for specialized 
and heavy-haul trucking, is located in Dal-
las. Pacer Logistics’ warehousing and dis-
tribution is based in Los Angeles.

Pacer International’s equity partner is 
Apollo Management LP, which manages 
funds exceeding $ 10 billion. With Apollo ’ s
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“We have a contract 
with APL saying that APL 

and Pacer will buy 
transportation together 
from the underlying 

railroads. That means 
that APL, Pacer, 

and Pacer’s intermodal 
company operations 

have about a billion dollars 
of purchasing power.”

backing. Orris may buy as many as four 
additional 3PLs in 2000.

When Pacer International agreed to pay 
up to $315 million for APL’s North Ameri-
can stacktrain operation in May, financial 
overseers from Apollo “were naturally 
deeply involved,” Orris said. For much 
less costly acquisitions, “they are no less 
diligent, but usually visit the proposed ac-
quisition with us and then monitor our 
monthly progress.”

Ironic Acquisition . Pacer was not the
only possible buyer for APL’s stacktrain 
business. The Santa Fe, Union Pacific, and 
N orfolk Southern, as well as CSX 
Intermodal, all have stacktrain operations 
and were interested parties.

John W. Snow, CSX Corp.’s chairman, 
president and CEO, told American Shipper 
that “we looked at it, but the bottom line 
was that we didn’t think it fit with us. It was 
a fine property and a good asset, but other 
bidders saw more value in it than we did.”

“The biggest competitor that we knew 
of was Norfolk Southern,” Orris said. 
“There were a number of other bidders.”

Was there a satisfying irony, for Orris, 
when he was able to acquire a stacktrain 
operation that he had helped to start, from 
a company that had once summarily sacked 
him?

“Y ou always think of the deal before any 
personal considerations,” he said. “And 
that acquisition was very good for us.”

“When I heard the stacktrain was going 
to be sold,” Orris recalled, “I called APL’s 
Tim Rhein and asked him if that was true. 
He confirmed it, and told me the analysts 
were proj ecting a price range of $300-$400 
million. If we could ‘play in that ballpark,’ 
Rhein said, we were welcome to put in a 
bid.”

That was out of the range of Pacer’s 
equity partner at the time. After negotia-
tions, Apollo agreed to acquire the first 
equity partner’s stake in Pacer, and put up 
sufficient capital for the acquisition.

All of the staff members at APL who had 
been involved with the stacktrain opera-
tion came over to Pacer, at Orris’s request.

“We no longer contract individual 
trains,” he explained. “There are hundreds 
of schedules out there, but the fact is that 
they are not all solid A PL-Pacer 
stacktrains.”

Pacer doesn’t own most of the rail cars 
any more. "The railroads no longer de-
mand the accountability that APL origi-
nally took on. The stacktrain is run more 
like a franchise today,” Orris said.

“The cars, containers and chassis we 
‘own’ in the old sense are really ‘ours’ now 
by dint of operating leases.”

In addition to previous APL equipment, 
Pacer’s name now appears on 1,500 new 
53-foot containers.

Contract Sp ecifics . Pacer’s logistics 
division hasn’t directed new freight to the 
stacktrain operation because demands of 
existing customers have largely limited its 
capacity for accommodating new “in- 
house” business.

“We have a contract with APL saying 
that APL and Pacer will buy transportation 
together from the underlying railroads. That 
means that APL, Pacer, and Pacer’s 
intermodal company operations have about 
a billion dollars of purchasing power,” 
Orris said.

“The railroad industry — all of it, in-
cluding automotive and bulk and every-
thing else — is a $40-billion industry. We 
are able to account for a substantial share 
of that with our combined intermodal busi-

ness,” Orris said.
According to the terms of Pacer’s 

partnering with APL, “we will always buy 
our transportation jointly. Pacer manages 
all of it, under a management contract with 
APL for a set dollar amount. The acquisi-
tion essentially bought us APL’s domestic 
intermodal business, and the earnings on 
that business,” Orris said.

If Pacer ever wanted to get out of the 
stacktrain business, there are certain limi-
tations. Pacer couldn ’ t sell to another ocean 
carrier for 20 years. But it could leave 
anytime by selling to “an appropriate party.” 
he said.

APL and Pacer share chassis pools and 
computer systems. “We came up with an 
operating agreement that allows all of the 
advantages of being married to a shipping 
company, yet provides a separation wherein 
we can fully concentrate on the domestic 
side.”

Representatives of NOL, which now 
owns APL, “were around during the acqui-
sition. They stay in touch,” Orris said.

What would happen if NOL were to sell 
APL? “We don’t ever spin hypothetical 
scenarios,” he said. “Our business, which 
is moving domestic containers, stands in-
dependently.”

Pact With CSXI. During the acquisi-
tion of APL’s stacktrain operation, Apollo. 
Pacer’s equity partner, insisted that Pacer 
negotiate a rail contract with a major un-
derlying carrier in the East. Norfolk South-
ern was out because it was bidding against 
Pacer.

“That left us with no other option but to 
cut a deal with CSX,” Orris said.

After the sale of APL’s stacktrain net-
work to Pacer, Orris and Lester M. Passa, 
now president and CEO of CSX Intermodal, 
signed a multi-level, 15-year contract worth 
about $200 million a year.

Their pact altered distribution patterns 
to the advantage of Pacer and CSX. Sev-
eral railroad analysts have predicted that 
costs per container mile will drop substan-
tially, although corroborative figures are 
not yet in.

The deal covers all of Pacer’s stacktrain 
movements east of the Mississippi, but 
doesn’t affect CSXI’s own stacktrains, or 
CSXI’s Western network.

Since the lifeblood of Pacer’s logistics 
divisions depends on proffering services 
made directly to shippers with the O.K. of 
every railroad it can reach, “we were care-
ful to protect our ability to work with NS,” 
Orris said.

“There’s no question that our arrange-
ment through CSX Intermodal is very posi-
tive for us,” he said. ■

74 AMERICAN SHIPPER: JANUARY 2000



TR A N SP O R T / iNLAND

Pacer consolidates 
local truck operations

WALNUT CREEK, Calif.
Pacer International has consolidated 

its local trucking operations, acquired 
through various mergers, into a single 
operating group, Pacer Cartage.

The North American freight trans-
portation and logistics services pro-
vider also named Michael J. Jacobsen 
and Kent E. Prokop as vice presidents 
of the respective eastern and western 
cartage divisions.

Jacobsen was senior vice president, 
operations and maintenance for ANR 
Advance Transportation. Prokop has 
served as general manager of Pacer 
Cartage since last year and oversaw 
portions of the company’s less-than- 
truckload operations.

Pacer’s trucking capacity comprises 
about 350 trucks that are owner-opera- 
tor units. The units were formerly asso-
ciated with MCS and Le vcon in Houston, 
Jacksonville, Kansas City and Mem-
phis; Cross Con in Chicago; and Inter-
state Consolidation in Los Angeles. ■

BNSF to build California terminal
STOCKTON, Calif.

Burlington Northern Santa Fe has begun 
work on a new 470-acre intermodal termi-
nal near Stockton, Calif.

The terminal will provide better service 
reliability between Northem California and 
the Midwest, BNSF said. The railroad op-
erates 62 scheduled intermodal trains per 
week between the two regions, including 
36 westbound and 26 eastbound trains.

Once completed in mid 2001, the termi-
nal will boost BNSF’s intermodal lift ca-

pacity in the area from 120,000 to 300,000 
units a year, said Fritz Draper, vice presi-
dent, operations and customer service.

The terminal will have two loading/un-
loading tracks averaging 7,000 feet long, 
capable of holding about 150 intermodal 
railcars. Three additional storage tracks will 
be able to hold 230 intermodal railcars, and 
will have nearly 1,000 container and trailer 
parking spaces.

The new terminal will replace a rail yard 
BNSF operates in downtown Stockton. ■

Norfolk Southern explores options in Europe
BRUSSELS

Norfolk Southern is looking at opportu-
nities in the European rail market.

Norfolk Southern has opened an office in 
Brussels and appointed Karsten Jespersen, 
as executive representative in Europe to 
consider business opportunities there.

The recent acquisition of a share of the 
Conrail network gave NS access to all the 
main U.S. Atlantic ports, said Robert 
Martinez, assistant vice president, market-
ing, at Norfolk Southern. This increased the 
railroad’s potential to get involved in trans-
atlantic activities.

Norfolk Southern tested the European 
market two years ago when it started a 
transatlantic intermodal joint venture, 
“Trans-Atlantic Rail Express,” with the 
Swiss intermodal operators Hupak and 
Intercontainer-Interfrigo. Intercontainer- 
Interfrigo has since effectively withdrawn 
from the venture.

Following the closure of CSX Corp.’s 
NDX Intermodal European venture, the only 
major involvement of U.S. railroads in Eu-
rope is that of Wisconsin Central Corp., the 
owner of English Scottish and Welsh Rail-
way. ■

Things you can do in less than an hour.

G e t a roll of I film developed.

Have a pizza delivered.

Turn around your truck f  at the Port of Georgetow n.

O u r 5 0  m inute a ve rage  turnaround m oves you r ca rg o  th rough  tw ic e  as fast as o the r ports.

O u r b ills  o f  lad ing  p ro ve  it.

P o r t o f  G e o r g e t o w n
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PORTS

In brief . . .
LA SETS CONTAINER RECORD. The
Port of Los Angeles handled a record 
387,166 TEUs in October, an increase of 
24.4 percent over October 1998, and per-
haps the largest month-over-month increase 
in the port’s history. “October is normally 
one of the busiest months of the year for us, 
but this October has been exceptional,” said 
Larry Keller, executive director of the port. 
“Not only are we at the height of the Christ-
mas season, but we’re at the height of the 
Y2K concern as well. Importers and major 
trading houses are trying to move their 
goods now to beat any chance of problems 
with the changeover to the new millen-
nium.” Los Angeles’ exports rose 15.6 per-
cent while imports jumped 23.3 percent. 
Empty containers also rose 33.3 percent.

LONG BEACH TRAFFIC UP 14.1%.
Strong holiday season imports and in im-
proving exports drove container volume up 
14.1 percent at the Port of Long Beach 
during October. The number of export con-
tainers rose 9.3 percent to 84,349 TEUS. 
Imports jumped 13 percent to 202,242 
TEUS. “Retailers are expecting a solid holi-
day shopping season, and Asia continues to 
show signs of turning around,” said Wilma 
Powell, the port’s director of trade and 
maritime services. The total 396,420 TEUs 
handled was the port ’ s third-highest monthly 
total. Long Beach set a record in number of 
empties handled, 107,827 TEUs, up 20.4 
percent from the year-earlier period.

JACKSONVILLE ADDS CRANES. The
Jacksonville Port Authority took delivery of

two 50-long-ton container cranes with two 
additional cranes to be delivered in February. 
The cranes, purchased from Hanjung of 
Changwon, Korea for $23 million, will be 
operational in January. The cranes delivered 
in February will be operational in March. 
Three of the cranes, including the two deliv-
ered, will be deployed at the Blount Island 
Marine Terminal. The fourth crane will be 
placed at the Talleyrand Marine Terminal. 
The additions give the port authority a total of 
14 cranes, eight at Blount Island and six at 
Talleyrand. The port terminals handled a 
record 771,782 TEUs in fiscal year 1999, 
which ended Sept. 30. Since 1993, 
Jacksonville’s TEU throughput has grown 
67 percent.

CRANES ADDED AT SOUTHPORT.
Port Everglades has taken delivery of its 
fifth and sixth post-Panamax container gan-
try cranes at its Southport Intermodal Ter-
minal. Dock Express’ vessel Dockwise XII 
delivered the two fully assembled 151-foot 
cranes, which were built by Samsung in 
Korea. The $ 10-million cranes will un-
dergo several months of testing before be-
coming operational next summer.

SINGAPORE EXTENDS REBATES.
PSA Corp., the operator of the port of 
Singapore, said that it will extend its tariff 
rebates through the end of 2000. The port 
operator said the measure is in line with the 
Singapore government’s efforts to help lo-
cal businesses be more competitive in their 
recovery from the economic slowdown. 
PSA Corp. said that it will cut costs by 
$ 13.4 million to give commercial rebates to 
its customers. The rebates package includes: 
The extension of the revised lift-on/lift-off 
rebates and off-peak incentives for one more 
year at PSA’s container terminals; rebates 
for wharf-handling, local store rent and lift- 
on/lift-off charges at the multipurpose ter-
minals ; 10-percent across-the-board rebates 
for storage charges of local containers at the 
container terminals; and a sharing of prop-
erty tax rebate with tenants at all PSA’s 
distriparks, multipurpose terminals and 
commercial buildings.

PORT OF HAMBURG VOLUMES UP.
The port of Hamburg handled 4.1 million 
tons of general cargo in October, the first 
time it exceeded 4 million tons in one month. 
October container volumes rose 10 percent 
to 343,801 TEUs. For the first lOmonthsof 
the year, the average growth rate in box 
traffic at the port was 3 percent. During the 
first 10 months, export container traffic 
from Hamburg to Asia and North America 
has seen double-digit growth. Container 
tonnage from Hamburg to the Far East

jumped 14 percent. Traffic to North America 
increased 18 percent, boosted by the favor-
able U.S. dollar exchange rate, a spokes-
man for the port of Hamburg said.

LE HAVRE BOX TRAFFIC FALLS.
The port of Le Havre reported a 6-percent 
fall in box throughput for October, to 
106,631 TEUs. The drop follows increases 
in container traffic experienced every month 
in the first nine months of the year for the 
French port. In October, inbound container 
traffic, including empties, was 52,282 TEUs, 
down 8 percent. Outbound box volume was 
54,349 TEUs, down 4 percent. For the first 
10 months, total inbound and outbound box 
throughput was 1.15 million TEUs, up 4 
percent. Inbound volume increased 4 per-
cent, to 578,614 TEUs, and outbound traf-
fic went up by 5 percent, to 567,129 TEUs.

ROTTERDAM PREDICTS GROWTH.
The port of Rotterdam predicted that the 
proportion of empty container moves in the 
port’s total container throughput will de-
crease from about 16 percent in 1998 to 12 
percent in 2020. In 1998, the Dutch port 
handled a total of 4.8 million TEUs, of 
which 820,000 TEUs were empty contain-
ers. The port’s total throughput is expected 
to rise to 17.6 million TEUs in 2020, of 
which 2.1 million TEUs are forecast to be 
empty boxes. There are more than 30 de-
pots for empty containers in the port of 
Rotterdam. They hold some 70,000 TEUs 
— 20,000 TEUs of which are for leasing 
companies. The port of Rotterdam said that 
the depots, including offices and equip-
ment repair areas, cover 84 hectares in the 
port and employ 560 people. Multiple han-
dling of empty containers on the land side 
meant that empty container depots handled 
more than 1.6 million incoming or outgoing 
empty TEUs in 1998, an increase of 16 
percent over 1997.

ZHAPU PORT EXPANSION. The
World Bank is providing $14 million in 
equity funds and loans for a project to 
develop the port of Zhapu in China. CIG 
Zhapu International Terminal II, expected 
to cost $61 million, will comprise a multi-
purpose terminal capable of handling
225,000 TEUs and 600,000 tons of general 
cargo a year. The little-known coastal port 
of Zhapu is located on Hangzhou Bay, 
Zhejiang province, about 95 kilometers 
southwest of Shanghai. The port site is 
located near three major industrial bases in 
the Yangtze River Delta. The World Bank 
said the purpose of the project is to improve 
the competitiveness of export-oriented com-
panies in the port’s hinterland by providing 
significant savings in transportation costs.
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Forwarding

Direct Container Line
The Carson, Calif.-based freight con-

solidator has made several management 
changes.

Michael J. Dye was promoted to chief 
operating officer. He has been with DCL 
since 1995 as manager of full-containerload 
operations and, most recently, as vice presi-
dent of sales.

Bruce Ericson was named vice president 
of sales, responsible for management and 
coordination of DCL's U.S. sales force. He 
has worked at DCL for 11 years.

Tatsuya “Tats” Nakayama will head 
DCL’s Japan/U.S. import operations. He 
will manage both containerload and less- 
than-containerloads.

Maritime

Eller & Co.
Arthur C. Novacek, long-time president 

and chief executive officer of Eller & Co. 
Inc., has retired.

Novacek will be replaced by Louis Wain- 
wright Jr., who has served as a chief admin-
istrative officer for the Florida Department 
of Legal Affairs, and as assistant executive 
director and chief operating officer for the 
Florida Department of Revenue.

Novacek is an industry veteran who held 
senior positions with a number of major 
liner companies before joining Eller in 1983. 
He will continue to serve as a consultant to 
the company.

APL
Arthur O. Thomas has been named man-

ager of trade and regulatory affairs, a newly 
created position for the Oakland, Calif. - 
based carrier.

Thomas will serve as APL’s liaison to 
the international trade, documentation and 
trade finance industries. He will also work 
with U.S. government agencies, such as the 
Census Bureau and Customs, to ensure that 
APL complies with their rules.

Thomas joined APL in 1989 as the 
carrier's manager of export documentation 
in Denver. Prior to APL, he spent 10 years 
in sales and freight operations at Matson 
Navigation Co. in Oakland.

International Product Carriers
David Palmer has been named chief ex-

ecutive officer of IPC, which operates the 
fleets of Osprey Maritime Ltd. of Singapore 
and U.S.-based OMI Corp.

Palmer was executive vice president and

director, business development of Stolt 
Nielsen S.A. since 1997. He joined Stolt 
Nielsen in 1983 as project manager and 
served as managing director of the 
company’s Australian operation.

NYK Line (North America) Inc.
Peter I. Keller has been named executive 

vice president and chief operating officer, 
succeeding Dodd W. Fiori, who will retire 
in late January.

Keller has been an industry consultant, 
as a principal and owner of Peter I. Keller & 
Associates in Montreal, R.K. Johns & As-
sociates in New York, and as chief execu-
tive officer of Automated T erminal Systems 
in Washington.

He served as CEO of the Cast Group from 
1993 until 1995, when the group was sold to 
CP Ships. He was president of Cast North 
America from 1983 to 1992. Prior to that, he 
worked in various management positions 
with Sea-Land Service, since 1968.

Air

Kitty Hawk Inc.
Charles Carson has been named vice 

president of global marketing, and Pete 
Sanderlin has been named vice president 
and general manager of Kitty Hawk Inter-
national, the company ’ s wet-lease freighter 
operation based in Michigan.

Carson joined Kitty Hawk in September 
last year with more than 20 years air freight 
industry experience, including 13 years at 
Emery Worldwide.

Sanderlin, a retired U.S. Naval officer, 
was general manager and director of opera-
tions of American International Airways 
for several years.

Inland

Norfolk Southern
J.W. “Bill” Fox has been named senior 

vice president coal marketing, and Donald 
W. Seale as named senior vice president 
merchandise marketing.

Fox, who will be based in Roanoke, Va., 
joined a NS predecessor in 1969. He joined 
the coal marketing unit as assistant vice 
president of sales and service and was pro-
moted to vice president in 1995.

Seale, based in NS’s Norfolk headquar-
ters joined a NS predecessor in 1976 and 
served as director of market development, 
director of metals and construction, and 
assistant vice president of coal sales and 
service before being named vice president 
merchandise marketing in 1993.

Saia M otor Freight
Richard D. O ’ Dell has been named presi-

dent of the Southeastern regional trucking 
subsidiary of Yellow Corp.

O’Dell was vice president of finance and 
administration at Atlanta-based Saia. Prior 
to joining Saia in February 1997, he was 
vice president of finance and administra-
tion at WestEx, a Yellow Corp. subsidiary 
serving California and the Southwest.

He succeeds Jim Crisp who left to pur-
chase a North Carolina-based motor carrier.

C.H. Robinson W orldwide
John P. Wiehoff, senior vice president 

and chief financial officer, has been named 
president of the company.

D.R. “Sid” Verdoom, formerly president, 
will continue as chairman and chief execu-
tive officer. Chad M. Lindbloom will suc-
ceed Wiehoff as CFO, and Thomas K. Mahlke 
will take over as corporate controller.

Wiehoff joined the company as control-
ler and treasurer in 1992 after eight years 
with Arthur Anderson LLP. He was named 
president and CFO in June 1998 and pro-
moted to senior vice president, office of the 
president in November 1998.

Lindbloomjoined C.H. Robinson in 1990 
and has served as the company’s controller 
since June 1998.

Mahlke, has been with the company since 
1997 after four years with Arthur Anderson, 
where C.H. Robinson was one of his clients.

Ports

Port Everglades Authority
Paul D. DeMariano has returned to Port 

Everglades as port director. He replaces 
James J. O’Brien, who retired in July.

DeMariano served as Port Everglades 
director for seven years in the 1970s.

Most recently, he served as ports and 
intermodal market segment director for 
CH2M Hill. He also was president and chief 
executive officer of the Ports of Philadelphia 
and Camden, N. J., for four years; and manag-
ing director of the Jacksonville Port Author-
ity.

Port of Galveston
Katherine D. O’Neal has been named 

port director of the Port of Galveston, T exas.
O’Neal was deputy director at the Port of 

Palm Beach, where she was involved in 
policy development, strategic planning and 
port development. She also served as deputy 
executive director for administration and 
treasurer to the Virginia Port Authority 
from 1990 to 1996.
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TACA lines raise bunker charge

Trans-Atlantic Conference Agreement lines will increase east- 
bound and westbound bunker surcharges on Jan. 1.

The bunker charge for traffic to and from 
U.S. Atlantic and Gulf ports will rise from 
$21 to $28 per 20-foot container and from 
$42 to $56 per 40-foot or 45-foot box.

The surcharge for shipments to and from 
Pacific Coast ports will increase from $32 to $42 per 20-foot box 
and from $64 to $84 per 40-foot or 45-foot container.

TACA said that fuel prices have continued to rise and the 
conference will continue to monitor fuel prices on a quarterly basis.

The bunker charges apply to shipments moving under TACA 
conference-wide service contracts and under tariff.

Med Shipping, Hyundai revise Atlantic route

Hyundai Merchant Marine has extended its joint service agree-
ment with Mediterranean Shipping Co. on the transatlantic route 
through the end of 2000.

The transatlantic carriers, will revise their joint weekly con-
tainer services — U.S. North Atlantic/northern Europe and U.S. 
South Atlantic/Gulf/northern Europe — in January.

The new North Atlantic rotation will eliminate a Hamburg call, 
creating the following port rotation: Boston, New York, Baltimore, 
Norfolk, New York, Antwerp, Bremerhaven, Felixstowe, Le Havre 
and Boston. This loop will continue to employ four ships.

The Hamburg call will be picked up by the carriers’ South 
Atlantic/Gulf service, which will then use six ships instead of the 
five. The rotation of the service will be Veracruz, Altamira, 
Houston, New Orleans, Freeport (Bahamas), Charleston, Antwerp, 
Bremerhaven, Hamburg, Felixstowe, Charleston, Freeport, 
Veracruz, Altamira and Houston again.

Atlantic Container Line takes slots on the two Med Shipping/ 
Hyundai services. Neither ACL nor Hyundai market the Mexican 
ports of call of the joint service.

Med Can ends inland pricing in Europe

The Med Can Conference, a group of shipping lines serving the 
Mediterranean Canada trade, said it has ended its long-established 
joint inland tariff.

The action has been taken to ensure compatibility with the 
regulatory regime within Europe, the conference said.

The European Commission has argued for years that confer-
ences did not have any immunity to set joint inland or intermodal 
rates in Europe.

The decision of the Mediterranean/Canada conference to dis-
continue inland pricing follows similar moves by the northern 
Europe/Canada conferences, the Trans-Atlantic Conference Agree-
ment and other conferences to and from Europe.

Members of the Med Can Conference are Canada Maritime, 
Cast, DSR-Senator and Zim Israel Navigation Co.

Evergreen hikes eastbound Atlantic rates

Evergreen Line will increase eastbound transatlantic rates by $160 
per 20-foot container and $200 per 40-foot box, effective Jan. 1.

The general rate increase will only apply to current tariff rates 
and will not affect the current service contracts due to expire 
beyond Jan. 1, a spokesman for Evergreen said.

The eastbound rate increase by the non-conference carrier is 
identical to the price rises announced by the Trans-Atlantic Con-
ference Agreement.

P&O Nedlloyd raises Europe/Canada rates

P&O Nedlloyd is raising westbound rates on its non-conference 
north Europe/Montreal service, effective Jan. 1.

The increase is $200 per 20-foot container and $250 per 40- 
footer. The westbound rate change follows several increases in 
prices by P&O Nedlloyd and other carriers since summer in the 
strong North Europe/North America trade.

In addition, P&O Nedlloyd has raising its bunker adjustment 
charge to $42 per 20-foot container and $82 per 40-footer.

P&O Nedlloyd said it also plans to announce an eastbound 
general rate increase on its Canada/Europe service.

“K” Line/COSCO/Yangming revise services

The global alliance of “K” Line, Yangming Marine Transport 
Corp. and China Ocean Shipping Co. is revising four of its seven 

joint weekly transpacific services.
The carriers are changing the rotations and 

the vessels used in the “PSW 1/CALCO-A” 
and “ASX/CALCO-C” services, two loops 
that employ “K” Line vessels.

The PSW 1/CALCO-A service is adding a sixth ship and 
including a call at Singapore and an eastbound call at Kobe. Kobe

Far r el l  Lives
I N C O R P O R A T E D ®

A M E R I C A N  F L A G  C O M P A N Y
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was only called westbound. The transit time from Singapore to Los 
Angeles/Long Beach will be 19 days.

The ASX service will now use five containerships instead of the 
six and will no longer call at Kobe and Singapore. The voyage 
duration has been shortened to 35 days.

The carriers are also switching more capacity to their Pacific 
Northwest services. The 2,200-TEU vessels used in the “PNW/ 
NOWCO-A” service have been replaced with 2,800-TEU ships 
provided by “K” Line. The smaller ships have been moved to the 
ASX/CALCO-C service to and from California.

Revised days of the week of arrival and departure at the ports of 
Dalian and Xingang (Tianjin) are also being introduced within the 
China Northeast “CEN” loop operated by COSCO in the alliance. 
The revised rotation is Vancouver, B.C.; Long Beach; Xingang; 
Dalian; Qingdao; Kobe; and back to Vancouver.

Med/U.S. conference raises westbound rates

The United States Southern Europe Conference is the latest 
transatlantic carrier group to announce sharp increases in westbound 

rates.
Conference members Maersk Sealand and 

P&O Nedlloyd will raise rates on Jan. 1 by 
$240 per 20-foot container and $300 per 40- 
footer.

They will increase freight rates again on May 1, by $320 per 20- 
foot box and $400 per 40-foot container.

Med Pac Conference raises bunker charge

The Med Pac Conference, the group of shipping lines on the 
westbound route from the Mediterranean to the Pacific coasts of 
the United States and Canada, will raise its bunker charge to $50 
per TEU, from $30 per TEU, effective Jan. 10.

There is no conference agreement in the eastbound trade from 
the Pacific Coast of North America to the Mediterranean.

Med Pac Conference members are Italia, D'Amico and Zim 
Israel Navigation Co.

Med Can hikes rates, bunker charge

The Med Can Conference, the ratemaking agreement in the trade 
between the Mediterranean and the Atlantic coast of Canada, said 
it plans large increases in westbound rates for next year.

Effective March 1, freight rates will go up by $350 per 20-foot 
container and $500 per 40-foot box.

The conference will also increase its bunker charge to $35 per 
TEU, from $25, effective Jan. 10.

The conference is also amending its port-to-port rates tariff. 
There are no rate increases in the weaker eastbound trade.
Med Can conference members are Canada Maritime, Cast, 

DSR-Senator and Zim Israel Navigation.

Torm Lines boosts U.S./West Africa link

Torm Lines, the Danish shipping company, said it will increase 
the frequency of its U.S. East and Gulf coasts/West Africa service 

to every 10 days.
Torm’s multipurpose tweendeckers call at 

Houston, New Orleans, Savannah, Norfolk 
Philadelphia and New York in the United 
States, and the West Africa ports of Dakar 

Senegal; Banjul, Gambia; Conakry, Guinea; Freetown, Sierra 
Leone; Monrovia, Liberia; Abidjan, Ivory Coast; Takoradi and 
Tema, Ghana; Lome, Togo; Cotonou, Benin; Lagos/Apapa, Cala-
bar, Warri and Port Harcourt, Nigeria; and Bouala, Cameroon.

Cho Yang leaves U.S./Brazil trade

Cho Yang Shipping has pulled out of the U.S. East Coast/East 
Coast of South America trade, citing increasingly heavy container 

repositioning costs.
Lower southbound volumes and an increase 

in northbound traffic have widened the trade 
imbalance, a Cho Yang executive said. 

Hanjin Shipping, DSR-Senator, Zim Israel 
Navigation and Pan-American Independent Line, the vessel-sharing 
partners of Cho Yang on this route, continue to operate the joint six- 
ship service.

From the United States, Cho Yang now provides only east/west 
services, as part of the United Alliance with Hanjin, DSR-Senator 
and UASC.

Cho Yang’s move is the latest in a series of withdrawals by carriers 
in the very competitive U.S./East Coast of South America trade. Di 
Gregorio, the Brazilian line, pulled out of the trade earlier this year, 
following the ending of the services of Transroll and Navieras.

Matson plans 3.9% rate hike

Matson Navigation Co. has filed a 3.9-percent rate increase in its 
U.S. Pacific Coast/Hawaii service, effective Feb. 14.

The increase is needed to offset rising oper-
ating costs and to support ongoing investment 
in containers and chassis, shoreside equipment 
and technology, Matson said. These costs in-
cluded a new three-year contract with the 

International Longshore and Warehouse Union, which provides an 
8-percent wage increase and hefty increases in benefits and pensions.
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Are we

Is the Internet taking us into the future or back to the past?
One logistics expert likened online retailers to settlers during 

the Oklahoma Land Rush of 1893. During what then was 
considered the greatest competitive event in American history,
100,000 prospectors raced on horseback to claim 42,000 par-
cels of land on the Oklahoma-Kansas border.

Perhaps the only difference between Oklahoma in 1893 and 
Silicon Valley in 2000 is that now men ride web pages and the 
“promised land” is an audience of millions of mouse-clicking 
consumers.

So, I suppose, history has a way of repeating itself. But are we 
ready?

Online retailing will take us back to days in the middle of this 
century, when delivery vans dropped fresh milk and eggs off on 
the front porch every morning, predicts one analyst. The only 
difference is that the vans will bring everything from diapers to 
home appliances. That leads to the real question —  the one on 
which e-tailing business plans ultimately rest: How much are 
we, as consumers, willing to pay for the convenience of home 
delivery?

Venture capitalists have bet the proverbial farm that we are 
willing to pay enough so that companies like Amazon.com and 
Webvan can eke out a profit on huge sales. And they couldn’t 
be wrong. Could they?

Well, probably not all of them. But, like the Oklahoma Land 
Rush, the race for e-tailing market share is likely to create more 
losers than winners. And, like the winners of 1893 that found 
their new home on the windswept prairie harsh and particularly 
cold, the winners of the e-tailing race may find their hard-fought 
success equally unrewarding. Many of the Oklahoma settlers 
quit and left just a few months after the rush.

Online concerns have so far shown a remarkable disregard 
for how important order fulfillment and customer service are to

ready?

their business models. That is changing, with Amazon.com 
leading the pack.

Amazon has added more than 3 million square feet of distribu-
tion and warehousing space in the United States this year. Webvan, 
the upstart Internet grocer, says it will dump $1 billion into 
developing a national distribution network. Those investments 
highlight the importance Amazon and Webvan place on logistics, 
and how the stakes in the e-tailing game have grown.

Inevitably, e-tailers will need third parties to help mitigate 
the huge costs of building logistics infrastructure. For the 
business model to work, every player in the supply chain — the 
manufacturer, the retailer, the 3PL and the carrier —  will have 
to carve out a little margin to live on. But with e-tailers selling 
goods at well below list price —  even below cost in some 
instances —  where will the margins come from?

Some say it is merely a function of volume and economies of 
scale. Amazon, for instance says its book operations are already 
profitable. Others say it’s a matter of time — that e-tailers must 
compete on price to attract customers —  that once they capture 
enough business, eliminate enough competitors and build up a 
brand, they will be able to adjust prices to create profit.

When that day comes, e-tailers will be selling convenience. 
So ask yourself: How much is a saved car ride to Wal-Mart 
really worth?

Are we ready? Well, if history is our guide, Oklahoma has 
turned out to be a pretty nice place to live.
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