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N otes and C om m ents

By Joseph Bonney
and Tony Beargie

M If the experience of Montgomery Ward is typical, Central America and the
Caribbean could soon give Asia a run for its money as a supplier of textiles and
apparel to U.S. importers.

Chicago-based Montgomery Ward still gets upward of 98 percent of that merchan-
dise from Asia, said Lee J. Heisler, the company's international transportation
manager, but a variety of factors make such countries as Guatemala, Honduras, Costa
Rica, El Salvador and the Dominican Republic increasingly attractive as sourcing
points.

Although shipping rates are higher from Latin America than from Asia, other
elements give Latin America the advantage in total landed cost, Heisler said.

On the average, rates are about $500 to $600 per FEU higher in the Latin America-
U.S. trade than in the Asia-U.S. trade, he said.

But the transit time is four or five days from Latin America, versus three weeks or
longer from places such as Indonesia, he said. That can spell a difference in inventory
costs.

In addition, goods sourced in Latin America often carry lower duty rates than those
brought from Asia, he said.

Furthermore, textiles and apparel from Asia are more likely to run up against import
quotas than those from Latin America, he said. (RK)

m Peter Friedman, co-counsel to the Alliance for Competitive Transportation
(ACT), is taking apiece ofthe creditfor sending the maritime reform bill down the
tube.

Congress was barely out oftown when ACT sent outapressrelease over Friedmann's
name declaring:

"The Alliance for Competitive Transportation, which represents more than 98,000
companies, in virtually all economic sectors, was disappointed that the views of the
shippers were not included ....

"Because he (DOT Secretary Andrew Card) chose not to address American
industry's concerns about the growing anti-competitive practices of international
steamship cartels, among other issues, we opposed it. Ultimately, and we believe
predictably, his proposal failed." (DH)

m If Gov. Bill Clinton takes the White House, a “new approach” on maritime
reform is expected. When asked whatthat “new approach” will be, no-one couldgive
an answer.

Democratic spokesmen predict that a Clinton Administration will be “more sympa-
thetic” than previous Republican administrations to the problems facing the U.S.
maritime industries.

While there are reports that APL and Sea-Land may initiate procedures to “flag out”
in the next few months , the nation’s two largest multimodal containership operators
discount any speculation that they are “giving up” on winning a reform package in
1993. On the other hand, they warn that “time is growing short” since both operators
“face near-term decisions” regarding future investment in their liner operations.

“We are impressed with the response our original call for action evoked,” American
President Companies chairman and chiefexecutive officer John Lille said. “Under the
leadership of the (Bush) Administration and both houses of Congress, we were able to
establish the framework of aprogram to maintain aviable U.S.container shipping fleet
that could compete with foreign-flag carriers in the international marketplace.”

John Snow, chairman and chiefexecutive of Sea-Land’s parent, CSX Corp., expects
that the momentum on maritime reform “will continue into the new Congress.” (TB)
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m Without any doubt, the biggest foke” ofthe year was
Congress’ decision to require fees for using the Federal
Maritime Commission’s Automated TariffFiling and Infor-
mation System.

Barring any unexpected developments (such as apocket veto
by the President), the law will be on the books. So, “officially”
the FMC will have to “enforce” the statute.

FMC chairman Christopher Koch has already gone on record
as saying that the new law is basically unenforceable.

But just how the commission will handle enforcement re-
sponsibilities is a major question.

Forexample, those refusing to pay the fees will have to cough
up $5,000 per violation for the U.S. Treasury. And, to add even
more fuss, the law contains a “criminal” provision. Parties who
refuse to pay the user fees will have committed “a class A
misdemeanor” under the new law.

Many shipping lines and conferences are now in the process
of trying to find a way to avoid the ATFI fees.

Transax Data, which claims to have 50-60 percent of all the
tariff business in the U.S. foreign commerce, and other major
firms are expected to get together to find a way of pooling their
information.

However, this may pose anti-trust problems, according to
Peter Cass, president of Transax Data.

“We can offer retrieval services atalower cost than the FMC,
minus the user fee,” Cass said. “We don’t like the idea of the
government competing with us by using tax dollars.”

An industry-wide meeting may take place in November,
Cass indicated. (TB)

m U.S. shipbuilders will try again nextyearfor legislation
to end excessive shipbuilding subsidies in foreign shipyards.

“We ran out of time,” Shipbuilders Council of America
president John Stocker said. “All our ducks were in line,” and
if Congress had been in session just for another week, the bill
would have passed, the SCA president said.

Now that a compromise has been worked out with the ship
operating side of the maritime industry, the legislation has
strong support in Congress, Stocker said.

In fact, Bush Administration officials quickly warned U.S.
trading partners not to interpret Congress’ inaction as a defeat
for the legislation.

“The issue of ending excessive foreign shipbuilding subsi-
dies will not go away,” Stocker said.

The Administration is still strongly committed to a long-
standing effort to end these unfair subsidies, and was in the
process oftrying to get international negotiations back on track,
Stocker said.

“Don’t be surprised if the negotiations resume in the very
near future.” If resumed, the talks will be held in Paris in late
October or early November.

All in all, 1992 is being viewed as a “good year for us,”
Stocker said. “We moved our big bill through the House and we
got serious attention in the Senate.”

Stocker is also encouraged by the Navy’s recent decision to
move forward with its $2.5 billion shipbuilding and conversion
program.

Bids are now being solicited from U.S. shipyards to build
approximately 20 new roll-on/roll-off ships, he noted.

And, the program also calls for the conversion of up to five
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ships to roll-on/roll-off tonnage. (TB)

wAH butoverlookedin the organized confusion surround-
ing the end ofthe 103rd Congress was demise ofthe shipper-
backed bill by Rep. Thomas Carper, D-Del., to revise the 1984
Shipping Act.

Among other things, the bill would have allowed direct
contracting between shippers and carriers. It also would enable
carrier conferences to keep antitrust immunity but require
Justice Department approval if their market share on a trade
route exceeds 60 percent.

The Carper bill’s chief proponents were members of the
Alliance for Competitive Transportation, an organization whose
ranks include many of the nation’s largest shippers.

The failure of the Carper bill surprised no one, because no
one ever expected it to pass this session. Several shippers said
it was meant as a shot across the bow of carriers — a warning
that if carriers abuse efforts like the Trans-Atlantic Agreement,
shippers may mount a real effort to pass a Carper bill next
session. (JB)

m Lookfor an effort in the next Congress to restore the
“Subpart F” provision that allowed U.S. owners offoreign-

flag ships to defer U.S. taxes on profits and dividends.

The provision was eliminated by the 1986 tax reform act. The
1986 act prohibited U.S. shareholders from deferring U.S. taxes
onincome oftheir foreign shipping corporations, even when the
income was reinvested in shipping assets.

U.S.owners offoreign-flag ships say the change has put them
at a disadvantage against foreign-owned competitors and is
largely responsible for a 40 percent decline since 1986 in the
U.S. share of open-registry tonnage.

Philip J. Loree, chairman of the Federation of American
Controlled Shipping, which represents U.S.-owned, foreign-
flag shipping, said time is running out.

Unless the Subpart F provision is changed, he said, “the
American-controlled fleet will virtually disappear, along with
any future U.S. tax revenues that might otherwise be derived
from the fleet’s future earnings.”

The administration’s cabinet-level working group headed by
Transportation Secretary Andrew Card has included SubpartF
as a subject to be reviewed by the Treasury Department during
the coming months. (JB)

m With its new entry in the non-vessel-operating common
carrier business, Norton Lilly Internationalis reviving a bitof
company history.

The new NVO, which is operating between the U.S. and
Europe and the Mediterranean, is called Norton Line. That was
the name of the original sailing-ship service that was founded
in 1841 and later grew into Norton Lilly.

During Norton Lilly’s long history, the Norton Line has been
used for several services, the most recent of which was between
the U.S. and South America until the 1960s. (JB)

m Whatis logistics?

It’s a word that has been stretched to mean almost anything.
Malcom McLean, the father of containerization, said he became
curious and checked his dictionary.
‘logjam,’ he said. (JB)

“It’s right in front of
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REGULATORY

Maritime program

down the tube

Government infighting, industry division,

election-year politics, and the lack of time kill it.

By Tony Beargie

The Bush Administration’s ambitious
proposal to overhaul the nation’s 56 year-
old maritime promotional program is all
but dead.

Whether or not the program will be re-
vived next year depends on a number of
unpredictable factors.

But, in the near term it appears there will
be little if anything on the horizon when it
comes to commercial maritime reform.

In the short time of four months, official
Washington and the maritime community
went from a state of cautious optimism to a
mood of uncertainty, frustration, and divi-
sion.

What went wrong?

In the first place, despite all of the initial
cheering and fanfare which accompanied
the program, there was very little time for
the legislation to work its way through
Congress.

Secondly, the long-standing divisions
between the shipbuilders and ship opera-
tors and between the larger and smaller
U.S. flag carriers resurfaced.

Then, to complicate matters even more,
the question of adequate funding cropped
up and was never resolved.

Finally, in-fighting between the Depart-
ment of Defense and the Department of
Transportation over money, turf, and even
the need for the 74 ships (from a national
security standpoint) was a major blow to
the legislation.

Last-Ditch Effort Fails. A last-ditch
effort by Sen. John Breaux, D-La., to find
funding for the program was aborted after
the Department of Defense shot it down.

As Congress neared adjournment, DOT
informed Breaux that it would find a way to
pay for 57 of the 74 Contingenecy Retainer
Program ships, if DOD would relinquish
$300 million to pay for the operation of
approximately 17 vessels.

DOT’s share would have been $800 mil-
lion of the $1.1 billion program. But DOD
would not cooperate, and this was the final
straw that killed chances for the Bush pro-
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gram to clear Congress this year.

While Breaux’s attempt to get some $300
million out of the Defense Authorization
bill to help pay for contingency retainer
fleet funding appeared to be the final straw,
it also showed that the Department of De-
fense was in no mood to cooperate.

Heated conversations were said to have
occurred between Transportation Secretary
Andrew Card and Deputy Secretary of De-
fense Donald J. Atwood over Breaux’s
amendment to the DOD legislation.

It is understood that Atwood said that
DOD would give in and back the strategy to
excise $300 million from the authorization
bill if DOT and the Maritime Administra-
tion would turn over the Ready Reserve
Fleet to DOD. Cardrefused and that was the
end of it, American Shipper was told.

“Itis very apparent that at this stage that
the Department of Defense wants a free
ride,” Breaux said. “They want the ships,
but they do not want to have to pay for them
out of their budget.”

It will be remembered that the Adminis-
tration rolled up its sleeves and went to
work in earnest on a new program soon
after American President Lines and Sea-
Land threatened to leave the U.S. flag un-
less major policy reforms were enacted.

APL and Sea-Land buried the hatchet,
warning they would leave U.S. registry and

“Therefore, the issue of
the two major U.S.-flag
containership operators dis-
posing of their U.S.-flag
fleets is primarily an eco-
nomic issue, rather than a
national security issue, and
should be treated accord-

ingly.”

Department of Defense memo

take their ships with them in 1995 if the
government and Congress failed to come
up with a new policy.

Newly appointed DOT Secretary An-
drew E. Card took the warning very seri-
ously. After agreat deal ofinfighting within
the Administration he won support for a
new maritime program, which was unveiled
in June and sent to Congress in legislative
form in July.

But while DOT viewed the APL and Sea-
Land warning with alarm, DOD in effect
said “so what?”

DOD’s handwriting was already on the
wall back in early June. In a memorandum,
Assistant Secretary of Defense for Produc-
tion and Logistics Colin McMillan informed
Administration policy-makers the U.S.
would not need the APL and Sea-Land
ships for “surge shipping” and sealift re-
quirements even “in the most demanding
scenario.”

“Therefore, the issue of the two major
U.S.-flag containership operators dispos-
ing of their U.S.-flag fleets is primarily an
economic issue, rather than a national secu-
rity issue, and should be treated accord-
ingly,” McMillan wrote in the DOD memo.

Another Setback. Although the fund-
ing issue presented the major roadblock for
congressional action, another behind-the-
scenes development didn ’thelp matters very
much.

This involved the Bush Administration’s
proposal to relax U.S. citizenship require-
ments so that foreign interests could come
into the program.

According to an industry source who
was keeping aclose eye on the situation, the
immediate objective was to bring Maersk
Line into the contingency retainer program.

DOD has experience with Maersk, which
operates 23 ships for DOD, and backed the
idea but most ofthe U.S.-flag shipping lines
were opposed. The provision found its way
into the revised House bill, but it was shot
down by the Senate.

What Will APL And Sea-Land Do?In
a joint appearance before the House Mer-
chant Marine & Fisheries Committee this
past summer, John Snow, chairman of Sea-
Land’s parent, CSX Corp. and John Lillie,
chairman of American President Cos. (par-
ent of APL) said they needed the reform
legislation “this year.”

What will the two companies do now that
the legislation is dead for the foreseable
Will they begin to make plans to
flag out beginning in 1995?

The situation as it now stands “certainly
points us in that direction,” American Ship-

future.

per was told. [ ]
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EC logistics: ‘No magic formula’

Few companies have integrated logistics strategies for

unified Europe. Big obstacle is companies’ organizations.

By Joseph Bonney

It all sounded so easy: Removal of trade
barriers in Europe would enable companies
to set up nice, neat logistics systems for
continent-wide manufacturing, distribution
and sales.

It hasn’t gone that smoothly, according
to anew study commissioned by the Coun-
cil of Logistics Management.

Although many companies have found
ways to cut costs or improve service within
European nations, only ahandful have come
up with a continent-wide strategy for inte-
grating the various elements of corporate
logistics.

“Progress has been slower than was pre-
dicted four or five years ago,” said James
Cooper, director of the Cranfield Centre for
Logistics and Transportation in the U.K.
“Companies have put a lot of effort into
change, but they have not gotten far be-
cause they’ve focused on the wrong things.”

Only a few firms have reorganized their
management structures to take advantage
of the opportunities presented by a single
European market, according to the CLM-
sponsored study.

The biggest obstacles are not legal or
political barriers but are internal corporate
barriers, the study found.

Many shippers — and many third-party
logistics providers — are still organized on
anation-by-nation basis. A number ofcom-
panies have moved to eliminate duplication
in their manufacturing operations, but that
generally is as far as they’ve gone.

‘No Magic Formula.’ It’s logical that
manufacturing would be the first place to
start, because the savings there can be sim-
plest and quickest to achieve. But many
firms could realize further savings — per-
haps up to 30 to 40 percent of total logistics
costs— by improving their distribution, the
study indicated.

That’s where internal corporate struc-
tures tend to get in the way. Some company
officials feel that at least for now, it makes
more sense to put up with inefficiencies in
the inventory pipeline than to jeopardize
marketing and distribution relationships
with customers.

Companies mustbe flexible in designing
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logistics systems, the study emphasized.

“There is no magic formula for effec-
tively integrating production and distribu-
tion,” said Kevin A. O’Laughlin of
Anderson Consulting. Each company oper-
ating in Europe has its unique products,
processes, organizational structure and com-
petitive factors to consider.

Developing a European logistics strat-
egy requires a company to consider the
tradeoffs of savings and costs in produc-
tion, inventory, warehousing and transpor-
tation, as well as in customer service.

Several companies have moved to con-
solidate distribution among multiple coun-
tries within Europe. Bosch-Siemens, for
example, plans to centralize its distribution
for four Scandinavian countries at a single
site in Stockholm.

Others still use country-by-country dis-
tribution systems. Japan’s Fuji finds it de-
sirable for marketing reasons to have the
local language on each box of film that it
sells, and is willing to pay more in inven-
tory costs to ensure that.

In many other companies, sales and mar-
keting staffs remain uneasy about relying
on supply from another country, at least
until the reality of a unified Europe more
closely matches the dream.

Despite the ballyhoo over a single Euro-
pean market, the ECs 12 nations will re-
main separate, with their own cultures,
languages and approaches to doing busi-
ness. Even so, the CLM study said, there’s
a general feeling that the change in Europe
will turn out to be an inexorable force
driving logistics integration.

Look Within. The first order of business
for any company involved in Europe must
be to figure out what it wants to accomplish,
and to adjust its approach accordingly,
O’Laughlin said.

Too many firms operating in Europe lack
the analytical tools to properly evaluate
their options, he said.

The changes in Europe have expanded
the options available to companies, but it’s
not easy to figure out the best approach.
“Often it feels like working on a jigsaw
puzzle without the benefit of the picture on
the box,” O’Laughlin said.

Firms that have been most successful in

developing a unified logistics strategy for
Europe are those that have been able to step
back and look at the entire picture, he said.

More and more companies are doing
that, and are making logistics strategy a
boardroom concern. O ’Laughlin said aJohn-
son & Johnson official told him that while
a few years ago, logistics management
wasn’t among the company’s top ten con-
cerns in Europe, now it may be among the
top three.

Sometimes the benefits can be startling.
Digital Equipment said that although its
transportation costs may increase slightly
as aresult of its European logistics integra-
tion, total logistics costs ofinventory, ware-
housing and transport are expected to drop
by $40 million to $50 million over the next
two years.

Also cited as a success story by the CLM
study was Ciba-Geigy, which has shaved
its logistics costs by restructuring its pro-
duction and distribution system in France,
Spain and Italy. Others include Johnson &
Johnson’s Vistakon unit, Smith-Kline-
Beecham and Whirlpool Corp.

Yearlong Project. The CLM study on
European logistics was conducted by
Cranford and Anderson Consulting. Its re-
sults will be published in abook to be issued
in January.

The report, using original research and
case studies, ranged broadly over the logis-
tics challenges and opportunities presented
by a single European market.

The report found that in addition to the
obvious things such as lowering of trade
barriers and tariffs, change in European
logistics is being driven by several forces:

* High interest rates in Western Europe
areencouraging companies to trim invento-
ries and improve supply-chain management.
(In the former Eastern bloc, however, nega-
tive real interest rates still encourage over-
production as firms build inventories in
advance of expected inflation.)

* Transportation rates within Europe
may decline during the next two or three
years because of increased efficiency, but
will rise toward the end of the decade as
carriers face higher taxes and costs result-
ing from environmental regulations aimed
at reducing road congestion. This will af-
fect location of plant and warehousing op-
erations and may discourage centralized
distribution.

* Increased environmental awareness
in Europe will have far-reaching effects on
logistics. Besides increasing the cost of
transportation, environmental concern will
force companies to concentrate more on
“reverse pipeline flows” — the tracking,
removal, recycling and disposal of used



products and materials.

¢ Information and communications tech-
nology, although still in varying stages of
development across Europe, will become
more important in coordinating and con-
trolling logistics operations.

Vision. To minimize the problems and
take advantage of the opportunities in Eu-
rope, companies need to have a clear vision
of what they want to accomplish,
O’Laughlin said.

A company involved in European logis-
tics should evaluate its options as if it were
building a new system from scratch, and
should not be constrained by traditional
thinking, he said.

Companies also must focus on goals and
adapt their organizations to reach those
goals, he said.

Some of that, he said, is just basic good
management — being open to new ideas
and tapping knowledge within the com-
pany (“Most of us forget that for every pair
of hands that we hire we get a brain thrown
in to the bargain.”).

Companies that have established long-
term visions for logistics have developed
organizations in which responsibilities are
aligned not by function or geography, but
by process, the study said.

Third Parties. Many U.S.-based com-
panies have long been accustomed to per-
forming many of their logistics operations
in-house, while European firms have relied
more on third parties.

But the CLM report found that only a few
third-party providers are considered by their
customers to be innovative in the way they
design and delivery transport, warehousing
and other services to their customers.

The report said most European third-
party logistics companies are organized
along national lines, and that their ability to
develop effective pan-European services is
hindered by their organizational structures
and internal reporting relationships.

That is beginning to change, the report
indicated. Freight forwarders, who have
seen their documentation work decline with
the reduction of cross-border paperwork,
are becoming more aggressive in offering
third-party logistics packages.

“By the mid-1990s we expect a better fit
between the third-party logistics services
available and the needs of manufacturers
andretailers,” said Cranford’s Cooper. “One
direct result will be a consolidation of the
logistics services sector in Europe.”

Flexibility. Ifthere is any overriding theme
to the study, it is that there is no template
that can be applied to solve the European

logistics problems of all companies.

The creation of a single market on the
continent “is a process, not an event,”
O’Laughlin said, and companies must be
flexible in how they deal with it.

While there is danger in moving too
slowly, there is equal danger in being too
bold, the study indicated.

The most important drivers of European
logistics — transportation pricing, inven-
tory carrying costs, labor rates, system and
administrative costs, and performance is-
sues — will likely move in different and
offsetting directions for at least the rest of
the decade, the report said. Environmental
and social regulations are even more unpre-
dictable.
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The CLM study reported that some of the
companies that were surveyed indicated
that their initial attempts at logistics re-
structuring may have been overly aggres-
sive, and that now they’re reassessing their
approach.

Firms seeking to integrate logistics op-
erations across Europe must be careful not
to get so caught up in pursuing economies
of scale that they lose their ability to react
quickly to a changing business environ-
ment, the study warned.

The key is to deliver what the customer
wants, and there probably are as many ways
to do that as there are companies to do it,
O’Laughlin said. “There is no magic for-
mula,” he emphasized. ]

Camp becomes CLM president

Robert C. Camp, manager of
benchmarking competency at Xerox Corp.,
was elected president of the Council of
Logistics Management at the organization ’s
annual conference in San Antonio.

Camp had been first vice president of the
organization. As president he succeeded Ira
M. Ross, hazardous materials transporta-
tion manager of Bristol-Myers Squibb in
New York.

Elected first vice president was Gary J.
Sease, senior vice president, operations ser-
vices, of American National Can Co. of
Chicago. Until recently, Sease had been
with Servistar Corp. as its vice president,
MIS inventory, inventory control and qual-
ity. Sease will be in line to be CLM’s next
president.

Other officers the
organization’s annual meeting in mid-Oc-
tober were:

* 2nd vice president, Franklyn C.
Hathaway, vice president, logistics, Van

elected at

den Berg Foods, Lisle, 111

* Secretary and treasurer, Nancy Haslip,
international marketing manager, supply
chain systems and consumer package goods,
Digital Equipment Corp., Acton, Mass.

George A. Gecowets of the CLM staff
was re-elected executive vice president of
the Oak Brook, 111.-based organization.

Committee chairmen for the coming year
are: annual conference, David A. Tarr, vice
president, distribution, Pet Inc.; planning,
William C. Coppacino, managing partner,
Northeast strategic services, Anderson Con-
sulting; roundtables, James S. Keebler, vice
president, distribution services, Hill’s Pet
Products; professional development,
Kathleen Strange, vice president, logistics,
Stride RiteCorp.; research, JoelL. Sutherland,
vice president, logistics, Curtin Matheson
Scientific Inc.; current projects, Robert E.
Bowles, distribution director, PPG Indus-
tries Inc, and Kenneth E. Novak, director,
logistics services, W.W. Grainger Inc. [ ]

Emmett to head NIT League as EVP

Edward M. Emmett, an Interstate Com-
merce Commission member since 1989,
will leave the ICC to head the National
Industrial Transportation League.

The NIT League post became unexpect-
edly open last summer when James Bartley,
the Washington head of the organization
for 20 years, suffered a stroke.

Bartley, who is recovering at home, will
remain president, with Emmett taking the
title of executive vice president.

Emmett’s departure from the ICC will
leave the commission with a 2-2 split be-
tween Democrats and Republicans.

Emmett is expected to leave the commis-
sion in mid-November, but said he would
not participate in pending cases in which
the NIT League is involved.

Before his appointment to the ICC,
Emmett served three years as executive
director of the Texas Association to Im-
prove Distribution (Texaid), an organiza-
tion dedicated to ending intrastate trucking
regulation in the state.

From 1979 to 1987, Emmett was a Re-
publican member of the Texas Legislature,
where he was chairman of the House En-
ergy Committee and amember ofthe House
Transportation Committee.

His earlier government experience in-
cludes a stint in 1975-76 as special assistant
to the U.S. secretary of health, education
and welfare.

Emmett, 43, has a B.A. in economics
from Rice University and an M. A. in public
affairs from the University of Texas. [ ]
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M ultiple -
shipper

contracts

FMC votes 3-1 to issue
proposed rule allowing two
or more shippers to make
service contracts without
having to set up third-party
shipper association.

The Federal Maritime Commission may
make it easy for two or more shippers to
""pool” their cargo to get better deals on
service contracts with carriers.

Affiliated companies already are able to
do it, but unrelated companies were com-
pelled to set up a shipper association to
realize the benefits of pooling.

Assuming the proposed rule goes through
the FMC’s comment and hearing process
without change, it could take effect this
year.

Multiple-shipper contracts would be at-
tractive, for example, to companies such as
Eastman Kodak and Xerox, both of which
arebased in Rochester, N.Y. and have cargo
movements that closely mirror each other.
A joint effort by the two companies was
actually considered several years ago but
was dropped following staff changes in
Rochester.
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The proposed rule also could be useful to
small shippers who do not have enough
business of their own to exercise any clout
with carriers but can muster substantial
volumes by working together, much as non-
vessel-operating common carriers engage
in co-loading of cargo.

The proposal for multi-shipper contracts
is strongly opposed by shipper associa-
tions, liner conferences and transportation
middlemen.

The shipper associations say multi-ship-
per agreements would hurt their businesses.
They say the effects would be felt most by
associations that concentrate on rate nego-
tiations and don’t provide a broad range of
other services.

Conferences also have criticized the pro-
posal. They said it would create legal and
practical problems. They cited possible dif-
ficulties in collecting freight charges or
damages when one shipper defaults and
there is no shipper association to turn to.

But the change was endorsed by the
National Industrial Transportation League,
the nation’s largest shipper association. The
NIT League said the change would expand
shippers’ opportunities to participate in in-
ternational trade.

Staff Opposed. The proposal for mul-
tiple-shipper contracts was opposed by the
commission staff, which contended that
such arrangements weren’t provided for by
the 1984 Shipping Act.

“It seems clear Congress intended ser-
vice contracts to be single service entities,”
a staff report said. The staff also asserted
that smaller shippers can easily form ship-
per associations.

FMC Chairman Christopher Koch, how-
ever, persuaded a majority of his fellow
commission members to disregard the staff
recommendation and move forward with
the proposed rule.

Commission members Ming Hsu and
Francis Ivancie voted for the proposal.
Commissioner William Hathaway dis-
sented, saying that Congress had rejected
the “joint venture” approach to service con-
tracting when it passed the 1984 act.

Ivancie’s vote for the proposed
rulemaking was reluctant. He joined Koch
and Hsu in voting for the proposal to pre-
vent the issue from dying on a 2-2 tie vote.
(The FMC ’s fifth seat has been vacant since
the recent resignation of Rob Quartel.)

With the FM C’s approval of the notice of
proposed rulemaking, the issue will ad-
vance for afinal vote after another round of
public comments. Ivancie said that if the
comments indicate problems, the FMC can
still reject the final rule when it comes up
for a vote.

Hathaway argued that the proposal should
be rejected. “Just sending this out to get
more comments would be a waste of time,”
he said.

Hathaway argued that the commission
should leave the rules as they are, “espe-
cially when there is no problem” under the
existing system of shipper associations.

Koch’s arguments in favor of the mul-
tiple-shipper contracts echoed those of the
NIT League. He said shippers would be
afforded more opportunities for service con-
tracting if companies could get together
without having to form as shipper associa-
tions.

“The ability for shippers to be given the
opportunity to freely enter into service con-
tracts that they believe best suits their trans-
portation needs should be encouraged,”
Koch said.

“This rule will give shippers greater flex-
ibility to participate in the world market-
place and to accommodate changing
transportation needs,” he said. “There is no
policy the commission has identified which
supports the federal government telling
shippers that they cannot join together to
contract for shipping services.”

He said that if two or more shippers want
to jointly contract with carriers, the FMC
shouldn’t stand in the way. “There is little
apparent reason for the commission to force
shippers to establish anon-profit third party
to negotiate for them, if they want to do it
themselves,” he said.

Koch said that under the current system,
smaller shippers are at adisadvantage. “The
proposed rule will help smaller shippers get
the same advantage as larger shippers,” he
said.

Hsu agreed. She said the commission
shouldn’t deny small shippers the opportu-
nity to take advantage of service contracts.
“The FMC should encourage, not contract,
the use of service contracting,” she said.

Even if the FMC wanted to restrict ship-
pers from joining forces to deal with carri-
ers, it might not have the legal authority to
do so, Koch suggested.

""We may not have the legal authority to
stop them, Koch said. The Interstate Com-
merce Commission allows multiple-ship-
per contracts for domestic transportation,
he pointed out.

He said thatin 1986, the FMC considered
the issue of multiple-shipper contracts but
declined to act. He said, however, that the
decision not to act was not because of legal
grounds.

Koch pushed for the multiple-shipper
proposal this year as part of his broader
package ofreforms he said aim to removing
restrictions on the free market wherever
possible. [ ]
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China Ocean Shipping Company
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Time/volume contracts protected

FMC approves rules to prevent conferencesfrom discourag-
ing members’ use ofindependent action.

For a shipper, few things are more frus-
trating than to negotiate a time-volume rate
with a carrier, then watch helplessly as the
rate is made available to other shippers.

The copying of a time-volume rate effec-
tively wipes out the advantage that the
shipper gained by negotiating the rate.

Now the Federal Maritime Commission
has moved to stop that practice and others
that the FMC says discourage the use of
independent action by conference mem-
bers.

The 1984 Shipping Act required confer-
ences to allow their members to depart from
joint tariffs by unilaterally filing rates un-
der independent action. The idea behind IA
was to give conference members more flex-
ibility in dealing with changing trade con-
ditions.

FMC Chairman Christopher Koch said
that by giving unanimous approval to a
final rule on IAs, the commission has em-
phasized the right of conference members
to file independent-action rates.

“The right of conference carriers to inde-
pendently price their tariffed services when
they choose to do so was a fundamental
right of the Shipping Act of 1984,” Koch
said.

The new FMC rule ensures that IA “will
be protected from conference interference,
and ensures that carriers will be unimpeded
in changing their tariffs to respond to mar-
ket forces,” he said.

Time-Volume Rates. The new FMC
rule (Docket 92-16) has several facets.
The most significant would prohibit con-
ference lines from participating in a time-
volume rate that another line files under
IA.

A shipper and carrier are unlikely to
enter atime-volume agreement if they know
that the carrier’s fellow conference mem-
bers could copy the agreement, the FMC
explained.

Although the 1984 Shipping A ct required
conferences to allow IA, the act was silent
on the use ofIA to adopt time-volume rates.
This was the first time the commission had
taken up the issue.

The FMC’s position on the issue was
supported by the Justice Department, the
Transportation Department and shippers.

Other Provisions. The new FMC rule
also pins down the definition of the term
“adopt” as it applies to IAs.

Under the new rule, if Carrier A files an
independent action that Carrier B adopts.
Carrier B must meet the identical terms for
cargo. (It can’t, for example, match the rate
only for the more lucrative cargo).

However, if Carrier B doesn ’tserve all of
the geographic area covered by Carrier A ’s
independent-action filing, Carrier B can
adopt the independent action for only the
area that it does serve.

Other parts of the new FMC rule would:

¢ Prohibit conferences from assessing
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fees on individual carriers for taking inde-
pendent action.

Several conferences have assessed their
individual members fees to cover the costs
of processing IA and open-rate filings. The
FMC feels this discourages participation in
IAs.

* Prohibit conferences from requiring
notice from member lines for adopting,
withdrawing, postponing or canceling IAs.

The 1984 act permits conferences to re-
quire notice periods of up to 10 days for
filing IA. The FMC felt that if a conference
imposed onerous notice requirements for
other actions dealing with IA, carriers might
shy away from independent action out of
fear they’d be locked into a competitive
disadvantage.

* Prohibit conferences from imposing
expiration dates on member lines’ IAs un-
less the member line hasn’t provide one on
its own.

This was mainly a procedural move to
prevent confusion that might result from
the filing of open-ended IAs. [ ]

Koch’s reform scorecard

FMC has approved most of reforms he sought.
One was scrapped. Another still being studied.

Federal Maritime Commission chairman
Christopher Koch has won approval ofmost
of the regulatory-reform package that he
unveiled this year.

The reforms were proposed as ways to
meet shipper objections to the 1984 Ship-
ping Act, which Congress has been unwill-
ing to tamper with.

Koch said he believes the effort at ad-
ministrative reform has been successful.
He pointed out that several of the reforms
have been approved, and that he hopes the
others can be acted on by year end.

The commission’s recent actions on
multiple-shipper service contracts and in-
dependent action on pricing are major ele-
ments of the reform package.

The FMC gave final approval to a pro-
posal that prevents conference members
from copying time-volume agreements that
an individual carrier negotiates and files
under independent action.

The proposal was part of a rule that
included other steps to prevent conferences
from discouraging carriers from filing in-
dependent-action rates.

The commission also has moved forward
with a proposal to allow two or more ship-
pers to sign service contracts without form-
ing shipper associations. (See related
articles, this page.)

During the last several months, the FMC
has approved other reform proposals to:

* Allow shippers and carriers to make
major changes in service contracts after
they are signed and filed with the FMC.
(Koch saw this as one ofthe most important
reforms.)

* Allow carriers’ certifications that they
arenot engaged in rebating to be filed every
two years instead of annually.

¢ Exempt marine terminal agreements
from having to be filed with the FMC.

* Reduce the costs that passenger-ship
operators must pay to fulfill financial-re-
sponsibility requirements.

* Reduce from 30 to seven days the
advance notice that carriers must provide
for tariff increases in the domestic offshore
trades.

* Waive financial filing requirements
for domestic offshore operators grossing
less than $50 million a year.

Because there was little support from the
industry, the FMC scrapped aproposal that
would have allowed the voluntary filing of
service contracts in the foreign-to-foreign
trades.

The major initiative still hanging is a
proposal to allow service contract obliga-
tions to be stated in percentages ofashipper's
cargo as well as in volume. ]
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Norton Lilly enters NVO business

Norton Line isfirst NVO owned by a major shipping
agency. Willfocus on Europe, Mediterranean.

By Joseph Bonney

The NVOCC business has attracted all
kinds ofplayers— freight forwarders, ware-
housemen, terminal operators, truck lines,
as well as various hustlers whose assets
don’t extend far beyond a post-office box
and a telephone.

Now the ranks of non-vessel-operating
common carriers have been joined by a
different kind of company — a shipping
agency. Norton Lilly International, 161
years old, has launched Norton Line, an
NVO believed to be the first one controlled
by a major shipping agency.

Shipping agencies have avoided the NVO
business, primarily because of fear that
such aventure might be seen as aconflict by
the vessel operators that the agencies repre-
sent. Some carriers view NVOs, who ac-
cept and consolidate cargo and book it with
carriers, as competitors.

But W. Grove Conrad, president of
Norton Lilly, believes a strong agency is a
logical participant in the NVO business. He
said an agency network can provide the
organization that an NVO needs, at a price
the customer can afford.

He said small and medium-sized ship-
pers like “one-stop shopping,” and that an
agency such as Norton Lilly can provide the
office network, computers and booking and
documentation expertise that a good NVO
requires.

Although more than 1,600 NVOs are
registered with the Federal Maritime Com-
mission, many are small-time operators —
so-called “mom-and-pop” or “telephone-
booth” NVOs.

A handful of companies — such as
Votainer and Direct Container Line— have
developed networks that provide more than
minimal services to which many smaller
NVOs are limited.

Fritz Bauer, president of Norton Line,
said many small NVOs “don’t have the
networks. On the documentation side, they
are improvising.”

Europe, Med. Norton Line is concen-
trating initially on the European and Medi-
terranean trades. It began handling
less-than-containerload cargo Aug. 21 and
added full-container loads Oct. 1.

Neither Europe nor the Mediterranean is
served by a ship line represented by Norton
Lilly. Norton Line expects to add service to
other regions, but only with the approval of
its principal lines in those areas.

Within the Norton Lilly organization,
Norton Line will be handled much the same
way as the individual lines represented by
the agency. “Norton Lilly International will
be the agent for Norton Line,” Bauer said.

If a customer calls and wants to move
cargo to Europe or the Mediterranean, the
call will be referred to the NVO. If the
customer wants to send cargo somewhere
else, the call will be referred to agency
staffers representing the line serving that
region.

For example, Bauer said, “If somebody
calls and wants to book cargo to South
America, Norton Line will pass the call to
Pan American Independent Line, and we’ll
let Pan American sell itself.”

Bauersaid he believes that as time passes,
the agency’s carriers will see the in-house
NVO as a plus.

Many carriers see NVOs as competitors.
These carriers say the NVOs use their bar-
gaining power to negotiate low rates for
cargo that otherwise would be booked di-
rectly with the carriers.

That view is strongly disputed by Bauer

“The carriers know we’re
going to pay them. We're
putting the reputation of
Norton Lilly on the line.”

Fritz Bauer
president, Norton Line

and Conrad. They say that NVOs generate
business, especially from small and me-
dium-sized shippers, that carriers other-
wise would not get.

Like Air, Rails. The NVO is likely to
become a more important element in ocean
shipping, Conrad said.

Reflecting on the business in an inter-
view athis Secaucus, N.J. office, he said the
ship operating business “is going the way of
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the airlines and railroads.”

Rail and air carriers, he explained, rely
on agents and third parties for much oftheir
business. By working through NVOs, steam-
ship operators are doing much the same
thing, he said.

Ocean carriers do a good job of market-
ing to the largest companies — the 20
percent that book 80 percent of the freight,
he said. They aren’t so good on the small
and medium-sized companies. “That’s what
an NVO can do better,” he said.

Ocean carriers have been slow to recog-
nize that, but “economics is forcing them to
look at it,” Conrad said.

‘Everyday Low Prices.’ Conrad said
an agency can operate effectively as an
NVO because agencies have lower over-
head and are accustomed to hustling for
business.

Conrad said Norton Lilly International’s
costs per employee are 40 percent less than
those of major ocean carriers. “We have
everyday low prices,” he said.

When it comes to computers and auto-
mation, Norton Lilly isn’t on the leading
edge, Conrad adknowledged. At its 25
branches, Norton Lilly leases office space
for amaximum ofthreeyears— and prefers
a one-year lease.

“We’re accustomed to living on a vari-
able rate base,” he said.

Because an agency such as Norton Lilly
represents several shipowners with a vari-
ety of business and operating philosophies,
flexibility is essential.

“Ifwe have asick line whose owners, for
reasons of their own, don’t want to make
better, we can shift staff from that line to a
healthy line,” Conrad said.

Forwarders As Partners. Norton Line
views freight forwarders as allies, not com-
petitors, Bauer emphasized. He saidNorton
Line has pledged not to interfere with ship-
pers’ ties to forwarders or customs brokers.

Bauer said the new NVO operation can
provide service equal to or superior to that
of steamship lines.

He said Norton Line can offer a wider
variety of sailings and port calls than an
individual ocean carrier could offer.

And he said Norton Line will offer ship-
pers the option of paying a small extra
charge for a higher level of insurance cov-
erage under the Hague-Visby international
cargo liability rules.

Norton Line ’s biggest selling point, how-
ever, may be the Norton Lilly name, one of
the most famous in the industry.

“The carriers know we’re going to pay
them,” he said. “W e’re putting the reputa-
tion of Norton Lilly on the line.” ]
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NYK, NOL, Hapag-Lloyd form 3 continent alliance

Partnership puts

By Joseph Bonney

The lineup of east-west carriers will shift
again next April with the start of anew joint
service involving Nippon Yusen Kaisha,
Neptune Orient Lines and Hapag-Lloyd.

The three-way alliance brings NYK and
NOL into the transatlantic trade and en-
ables Hapag-Lloyd to return to the transpa-
cific after an absence of more than seven
years.

The carriers said the partnership will
enable them to add a weekly service in each
direction in both the transatlantic and trans-
pacific, with only a “minimal” increase in
ship capacity. The lines indicated they would
join the Trans-Atlantic Agreement and
transpacific conferences.

The NYK-NOL-Hapag partnership will
involve twelve 2,700-TEU containerships
in a a two-way service linking Europe, the

NYKand NOL in transatlantic, Hapag-Lloyd back in transpacif

U.S. East and West coasts, and Asia via the
Panama Canal.

With the web of interlocking space-shar-
ing agreements and joint services among
major carriers, it’s inevitable such a far-
reaching carrier realignment will affect other
lines as well.

This one leaves Mitsui O.S.K. Lines with-
out a partner in its Asia/U.S. East Coast
service through the Panama Canal. That

“All of the carriers are
conference-minded, and

that’s not going to change

Don McCallian
general manager,
NYK Line (North America)

service now is operated jointly with NYK,
but NYK said it will pull out in April when
it hooks up with NOL and Hapag-Lloyd.
The new partnership also raised ques-
tions about the joint U.S. West Coast/Eu-
rope service involving Hapag-Lloyd,
Atlantic Container Line and Nedlloyd.
Those carriers already had been seeking a
replacement for a fourth partner, Compag-
nie General Maritime after CGM’s
withdrawl from the U.S. trades this fall.
Hapag-Lloyd said, however, thatitwould
continue to cooperate with ACL on routes
between Europe andtheU.S.East and West
Coasts under an agreement extending to
1994. “The cooperation with ACL will con-
tinue, with each party exchanging slots on
the other’s services,” Hapag-Lloyd said.
Hapag-Lloyd said that in addition to the
alliance with NYK and NOL, it soon will
introduce a revised U.S. Gulf service that

Expected Routing of Joint Service Vessels

KCOHAVA
/[ NAOYA
KACHIUNG
SNGARCRE»
Hapag-Lloyd

* Will provide six ships.

* Returns to transpacific after 7-
year absence.

» Will continue to charter space to
Atlantic Container Line between Eu-
rope and U.S. East, Gulf, West
Coasts.

Atlantic Container Line

* Will continue to charter space
on Hapag-Lloyd ships between U.S.,
Europe.
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NYK

» Will provide five ships.

+ Will enter transatlantic trade.

» Will add fifth transpacific route.

* Will upgrade Far East/East Coast
service via Panama Canal to weekly
frequency through partnerships with
Hapag-Lloyd, NOL. (Existing partner-
ships with Mitsui O.S.K. now offers
10-day frequency.)

* Will continue to share space on
NOL's Singapore/U.S. Eastcoast ser-
vice via Suez.

THAVEH

NOL

» Will provide one ship.

* Will enter transatlantic trade.

« Will add fifth transpacific route
through space-charters with NOL.

» Singapore/U.S. East Coast ser-
vice via Suez Canal will remain un-
changed.

Mitsui/O.S.K.

* Will lose NYK as partner in all-
water service between Asia, U.S. East
Coast. Is studying options.
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would include service to Mexico.

Service Details. Executives of NYK,
NOL and Hapag-Lloyd were still meeting
in October to work out details, but the
alliance’s basic outline is in place.

The two-way service will operate with
weekly sailings in each direction on a “pen-
dulum” routing arrangement.

Ports are expected to include Hong Kong,
Kaohsiung, Kobe, Nagoya and Yokohama
in the Far East; Oakland and Los Angeles
on the U.S. West Coast; Savannah, Norfolk
and New York on the U.S. East Coast, and
Bremerhaven, Rotterdam, Thamesport and
Le Havre in Europe.

The service is to be provided with six
ships from Hapag-Lloyd, five from NYK
and one from NOL.

The carriers said the service will operate
separately from the three carriers’ existing
services, but that there will be “harmoniza-
tion” of feeder services connecting the new
route with existing services.

Details, including possible cooperation
in terminal operations, apparently are still
being worked out.

Gray Ships. The NYK-NOL-Hapag alli-
ance is the latest in a series of agreements in

which competing carriers cooperate by shar-
ing space aboard each other’s vessels.

Last year brought a series of vessel-
sharing agreements in the transpacific in-
volving Sea-Land and Maersk, American
President Lines and Orient Overseas Con-
tainer Line, and MOL and Kawasaki Kisen
Kaisha (“K” Line) (May 1991 American
Shipper, page 43).

Indeed, hardly a month goes by without
some kind of “gray ship” agreement in
which competitors share each other’s ves-
sels. Sea-Land, for example, recently agreed
with Hyundai to share ships in the Europe-
Asia trade and to team with P&O Contain-
ers and Maersk in the Far East/Mideast
trade.

The spread of“gray ship” alliances has
implications for both shippers and carriers.

For shippers, it means more frequent
sailing schedules, possibly a wider choice
of ports, and greater possibilities for devel-
oping global service arrangements with a
single carrier.

For carriers, it provides access to mar-
kets in which they would not otherwise
have a presence, and allows them to diver-
sify their revenues through exposure to a
variety oftrades. Perhaps more importantly,
it also allows them to slash operating costs

by eliminating duplication in port calls and
by reducing expenses for container reposi-
tioning.

The possibilities for savings on container
repositioning are especially attractive, the
carriers said.

Because no trade route ever seems to be
perfectly balanced between imports and
exports, carriers spend large sums of money
to move containers to places where they can
pick up revenue-producing loads.

By including both the transatlantic and
transpacific routes, the NYK-NOL-Hapag
agreement will make it easier for the lines to
shift containers to where they’re needed.
For example, when NYK and NOL need
containers in the U.S., they will be able to
shift them from Europe instead of leasing
boxes in the U.S. or repositioning them
from Asia.

Who Goes Where. The new east-west
alliance will affect the three participants in
different ways. Each, however, will gain
access to anew trade at acost far lower than
if the carrier had entered it on its own.

* Hapag-Lloyd will return to the trans-
pacific, which it abandoned in 1985 after
heavy losses. That was the main reason the
German carrier jooked up with NYK and



NOL, said Michael Jordan, managing di-
rector, North Atlantic, of Hapag-Lloyd.

* NYK will gain entry to the U.S./Eu-
rope market for the first time. NYK also
will add a fifth route to the four it already
operates between the Far East and U.S.
West Coast. And its all-water Far East/U.S.
East Coast service, now operated on a 10-
day frequency with MOL, will be upgraded
to a seven-day frequency as a result of the
alliance with Hapag-Lloyd and NOL.

* NOL, the fast-growing Singapore-
based carrier, also will get an U.S./Europe
route to go with the transpacific services
and Singapore/U.S. East Coast services that
it already shares with NYK.

The Singapore/East Coast service through
the Suez Canal will continue unchanged.
That service, launched a year ago, has en-
joyed strong bookings, the line’s execu-
tives said.

TAA, Conferences. NYK and NOL
indicated they would join the Trans-Atlan-
tic Agreement, the carrier group trying to
restrict capacity and raise rates between the
U.S. and Europe. Hapag-Lloyd, a charter
member of the TAA, said it intends to join
the transpacific conferences and the capac-
ity-restricting Transpacific Stabilization

M H

Agreement.

“All of the carriers are conference-
minded, and that’s not going to change,”
said Don McCallian, general manager and
assistant to the senior corporate executives
at NYK Line (North America).

All three carriers played down the effect
of the alliance on containership capacity in
the transatlantic and transpacific.

Jordan said that because the transpacific
tradeis made up ofseveral segments, Hapag-
Lloyd doesn’t expect to be fully dependent
on any one for a large volume of cargo.
Therefore, he said, Hapag’s return shouldn’t
upset the marketplace.

He said the entry of NYK and NOL into
the transatlantic will produce a small in-
crease in capacity, but that the new alliance
“does it in an intelligent way. They are not
flooding the market with ships.”

Because Hapag-Lloyd already is in the
transatlantic, and the new service will re-
place the vessels that NYK now operates
with NOL in the Asia/U.S. East Coast all-
water service, the effect on capacity is hard
to quantify.

T.D. Foo, Oakland-based regional
owner’s representative for NOL, said the
capacity increase will be “very minimal.”

“We do not want to create any more
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ripples in the trade,” he said.

Foo said the partnership with NYK and
Hapag-Lloyd meshes with NOL’s ambi-
tions to become a global carrier.

He pointed out that a year ago, when
Neptune Orient Lines launched its
Singapore/U.S. East Coast service via the
Suez, NOL said its goal was “to develop a
global service to meet the needs of the
trade.”

Whither MOL? Mitsui O.S.K., mean-
while, said it hopes to continue its all-water
service between Asia and the U.S. East
Coast after its current partner, NYK,
switches to the new east-west alliance.

Separately from its all-water joint ser-
vice with NYK, Mitsui is involved in two
transpacific services in a space-sharing
agreement with “K” Line.

Tom McGoldrick, Jersey City, N.J.-based
vice president of MOL, said MOL officials
are studying several options.

He noted that MOL has operated in the
Asia/East Coast trade since 1920, except
for a break during World War IL

“It’s been a good service for MOL,” he
said. “We don’t want to walk away from it.

Our hope and expectation is to stay with
it.” L]
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OOCL close
to agreement with
Sea-Land, Maersk

Orient Overseas Container Line has
agreed in principle to a deal to begin using
space on Sea-Land Service and Maersk
Line ships in the transatlantic, company
officials said.

However, officials at the three compa-
nies were unwilling to say much about the
proposed agreement, because discussions
on operational and legal details were still
under way.

“We’re very pleased with the progress of
those talks and are optimistic they’ll be
concluded shortly, but nothing has been
finalized,” said Jesse Mohrovic, a Sea-Land
spokesman.

He added that while the principles have
been agreed upon and the companies were
“optimistic” that details could be worked
out, “there are still some T’s to cross and I’s
to dot.”

If the OOCL deal with Sea-Land and

Maersk goes through, OOCL would with-
draw the four ships it now operates in the
transatlantic trade.

Still uncertain was what OOCL would
do with the four ships, each of which has
capacity ofabout 1,700 twenty-foot-equiva-
lent units of containers.

OOCL was said to be looking at several
options, including the intra-Asia trade, the
Far East/Europe trade and the transpacific
trade.

In the transatlantic, OOCL would join
Nedlloyd Lines and P&O Containers in
chartering slots on the former Econships
that were built in the early 1980s for United
States Lines ’unsuccessful round-the-world
service. [ ]

Evergreen orders
two 4,229-TEU ships

Evergreen Line has ordered two more
containerships with capacities of more than
4,000 twenty-foot-equivalent units each.

The ships, designated R-class vessels,
will carry 4,229 TEUs apiece, making them
among the largest containerships afloat.

Unlike some other4,000-TEU-plus ships,
however, the Evergreen vessels will still be
able to fit through the 110-foot-wide locks
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of the Panama Canal.

Under acontract signed recently in Taipei,
the ships will be built by Mitsubishi Heavy
Industries Ltd. in Japan.

The scheduled delivery dates are June
and November, 1994.

Three other R-class ships are under con-
struction for Evergreen at another Japanese
shipyard, Onomichi Dockyard.

Those three ships are scheduled for de-
livery in 1993 — the first in late March, the
second in late July and the third in late
October.

Evergreen said the five new ships are
expected to be used on the company’s
westbound round-the-world service, where
they would operate alongside Evergreen's
3,428-TEU GX-class ships.

The Taiwanese carrier said, however,
that a final decision on how the vessels will
be deployed won’t be made until closer to
the delivery date.

Evergreen said it is considering placing
orders for additional R-class ships but that
no contracts have been signed.

The Evergreen vessels will be able to
maintain speed of 22.8 knots and handle
deadweight tonnage of 56,100 tons. The
vessels will have a draft of 12.5 meters and
will contain 450 electrical sockets for re-
frigerated containers. ]
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Carriers balk at paying for storage

No longer absorb charges for storing

Australian beefimports that exceed quotas.

By Joseph Bonney

limitations.

Ocean carriers say this is the last year
they’Ilpick up the cost of storing Australian
meat shipments that exceed U.S. import

That means shippers and consignees will
have to pay the cost of bonded storage of
frozen meat.

Shippers, however, don’t appear greatly
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upset by the development. “The charges are
built into the prices. Ultimately they’re
passed on to the end user, the consumer,”
said Diane Sinclair, marketing analyst at
the Australian Meat & Livestock Corp. in
New York.

The storage charges are a result of the
U.S. Meat Import Law. The law, enacted in
1979, restricts meat imports. When a nation
ships more than the amount allowed by its
quota or voluntary restraint agreement, the
excess is put into bonded storage until the
following year, when it is released into the
U.S. market.

In the Australia-U.S. trade, carriers tra-
ditionally have absorbed the bonded-stor-
age costs for the excess shipments.

They’ve done so for competitive rea-
sons: The route between Australia/New
Zealand and the U.S. is the world’s longest
major trade lane. Costs are high and compe-
tition is fierce. Frozen meat is the primary
northbound commodity, and carriers are
willing to do almost whatever is necessary
to maintain their volumes.

No More. Shipments don’t exceed the
meat law’s import limitations every year.
Historically, voluntary restraint agreements
have been needed about every other year.

But 1992 marks the third straight year
that the agreements have been put into
effect.

And ocean carriers have served notice
that after this year, they no longer plan to
pay the storage costs.

“It’s becoming clear that the trade is
going to have to pay those charges,” said
James T. Jenkins, vice president, north-
bound trade, for Blue Star Line, a major
carrierbetween Australia/New Zealand and
the U.S.

He and other carrier officials said that
carriers provided a year’s notice to give
shippers and consignees time to make other
arrangements.

Carriers and shippers have been negoti-
ating over the costs of storage. More than
1,000 twenty-foot-equivalent containers of
meat were putinto bonded storage last year.
This year’s total is expected to be substan-
tially less.

In 1991, despite complaints, carriers paid
the cost of imports that exceeded volun-
tary-restraint levels and arrived in the U.S.
after Oct. 1.

This year, however, the carriers will pay
storage charges only for excess shipments
that arrive after Dec. 1. After Jan. 1, the
excess shipments can be cleared for U.S.
consumption and are counted against 1993
import restrictions.

Import Law. U.S. meat imports are con-
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trolled by the 1979 law that pegs imports to
apercentage of projected U.S. production.

The U.S. Department of Agriculture
monitors U.S. production and uses its pro-
jections to estimate the quantity of imports
expected during the year. The estimate is
made at the start of each year and is updated
quarterly.

If the estimate indicates that imports will
exceed the “trigger level” set by the import
law, exporting nations are assigned quotas
or agree to voluntary restraints.

The exporting nations then work out al-
location plans under which each producer
is allowed to ship a specified quantity of
meat to the U.S. In Australia’s case, this is
done by the Australian Meat & Livestock
Corp.

Ifaproducer’s shipments exceed its allo-
cation, the excess that arrives in U.S. ports
is put into bonded storage.

Although the excess shipments arephysi-
cally in the United States, they are not
released for U.S. consumption until the
following year.

Under this year’s voluntary restraint
agreement, Australia limited its exports to

More than 1,000 twenty-

foot-equivalentcontainers of

meat were put into bonded
storage lastyear. Thisyear’s
total is expected to be sub-
stantially less.

334,212 metric tons for 1992. New Zealand,
another major meat exporter, limited its
meat exports to 202,665 metric tons.

‘Distorts Market.” The Meat Import
Law is unpopular among shippers and car-
riers. They call the law a protectionist mea-
sure that distorts the market and adds to
costs.

Although the law limits the volume of
meat imports allowed into the U.S. during a
year, the meat and livestock industry has
trouble matching its output with arbitrary
quotas.

Carriers would like for Australian pro-
ducers to manage their shipments to avoid
excess shipments. But the carriers acknowl-
edge that weather and market conditions
force producers to bring cattle to market for
slaughter at times that don’t fit neatly into
annual quotas.

And shippers and carriers agree that the
quotas and voluntary restraints distort the
market for meat.

Because everybody in thebusiness knows
that the bonded shipments are sitting in
cold-storage warehouses waiting to be re-
leased into the U.S. market after Jan. 1,
commodity prices are depressed — not
only for imports but for domestic produc-
tion.

Critics say the meat industry has changed
since the law was enacted. They point out
that U.S. producers now also have Austra-
lian operations and have developed sub-
stantial exports to other regions, such as the
Far East.

The law doesn’t help shippers, carriers,
the U.S. meat industry or U.S. consumers,
Jenkins said. “It’s in no one’s interest to
have the law in place.” ]

Rubber Shipper Association breaks up

Demise blamed on squabbling between manufacturers and inability to get a service contract.

By Joseph Bonney

One of the oldest, best-known and most
successful shipper associations— the Natu-
ral Rubber Shippers Association — is be-
ing dissolved after 21 years.

The organization’s breakup is being
blamed on industry changes, factional dif-
ferences between NRSA members, and the
association’s inability to sign a conference
service contract for containerized ship-
ments.

Although several rubber manufacturers
and dealers said it’s still too early to gauge
the effect of the NRSA's breakup, some
said it could have a destabilizing effect on
rates.

“One thing that is for certain — shipping
costs are going up without us,” said Charles
Baron, general manager ofthe W ashington,
D.C.-based association for thelast two years.

The NRSA is scheduled to cease opera-
tion Jan. 31, at the end of its current fiscal
year.

“It was small-sighted to let the NRSA
die,” said Peter Bierrie, president of the
Rubber Trade Association and president
and chairman of Andrew Weir Commodi-
ties Inc., a Jersey City, N.J.-based rubber
trader. “In two years there’ll be all kinds of
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wishes thatthey wouldn’thave allowed it to
die.”

Since the decision to dissolve NRSA,
some NRSA members who also belong to
the Rubber Trade Association, represent-
ing traders, have formed a new, scaled-
down version of the NRSA.

Keeping It Together. The NRSA’s
problems illustrate some of the difficulties
that shipper associations face in represent-
ing a diverse membership in dealings with
carriers and conferences.

Other shipper associations also have
struggled with defections from key mem-
bers who have bargained with carriers on
their own and won better rates outside their
asspciation. (For report on Textile and Ap-
parel Shipping Services/West, see October
American Shipper, page 35).

The NRSA’s two dozen members com-

"If you wanted to carry
rubber, you had to go down
to Washington and kiss the
ring."

prise two distinct groups — rubber manu-
facturing companies, such as Goodyear and
Uniroyal-Firestone, and dealers or traders,
who buy and sell the commodity.

The NRSA was formed in 1971 as an
adjunct ofthe Rubber Manufacturers Asso-
ciation. Though autonomous, the two groups
still share office space.

For years, the NRSA controlled book-
ings of most rubber shipments to the U.S.
from Southeast Asia. “If you wanted to
carry rubber, you had to go down to Wash-
ington and kiss the ring,” one carrier execu-
tive recalled.

But as the rubber industry changed, the
tightly knit association began showing signs
of strain.

As demand for automobile tires flattened,
rubber manufacturers went through a pe-
riod of wrenching consolidation.
Bridgestone bought Firestone, Michelin
acquired Uniroyal-Goodrich, Continental
took over General, and there were other
combinations.

The surviving manufacturers began buy-
ing more of their raw-rubber imports di-
rectly with overseas suppliers, bypassing
dealers.

For reasons of cost, convenience and
damage control, some manufacturers also
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shifted from breakbulk to containerized
shipments — often outside the NRSA.

“Rubber is a cheap commodity that’s
very sensitive to transportation costs,” Baron
said. “It’s atraded commodity, priced out to
four decimal points. So you can understand
the competitive pressures.”

Dealers in the NRSA complained that by
booking cargo outside the association, the
manufacturers forced dealers to pay alarger
share of the association’s overhead.

NRSA fees are based on each member’s
volume of shipments booked though the
association.

“What you need is discipline in these
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The non-profitassociation
returned dividends to mem-
bers at the end of its last

fiscalyearandisprepared to
do so again when it closes its
books on Jan. 31.

organizations,” Bierrie said. “People have
to support it or not. If you don t have 100
percent support, the financial support be-
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comes very fragile.”

Containers, ANERA. One point of con-
tention among NRSA members was the use
of containers, a shipping method preferred
chiefly by manufacturers.

Some dealers reportedly resisted the shift
to containerization, which they felt would
undercutbreakbulk shipment ofrubber from
Southeast Asia. That encouraged manufac-
turers to fend for themselves, outside the
purview of the shipper association.

The NRSA was unable to negotiate a
service contract with the Asia North
AmericaEastbound Rate Agreement, which
represents carriers operating from Asia to
the U.S.

Dealers agreed that the problems with
the conference were a major factor in the
breakup of the NRSA.

“ANERA has alimited amount of rubber
that they wanted to carry, so there was no
incentive for them to negotiate for greater
tonnage,” Bierrie said. “It was not a case of
NRSA not negotiating in good faith.”

“ANERA just jerked our chain,” Baron
said. “ANERA doesn’t like to negotiate
with shippers’ associations. They would
not offer us intermodal rates. They offered
only port-to-port rates that were well above
the other rates that they have.”

An ANERA spokesman said conference
policy is not to comment on specific com-
mercial negotiations with customers or pro-
spective customers. However, the
spokesman said ANERA "strongly denies
any responsibility for whatever difficulties
NRSA as an organization may be encoun-
tering."

The spokesman said ANERA "had ex-
tensive back-and-forth communications
with NRSA toward a contract" but that "the
two parties were unable to reach agreement
on mutually acceptable terms within a work-
able time frame."

If the NRSA had been able to negotiate a
service contract with ANERA, the shipper
association probably “would still be in busi-
ness,” Baron said.

“We would have retained some business
from the manufacturers that we lost. I think
that would have satisfied the dealers that
they were getting enough support from the
manufacturers, and the more progressive
dealers would have used containers,” he
said.

Contracts With Carriers. The NRSA
had service contracts with three individual
carriers — Waterman Steamship Corp.,
Hoegh Lines and Wilhelmsen Lines.

The association also had non-contractural
arrangements with Sea-Land Service for
containerized shipments overtheU.S. West
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Coast and with Jakarta-Lloyd for shipments
to the Gulf and East Coasts.

Some manufacturers in the association
also had service contracts with individual
carriers. Goodyear, for example, had acon-
tract with Waterman, which operates a
LASH (lighter-aboard-ship) service be-
tween South Asia and the U.S. Gulf and
East coasts.

Richard Adante, vice president at
Goodyear, said it would be inaccurate to
describe the contracting issue as the only
factor in the demise of NRS A. Manufactur-
ers in NRSA have had service contracts

i PR

One dealer said that ifthe
NRSA was like a Cadillac,
the new shipper association
for dealers would be a
Chevrolet, “but sometimes a
Chevy is allyou need.”

outside the association for several years, he
pointed out.
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He said the association fell apart because
of a combination of factors, some interre-
lated.

“There was the economic situation of the
industry, the competitive environment, the
situation with contracts — awhole series of
things,” he said.

“The NRSA did an outstanding job over
21 years. It served a very useful purpose,”
Adante said. “But nothing stays the same.
The business changed. The competitive
environment changed.”

Profitable. Others agreed that the NRSA
was well-run, although some members said
they would have been willing to accept a
lower level of services in exchange for
lower fees.

The non-profit association returned divi-
dends to members at the end ofits last fiscal
year and is prepared to do so again when it
closes its books on Jan. 31, Baron said.

The association booked 400,000 to
500,000 metric tons ofrubber, mostly from
Indonesia, in about 7,500 shipments a year,
Baron said.

The NRSA was established with a two-
fold mission— to reduce cargo damage and
to control freight rates.

By all accounts, it was successful with
both efforts.

Shippers and carriers said cargo-han-
dling improvements have reduced damage
claims, and rates have been stable for sev-
eral years.

One of the association’s most important
accomplishments, shippers said, was work-
ing with carriers to ensure regular service
from more than 20 far-flung loading ports
in Southeast Asia.

‘Bare-Bones’ Association. The new
shipper association under consideration by
the Rubber Trade Association would be a
stripped down version of the NRSA.

The NRSA operated as a full-service
shipper association. It negotiated with car-
riers on rates and service, booked shippers’
cargo, paid freight bills and handled docu-
mentation and paperwork.

Some dealers said thatby offering such a
full menu of services, the NRSA helped
less-efficient dealers at the expense of oth-
ers capable of handling their own docu-
mentation and billing.

The shipper association for rubber deal-
ers will be a “bare-bones” organization that
would bargain collectively with carriers but
“will not have all the bells and whistles of
NRSA,” Bierre said.

Another dealer said thatifthe NRSA was
like a Cadillac, the new shipper association
for dealers would be a Chevrolet, “but some-
times a Chevy is all you need.” [ ]



Avon: more than cosmetic changes

Step 1: reorganize the logistic staff

Step 2: never mix quota & non-quota goods

Step 3: solve de-consolidation problems.

By Richard Knee

Next time the Avon Products representa-
tive rings your doorbell, chances are that he
or she will be much better able to assure on-
time delivery of the gift or novelty item that
you or your spouse order.

And a big reason is that company traffic
personnel have learned which product de-
scriptions not to use on import documents.

Of course, being thorough and accurate
with shipment information is equally im-
portant.

New York-based Avon was experienc-
ing shipment delays at the Los Angeles
gateway, company traffic manager Jon Gray
told American Shipper recently.

Sometimes, customs documents lacked
information, sometimes they contained er-
roneous information, and sometimes the
documents themselves were missing, Gray
said.

But the biggest source of delays, he said,
was the use of product-descriptive terms
that would raise red flags with the U.S.
Food and Drug Administration, which scru-
tinizes many of the goods Avon brings in
from the Far East.

Service Is Paramount. “We go to all
extremes to get merchandise on time,” Gray
said.

That is why, even after revamping its
logistics, Avon still moves quite a bit of its
cargo by air.

Timely delivery is important for gift,
decorative and novelty items especially
because of seasonality factors, he said.

However, until recently, the company
had an on-time delivery rate 0f97.5 percent
for those goods, versus 99.8 percent for
cosmetics, which are non-seasonal, he said.

Avon imports about 1,000 FEUs’ worth
of gift, decorative and novelty products
annually, he said.

Hong Kong and China are the chiefsourc-
ing points, and the oceanbome freight moves
under aservice contract with the Asia North
America Eastbound Rate Agreement, he
said.

Saving Time And Freight Dollars.
Avon was able to solve the documentation-
related clearance problems with help from
its customs broker, the Castelazo division

of the Tower Group, Gray said.

Los Angeles-based Castelazo also ad-
vised Avon to avoid mixing goods subject
to import quotas with non-quota items.

By making these adjustments, he said,
Avon achieved a 99 percent rate in proper,
on-time documentation in August and Sep-
tember.

Increasingly, shipments arebeing cleared
before they reach port, he said, “so when the
vessel arrives, we can get our hands on the
cargo immediately in most cases.”

“The amount of delays this fourth quar-
ter, compared to the last fourth quarter, is
greatly reduced,” he said.

The dialogues with Castelazo were, he
said, the latest in a long series of meetings
with service providers, which Avon under-

“BPI agreed to start work
(onAvon deconsolidations)
Sunday instead ofMonday. ”

Jon Gray
Avon Products

took because company personnel realized
they needed to do something to speed up
shipments — particularly during the pre-
holiday season — and cut down on freight
costs.

Eliminating the clearance delays, he said,
was akey element in cutting a full week off
what had been a four-week shipping cycle,
which in turn is enabling Avon to divert a
sizable chunk of its cargoes to ocean from
air, both across the Pacific and across the
United States.

It will, he said, trim the company’s an-
nual airfreight bill by about $2 million.

Departments Merged. Avon’s logis-
tics restructuring began internally, with the
consolidation ofthe company’s transporta-
tion and materials-management/purchasing
departments early this year, Gray said.

He, in fact, came from the materials-
management/purchasing side and had had
no involvement with transportation/logis-
tics, he said. He was able to learn the ropes
with help from the outside.

The merger of the departments created,
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in effect, a “new Kkid on the block,” attract-
ing carriers and other companies offering
transportation and related services, he said.

“The sales pitch I gave to ... the carriers
was that we placed less emphasis on freight
rates than on service,” he said. “I asked
them, 'What can you provide us with to
help us decrease (shipment) time?”’ «

Particularly helpful, he said, was Jill Ivie,
an account executive with American Presi-
dent Lines, who gave Avon analysts a thor-
ough grounding in how containers are
drayed from dockside to a railhead or con-
tainer-freight station.

The analysts could incorporate their
newly gained knowledge into buying strat-
egy, he said.

Next, he continued, Ivie arranged for
him to observe APL’s operations.

Finally, Gray said, Ivie brainstormed with
him and officials from Buyers Performance
Inc. (BPI), Avon’s deconsolidation con-
tractor, examining all the elements of the
inbound shipment process and looking for
ways to improve it.

BPI has a CFS in Dominguez Hills, a
stone’s throw from Los Angeles Harbor.

They identified two areas where bottle-
necks were occurring, he said. One was on
the afore-mentioned documentation side.
The other involved BPI’s work schedule.

“BPI agreed to start work (on Avon’s
deconsolidations) Sunday instead of Mon-
day,” Gray said. That step has helped Avon
stay “on top of our timetable.”

Less Deconsolidation. In fact. Gray
said, Avon is also reducing the number of
containers going to the deconsolidator, rout-
ing more of them directly to the company’s
distribution sites in Pasadena, Calif.;
Glenview, 111; Springdale, Ohio; Newark,
Del.; and Atlanta.

The company began in 1990 to route
“bulkier” items, such as stuffed animals
and teddy-bear slippers, directly to the dis-
tribution branches, avoiding decon-
solidation on 120 containers that year and
on 250 containers in 1991, he said.

Avon hopes to route as many as 350
containers, carrying all its product lines,
direct to the branches this year and upward
01400 containers that way in 1993, he said.

“As we get better at this, we can ship
fewer containers through the deconsolidator,
which will enable us to rely more on rail,
and less on truck and air when the goods
reach the United States,” he said.

The shortened shipping cycle has also
enabled Avon to reduce its inventory costs,
Gray said.

Avon pays the freight bills, he said, but
the company does not take title to goods
until they reach the United States. ]
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Beginning early October,
Empremar/M.S.C.Joint
Service sets its course for
Guayaquil, Ecuador.. and
answers the growing customer

demand for expert shipping

WHM and increased services to /from
the West Coastof South America.

ECUADOR.

container service between the
- U.S., Chile and Peru. A newly

added fourth vessel allows the

port of call in
Ecuador is in
addition to

expanded full

‘Joint Service’’ to offer an

11 day frequency sailing from
Boston, New York, Baltimore,
Charleston, Miami, New Orleans,
and Houston. South American
ports of call on the West Coast
of South America include Callao,
Peru, and Arica, Antofagasta,

Valparaiso, Chile.

Please contact your local Con -
tainership Agency office for our

independentrates and schedules.

GENERAL AGENTS
CONTAINERSHIP AGENCY, INC.
96 Morton Street, New York, NY 10014

212-627-5300
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ECUADOR, CHILE AND PERU.
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UP, Schneider launch joint service

Rail-truck service covers corridors between Midwest and
Mexico, Texas, Northern California, Pacific Northwest.

Union Pacific Railroad and Schneider
National, the largest truckload carrier in the
U.S., have formed an intermodal partner-
ship.

The UP/Schneider agreement includes
corridors linking the Midwest with points
in Mexico, Texas, Northern California and
the Pacific Northwest.

It will cover all of UP’s major service
corridors except for Southern California,
where Schneider has other arrangements
for its intermodal shipments.

The joint rail/truck service started with
500 truck-trailer loads in August. Company
officials said they expect the service to
grow rapidly, especially after the expected
addition of stacktrain service during the
coming months.

Executives of Schneider and Union Pa-
cific said the agreement will combine ser-
vices of leading rail and motor carriers.

“This new alliance takes advantage of
lohg-haul rail economics, consistently high
service performance on a door-to-door ba-
sis atadtechnological advancements by lead-
ers in the railroad and truckload industries,”
said Dick Davidson, UP chairman and chief
executive officer.

Don Schneider, chief executive of
Schneider National, said the partnership
with UP “enables customers to meet their
delivery requirements at a lower cost.”

Union Pacific is the nation’s largest-
volume intermodal carrier, handling more
than 1.2 million intermodal units a year.

The UP/Schneider agreement is the lat-
estin aseries ofjoint intermodal services by
railroads and motor carriers.

J.B. Hunt Transport Services Inc., the
Lowell, Ark.-based truckload carrier, started
the movement in 1989 through a trailer-on-
flatcar arrangement with Atchison, Topeka
& Santa Fe Railway.

Hunt’s intermodal services have since
expanded to include seven railroads. Hunt
recently announced plans to enter the

stacktrain business early next year with its
own specially designed containers.

Schneider also is looking into develop-
ment of a special double-stack container
that would match the durability and carry-
ing capacity of a road trailer. The company
has been working with trailer manufactur-
ers to develop such a container.

Schneider’s TOFC alliance with UP is
the fourth that Green Bay, Wis.-based truck-
load carrier has put together with arailroad.
Schneider also has intermodal partnerships
with Wisconsin Central Ltd., Consolidated
Rail Corp. and Norfolk Southern Corp.

Union Pacific has similar TOFC alli-
ances with other truckload carriers, notably
J.B.Huntin the Chicago-Memphis-Mexico
corridor and North American Van Lines in
major east-west corridors.

“From our point of view, the agreement
with Schneider is a major one,” said John
Bromley, a UP spokesman. “We look for it
to grow substantially, and to become a
major part of our intermodal business.”

The growth of alliances ofrail and truck-
ing companies has expanded the market for
intermodal traffic.

In the early years of domestic intermodal
services, much of the traffic consisted of
cargo diverted from one form of railroad
carriage to another. Rails offered piggy-
back service to keep traffic from moving
off the rails to the highways.

Then, beginning with American Presi-
dent Lines’ first stacktrain service in 1984,
railroads enjoyed explosive growth in in-
ternational traffic. Now railroads are seek-
ing domestic business by offering
price-service combinations that are designed
to take traffic off the highways.

The traditional view has been that it
intermodal service becomes feasible only
for distances of more than 700 miles. That
rule of thumb is beginning to be altered,
however, as truck-rail partnerships andjoint
services become more sophisticated. H
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Labor costs must reflect economic realities

Canadian official says unnecessary clauses
are badfor business inpoor economy.

One of Canada's leading maritime offi-
cials said that country’s maritime industry
cannot afford labor contracts that drive up
the cost of loading and unloading vessels.

“By this, I mean things such as artificial
sling load restrictions, gang sizes that don’t
reflect the true needs of the operator to
efficiently work his vessel, exorbitant wage
rates for certain work periods and work
rules that force the operator to hire extra
men unnecessarily,” said Brian MacKasey,
president of the Maritime Employers Asso-
ciation.

MacKasey spoke recently at the annual
meeting of the Canadian Port and Harbour
Association, held in Saint John, New
Brunswick.

MacKasey said cargo volumes passing
through Canadian ports have dropped, es-
pecially in Eastern Canada. Prices for such
commodities as forest products are sag-
ging, and container carriers in the North
Atlantic trade are losing money.
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“Canadian ports, in my opinion, are cur-
rently facing the most difficult set of eco-
nomic circumstances in the past 20 years,”
he said. “The first is the economy and the
second being the aggressive positions taken
by our friends south of the Canadian bor-
der.”

MacKasey said actions taken by U.S.
ports have had an effect. U.S. ports have
negotiated labor contracts eliminating “an-
tiquated work rules or benefit packages that
could no longer be justified, given the cur-
rent economic conditions.”

One example he cited was elimination of
the guaranteed annual income provision for
new employees at the Port of New York/
New Jersey. Another example has been the
reduction of gang sizes.

“U.S. ports have been able to present a
united front when it comes to marketing
their ports, and we often see promotional
material depicting labor, management, port
authorities and railways working together

When you have a majo,
recession, coupled withfierce

competition rightinyour own
backyard, it is time to face
reality and negotiate a con-
tract that will help the port
attract rather than lose pre-

cious cargo.”
Brian MacKasey
president, Canadian
Maritime Employers Association

to sell the positive aspects o ftheir particular
port,” MacKasey said. “That is something
that is sadly lacking in our Canadian port
system.”

He cited the Port of Montreal, saying that
at one time, it was much cheaper to ship
Midwest cargo through Montreal than any
U.S. port. That edge has been narrowed.

In addition, he said rationalization has



led to theloss of shipping lines in Saint John
and carriers bypassing the Port of Halifax to
ship Canadian cargo through U.S. ports.

“We can have the best facilities, geo-
graphiclocation and equipment in the world,
but if we don’t have a competitive collec-
tive agreement orif we develop areputation
as a port which is prone to labor unrest or
poorproductivity, then we are forcing cargo
to seek alternate ports,” he said. “And in
today’s world, there are many options.”

One problem is that Canada’s collective
bargaining process is slow, MacKasey said.
“I have seen negotiations last over 18
months.” In contrast, he said some U.S.
East Coast ports have signed new collective
agreements before the old agreements have
expired, eliminating retroactivity payments.

“When you have a major recession,
coupled with fierce competition right in
your own backyard, it is time to face reality
and negotiate a contract that will help the
port attract rather than lose precious cargo,”
MacKasey said.

Role For Labor. Gordon Westrand, presi-
dent of the Canadian area ofthe Longshore-
men & Warehousemen’s Union, agreed
with MacKasey that port authorities should
stay out of collective bargaining.

“Ports should keep at arm’s length in
negotiations between private employer
groups and unions,” Westrand said. “But
they should be wise enough to include these
groups in the functioning port structure.”

He said the Vancouver Port Corp.,Fraser
Port and the Nanaimo Harbour Commis-
sion include unions on their trade missions
and encourage union participation on advi-
sory boards and at meetings.

MacKasey said labor relations is an on-
going process and not something that hap-
pens when a contract expires.

But Westrand said it would be wrong to
say, directly or indirectly, that all problems
will be solved without a strike or a lockout.

“We will never eliminate the confronta-
tion in labor relations, but we can bring
understanding to the problems in all the
players are included in the process,
Westrand said.

“Over the last five years, I have observed
that many of the disputes arising in rail,
grain and trucking have taken place be-
cause of an outdated philosophy by em-
ployers that unions have no place in the
decision-making process. And employers
are subject to arbitrary decisions as part of
the employer’s rights.

“How do you replace dinosaurs?” he
said. “In labor, we vote them out. In man-
agement, they are promoted or retired and
then rehired as consultants.

Interm odal

Canada/U.S. transport alliances

Companies mustform strategic partnerships
to provide better service to shippers, retain business.

Canadian transportation companies are
finding that it’s better to work together than
to fight each other.

At the recent annual meeting of the Ca-
nadian Port and Harbour Association in
Saint John, New Brunswick, a common
theme emerged: Companies that used to
compete with one another are forming stra-
tegic alliances to provide better and more
reliable service to shippers.

“When you think of intermodalism, the
word itselfsuggests cooperation,” said Mary
Taylor, regional manager of sales and ser-
vice for CN North America. “Ithas taken us
some years to overcome our mutual hostil-
ity as competitors and to develop the kind of
cooperative attitudes that are fundamental
to providing top quality intermodal ser-
vices.”

No matter what the transportation mode,
companies are forming partnerships to pro-
vide a service that single companies cannot
provide on their own.

For example, Norfolk Southern operates
its Triple Crown service and owns North
American, a U.S. truck carrier. CSX owns
a barge company (American Commercial
Lines), Sea-Land Service Inc. and CSX
Intermodal.

In Canada, CP Rail expanded into the
U.S. by purchasing the Soo Line in 1990
and the Delaware & Hudson Railway in
1991. Pat M. Lawton, senior manager of
marketing for CP Rail, said the railroad
now links Pacific ports to U.S. and Cana-
dian East Coast ports under one system.

“When you think of
intermodalism, the word it-

selfsuggests cooperation”

Mary Taylor
CN North America

Cross-Border Links. CP Rail has also
formed partnerships with Burlington North-
ern, Norfolk Southern and the New York,
Susquehanna and Western Railroad.

Lawton said CP Rail’s expansion isn’ta
threat to Canadian markets and ports. “It
should be looked upon as an opportunity for
Canadians and Canada’s ports to access
much bigger markets.”

CN’s Taylor said the goal in the *90s will
be to strengthen the North American net-
work.

To achieve that, she said, “It is essential
that all the stakeholders such as the port
authorities, municipal and provincial gov-
ernments, terminal operators and dock work-
ers, as well as the railways, understand the
importance of working together.”

She cited Halifax as an example of mak-
ing changes in order to stay competitive in
the import/export business. Among those
are the port starting a double-stack service;
Nova Scotia purchasing rail equipment for
the port; the city of Halifax reducing taxes
to container terminals; and the port author-
ity cutting some handling costs. [ ]
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3rd parties feel the competition

Claims of ‘asset-based’ companies exaggerated,
says Alliance Shippers' vice president.

ﬂeddnsofs.peria'pelfmmnew
“‘asset-based”’ intermodal aeex-
aggerated, according to an official with a
thirdparty

transpartation conpary.

JayC. Hirst, vice presicent of transparta-
tion for Alliance Shippers Inc., said that
“asset-based conpanies are starting tormar-
ket thermselves asinherently superiorforno
ather reason than that they own their oan
m”

But Hirst said those daims are wong,
because there is no comrelation between
owrnership of assets and quality of service.

Hirst spakerecently at the National Press
Club in Washington, D.C.

History Of Dispute. Hirst sad there
was no problemfor 25 years, because the
“traditional model” of business character-
ized the intermodal industry. That modkel
featured aso-called“‘agent” or“ third party”’
that wes neither a railroad nor a coommon
motor canier, butabroker oftransportation
Sservices,

For exanple, these firms would provide
camiageto shippers needing atrailer hauled
by rail toanintermodal rap; atraintohaul
the trailer to anather ranp; and a notor
cammiertoprovide drayage tothe consignee.

Sare of these tracitional third parties
were “shipper’s associations,” nonrofit
cooperatives owned by a shipper or asyn
dicate of shippers to conduct business an
behalf of its menrbers. Other agents were
ertemuﬁ transpartationfor

Inthe last twoyears, sonerailroads have
established subsidiaries which market
intermodal transpartation directly to the
shipper;, thus eliminating the third party.
Sane notor cammiers have also been doing
this in partnership with the railroads.

Since these conpanies wse their oan
and ranps, they began calling thermselves
“asset-hased’ conpanies to differentiate
therselves fromtraditional thirdHperty com
panies, whogenerally donat onnthe assets
they us2

Mistaken Claims. Hirst saidthereisno
corelation between ownership of assds
and quality of performance. He sad the
dains of “assetased’ conpanies rest on
two presunptions:
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“ Theresasuggestion here
that the only sure motivator
ofgoodperformance isfear
offoreclosure.”

Jay C. Hirst
Alliance Shippers Inc.

. Aoarpayﬂadoa'ftmnasselss

* If acorpary doesn't have to pay off
assdsrtladsnnhvalmtocbag:odjob.
“Sameofthe asset-based Seem
to be dlaiming thet if you haven't got afat
principal and interest payment due a the
bank anthefirst of themonth, your custom:
ers have noway to hold your feet tothefire
and force you to work hard,” Hirst said
“There’s a suggestion here that the anly
sure motivator of good performance is fear
of foreclosure.”

Hirst cited railroads as an exanple. He
said up until 1980, the industry’s philoso-
phyvesto“oaneverything” suchasright-
d—way track, signals, passenger

But it wasn't until deregulation in 1980
thet railroads begantoperfombetterfinan-

Deregulationallowedrailroads tosell off
assds and goheavily into leasing—every-
ﬂmgfromopelalngng'lstofrelgtcasto
locomotives — to aut aosts and improve
service.

Service, Quality Factors. The impor-
tant factors in suocessful intermodal opera-
tions, Hirst said, are skilled enmployees ad
providing quality service.

Alliance Shippers doesonnsoreassets,
Hirst said Among them are 385 refriger-
dedsemi-trailers, EDI equipmentanda75-
door, $17 million truck consolidation
terminal in Keamey, N.J.

But the Palos Park; lll.-based conpary
trains its employees in different jobs, Hirst
said to “help them understand how their
omnwork relates toall of the ather tasks the
organization performs.” [

CSXI centralizes

intermodal pricing

CSX Intermoddl hes centralized
pricing activities at its headquerters
in Hunt Valley, Md.

Custorers cancall there for price
auotes onall notor camrierrates. The
phone numbers are 1-800-233-8632
or (410) 584-0770.

Aspart ofthe consdlicition, CSXI
integrated its wholly owned subsid-
iary, CMX Trucking, into CSXI.

The consdlidationaffects rate ouio-
tations for intermodal drayage, port
trucking and over-the-road trucking
senvices. Those were previously ad-
ministered a the Mt. Laurel, NJ.
office of CMX Trucking.

Rate requests for ather CSXI no-
torcamier services, performedincon-

junction with raildine hauis, are still

hendedout of Hurt Valley.  m

Trade association
announces two events

The Intemational Trade Assodia-
tion of Greater Chicago announoced
two programs onglobal conpetition
and trade with Vietnam

“Global Competition in the "90s:
Chservadions on Survival,” will be
held Nov. 18, a 5:30 pm, a the
Midway Motor Lodge in Elk Grove
Village. ‘Repart of a Trade Delega-
tion to Vietnam'” will be held Dec. 2

Rondld E Yates of the Chicago
Tribune isthe guest speakerNov. 18
Yates is senior witer for intema-
tional business andtrade affairs. Cost
is $25 for merrbers and $35 for non-
merbers.

Michael R Doyle, vice presicent
of The Chicago Growp Inc,, is the
oguest the Dec. 2 program
Cost is $20 for merrbers and $30 for
norHTENTbers,
third Wednesday of eechmonthat a
sububan Chicago location. The
meetings feature atechnical presen-
tation andthe chancefor attencees to
exchange information.

Dues are $200 for $100
for individual resicents and $150 for
nonresidents —those who live 150
miles or more from O’Hare Intema-
tiona Airport. For nore informa-
tion, call (708) 980-4109. [
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What it means for cross-border trade

There’ll be winners, and possibly loser, from lifting
of barriers to trade between U.S., Canada and Mexico.

Textiles and trucking are among indus-
fries with the nost a stae in the North
American Free Trade

NAFTAwill lift tariffs and otherbarriers
tocommercebetweenthe U.S., Mexicoaxd
Canadh The agreement has drawn criti-
dsmfromU.S. unions and some manufac-
turerswhofearthey’ flhe undercut by degp
Mexican conpetition. NAFTA supparters,
however, sayit would beaboon—not only
for inparts from Mexico but U.S. exports.

The godl of the agreement isto aedte a
single North American market for goods
and servioces. NAFTA would eliminate tar-
iffs an goods produced and traded among
the three ndtions.

The detailed agreement covers various
issLes ranging from energy to financial

tiles and apparel and on transportation

Transportation. In the transportation
category, NAFTA gpplies mainly to truck-
ing. The agreerment would end restrictions
that prevent US. and Mexican trudkers
from canrying cargoes aaross the borcker.

After aninitial one-to-three-year period
of harmonization of safety and regulatory
standards, U.S. motorcarmiers will get gradu-
ally greater aocess into Mexico and invest-
ment restrictions will esse.

At the end of a 10+year phase-in period,
US. truders will be able to fully omn a
Mexican carrier involved in intemational

commerce. Mexican truckers involved
solely in domestic moverrents will be pro-
tected from foreign ownership, andfor the
first fewyears, Mexican camiers will enjoy
sdeservicetomacpiladoragperaions aong
the border until acoess provisions take ef-
fect

Maritime issues were not onthe table in
the NAFTA talks, but U.S.flag ship lines
won conoessions to control of landside ac-
tivities in Mexicanports. Mexicowill allow
U.S. shiplinestorunprivate termrinals with
related stevedoring, custonrshrokeragead
warehousing services.

Textiles, Apparel. Theagreement’ ssec-
tion on textiles and apparel has drawn op-
position from unions and mixed reviews
from U.S. manufacturers.

SameU.S. appardl conpeniesfearthey T
be hurt by cheap labor from south of the
border, and that Mexico will be usedas a
way for producers in Asiaandotherregions
to circumvent U.S. quotas.

But NAFTA supporters say the
agreement’s rues on origin of inported
naterial will prevent Mexico from being
usedasa“platform’” for exparts tothe U.S.
from Asia, Central America andthe Carib-
bean

The agreement’s section on textiles and
gpoparels provides specid rules for trade in
fibers, yas, textiles and dothing in the
North American market. These provisions
take precedence over the Multifiber Ar-
rangement and other textile agreements in-

volving NAFTA courtries.

The three nations will eliminate inmedi-
ately or phese out over ameximum of 10
years their custors duties on textile and
apparel goods that ae manufactured in
North America andmeet the NAFTA rules
of origin.

Blue jeans, blouses and other apparel
would have to be made from yam suniin
North American to qualify for tariff ben-
efits, and fabric would have to be nade
from North American fibers to qualify.

Canadh and Mexico will be alowed to
ship a spedified amourt of clothing ad
textiles to the US. each year made from
foreign materials. This quota will rise
slightly over five years.

Other Points. Textiles and transporta-
tion are but two aspedts of NAFTA that
would affect aoss-order trade. Cthers in-
dude:

* Himination of tariffs. NAFTA pro-
vides for the progressive elimination of all
tariffs ongoods qualifying asNorth Ameri-
can under the agreement’ srules of arigin

For most goods, existing custarrs duties
will be eliminated immediately or phased
out in five or 10 equal stages. For certain
sensitive items, the phaseout will be
stretched to 15 years.

Tariffs will be phased out from the ap-
plied rates in effect July 1,1991, indluding
the US. Generalized System of Prefer-
ences and the Canadian General Preferen-
tial Tariff rates. Tariff phaseouts under the
CanadaUS. Free Trade Agreerment will
continue asscheduled NAFTA pemitsthe
countries to speed up phaseout of tariffs.

* Import and Bxport Restrictions. Al
three countries will eliminate prohibitions
and quantitative restrictions applied at the
border, suchas quotas and import licenses.

However, each country will still be ade
toinypose border restrictions in limited cir-
curstances, suc