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Summary of chapter 2

Innovations in the field of logistics are necessary for several reasons. First of

all, logistics activities are important to the Dutch economy. Innovations should
contribute to keeping the Netherlands and its hub ports competitive in the logistics
and transport field as well as an interesting place for international business to
settle.

Next, innovations are also required to counteract negative impacts of transport or
existing inefficiencies, such as the impacts on the environment and the number of
empty truck kilometres. But even when we agree that innovation is needed, what is
the best way to explore, promote and implement innovations? Is it possible to join
forces and direct innovation programs in a way that knowledge is developed and
transferred to those businesses willing to lead innovations, within their own supply
chain or co-operating with others?

We will outline a three step process that brings together many, seemingly
independent activities into one coherent innovation flow. This process starts with
R&D, develops an implementation roadmap and realizes open innovation with a
sharing of practices between leaders and followers of innovations.



Orchestrating innovations in logistics:
mind your step

The big WHY: the uncertain nature of logistics

The strengths of the Dutch logistics sector are broadly known and appreciated.
Blessed to be geographically uniquely situated in one of the world’s densely
populated and rich Delta areas, we are one of the globally leading countries in
logistics. Currently we rank no.4 in the World Bank’s Logistics Performance Index.
Despite the fact that we have only few global players that can present themselves
as a Dutch LSP brand, our high quality infrastructure and service levels are widely
renowned and will remain rock solid assets for our economy. The real unknowns
are on the outside. In contrast with our knowledge of Strengths and Weaknesses,
we have far less knowledge of the opportunities and threats that present
themselves from the outside world, making the future uncertain and possibly less
bright then the present. Some key changes in our environment that will determine
the Future Nature of Logistics are summarized below.

Demographic

Technology

 Urbanisation
¢ Ageing population
¢ Population growth in the East

o ICT
 Energy efficiency
e Complex sustainable systems

Economy

Ecological

e Geographical shifts

e Logistics costs already increasing in
developed countries

e Logistics sector professionalizes in third
countries

o Foreign stakes in logistics is growing

e Climate change pressure
* Diminishing quality of life in cities
o Consumer awareness increases

Social

Political

¢ Mass individualization
¢ Consumer preferences changing

* Geopolitical trend breaks
e Competition within Europe

e Increased density leads to regulation and
restrictions

Table 1: A DESTEP analysis of changes in the external environment of logistics

Bearing all these external developments in mind, t he key concern is the

sustainability of the current system in economic terms (securing productive jobs
while flows reroute to Hamburg), in equity terms (rights of children and the elderly,
for example) and in environmental terms (e.g. minimizing the carbon footprint of
hub port activities). Clearly, with all these turbulent changes around us, we are
continuously adapting our technologies and working practices, to stay ahead in
the logistics field. This practice of firms to improve their performance with step
changes, increasing service quality and reducing costs, we call innovation.
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‘Our focus is on
management of
innovation at the
group level’

Innovation

“...innovation can be seen as a change in the thought process for
doing something, or the useful application of inventions or discoveries.
It may refer to incremental, emergent, or radical and revolutionary
changes in thinking, products, processes, or organizations.”

Source: Wikipedia

There are many innovations in logistics that aim to improve supply chain performance
and to reduce costs. We can distinguish between innovations that are transformational, a
step change innovation, or those that are more incremental in nature. Examples of high
impact innovations! which have received much attention from the industry lately include
Collaborative Planning (also mentioned as horizontal cooperation or cross chain control),
RFID-Centric Business Applications (a.k.a. Intelligent Cargo) and Multimodal/International
Transport Management Systems (or EFreight).

In this paper, we will not focus on the meaning and the impact of these, or other
innovations in logistics. Instead our focus will be on the process of innovation and how
this can best be managed. The need for innovations in the logistics sector is widely
recognized and has resulted in many innovation programs and initiatives throughout
the last decades. At the same time, we should remain critical towards these practices
and never stop asking whether it is the right approach we take towards innovation.

Note that beside an effort to pro-actively manage innovation processes, many
soft factors are important to make innovations succeed, like creativity, trust and
serendipity. Our focus is on the aspect of management of innovation processes
across individual companies, i.e. at the group level. The question we'd like to
discuss in this article is as to how innovation processes can be orchestrated in
practice across individual companies, to bridge the gap between smart ideas and
everyday operations.

We propose a stepwise approach and present this in practical terms, linking up to
ongoing initiatives in logistics innovation. The process is inspired by the discipline
of transition management? and aims at supporting long term, sustainable changes
in systems. Although such a framework of transition management may seem
somewhat overdone or too esoteric for a sector such as logistics, this is not a
luxury, given the challenges ahead of realising truly sustainable supply chains.

Moreover, such system changes have occurred in the past, also in the logistic system.
An example of such a system change was the move from cost oriented to service
oriented business models in logistics that occurred between the 70's and the 90's.
However, this system did not change just like that, but required revolutionary changes

I According to Gartner (2006), but still quite up to date

2 Rotmans, J., Transitiemanagement, sleutel voor een duurzame samenleving, Van Gorcum 2003
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in existing regimes, i.e. institutes and modes of governance. The advent of supply
chains created new forms of chain management and modes of vertical (dis)integration.
In order for such regime changes to occur, lower level changes were necessary
between like-minded actors in so-called niches, who jointly decided and agreed that

an innovation should be introduced. An example of such an innovation was the Kanban
approach which could be implemented effectively within a closed system of actors.

By analogy with this framework we present a simple three step process towards

innovations?;

¢ long term R&D programs, indicating the conditions under which a change in
landscape could become feasible;

¢ medium term roadmaps for regime changes, pointing out which niches need to
introduce which innovations and

e short term implementation programs for quick innovation adoption within the sector.

programming
innovations implementing

R&D for
technologies

of the future with change

roadmaps

strategic (>5 years)........... tactical (2-5) years)......... operational (1 year)

Figure 1: Three step innovation sequence

An important challenge is to connect industry (innovation demand) and the ‘An important
knowledge sector (innovation supply) at different stages. Also the three stages challenge is to
themselves will need to be connected well, in order to maintain the flow between connect industry

long term visions and short term needs. We return to these challenges in the
concluding section of the paper. In the next section we describe these 3 steps by
means of 3 examples taken from ongoing practice in innovation at TNO with its
partners in and around the logistics sector.

and the knowledge
sector’

First step: R&D for technologies of the future

In many minds innovation is strongly related to research and development (R&D). In
2006, the “Commissie Van Laarhoven” developed three themes for R&D in logistics:
cross chain control centres, mult-company service logistics and hub ports in control.
These themes have some aspects in common: i.e. control and collaboration, within
and between chains. The Dutch institute for Advanced Logistics Dinalog promotes
and supports innovation on these three themes. The words “control” and “direction®”
dominate the logistics innovation discussions at the moment (see for example

3 Note that in practice these steps will be intertwined, dynamically converging and diverging. As they concern

three different time frames of management, however, we present them separately.

4 As “the act or function of directing”, a translation of the Dutch word “regie”
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Dinalog). Control is mentioned as the answer in many relevant discussions in the
logistics and transport field. This applies to issues in hub ports as well as in forms of
more efficient and sustainable transport operations. The extended gateway service
of ECT is an example of control over hinterland transport beyond the current terminal
gates, extended towards the national borders. Control over a larger part of the
hinterland transport chain is exercised by taking responsibility over transport services
by road, rail and inland waterways until an own terminal at Venlo.

‘Collahoration
seems necessary
to further reduce

empty kilometres’

Another example is the reduction of empty trips for carriers achieved through
collaboration in planning and operations. Obviously, all carriers already try to
minimize their empty kilometres by optimising their transport within the limitations
of their possibilities. Although this has resulted in an increase in efficiency over
the years, many carriers argue that the options to further reduce empty trips

for a single carrier are limited now. Collaboration between different supply chain
partners and over different supply chains seems necessary to further reduce empty
kilometres. Both innovations require a long term effort to think through, engineer
and implement the required changes in infrastructures, service business models,
and often also the regulatory environment. These two examples illustrate the need
for R&D in order to make innovations work in practice.

Here we briefly discuss the research and development activities concerning
business models in two Dinalog R&D projects concerning cross chain control
centres (4C), i.e. 4C4More and 4C4D. These new business models should deal with
cooperation issues on the one hand and control issues on the other.

Key Client
activities | ™ /’ relationships \
product
Partner Value Client
network proposition segments
Key Distribution
infrastructure resources channels customer
management l l interface
Cost Revenue
structure flows
financial aspects

Figure 2: Decomposition of a business model (Chesbrough, 2010)

A key challenge in these innovations is that these forms of collaboration, control
and direction require fundamentally new business models in contrast to the current
business models used by many supply chain parties. New technologies or ICT
applications are often the trigger for these organisation innovations; they make it
possible. But the technical innovations in itself, will not result in for example fewer
empty kilometres or in a more competitive country. New and applied organization
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innovations, such as the business model illustrations later in this contribution show,
are necessary to make these innovations work in practice. Typically, for these
interlinked changes in organisations, roadmaps are needed.

In the project 4C4D we aim at extending the existing business models for city
distribution by building cooperative structures between carriers, retailers, receivers
and authorities from revenue management perspective, i.e. see system and user
viability. We extend these business models by examining how alternative value
propositions (Figure 1) could result in a better business model for the carriers, the
receivers and maybe even the authorities.

Opportunities exist, since carriers do not have direct contact with actors that are
active at the city level, i.e. the local authorities and the receivers. Many carriers
face serious problems in delivering receivers in cities, due to the combination

of governmental time windows and the time slots defined by the receivers. We
examine how this could be improved by introducing smart incentives to make
collaboration work in practice.

Another example of a situation that requires innovative business models is the
collaboration between carriers, shippers and eventually receivers in the 4C4More
R&D project. Obviously, technical innovations are necessary for cross-chain
collaboration (issues like data compatibility). This can only work if new collaborative
business models are developed to solve issues, such as:

e the fit between collaborative and individual business models;

e the dynamics of how to develop and evolve a joint business model ;

e the influence of external factors shape that joint business model development;
e acceptance of business models across organizational boundaries;

e processes and procedures used to develop joint business models etcetera...

Second Step: Road mapping - the case of Synchromodality

Developing innovations is not something that one can take up individually. It
requires far-reaching collaboration among all parties involved. Roadmaps provide
an ordered way to understand how different changes in the system interact and
how they can be realized through time. A roadmap may contain different routes
towards an innovation. It can also be an important tool for collaborative innovation
processes, if different parties can reach an agreement on the steps and the
division of tasks to arrive at an innovation.

As an example, the European roadmap for Logistics and Co-Modality (EU Green
Cars Initiative, European Commission, 2010) aims to set the agenda for innovations
in three topics of interest, inviting the industry to participate in R&D projects

from the European research funds, followed by implementation of initiatives. The
roadmap sets milestones until 2030 for 3 topics.
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‘Shippers, carriers
and infrastructure
managers must
take coordinated
and aligned action’

(M1 | Green Hubs and Green Corridors

Milestone | (to 2015)
Setting the Targets

Milestone Il (to 2020)
Bullding the Partnerships

New Business Models for Green
Hubs and Green Corridors

Milestone Ill (to 2030)
Roll-out

Figure 3: The summarising sketch of the 2010 European co-modality and logistics roadmap (EC 2010).

The situation in the Netherlands is somewhat ahead of Europe, as a more detailed
roadmap is developed to foster implementation of what we call Synchromodality.
What is Synchromodality? This concept entails the optimal operational alignment of
shippers and carriers in their choice of transportation modality and infrastructure.
This operational alignment is characterized by

1) the ability to switch freely between modalities and logistics networks whenever
desirable and

2) by being able to aggregate and bundle transport loads to enjoy the benefits of
economies of scale.

Key to the concept is that shippers, carriers and infrastructure managers take
coordinated and aligned action such that, given the aggregated demand for
transport, the optimal modality is chosen such that the individual objectives for the
relevant actors are fulfilled. In a synchromodal transportation system, shippers and
carriers are able to dynamically switch between modalities, bundle and aggregate
freight and vary in service. This in turn will lead to higher load rates, improved
lead-times, more reliable service-provision, less vehicle movements and more
sustainable transport with lower integral costs.

In summary, synchromodality can be seen as a next step after co-modality, with

a focus on the dynamic interaction between shippers, service providers and
infrastructure managers. As synchromodality will require innovations in and an
improved alignment between the operations of all these agents, a shared roadmap
is needed to keep these operations consistent.

24



Vision

It is Friday morning 09.00AM. While working at a major 3PL is highly
enjoyable, you are looking forward to the weekend. The coffee machine
already produced your favourite latte macchiato while the RSS-feed
of your preferred news portal shows up. The RSS-feed shows that
upstream in the Rhine river, an inland barge has capsized blocking
the passage for other ships. Another article portrays the latest ‘Traffic
Jam Top 10’ citing the A15 as a massively congested highway.

After opening up the companies’ business software, you take a look
through the order grid for the day. A few container shipments were
pre-planned using barges from Rotterdam to Germany — that might be
problematic so you decide to change that around immediately.

Luckily, it poses little of a challenge using the new 9292FreightTransport
app that is interoperating brilliantly with the company software. You
insert the shipment data and immediately find that there is a fast
train connection to Duisburg at the end of the day. For the last mile,
the system already proposes an option to forward the containers to
their final destination using road trucks that now also have a more
sustainable return trip.

The remainder of the shipments looks good - a few changes are
already processed by the intelligent self-organising technology at the
back of the system. It appears that some shipments are bundled with
the load of a few other shippers. Might be competitors but at least the
load rates are optimized and everyone is receiving their shipments
reliably, sustainable and on-time. You lean back and take a sip of your
latte — this is going to be an easy Friday.

Recently, the Dutch Ministry of Infrastructure and Environment invited TNO, Dinalog
and Connekt to contribute to the understanding of the concept ‘synchromodality’ by
developing a roadmap describing all necessary actions to come to a synchromodal
transportation system. The roadmap for synchromodality is developed together

with the shippers, carriers and infrastructure managers. It will show which
innovations are needed and when, in terms of knowledge and technology, products
and services, legislation and regulations and new organizational structures.

Third step: Implementation change - the RAAK-Pro example
Next to research and development activities, where (applied) scientists and industry
work together, further ways are needed to bridge the scientific and the industrial
world and support short term implementation processes at the level of individual
companies. Bringing existing knowledge to new companies that do not have this
knowledge can result in innovations for these companies.
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‘The main objective
is to strengthen
the position of the
SMEs’

This approach to knowledge transfer between (applied) science and especially SME
(small and medium sized enterprises) is executed in the project called ‘Raak-Pro:
‘the SME Mainport research, chain and network strategies for SMEs in Mainports’.
In this project, knowledge institutes, interest groups and hub port locations
collaborate to improve the chain and network possibilities for SMEs active in
mainport locations in the Netherlands. The ports of Rotterdam and Amsterdam and
airport Schiphol are involved in this project.

This program intends to answer three questions and to disseminate the knowledge
to SMEs in hub ports. The first question examines the current network position of
SMEs in the three hub port locations involved. The second question concentrates
on the environment. An analysis of the hub port environment, the control in and
from these ports, logistical developments in time and new logistical concepts are
offered to the SMEs that participate in this research program. The final question
emphasizss the opportunities for change and the possibilities for SMEs to act more
proactively and change their network position in such a way that they can keep on
operating and growing in the hub ports.

Therefore the main objective is to strengthen the position of the SMEs in the Dutch
hub ports, considering all changes and trends (including the increasing control
issues in these ports and how the SMEs are confronted with it). These three
questions are connected, in all questions the following five subjects are examined:

e Physical infrastructure, congestion and the following unreliable flows of goods are
an economic and a societal issue, infrastructure plays an important role here.

e Network structure, enterprises (including SMEs) are cooperating more and more
with external parties in chains and networks.

e Flows of goods increase in volume and in diversity, and are increasingly
internationally oriented. This results incomplexity and consequently more
difficulties in control and overview (also for SMEs) arise.

e Information flows, due to the increase in volume and variety if products, the
information flows and the ICT-support become more important. Add to this the
increasing safety and security issues, and it is clear that this leads to challenges
for SMEs.

¢ Money flows, finally, the international trade results in new transactions.

The Raak-Pro program examines all flows in order to obtain a hierarchy in objectives.
First, the program aims at the knowledge development and transfer on the position

of SMEs operating in (or related to) mainports. This should results in the second
objective: the increase in knowledge position of SMEs in the hub ports. As an outcome
of this project knowledge is opened up for SMEs, also on a structural basis. Thus the
third objective is a more proactive position of the SMEs in the mainports.

These three objectives are the primary objectives. Furthermore, the project
should result in a better network position for SMEs in the ports, better competitive
positions and increased profitability, and finally to a better competitive position of
the Dutch hub ports.
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To achieve these targets, a project structure was set up that includes interest
groups, knowledge institutions, experts and port enterprises. The consortium is
leading in the project and includes the port organisations (Schiphol Group, Port
of Amsterdam and the Port of Rotterdam Authority), interest groups (ACN, ORAM,
Deltalings, EVO and TLN) and knowledge institutes (Hogeschool van Amsterdam,
TNO and Free University of Amsterdam). This consortium makes decisions

based on the input of the program team (Hogeschool van Amsterdam, Erasmus
Universiteit Rotterdam, TNO and Hogeschool Rotterdam).

The final frontier: alignment of innovations through open innovation

In this paper we described three main lines of innovation management in logistics
that we can observe in the Netherlands, and provided examples of ongoing
programs in each of these lines. Needless to say, the three lines of innovation
sketched above cannot function separately and need to be well aligned. Progress
in the future should therefore lie in consistent management of R&D, roadmaps and
implementation programs.

The principle of open innovation® appears to be a promising approach to connect
and align these three lines, as it:

e brings together businesses in different stages of the innovation cycle and
consumers and producers of innovations, in open and transparent processes;

e increases competition between suppliers of innovation through crowdsourcing;

* makes companies less dependent on own resources and the knowledge for R&D
and

 allows collaborative development of innovations and the development of
community standards using roadmaps.

In the Netherlands, the Eindhoven-based Holst Centre is perhaps the clearest
example where open innovation has been put into practice successfully. The

Holst Centre is an independent open-innovation R&D centre that develops

generic technologies for Wireless Autonomous Sensor Technologies and Flexible
Electronics. A key feature of Holst Centre is its partnership model with industry and
academia based around shared roadmaps and programs.

Soon after the creation of this centre in 2005, the Dutch government accepted
the vision of “Regie” for the future of our logistics sector, with improved supply
chain control being the main business proposition. If this vision should become
reality, it is important that we take control over our innovation processes as well,
with a systematic and transparent approach towards the innovation processes
themselves, that potentially affects the entire sector, under collaborative guidance
of the industry.

5 The goal of open innovation is to share ideas and efforts, cost and risk of R&D and to reduce the time to
market of new product generations. See also Chesbrough, H.W. (2003). Open Innovation: The new imperative for

creating and profiting from technology. Boston: Harvard Business School Press, p. xxiv)
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‘Logistics too needs innovation’

All businesses innovate, even though they sometimes give it a different name.
Innovation is not something that only the big businesses do; medium-sized and
small businesses do it too. You can get money for it; you can make money with it.
Three members of the EVO Council for Logistics Knowledge discussed the best
ways of doing so at a round table meeting.

Their conclusion is that unlike other industries, the logistics industry does not
abound in innovation. With profit margins so small, the focus is on cost, and
outlooks do not reach beyond the next few years. However, innovation can also
bring in money. One example of this is the transport planning package. This started
out as a project for the large businesses in the industry, but since then it also been
adopted by smaller companies. The faster such an expansion from large to medium
to small takes place, the bigger the positive effect on the economy.

There have been good ideas in logistics too, but they all too often founder in the
implementation stages. Medium-sized and small businesses in particular find it
hard to tap into the right channels or to establish contact with, say, a knowledge
institute. EVO is the place where businesses can get together and where the
exchange of knowledge is given a chance. The EVO Council for Logistics
Knowledge (EVO Raad voor Logistieke Kennis) plays a key role in this process.

A medium-sized or small shipper or carrier will probably hesitate to enter the
imposing building that houses TNO Mobility and Logistics. It sits near the campus
of TU Delft, where everything breathes high-tech and braininess. It may appear to
be far removed from the day-to-day world of logistics, but nothing could be further
from the truth. Knowledge institutes like these turn out to be accessible to small
and medium-sized businesses too.

Innovation and accessibility of knowledge institutes like these is what three
members of the EVO Council for Logistics Knowledge are discussing on the fifth
floor of the building. They are Erik van Egmond, managing director for Europe of
Penske; Lori Tavasszy, Mobility and Logistics consultant at TNO and a professor
at TU Delft; and Peter van der Sterre, EVO policy consultant and secretary of the
Council for Logistics Knowledge.

‘The logistics industry is not a traditional hot-bed of innovation’, says Van Egmond.
‘To many logistics businesses and shippers, innovation remains fallow ground.
However, if you take a strategic look at the future, at ways to improve your position
and to stand out in the market, innovation is one of the most important elements.’

Tavasszy concurs: ‘I think that only a handful of the thousands of EVO members
know the innovation agenda in any detail. Why is this? Well, we're talking about
a great many medium-sized and small businesses, ones that don’t have an R&D
department or somebody responsible for research and development, or even a
logistics manager.’



Why is the interest in innovation wanting? Because the margins are so tight, the
focus is mostly on cost and the look ahead remains limited to the next few years.
Everybody agrees this is the case. But is that all, or is there more? Van der Sterre
points out that smaller businesses often lack the opportunities their larger brethren
get: ‘Small and medium businesses sometimes have bright ideas too, but they
often founder when it comes to the implementation stages. They may for example
find it difficult to tap into the right channels, or to get into contact with a knowledge
institute. | recently heard from a business where they had come up with an idea
they needed help with. They had sent e-mail messages to universities outlining the
ideas and asking for help, but received not a single reply. A large company might
have known the right persons to contact. Perhaps EVO could act as the go-between
in cases like this.

The term ‘innovation’ itself appears to be aimed at the bigger companies, the
leader firms. One example is Dinalog, the new logistics knowledge institute in
Breda. It is being marketed as a technology institute in an international network
focusing on innovation. That's all very well for the Netherlands as a logistics centre,
but Tavasszy can spot a few challenges for Dinalog: ‘Making the transition to reach
small and medium businesses can be tricky. | think that the meaning of the word
innovation itself is seen in a different light by smaller businesses.’

It isn't long before the discussion turns to the question of what innovation really
entails. It isn't just about ICT and technology. ‘You should start by dissecting the
word innovation to see what we're actually talking about’, says Van der Sterre.
‘There's product innovation, process innovation, social innovation, etc.’

‘Innovation could be about a different way of directing staff, or about outsourcing
rather than doing things in-house’, Tavasszy adds, ‘or about a bigger focus on
sustainability, as was the subject at the previous round table meeting. On that
occasion we heard ideas about inter-business collaboration. That was a first for
many companies.’

Van Egmond compares the Dutch situation with the situation in the U.S: ‘It's not just
about a new IT system or a new engine in a truck. We should be looking at patents.
The Netherlands are very traditional in that respect. Most of our patents deal with
new technology, but in other parts of the world the field is much wider. Opening a
bank at night, a ball pit, these are all things you can get patented.’

Of course it takes money, since innovation does not come about of its own accord.
You may need to throw out a sprat to catch a mackerel, but if it takes six years

or more to get a return on an investment, a lot of companies would find that
prohibitive. Not to mention innovations that will benefit not only company A, but
competitor B as well.

Tavasszy: ‘A company will invest only if it benefits the business. There’s no
changing that. What you can change though, is the awareness, knowing which
innovation is important and when to hop on the bandwagon. There’s a lot to



be gained by small businesses too, without complicating matters or becoming
highbrow about it. Ask yourself questions such as, what am | doing? When does
the time come for me to diversify, or specialise, or outsource? There's no need to
get all worked up. It's about the development perspective, that's what you can train
people to recognise.’

Can innovation make money? Van Egmond thinks so: ‘Innovation can certainly make
money, even in the short term.” Tavasszy: ‘An example of innovation that quickly
yields a profit is the transport planning package. It started out as a project for the
large businesses in the industry, but since then it also been adopted by the smaller
companies. The innovation has spread. The faster such an expansion from large to
medium to small takes place, the bigger the positive effect on the economy.’

But even if the returns are not immediate, it remains necessary to keep thinking
about strategic change, according to Tavasszy: ‘Our business environment

is changing fast. On the one hand there is the pressure from customers. The
demands for responsiveness are high, while costs keep mounting. This increases
the pressure on processes. To top it all, sustainability has been introduced as the
new buzzword. There will come a time when the industry will be forced to embrace
it

Forced to? That makes it sound like innovation is a do or die option. Van der Sterre
is adamant: ‘You must innovate, or your business loses its right to exist. You may
be able to cling on for a few more years, but your business will slowly but surely
die.’

Business is not only affected by the changes in business environment, but also by
chance events, such as the slumping economy or the ash cloud from Iceland. Even
emergency situations can produce useful innovation, as Tavasszy explains: ‘We
took interviews at companies in the seaports. The companies that responded to the
drop in demand with what almost amounts to aggression, turned out to be the ones
least affected by the crisis. These were not the companies that gave discounts and
tried to patch up their business by cutting costs. Companies that tried to develop
new markets on the income side fared well, both during and after the crisis.’

To get on, you need to lean back, according to Van Egmond. ‘Just take the time

to think about the challenges you may be facing in the fifteen or twenty years to
come. You can adapt to them. Lean back and have a think about innovation. By the
way, in a great number of cases it will be your own employees who come up with
the bright ideas. You need to make the time for it to happen.’

So is a bright idea the same as innovation? Tavasszy thinks so: ‘Innovation is
coming up with new ways of achieving a certain objective. One type of innovation is
to look at new technologies you could adopt. You could, for example, discuss new
information systems. But leaving the technology aside, you can also wonder how
you can build up a culture within an organisation that would enable everybody to
contribute their thoughts, that leaves time and room for new ideas.



Van der Sterre: ‘You start to look differently at your processes. You stand back,
bring in people from outside. Students can be great help in this.” Tavasszy chips in
immediately: ‘The great thing about students is that they look at processes with a
fresh mind. They ask questions like, Sorry to be blunt, but why don't you do it this
or that way? Van Egmond summarises: ‘You have a wealth of ideas in store, but
you also need to introduce your company to the wealth of ideas.’

The EVO Council for Logistics Knowledge itself is a prime example of innovation,
Van der Sterre contributes. Not so very long ago it was unthinkable that a logistics
service provider or a consultant would be a member of a permanent body within
EVO. Fortunately the importance of bringing in people from outside has now been
recognised.

Innovation has an air of highbrow about it, but it can also be fun.

Van der Sterre gives an example that occurred at what was then the Ministry of
Transport and Waterways: ‘Someone came up with the idea of an internal version
of LinkedIn, a network-like solution. Suppose some official is to receive a visit
from a Chinese guest, but there is no interpreter. The system would let you search
the department using ‘Chinese’. It might give you the names of three people

who are into cooking Chinese food, but you might also find somebody doing a
Chinese language course, just what you're looking for. So how do you make sure
autonomous departments know how to find each other, so you get interaction?
Within EVO we have set up theme-based innovation groups. Make sure you get your
people together, so they can start finding solutions together.’

That's all very well, but ministries and industry association are big organisations, so
where is the real benefit for small and medium-sized businesses?

Van der Sterre: ‘We need to take practical solutions out into the field. The Cross
Chain Control Centre, 4C, which is under development, is very interesting, but if we
approach our members with it at this point, most of them will simply pull out. This
is why we are now developing a platform of smaller shippers, who can start to use
it to bundle their goods flows. This results in a large cargo pool, which logistics
service providers can then respond to.’

Van Egmond also sees the potential of 4C for smaller businesses: ‘We have a
Cross Chain Control Centre at Roosendaal. It has the effect that smaller shippers
also start to see the benefits. For example, | overheard somebody remark that

he didn’t know that his customer ordered small quantities six times a month. He
simply did not have that information before. This kind of information is now causing
processes to change. We often say that 4C in itself doesn’'t have to provide added
value. The value is in the insight you get from the fact that you're innovating.’

The idea of inter-business collaboration as a contribution to sustainability, which
was discussed during the previous round table meeting, is an example of an
initiative that starts at large businesses and then trickles down to the smaller
ones. Tavasszy: ‘We now see a number of pioneers in the field of incorporating



sustainability in the logistics process. We hope that in a few years there will tens
of thousands taking up the idea that they too want to innovate in sustainability.
Responsiveness is an essential quality for all shippers. It transcends the ability
just to organise transport. Production on order, production within the region, rapid
fulfilment, e-fulfilment, it is not just a question of computers, but also of organising
the entire logistics chain in such a way that the customer can get served more
quickly. It is a question of staying power.’

Tavasszy has another example: ‘Transport Management Systems need to be
compatible with Warehouse Management Systems, which in turn need to be
compatible with ERP systems. Currently, developments like these can be handled
only by companies with enough clout to invest in them. Nevertheless, we haven't
seen the last of it by a long shot, because it is a fundamental development, and it
will pull the smaller companies along in its wake.’

‘EVO can be the place where businesses meet and where these exchanges can be
given a chance’, says Van Egmond. So how will the Council for Logistics Knowledge
go about this? Van der Sterre: ‘Within the Council we have already set up a list of
things we would like to take further. The question now arises which of those we will
be taking up, and which ones will be dropped. The primary purpose of this round
table is to give the rank and file information about what we are doing. It's great to
have a council, but it needs to be visible to the rank and file.’

According to Tavasszy, the EVO companies are at the start of the process. ‘The
subjects have been named and explored’, he says. ‘We have formed groups of
member who were able to collate knowledge about the subjects. From this we have
distilled an agenda for the main subjects. Innovation sees millions being spent on
research programmes, not just fundamental research, but applied research as well.
We would like to be a spider in the web making sure that all those investments also
benefit the members of EVO.’

This article was published in 2010 in EVO Logistics magazine (EVO Logistiek).
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Summary of chapter 3

By focussing on the organisation, control and coordination of dynamic, and
sometimes virtual, logistics chains and networks, the Netherlands will be able to
achieve a unique and leading position within Europe. The objective is to ensure
that by 2020 the Netherlands will be the European market leader in the control of
transnational goods flows that enter one or more European countries and that are
controlled from centralised facilities supervised by market parties.

The industry certainly offers potential. In the Netherlands alone, 750,000 people
are employed, directly or indirectly, by the logistics and transport industry,

which generates 7.5 percent of the GNP. From a historical point of view, the
Netherlands holds all the right cards. This is why the business community, industry
organisations, main ports, government and knowledge institutes have embraced
Dinalog, the Dutch Institute for Advanced Logistics, as the party to execute the
National Innovation Programme for Logistics and Supply Chain Management.

In the next few years, up to 2020, the innovation programme, like the Dinalog
Campus, will need to be expanded into a fully fledged innovation ecosystem in
order to achieve the proposed objectives. From 2011 to 2020 Dinalog will be
building a powerful National Innovation Programme for Logistics and Supply Chain
Management as well as developing an Open Innovation Campus in the Netherlands.
The campus will be a place where each year 400,000 visitors will come to inspire
one another, receive training, share knowledge, and collaborate.



Dinalog - from transport and
distribution to supervision

Each year, the Dutch logistics and transport industry contributes some 42,000 Wim Bens,

million euros to the gross national product (GNP). A large proportion of the money Managing Director at
originates in the goods flows that pass through the country, for example from the Dinalog, Dutch Institute
port of Rotterdam to the hinterland of Europe and beyond. Of the 42,000 million for Advanced Logistics

euros, 39,000 million comes from operational logistics, i.e. shipping, distribution,
storage, and repacking. The added value and margins of these operations are
relatively limited. The price of diesel fuel need only rise a few cents for the profits
of carriers to evaporate. If the Netherlands are to grow in this section of the
logistics industry, the country will have to invest in expensive infrastructures such
as roads, railways, ports, vehicles and equipment, i.e. relatively high investments
with uncertain yields and long recovery times.

Of the Dutch annual GNP, some 3,000 million euros are generated by organising,
controlling and coordinating logistics operations. The margins of these operations
are relatively high. The edge is gained by being smart, by running innovative
operations such as supervision at the overall chain level. If the Netherlands are to
make more money from these logistics operations, the country will have to train
people to supervise logistics and supply chains for global shippers whose goods
flows may or may not pass through the Netherlands. The Dutch logistics industry
must also be able to reap the benefits of the know-how these people represent. In
this way, investments that are relatively minor compared with the investments in
infrastructure can yield much higher margins.

By focussing on the organisation, control and coordination of dynamic, and sometimes
virtual, logistics chains and networks, the Netherlands will be able to achieve a

unique and leading position within Europe. The objective is to ensure that by 2020

the Netherlands will be the European market leader in the control of transnational
goods flows that enter one or more European countries and that are controlled from
centralised facilities supervised by market parties. This supervisory role will boost the
Dutch GNP by a minimum of 7,000 million euros, from 3,000 million euros in 2007 to
at least 10,000 million in 2020, i.e. a growth in excess of 200 percent.

The National Innovation Programme for Logistics and Supply Chain Management
formulated by the Van Laarhoven Committee explains how the Netherlands could
achieve international excellence in the logistics and supply chain field. The industry
certainly offers potential. In the Netherlands alone, 750,000 people are employed,
directly or indirectly, by the logistics and transport industry, which generates 7.5
percent of the GNP. From a historical point of view, the Netherlands holds all the
right cards. It's in the right place on the map, it has excellent main ports in the form
of Schiphol Airport and the seaports of Rotterdam and Amsterdam, it has green
ports and it has good connections with its hinterland offering great potential.
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‘Through 4C
complex European
and worldwide
supply chains are
controlled’

What the Netherlands needs is smart, innovative logistics designs and processes,
the bundling of logistics activities, and above all, collaboration between the various
industry parties, logistics service providers with each other as well as with the
shippers. Only then will these companies be able to attract and organise goods
flows from all over the world. This will not only bring in high yields, but it will also
make the Netherlands an exporting country of logistics supervision and logistics
know-how.

On 7 April 2010 the business community, industry organisations, main ports,
government and knowledge institutes embraced Dinalog, the Dutch Institute for
Advanced Logistics, as the party to execute the National Innovation Programme for
Logistics and Supply Chain Management.

Three innovative themes

The initial focus of the National Innovation Programme for Logistics and Supply
Chain Management formulated by the Van Laarhoven Committee is on research and
development of knowledge and innovations within three innovation themes, to which
new relevant themes will be added when the time comes: Cross Chain Control
Centres (4C), Service Logistics, and the Supervisory Role of Hubs. These themes
will be discussed in more detail below.

Cross Chain Control Centres

A Cross Chain Control Centre (4C) is a supervisory facility from which several
complex European and worldwide supply chains are coordinated and controlled.
The activities involve the bundling and control of physical goods flows, information
flows, financial flows, and data management. The establishment of one or more
4Cs results in:

 improved information, improved coordination and bundling of activities;

e reduced supply chain costs by combining cargoes;

¢ reduced environmental impact;

e boost to industry and employment;

¢ added knowledge that can also be put to good use in other supply chains;

e added incentive for foreign companies to set up business in the Netherlands.

Service logistics

Service logistics involves the supervision of all after sales services, from product
delivery right up to the end of a product’s life cycle. Companies increasingly
deliver a service concept rather than just a product. Examples of this are copying
machines that are no longer owned by the office that uses them, and that are paid
for in proportion to the number of copies they make. More complex systems also
require maintenance and servicing. As in 4C, the focus within the Service Logistics
theme is on chain operations and coordination, but the processes involved and the
innovations required are completely different. New innovative concepts for service
logistics result in:
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¢ a higher-quality, advanced service industry in the Netherlands;

e added incentive for foreign parties to invest in the Netherlands;

* a significant, sustainable contribution towards the reduction of emissions and
energy consumption through optimised use of spare parts and recycling of
materials.

Supervisory role of hubs

The supervisory role of hubs involves the control of transport movements and
information flows around and across the boundaries of the Dutch main ports and
hubs in the hinterland. The supervisory role also includes the joint development of
a multimodal network in the national and European hinterland. The supervisory role
maintains the strong position of the Dutch main ports and hubs, and improves it
through innovation of chain supervision and configuration. This results in:

¢ improved access to the Netherlands and optimised flow to and from the
hinterland;

¢ improved use of infrastructure;

e improved service quality;

¢ development of new competences and industrial activities;

e a sustainable contribution to society from logistics and supply chain
management.

R&D projects

Logistics and supply chain management is a complex process by nature. The
chain includes lots of parties and links, all of which form potential points of failure.
Dinalog intends to obviate these risks. The key lies in collaboration, across the
links and parties within the chains as well as between the various chains. The
Dutch logistics service providers should not regard each other as competitors: our
competitors are located in Eastern Europe, Asia and elsewhere across the globe.
Nor should the railways be viewed as a threat to road haulage or inland shipping.
The various transport modes should advance together as partners. Thanks to
their versatility, and using each other’s strengths, know-how and competences,
the Dutch logistics operators can offer efficiency, cost reduction, and above

all, supervision, to major international market players. Dinalog can provide

the necessary support with R&D projects, demo projects, Human Capital, and
information services to small and medium businesses.

In the R&D projects, shippers, logistics service providers and knowledge institutes
are working together to improve the supervisory function. Eight R&D projects were
launched in 2010, with a total volume of 13 million euros. These projects will run
for three to four years. A number of new projects will be added in 2011, 2012 and
2013. The eight current projects are presented in more detail below.

4C4More - Cross Chain Control Centres

4C4More is one of the central themes of Dinalog. The idea of 4C is to create
economies of scale through cross-company and cross-chain collaboration.
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The consortium intends to use improved scheduling, logistics movement
forecasting and new business models to develop the benefits of 4C for business
implementation.

Cross-chain on-line sales coordination

Every time a consumer completes a series of purchases from different internet web
shops, each shop ships a separate package through its own distribution channel.
This is a costly and inefficient process. This R&D project investigates the possibility
of using a single virtual shopping trolley to visit any number of on-line shops and
shipping the purchased products through a single logistics channel.

ProSelLo, Proactive Service Logistics for advanced capital goods
Customers are placing increasingly higher demands on Service Logistics. The
systems are expected to work at all times, problems need to be solved quickly,
and there is a strong focus on the total cost of ownership. ProSelLo is working

on ways to improve the service performance of companies and to expand the
industry’s service market. As part of this effort, the consortium is investigating the
possibility of pooling spare parts and facilitating reuse. This R&D project will also
lay the foundation for the Planning Services demo project, which demonstrates new
processes.

Extended Single Window - information gateway to Europe

Whenever a vessel enters the port of Rotterdam, information needs to be provided
and collected in many different places. This project seeks to combine all these
information exchanges in a single location with a coordinated and integrated border
management system for seaports and airports. The same system can be consulted
by parties from various supply chains, such as shippers, carriers, forwarders, and
terminals. The system is fully connected to all the relevant procedures to facilitate
reliable and cost-effective chains. It streamlines customs and tax processes as well
as the physical processing of cargo. By being quicker, easier, better and cheaper,
the streamlined process gives a main port an advantage over the competition.

Ultimate: efficient multimodal hinterland networks

An Extended Gate is a supervisory centre from which transport to locations in the
hinterland is arranged efficiently and without red tape. The connection consists of
frequent and reliable transport between sea terminals and hinterland terminals.
This project is developing an Extended Gate concept for use in the hinterland,

at which point new multimodal options become available. The project caters

to the requirements of worldwide supply chains, optimises the use of available
information, and removes the operational and administrative bottlenecks in
seaports. The project builds on new concepts of collaboration between businesses.

4CA4D: City distribution

A growing issue of concern in logistics is the distribution of goods to shops in town
centres in the Netherlands. The interests of the parties involved vary considerably.
Municipalities seek to reduce the traffic pressure in town centres and minimise

the inconvenience to shoppers from commercial transport. Shops no longer want
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to keeps goods in stock, preferring a continuous supply of products. Transport
companies are bound by restrictions such as fixed delivery time windows,
maximum vehicle weights, and noise, emission and safety standards. In the 4C4D:
City Distribution project, retailers and carriers are developing smart concepts to
enable them to bundle and supervise the supply of different shops, the goods
flows, and their frequency.

DAVINC3I

The Dutch flower growing industry is famous all over the world and performs a
hub function for the flower trade throughout Europe. Technological developments
are facilitating commercial operations in a more virtualised world. DaVinc3i looks
at ways for the Dutch flower growing industry to improve its leading position in
the global sourcing and European sale of flowers and plants within the virtual
trade network. The consortium focuses on innovative concepts for information
infrastructures, co modality, coordination and collaboration in logistics and
commerce.

Value creation by closing the loop

Controlled return chains ensure that end-of-ife products retain their value. This
project involves the design of a 4C concept for recycling semi finished products
and raw materials in the production chain. This keeps the materials as much as
possible within the production flows and prevents their value from being wasted.
Waste regains economic value through re-use.

Demonstration projects

Dinalog stimulates innovation not only through R&D projects, but also by means of
demonstration projects, in which businesses are challenged to jointly demonstrate
that new concepts are ripe for practical use, as a final step on the way to
successful implementation for commercial use. In the autumn of 2010 the first
demonstration projects were made available for businesses to subscribe to. Two
projects were accepted for the purpose of testing and implementing technologies
and innovative concepts. This experimental development enables commercial
partners to collaborate in the development of a prototype or a business
development process. Below is a short description of both these demonstration
projects.

Planning services

Spare parts planning is a tricky discipline within logistics. Many businesses work
with standard systems that lack the necessary prognostic models, resulting in

an excess or lack of spare parts, and additional costs. The Planning Services
demonstration project combines the spare parts for a number of different
companies, with a single central supervisory facility keeping track of stocks for
different businesses and various logistics chains. This provides economies of scale
and efficiency, for example because larger quantities can be purchased at lower
prices.
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‘Know-how
remains a major
bottleneck in
logistics and
supply chain
management’

Logistics in the construction industry

Building sites see trucks from a variety of suppliers coming and going on a daily
basis. A lack of adequate control leaves many of these vehicles only half loaded,
severely reducing the efficiency of delivery. This demonstration project brings
together several logistics chains in the construction industry. In the first part of the
project, the Ballast Nedam construction company is collaborating with its suppliers
to set up combined transports to the company’s production facility, from which
prefabricated components are delivered to building sites. The second phase of
the project will investigate whether the concept can be extended to include supply
chains and transport flows of other construction companies.

Human capital

Know-how remains a major bottleneck in the development of logistics and supply
chain management. There is a shortage of highly-skilled knowledge workers,
and part of the cause lies in the public’s conception of the industry. The general
view is that the logistics industry offers too few career opportunities, and that
the businesses making up the industry are too small to hold on to highly paid
knowledge workers.

The industry is in sore need of well-trained and highly-skilled employees.
Professional specialists that enable Dutch logistics service providers to take on

a supervisory role in logistics and supply chain management are essential to an
innovative industry. To establish an international presence, the educational offerings
will need to be a cut above those from other European countries. The greatest
demand concerns recognised post-master and post-experience trainings. Together
with educational partners, Dinalog is developing a number of high-level curricula,
courses and seminars. In addition, the knowledge developed in the R&D projects
set up by Dinalog will be consolidated in the regular academic and professional
higher curricula.

Dinalog itself is not an educational institute, nor is it intended to be, but it

does stimulate innovation and improvement at such institutes. This is done in
consultation with the industry and the educational sector. Dinalog assumes the
role of conductor and initiator. The institute has started by taking a survey of the
educational offerings available in the Netherlands. The objective is to establish

a range of training facilities to cover all the themes, levels and regions. If any
educational omissions are detected, Dinalog will take the initiative to develop new
programmes together with the educational institutes or industry associations.

This will not be necessary for the regular institutes, both professional and
academic, which are perfectly capable of arranging their own curricula. However,
Dinalog does have a role to play in the development of training schemes at levels
between or after the established educational levels, such as specialist MBA
training, master classes, and courses. In these cases too, rather than providing
education itself, Dinalog facilitates, stimulates and finances the development

and promotion of education. One example is the development of an experienced
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executive programme in the form of a series of master classes. This takes place
in collaboration with the Rotterdam School of Management, which is part of the
Erasmus University, and TIAS Nimbas, the business school of the University of
Tilburg and Eindhoven Technical University. Dinalog contributes towards the cost
incurred by the business schools for developing and marketing the programmes.

Knowledge Distribution Centres

The Knowledge Distribution Centres (KDCs) are formed by six regional networks
that include a representation of partners, educational institutes, industry
organisations and development companies. The networks will list the available
educational facilities in their region, and look for ways in which the intermediate
and higher professional institutes and the universities can coordinate and connect
their curricula. The centres are coordinated by six institutes of professional
higher education with logistics curricula. They are the Academy of Amsterdam
(Hogeschool Amsterdam), the Academy of Rotterdam (Hogeschool Rotterdam) ,
Windesheim in Zwolle, the Academy of Arnhem (Hogeschool Arnhem) and Nijmegen,
NHTV in Breda, and Fontys in Venlo. The KDCs will also ensure that the developed
knowledge will end up at the regional knowledge institutes, and above all, with the
regional entrepreneurs in logistics and supply chain management.

In the Human Capital programme series, Dinalog has set itself the task of improving
logistics education at every level, and where necessary developing new training
courses in collaboration with the industry in the Dinalog Academy.

Small and medium business information

The Netherlands can boast relatively little innovative knowledge and has too

few highly-trained employees to offer the logistics industry. Most of the industry
consists of small to medium companies in which the problems associated with the
day-to-day running of a business often leave too little time to sit back and think
about the future of the company and the industry. Even so, this will have to be done
if these companies are to retain their role in the global market against competition
from other countries, e.g. those that can pay lower wages than the Netherlands.

Dinalog helps businesses to innovate by devising and developing smart solutions ‘Dinalog has set
operating within a network of scientists, entrepreneurs, and students. Dinalog itself the task of
offers small and medium business entrepreneurs a place to meet other people and imprnving Iogistics

to experiment with new concepts. In 2010 a series of eleven breakfast sessions
was launched, and a further thirty have been scheduled for 2011. On average,

25 people join each breakfast table seminar at Dinalog. During each sessions, an
expert discusses a current issue related to the innovation of logistics: a professor
with specific know-how, an entrepreneur sharing his experiences, or a customs
officer. In two hours the guests receive tips, tricks and tools to improve shop floor
processes.

education at every
level’
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Dinalog Campus: open innovation and collaboration

Another major task for Dinalog is the construction of a Logistics and Supply Chain
Campus for open innovation. Along the A16 motorway between Rotterdam and
Antwerp, on the route to the European hinterland and close to the southern branch
of the high-speed rail link, lies the 20-hectare building site where the Campus

is being constructed. It will be a campus for the industry and the knowledge
infrastructure to meet and to inspire each other, to come up with new applications
and smart logistics that can be jointly developed. In the near future, Dinalog will
be creating 100,000 m? of floor space, and the schedule calls for 15,000 m?2 of
building to be completed by 2013.

The organisation is currently housed in a building across the road from the

Dinalog Campus. From this temporary accommodation, the outlines of the future
campus can already be made out. There will be meeting areas, conference rooms,
presentation rooms, and demonstration rooms. Dinalog already welcomes many
guests from the industry on a daily basis. On a floor of its own in the current
building, the Dinalog incubator can be found, currently consisting of eight start-ups.
Their potential has not remained unnoticed. Logistics service providers such as Jan
de Rijk and DHL have rented space in the building for their logistics strategists and
business developers. They want to be at the core of open innovation in logistics.
Other companies, shippers and logistics service providers alike, use the building
to arrange meetings with clients, to set up conferences, or to establish branch
offices. Even though only a year has passed since its inception, the Dinalog
Campus has already started to become reality.

The campus is the physical and virtual location where knowledge development,
research, education and practice come together. It is the place where the
supervisory centres in the logistics chain can touch base, where new ideas are
born, new concepts and models are developed, and where new commercial
activities come to life. It is here that discussions, training sessions and meetings
take place that are open to anyone in the industry. In 2020 some 4,000
international logistics professionals, chain controllers, business developers and
logistics strategists will call this their place of work, and the Campus will be a
meeting place for 400,000 international visitors.

Continuity and improvement

Although Dinalog has been in existence for only a year, some excellent results
already have been achieved. Following long consultation, the foundations have
finally been laid for growth and improvement in the industry. The National
Innovation Programme is based on a widely supported objective to achieve a GNP
growth of 7,000 million euros in 2020, and to invest in a higher added value and
consequently a better yield of the industry.

The innovation programme already includes over one hundred partners from large,

medium and small businesses, knowledge institutes, and lobby groups. Together,
these consortia of companies and knowledge institutes are engaged in the running
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of more than ten major projects aimed at the development of the supervisory
function in logistics. The Small and Medium Business Information and the Human
Capital programme series took off to a flying start. In addition to these regular
projects a number of results have been achieved internationally, with for example
an important basis being established with international regions in Spain (MIT
Zaragoza Logistic Centre), Germany (Fraunhofer Gesellschaft and the House of
Logistics and Mobility), Denmark and Sweden (Oresund region, NGIL) and Belgium
(the Flemish Institute for Logistics and the Flemish Institute for Mobility). In addition
the foundations have been laid for the Dinalog Open Innovation Campus, while
international collaborations have been initiated with major logistics regions inside
and outside Europe.

The most important achievement, however, must be that the industry has been

made aware of the need to innovate, and that it realises that it stands on the brink
of major changes. Many businesses in the industry, both national and international
operators, are in contact with Dinalog to participate in the Campus developments.

Nonetheless all this constitutes only the first step on the road towards achieving
our objectives. The time has now come to make sure we stay the course. In the
next few years, up to 2020, the innovation programme and the campus will need to
be expanded into a fully fledged innovation ecosystem in order to carry through our
stated objectives. A single impulse to the innovation ecosystem will not suffice. For
the period from 2011 to 2020, Dinalog envisages four instruments for establishing
a powerful National Innovation Programme for Logistics and Supply Chain
Management, and for developing an Open Innovation Campus in the Netherlands.
They are:

1. Continuation of a National Innovation Programme
The continuation will be aimed at the continuing application of practical
research in the fields of smart and advanced logistics, international logistics,
the supervision of supply chain management, improving the sustainability
of the supply chain, practical research focusing on smart multimodal and
synchromodal logistics chains, integrated supply chain management from within
the Netherlands for worldwide shippers, smart inner city distribution concepts,
sustainable chain logistics, and bundled service and return logistics.

2. Continuing focus on human capital
A concerted effort will be required to provide education at every level, to ensure
the influx of the right kind of students and their continued education, and to
find a means for the industry to hold on to graduates. Specific efforts will be
required to improve pre-experience training at professional, academic, and post-
academic levels.

3. Valorisation resources
Resources will need to be found to promote new enterprise and innovation
within the established businesses in the industry. The right building blocks
will have to be provided to match the specific nature of the industry, with its
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relatively large number of small and medium businesses, only a handful of which
lead the way in innovation.

4. Open Innovation Campus
The Campus will extend facilities to 4,000 advanced logistics business
developers, logistics engineers, knowledge worker, logistics strategists,
and supervisors. The campus will be a place where 400,000 visitors a year
will come to inspire one another, receive training, share knowledge, and
collaborate. The Campus will also be a starting place for participation in
international networks and collaboration with other logistics clusters.
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Summary of chapter 4

Innovation in logistics services is a reciprocal process between a service provider
and its customer, with longer-lasting relationships yielding greater advances. One of
the most important aspects of innovation is computerisation. A properly designed
and accessible IT system enables both logistics service provider Dachser and its
customers to keep abreast of transport events in real time and when necessary, to
adjust them.

Major innovations are also taking place in a technological sense. One example
is the introduction of the double load-bed in trailers and swap bodies, which
considerably increases the transport volume per truck, a positive effect that is
even enhanced when combined with an extended length HGV (ecocombi). The
highest efficiency is achieved when Euro pallets are used.

Integration and transparency are the keywords. The level of service that can be
provided to the customer benefits from easily accessible IT systems and a form of
one-stop shopping. No more separate business units with all kinds of demarcations
such as logistics, transport, and ocean shipping. It is much more efficient to offer
all these services as an integrated combination, with a single point of information
within the organisation representing the entire chain.



The creation of intelligent logistics

Innovation is the creation of intelligent logistics. This can only be done together
with the customer and on the basis of a long-term relation of trust. This is why we
prefer to call it a partnership rather than a customer-service provider relationship.
The idea is to keep trying to optimise the logistics processes together.

Our core business is groupage. In this market segment of, say, up to eight pallets,
we hold a very strong position. Nonetheless, groupage is a complex and labour-
intensive segment that requires constant monitoring if mistakes and delays are

to be avoided. IT takes a central role in this. We are always on the lookout for

the most intelligent combination and integration of digital technology and smart
network solutions.

Phases

It goes without saying that it takes time to build up a lasting relationship. Together
with your customer you pass through a number of different phases. When you

are just starting out with a shipper as part of a contract, you first go through an
implementation process. A tender document often contains things that turn out to
be just that bit different in the real world. It can take two or three months before
everything falls into place. During that start-up period we meet on a monthly basis
to go over all the issues and to add improvements in places where the process
isn't as smooth as it should be.

After six months we can switch to quarterly meetings, which is when the subject
matter of the meetings changes. We start looking for instance at the performance
levels that were initially agreed upon. Once the required levels are achieved, you
can start looking together to see if there is anything else that could be improved.
Could certain things be done differently? You don't start on this road immediately,
but after six months you have both gained the experience that will enable you to
look for structural improvements.

It is a very wide-ranging learning process that may involve a bit of everything. Just
to give a few examples, there are electronic book-ins, certain procedures, loading
processes, cut-off times, trailers, feedback from our system to the shipper’s

system, and lots of other things. Dachser has put years of effort into expanding the

number of computer-controlled activities.

The best way to illustrate how innovation is achieved, is by giving a description of
the logistics process. Dachser has two systems, one for groupage and one for
Cargoplus, covering partial loads and complete loads. The latter covers larger and
full loads. These are delivered directly to their destination. The grouping is routed
through one or more hubs.
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‘We no longer work
with destinations;
we have numbered

sections’

Dachser has an EDI quote of 80 to 90 percent, so a very large group of our
customers book in their cargo on-line. The book-in system automatically supplies
the customer with a bar code label. For smaller shippers that do not have their own
EDI system we offer an easy to use standard system that works over the Internet.
The customers simply fill out the data, book in the cargo, and print a bar code

on a label, or even on an ordinary sheet of paper that goes under a see-through
wrapper. This allows any customer to access our system from anywhere.

Product codes

All the Dachser locations throughout Europe are connected to the central system,
and they all use the same product codes and such. We use a number of different
product codes. Our most important product lines, each with its own pricing, are:

e Targo Speed: fixed lead times;
e Targo Fix: fixed delivery dates, when speed is not the highest priority;
¢ Targo Flex: flexible lead times for non time-critical delivery.

Speed and Fix are loaded immediately, and Flex loads can be moved around. The
next day a Targo Flex load immediately gets the Speed status so it gets dispatched
without further delay.

When the cargo is checked in, the bar code generated by the system and printed
at the shipper’s office is read at the warehouse. The system already has all the
relevant data, including nature, volume and weight of the cargo, the recipient and
the product code. Dachser then uses the data to process the shipment. In fact,
once the shipment has been scanned in, no more manual processing takes place.

When the Dachser employee scans the shipment in the warehouse, the display
automatically shows a number. We no longer work with destinations; instead we
have numbered sections. Whether a shipment is destined for Hungary, Scandinavia,
or Germany, they all have just a number. The shipment is simply placed in the
indicated section.

The loading process is done by specialists who place the goods in trailers or swap
bodies at certain times. We no longer use loading lists; it is all done in a paperless
process. Every few doors along there is a computer terminal, so the system knows
that a section with a certain number is being loaded and what its destination is.

The customer can follow the whole process through tracking & tracing. We have
a very sophisticated system that enables the shipper to see where the goods are
in real time. We have an arrangement with a number of major shippers so some
status messages are relayed directly to their systems, in other words they get
uploaded in real time. Those shippers no longer have to log in at the Dachser web
site, and instead they get to view the status on their own systems. They can then
click directly on the right button to produce a proof of delivery, for example.
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We deliver these grouping shipments all over Europe. The driver has a hand-held
terminal in which the recipient's name is entered in capitals and which the recipient
can use to provide a digitised signature. That information then gets uploaded to the
central system within twenty seconds.

Euro pallets

As | mentioned before, it takes a little time to reach the level at which you can start
to further optimise processes together with a shipper. Considering the operational
part for example, you look for more intelligent ways to load shipments. All our
equipment features double load-beds with beams that can be fixed at different
levels and can each carry a load of over one tonne each. The load-beds are
dimensioned to accommodate Euro pallets.

Whereas a standard trailer can take 33 Euro pallets, the double load-bed means
you can take up to 66 pallets along. If you use an extended length HGV, a number
of which Dachser has been operating since eighteen months, the load can be up to
105 pallets. It used to take three trailers to carry that kind of load. The new system
helps to cut costs and results in significantly reduced emission of CO, per tonne.
Of course such benefits apply most to direct shipments and fully-loaded trailers,

so we always recommend that our customer use the Euro pallet option if they can.
We use them throughout Europe, so the customer can always have his pallets
returned. We recommend their use to all our European customers. If your system
is fully adapted to the Euro pallet format, and your people know how to handle
them, they work out well for shipper and carrier alike. The customer gets a monthly
breakdown showing the number of pallets that have been loaded and the number
of pallets that have been returned. If there is a difference, there is an explanation.
The customer may have been unable to return them, or pallets may have become
damaged. This avoids unnecessary discussion and ensures that the shipper gets a
proper return on his investment in pallets.

We use a lot of swap bodies. In fact they were invented by Dachser. You unlock

them, put them up on their legs, and then you can switch trucks. They offer immense
flexibility. Suppose you have two locations, each with two swap bodies, one of which is
destined for Munich and the other for Memmingen. You could have two trucks with two
swap bodies each travel to the same location, where you switch one body on each
truck. One truck can then continue to Munich, and the other to Memmingen. There is
no longer any need for transshipment, which saves a lot of time.

Integration
Dachser seeks reliability through total control of all the processes involved in
logistics, based on the following three systems:

e Domino, the transport management system (TMS);

¢ Mikado, the warehouse management system (WMA);
e Qthello, the sea and air freight system.
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‘We have no
separate business
units such as
logistics,
transport, ocean
shipping’

These systems are interconnected, and Domino and Mikado in particular. Some
customers do their warehousing at our location in Waddinxveen near Rotterdam.
Containers coming in from, say, the US. and China are trucked from the quayside
to the warehouse, preferably at night. We have bonded warehouse facilities, so
import duties don’t have to be paid yet at this point. The goods are then entered
in our WMS. When the customer calls out the shipments and their composition, we
pick the orders from the warehouse. When the shipment is complete, we transfer
the data to the TMS, Domino, where it receives a bar code and enters the network
in the way described previously. In the meantime, our customers can follow
everything on-line. They can see when the picking was done, when the loading took
place, when the shipment left, and where it is.

This is how Dachser does everything under a single roof. We've noticed that this
concept is very successful. We have no separate business units with demarcations
such as logistics, transport, ocean shipping. Our objective is to offer an integrated
mix, with a single point of information for the entire chain. There are more service
providers that offer a combination of warehousing and logistics for example,

but not within a single system. The main advantage is that the goods don't have

to be collected at a certain location. There is no need for interim storage and
transshipment. It all helps to cut the cost of customer calls, transport and handling,
and it results in very short lead times. We could accept a shipment for Munich at
10 a.m. which moves off at noon for delivery at 5 p.m.

Transparency

Dachser is expanding across every continent. China is one of our largest regions at
this moment, currently with about twenty branches, with two or three being added
every year. We are experiencing the same growth in the US, Brazil, South Africa,
and elsewhere.

We get a lot of inbound lading from it, and so a year ago we decided to open a
branch of Air & Sea Logistics at Waddinxveen under the name Air & Sea Rotterdam.
We also have Dutch Air & Sea branch offices at Schiphol and Maastricht. This

is a separate logistics branch, which is somewhat removed from road transport
because it involves longer lead times, customs procedures, etc. We are working
hard to integrate the ocean shipping system, but it is a slow process because we
have to depend on the data provided by the vessel operators.

The systems used by Dachser don't lie. We are completely transparent to our
customers. They see exactly what we do. The only way that works if you really
want to improve things together, is to both be transparent. It is what makes real
innovation possible.
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Summary of chapter 5

Road transport has gained a prominent role in logistics chains and in most cases
has become the crucial link at the start and end of the chain, the last mile.

Road transport is facing major challenges in Europe. These challenges include
environmental legislation and congestion, but the labour market is also in for a
change.

At the same time volumes are expected to increase. It is not unrealistic to assume
that the cost price of transport by road will start to increase considerably.
Considerable effort will thus be required to transport more volume with fewer
people and less environmental impact. To bring this about, it will be essential

for the market as well as the government and knowledge institutes to give their
utmost.

Part of the solution can be found in a more robust and more efficiently used road
network, but new, cleaner technology and relaxed regulations also enter the
equation. In addition to building more roads, the use of the available road network
needs to be made more efficient by means of traffic management.

The business community can make real progress by investing in new vehicle
and transport concepts such as extended length length HGVs (ecocombis) and
synchromodal facilities. Drive technology will also undergo a breakthrough.
Combustion techniques will certainly remain in use for some decades to come
while the transition to hydrogen-powered vehicles takes place. Opportunities for
innovation can also be found for the Dutch and European authorities.



Need for innovation in road transport

Road transport fulfils a crucial task in practically any logistics chain. Not only does
truck haulage account for by far the greatest proportion of inland transport, even
when other transport modes are involved, road transport in many cases covers the
last mile. In spite of the determent policy of many European authorities, the truck
remains a major factor of importance in combination with other transport modes.
The reason for this is simple: according to most forecasts, the volume of goods
offered for shipment will increase considerably, and this will certainly require the
use all the available transport modes.

Even so, the transport of goods by road is experiencing increasing difficulties, not
just because the roads are always getting busier and traffic becoming more and
more congested, but legislation isn't exactly helping the haulage industry either.
Where environmental impact and nuisance are concerned, trucks are bearing the
brunt of the blame, mostly undeservedly.

EVO: EP Transport Committee makes a right step

Peter van der Sterre,
Association Manager
at EVO

ZOETERMEER 13-04-2011 - The transport commission of the European Parliament yesterday

voted on changes to the Eurovignette. EVO supports the concept of ‘the polluter pays’, but this
principle must be implemented fairly and effectively.

EVO is of the opinion that the current proposal means a step in the right direction compared with
an earlier proposal, Nonetheless, EVO remains critical about several issues.

There was a major risk of trucks being charged when at a standstill. These costs would eventually
have to be borne by the shippers. To the satisfaction of EVO, parliament has managed to avert
most of the danger. Member retain the option of varying the charges according to rush hours and
quiet periods.

A surcharge for CO, emissions has also been kept out of the proposals, and rightly so, says EVO,
since this is not a matter for taxation. The EVO lobby has certainly yielded the right results here.
In addition EVO regrets the fact that these taxes will not be earmarked in full. Ultimately this is
no more than a straightforward mobility tax, and the tax money is not being used to counter the
negative effects on mobility.

EVO also regrets the fact that private motor vehicles will not be hit, even though they are the main
cause of congestion.

Now that the transport commission of the EP has voted in favour of the proposals for the new

Eurovignette, it will be up to the full European Parliament in June. EVO will make every effort to
make its views clear to EP members.
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The following tables show how the Dutch roads have become much busier between
2001 and 2010. The number of road kilometres does not increase with the number
of vehicles, however: whereas the number of motorway kilometres increased by
only 4.4 percent per year, the number of vehicles rose by almost 18 percent.

NL road kilometres 2001 2010 Increase %
Total 130,446 137,347 6,901 5.3
Motorway 4,892 5,109 217 4.4

Table 1: Road kilometres in the Netherlands, 2001 — 2010 (source: CBS)

NL motor vehicles | 2001 % 2010 % Increase %

Total 7,926,892 | 100 9,340,006 | 100 1,413,114 17.8
Vans 755,776 9.5 872,355 9.3 116,579 | 15.4
Trucks 142,929 1.8 210,222 2.3 67,293 | 47.1

Table 2: Motor vehicles in the Netherlands, 2001 - 2010 (source: CBS)

As these figures show, the increase in the number of vehicles is over four

times as high as the added kilometres of road, assuming that vehicles that are
registered are actually being used. The volume of goods transported by road in
the Netherlands has also increased over the same period, by about 18 percent.
The conclusion must be that the efficiency, measured in tonne kilometres, has not
increased.

The prognosis is that the volumes will increase even more rapidly. As stated above,
this kind of growth can only be accommodated if all the transport modes are used to
full capacity and in cohesion. Such an optimised and harmonised use of the various
different transport modes is discussed elsewhere in this EVO Yearbook 2011.

So, a considerable proportion of the volume will have to be transported by road. In
addition to a limited road capacity and stricter safety and environmental measures,
the number of available qualified drivers is also a point of concern. The forecast

is that the years to come will show a lack of qualified drivers and other logistics
personnel. This means that fewer people will be available to transport more goods
while at the same time minimising the environmental impact.

The conclusion from the above can be that the future cost of road transport will
rise considerably if all the developments outlined here become reality. This will
force the industry into collaboration with the authorities and knowledge institutes to
achieve innovation at a variety of levels.

The Dutch government is aware of this. This book contains the text of a letter from
EVO to the Logistics Top Team established by the Minister of Economic Affairs. The
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letter emphasises the need to address these issues by means of:

e resolving bottlenecks (sufficient and robust infrastructure);

¢ more efficient use of infrastructure;

¢ optimised and flexible use of all transport modes (synchromodal transport);
¢ improved load factors and collaboration;

e sustainability efforts;

¢ balancing market mechanisms and collaboration.

These items will now be discussed in more detail.

Robust infrastructure

As outlined above, the number of vehicles has grown out of proportion with ‘The damage as a
the number of road kilometres. It is far from surprising that this has resulted result of

in an increasing number of problems. The EVO lobby traditionally seeks to cnngestion is
resolve bottlenecks in the main road network. EVO clearly states its priorities hetween 800

in the Economic Guide it publishes together with Transport and Logistics in the e

Netherlands (TLN). In this guide, TLN and EVO present the 2009 Top-20 o Dutch  Million and 1,200
roads with the most expensive tailbacks for the road transport industry. TLN million euros’

and EVO estimate the total damage to the road transport industry as a result of
congestion to be between 800 million and 1,200 million euros. The direct delay
damage due to lost time and increased fuel consumption was 378 million euros. A
number of infrastructure projects have been planned in recent years and for years
to come that will provide a positive contribution to the flow of goods.

Improved use of infrastructure

The rise in the number of vehicles on the road calls for intelligent solutions to
optimise the available road capacity. Under normal circumstances, road traffic
usually manages to regulate itself without undue problems. As long as there are
no unexpected events, traffic continues to flow reasonably well. There comes a
time however, when this self-regulation reaches its limits, as revealed by scientific
research conducted by Serge Hoogendoorn, Professor of Traffic Management

at TU Delft. Two examples of these limits are the ‘faster is slower’ effect and the
congestion wave. As the former phenomenon shows, the greater the number of
people attempting to quickly reach a certain point, the more time this process
takes. In a congestion wave, dense traffic will result in a gradually increasing effect
opposing the flow of traffic.

Traffic management will need to receive more attention in the years to come, with
the government assuming more control over traffic. The near future will see a
surge in systems that can support the driver on the road and so contribute to an
improved use of infrastructure, e.g. Adaptive Cruise Control and Lane Departure
Warning. Perhaps we will also see the advent of advanced navigation systems
linked to traffic management systems that can improve the distribution of traffic on
the available road network.
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Improved load factors

The available figures for empty truck kilometres in Europe and the Netherlands
vary, but between 25 and 40 percent of all truck kilometres are travelled empty. It
would of course be an illusion to think that this figure could be reduced to nil, but
there certainly is room for improvement. One way of achieving this is to increase
collaboration. New ICT systems will make it easier for shippers and carriers to
make good flows transparent.

Several good examples of collaborative efforts already exist in the logistics
industry, both between carriers and between shippers. Examples from the EVO
Logistics Yearbook 2010 confirm the benefits of collaboration. The collaborative
efforts vary from the simple bundling of goods flows between shippers to the
exchange of loads between carriers or even a joint planning system.

One of the spearheads of the Dutch Van Laarhoven committee, which researched
innovation in logistics, and of the Dinalog logistics institute is the concept of Cross
Chain Control Centres (4C). These research efforts look at the possibilities offered
by centralised control for different goods flows and by related methods such as
techniques to simplify the distribution of costs and profit.

EVO recently entered into a collaboration with the German Transporeon
organisation to enable shippers to make a contribution to the reduction of empty
truck kilometres. We looked at custom-made solutions based on the notion that
there are too many different carriers in competition with each other. Logistically
considered this kind of competition prevents the creation of the optimal situation
which balances a minimum number of truck kilometres on the one hand, and the
positive effects of the market mechanism on the other. The idea is to link different
shippers to a platform, preferably with a number of opposing goods flows. These
shippers bring the existing carriers together in a closed user group. The loads are
then exchanged within this group, based on market mechanisms.

The industry will open up to collaboration in the years to ahead. They will not only
be influenced by price, but the potential impact on the environment will affect
decisions even more than now.

Sustainable engine technology

The greatest challenge facing the road transport industry where environmental
impact is concerned, would appear to lie in the reduction of emissions of CO,
and other greenhouse gases. CO, is a colourless and odourless gas that occurs
naturally in our atmosphere. The gas is non-toxic, but it does contribute to the
greenhouse effect. CO, is absorbed by trees, plants and some types of bacteria,
and through photosynthesis is then separated into carbon and oxygen.
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Figure 1: In the Netherlands, traffic and transport account for 23 percent of total CO, emissions.
(Source: De Logistieke Kracht van Nederland, NDL/HIDC, TNO)
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Figure 2: Road transport accounts for 38 percent of the CO, emissions of transport and traffic and 8.5
percent of total CO, emissions in the Netherlands. (Source: De Logistieke Kracht van Nederland, NDL/
HIDC, TNO)

The Dutch institute for applied scientific research, TNO, states that although
considerable gains could be achieved at the vehicle level, this will become realistic
only in the medium and long term. Therefore, intelligent improvements in the field
of logistics and traffic management will have to be complemented by vehicle
innovation. TNO research shows that the maximum achievable reduction in fuel
consumption and the CO, emissions will be 20 percent by 2018 and approximately
45 percent by 2040.
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‘Over five hundred
extended length
HGV’s are on the
Dutch roads in
2011

The Ministry of Infrastructure and the Environment recently launched the Truck of
the Future programme, a subsidisation scheme that is intended to promote the use
of:

e hybrid trucks;

e trucks fuelled by diesel alternatives;

e auxiliary power systems on board trucks, with the emphasis on alternative
freight refrigeration systems.

Extended length HGVs

Extended length HGVs show great promise. Trucks of 25.25 metres length and a
maximum all-up weight of 60 tonnes offer considerable environmental benefits over
regular articulated vehicles of 18.75 metres and 50 tonnes. The first extended
length HGVs have been on Dutch roads since 2001 as part of a test which has now
entered the experience phase, with considerable additional requirements for both
drivers and vehicles being specified. Over five hundred of these vehicles are on

the Dutch roads in 2011. Research shows that the Netherlands offers potential for
6,000 to 12,000 extended length HGVs with minimum negative impact on other
modes of transport, known as reverse modal shift.

A Tractor — semi-trailer — centre-axle trailer
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Figure 3: Extended length HGV configurations, the most common options. (Source: RDW)
An extended length HGV is capable of transporting almost 60 percent more volume

than a regular articulated truck, with a fuel consumption that is only marginally
higher.

64



Initially, extended length HGVs were suitable mainly for the transport of high-volume
goods flows to and from ports, factories and distribution centres. Some areas are
less accessible to these vehicles. Areas must meet strict accessibility criteria, so
access in the Netherlands is limited to part of all the industrial and port areas as
well as the motorway network. Until recently railway lines could not be crossed, but
this is now gradually changing, making an increasing number of commercial sites
accessible to extended length HGVs.

The extended length HGV concept is gaining momentum. Thanks to innovative
vehicle builders, two semi-trailers can now be linked together for longer trips. They
are disconnected for the last mile, to be moved separately to their destinations,
e.g. a supermarket in town.

In spite of opposition, other European countries will be launching tests with
extended length HGVs, although the maximum permissible all-up weight is expected
to vary between countries. A European network for these vehicles would offer
enormous potential for more efficient road transport.

LinX-project Cornelissen transport company

The customers of the Cornelissen transport company of Nijmegen
include supermarket chain Albert Heijn. For part of the distribution to
its supermarket locations, the retailer hires natural gas-fuelled vehicles.
For this purpose, Cornelissen has developed a transport concept that
uses extended length HGVs with two semi-trailers for the trip between
the retailer’s distribution centre and an unhitching location. From the
unhitching location the individual trailers are then moved, preferably by
natural gas-fuelled tractors, to the shops. It is a perfect combination of
extended length HGV and clean vehicle technology.

(Extract from EVO article)

Fuels

One of most important developments in the road transport industry is the major
improvement made in cleaning up the diesel engines use to power the vehicles.
The emission standards for heavy diesel engines, also known as Euro standards,
have resulted in much cleaner vehicles with much reduced emissions of noxious
materials. On the other hand, diesel fuel consumption has not decreased in any
significant measure. This means that the emission of CO,, which is directly related,
has also remained more or less the same.

HGVs have undergone significant technical development over the years. A vehicle
produced in 2011 emits about 85 percent less NO, (nitrogen oxides) and about
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‘Diesel engines
are getting
increasingly
cleaner’

94 percent less PM10 (fine dust) than one of twenty years ago, with most of the
improvements having been effected in recent years.

Compared with the Euro Il standard, the emission values of a Euro V engine are
28 percent lower for CO (carbon monoxide ), 43 percent lower for NOx (nitrogen
oxides), 30 percent lower for HC (hydrocarbons), and 80 percent lower for

PM (soot). Dutch carriers of today use modern and clean equipment, with

38 percent of HGVs being classed Euro IV or better.

Tier (Hi] HC NOx PM Smoke
4.5 1.1 8.0 0.612
Euro |
4.5 1.1 8.0 0.36
4.0 1.1 7.0 0.25
Euro Il
4.0 1.1 7.0 0.15
1.5 0.25 2.0 0.02 0.15
Euro Il 0.10
2.1 0.66 5.0 0.8
0.13
Euro IV 1.5 0.46 3.5 0.02 0.5
Euro V 1.5 0.46 2.0 0.02 0.5
Euro VI 1.5 0.13 0.4 0.01

Table 3: EU Emission Standards for HD Diesel Engines, g/kWh (smoke in m-1). (Source: www.dieselnet.com)

So, diesel engines are getting increasingly cleaner. Even though scientists differ
in opinion about the global reserves of fossil fuel, it goes without saying that they
will not last forever, and that they will become increasingly difficult to extract from
the earth. Moreover, we depend at least in part on oil reserves located in regions
subject to political tension. Both these factors are reflected in the price of oil.

Hydrogen appears to be an alternative for the future. Experts estimate that it will
take another thirty to forty years before hydrogen-powered vehicles will be ready
for marketing in any quantity. The main cause of this is that we still have no method
for the sustainable production of hydrogen. We will therefore have to be looking for
alternatives to bridge the transition period. Natural gas, and green gas in particular
appear to be on the rise as transition fuels, and may be combined with hybrid
technology, or as bi-fuel in combination with diesel technology. In spite of the fact
that on a global scale, millions of natural gas-powered vehicles are already out on
the roads, in Western Europe the advance of natural gas for road transport use
started only very recently. Nonetheless, its progress appears to be irreversible.
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Local emission (NOx, PM)

Global emission (CO,)

Figure 4: Emission profile of several fuels. The horizontal axis indicates the global effects of CO,, the

vertical axis indicates the local effects of NOx and fine dust.

CNG (Compressed Natural Gas) is currently the most commonly used type of
transport fuel gas. A major, though hardly insurmountable, problem of the use of

CNG as fuel is the much reduced range. A regular tractor (or truck) can easily carry

1,100 litres of diesel fuel, giving it a range of some 3,500 kilometres or more. A
comparable tractor unit fuelled by CNG would have a limited gas storage capacity
of about 120 kg, enough to travel only 300 to 360 km. In addition, the power of
such Heavy Duty Trucks would be limited to about 330 horsepower, making gas-
only vehicles suitable mainly for regional transport and local distribution.

LNG (Liquefied Natural Gas) offers solutions with regard to the limited range of
vehicles. The gas is the same as that used in CNG, and so are the vehicle engines.
The difference is in the method used to store the gas. Forced refrigeration of the
gas to a temperature of —162 turns the gas into liquid, making it more compact.

Dual fuel technology may be a useful addition to full-gas vehicles. Several truck
manufacturers have marketed dual-fuel engines that enable vehicles to run on a

mixture of gas and diesel.

Road transport | 67

‘Dual fuel
technology may be
a useful addition to
full-gas vehicles’



‘GTL can be used in
diesel engines
without
modification’

Roteb experiments with hybrid power

Rotterdam is conducting a test with a hybrid-power refuse-collecting truck.
Roteb, the municipal refuse-collecting company, reached agreement with
Volvo Trucks for a test that started in the autumn of 2010.

The hybrid refuse truck operated by Roteb is based on the Volvo model
FE, a heavy-duty vehicle. The main difference between this truck and
normal refuse vehicles is its drive train.

Volvo's hybrid solution combines a diesel engine with an electric motor,
with the latter being used to move from standstill and accelerate up to
about 20 km/h. For higher speeds the diesel engine is activated.

As the truck comes to a stop, when picking up refuse for example, the
diesel engine is automatically switched off to prevent unnecessary fuel
consumption and nuisance from idling.

Volvo previously announced that the company intends to start the
production in series of hybrid trucks next year. Volvo has been testing
the preproduction vehicles on domestic refuse collection runs in
Stockholm and Goteborg since April last year. These tests are now to
be extended to include Rotterdam and Paris.

In 2010 a test was run in the Rijnmond region using GTL Fuel. GTL stands for Gas
To Liquids, a process that converts gas into a high-grade synthetic fuel. A number
of refuse-collection trucks operated by the Van Gansewinkel company used this
fuel, produced by Shell, for several months. The fuel is a replacement for normal
diesel and can be used in diesel engines without modification. It combines the
benefits of natural gas with the ease of use of diesel. GTL is produced by Shell in
Malaysia, and starting this year, in Qatar.

From natural gas to green gas

Green gas, also known as substitute natural gas (SNG), is a sustainable fuel. It is a
so-called second-generation transport fuel. Green gas is produced from biomass,
e.g. manure or sludge from water treatment plants, by means of fermentation.
The resulting gas does not have the quality of natural gas, and needs to have
pollutants, such as sulphur and carbon monoxide removed. This produces a gas
consisting mostly of methane. The carbon monoxide can be stored for use in
market gardening or refrigerated transport.
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In addition to having the welcome properties of natural gas, green gas provides a ‘SNG reduces CO,
major contribution to the reduction of CO, emissions. According to ECN (Energy emissions by 100
research Centre of the Netherlands) the major benefit over fossil natural gas is that percent because it
SNG reduces CO, emissions by 100 percent because it is produced from clean
biomass. In other words, green gas already allows us to operate a motor vehicle in
a climate-neutral fashion.

is produced from
clean biomass’

VOS Logistics opens first LNG filling station

15-09-2010 - The first LNG filling station of Northwest Europe has
entered service at Oss in the Netherlands. It is a joint initiative by Vos
Logistics, Mercedes-Benz Netherlands, LNG Europe, Van Gansewinkel,
and Indox Cryo Energy.

LNG is a clear, colourless liquid produced by cooling natural gas to
—-162° C. In its liquid state, LNG takes up about a third to a quarter of
the volume of CNG (Compressed Natural Gas), giving a truck running on
LNG a range of over a thousand kilometres.

Of all fossil fuels, natural gas is the cleanest. Compared met the Euro V
truck standard, it reduces the emission of CO2 by 30 percent and that
of fine dust by 85 percent, according to Vos Logistics. In this way LNG-
fuelled vehicles contribute to a more sustainable use of energy and a
better living environment. The LNG trucks are also suitable for running
on LBG (Liquefied Bio Gas). It makes them a perfect alternative for
national distribution purposes, and inner-city transport in particular. As
more filling stations appear in Europe and the engine power of LNG-
fuelled trucks increases, these vehicles will also become a sustainable
alternative for international transport, Frank Verhoeven, CEO of Vos
Logistics expects. He remarks that Vos intends to replace a major
proportion of its distribution fleet with LNG trucks.

Dick van den Broek Humphreij, managing director of EVO, considers
the opening of the station a giant leap forward in the development of
road haulage: “It isn't easy to make the transition to a new type of fuel.
Potential users tend to be wary. There is still no real infrastructure for
LNG, and so carriers refuse to buy vehicles using this technology. The
suppliers of LNG don’t want to invest unless they can expect sufficient
demand. The government is still not clear about what it intends with
regard to taxation. The consortium at Oss has now broken through this
stalemate. LNG and CNG are very safe, by the way. The tanks contain
no air, so they cannot catch fire.”
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Figure 5: Producing green gas from biomass (source: www.ecn.nl)

Legislation

The Dutch and European authorities could also innovate, by changing legislation.

It goes without saying that road transport needs to follow a number of rules
regarding safety. Trip and rest times among other things are very important to
ensure traffic safety. Nonetheless, the logistics industry would benefit enormously if
these rules were interpreted consistently throughout Europe.

The government can contribute by relaxing the cabotage regulations in order to

create a European transport market. In addition it is desirable to establish a more
open labour market.
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‘EVO plea for a liberal EU goods transport market’

28032011 - The European Commission today presents its EU
transport policy plans in the form of a whitebook listing objectives and
plans for the period up to 2050 to optimise goods transport and to make
it more sustainable and safer. The main objective of the Commission is
to reduce the emission of greenhouse gases in the transport industry
by 60 percent in 2050.

EVO wholeheartedly supports this objective, although it can only be
achieved if the European Union will invest in new technology, make
serious work of a liberalised European rail network, and conducts and
enforces a policy that makes goods transport more efficient.

EVO considers the reduction of noxious emissions by 60 percent a
good objective. Nonetheless, science has taught us that climate and
environmental objectives are easier to achieve through research &
development than by government policy and legislation. EVO would
consider it a sign of courage if the European Commission and national
governments would recognise this and start to collaborate on ways
to stimulate innovation. Tax money paid by the transport industry for
pollution and use of the infrastructure should be invested in innovation.

EVO also wants the full liberalisation of the European railway network
as soon as possible, and the lifting of cabotage restrictions, to prevent
empty trips among other things.

Efficient transport is hindered by red tape and regulations. EVO therefore
advocates the uniform enforcement of the digital tachograph as well as
the pricing system Europe intends to facilitate.

A ‘single European sky’ and the ‘maritime blue belt' (no customs
procedures for communal sea freight) will improve the efficiency
of goods transport and will reduce the administrative burden for the
industry as well as the negative effects of transport.

Europe has set itself the target of becoming the world’s most competitive
economy (Lisbon agenda). For this to be achieved, EVO considers it
essential to ensure the accessibility of economic centres in Europe for
decades to come. EVO therefore appeals to the European Commission
to spare no effort in addressing the congestion problems for all modes
of transport.’
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Marten van der Laan,
chairman of the EVO

Council for Road Haulage:

‘In some respects we haven’t moved
on a hit’

‘The road haulage industry has already seen some major innovations in the

past, in particular where communication and ICT developments are concerned.
Unfortunately the EVO Council for Road Haulage also notices a distinct lack of
innovation in other areas. We expect the future to bring more innovations in fuel. In
addition the focus will remain on collaboration within the industry.

To start with the innovations of the recent past, we can think of such items as
on-board computer systems, navigation, e-mail, and mobile telephony. At any given
moment of the day we can now see where shipments are, and everybody can

be reached. In the past ten to fifteen years ICT solutions have brought immense
improvements to loading and route planning systems, which have become much
more accurate, resulting in cost savings of overriding importance.

Another development is the extended length HGV or eurocombi, a major
technological step forward in the transport industry. There is also the much
improved intermodal combination of road haulage with e.g. inland shipping and
ocean shipping. Finally, the standardisation of containers, which has resulted in
much wider exchangeability, has been a major example of innovation.

But here we arrive at the point where it would seem that we have remained at a
standstill in other respects. Take the truck diesel engine, for instance. It still uses

1 litre of fuel every 3.5 kilometres. Admittedly it has become a lot cleaner, in
particular with the advent of Euro V, and in the future, Euro VI. The emission of NOx
and CO, has been much reduced, but the consumption of fuel remains the same, or
has perhaps even increased a little compared with fifteen to twenty years back.

The conventional diesel engine remains the power source of preference.
Alternatives do exist, but they are still more expensive than the diesel engine.
Natural gas, LNG, CNG, it's all waiting to happen, but in each case the question
arises what the government will do. A great part of the future of innovations like
these lies in the hands of the government. Current legislation simply isn’t stable and
reliable enough, with existing regulations and options for financial support subject
to change at any moment.

Sustainability is a major theme, but everybody would like to see it save money.
This is far from impossible. Vehicles running on alternative fuel may still be more
expensive to purchase than ordinary diesel trucks, but the lower prices of such
fuels make them attractive. You could build a business case that would let you
recoup the extra cost of investment in a sustainable truck within a matter of years.
All it takes is a stable government policy.

Development in the motor car industry is progressing by leaps and bounds. Hybrid
motor cars profit from all kinds of tax rebates. Even so, the money needs to be



found somewhere. If these hybrid motor cars were to be taxed in a couple of years,
their owners would feel cheated. The same effect is threatening the transport
industry.

The burning question is, who is going to guarantee the buyer of a truck that the tax
on alternative fuels stays low? If for example CNG and LNG suddenly were to be
taxed again in a few years from now, the original investment calculations would be
shot to pieces.

The most important innovation for the future lies in the kind of fuel we will be using.
Choices will have to be made, not just in the Netherlands, but abroad as well.
Connections at filling stations will have to be the same all over. Just think back to
the years when there were many places in Europe where drivers simply couldn't find
LPG for their cars. The very moment an alternative fuel is selected, standardisation
needs to be brought in, and this is something the government will have to facilitate.

Developments in van technology are slightly ahead of those in the truck industry.
This has to do with vehicle weight and the rather different level of investment
required. Even so, the same principle applies, i.e. that the government will need to
facilitate developments through unequivocal legislation. It needs to be made clear
that a tax exemption will remain in force for an extended period and that the tax
system will not be modified in the meantime. It is the only way to create a stable
situation.

| think that in future we will see a combination of vehicle types. There will be electric
ones for town use, hybrid vehicles with small petrol engines for use between towns,
natural gas-fuelled vehicles for large agglomerations and for national distribution,
and diesel-fuelled vehicles for international transport.

Collaboration is also a form of innovation. We already have quite a lot of examples
of collaboration in the road transport industry, but there’s always room for
improvement. Cargo has been exchanged for quite a while. There are Internet-
based cargo systems, clubs of reliable carriers and shippers where freight is
exchanged in order to minimise the number of empty kilometres travelled. Carriers
are already collaborating in a number of franchise clubs and other efforts.

Nobody wants to be on the road with an empty truck. At the same time carriers
and shippers alike are afraid to work together, for they feel they cannot be certain
who will be in charge when goods flows are brought together. This is a fundamental
issue. Just imagine having two competitors in the same truck. It doesn’t bear
thinking about. There have been quite a few initiatives, but | don't think the time

will come any day soon when two competing logistics service providers, say

TNT and DHL, will start using a single vehicle. We are just that tiny bit afraid of
getting together, in particular where local and national transport is concerned.
Collaboration can yield many benefits, but it is a process of growth that needs to
be nurtured.’
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Summary of chapter 6

As the demand for continental transport is growing, it becomes clearer and clearer
that we need all transport modalities to carry the increasing transport volume.
However, in the period 2000-2009, the market share of rail and inland waterway
transport appeared having decreased, when compared with road haulage. The
European Commission wants to reverse this trend. What we need is improved and
innovative organisation in transport networks.

The article underlines the notion synchromodality to indicate that flows of
goods can be carried by transport networks of various modalities. It is for the
collaborating shippers within a network to determine which modality would cater
best for specific needs. The synchromodal transport networks in which shippers
collaborate, emerged in the past few years as a successful organisational
innovation in multimodal transport. It is a further step towards developing
intermodal and co-modal transport links.

In this article, four business cases are presented (fashion retailers, Contargo
networks, Extended Gateway Services and Green Rail) which show that synchronic
modal networks are feasible, but in practice not easy to set up.

The critical success factors are close cooperation of intermodal agents and
shippers, and service level agreements rather than generating transport volumes.
By doing so, intermodal agents will run less risks, and shippers can improve on
logistics cost effectiveness and transport sustainability.

We expect that more and more innovative synchromodal networks will be set up

in Europe in the near future, successfully, through cooperation,; thus allowing the
first steps to be made through innovation in increasing the market share of rail and
inland waterway transport in the total transport European volume in the years to
come.



Synchromodal transport: Thinking in
Hybrid Cooperative Networks

In the speedy globalising European Union, the volume of continental freight transport
per tonne kilometres increased with 22 percent in the period 2000-2008. It is a clear
indication of the substantial increase in intra-European trade in this period, supported
by the introduction of the Euro in 2001. In the same period the share of road haulage
also increased from 74 percent in 2000 to 76 percent in 2008, compared to inland
waterway and rail transport in the EU-27.

This is perhaps surprising for some, because in North-Western European countries
such as the Netherlands and Belgium, the share of road transport has gone down in
favour of inland waterway and rail transport. However, Eastern European countries have
experienced the opposite. The decline in market share of rail transport in countries like
Poland and Romania in 2000-2008 in particular, has been substantial. It was due to the
fact that state owned rail companies in general rapidly lost market share to emerging
private road haulage operators. Besides, the road infrastructure was improved in
Eastern European countries in this period, partly through investments by the EU. All

in all, this had led to an increased market share of road transport in the continental
European transport volume, as is shown in figure 1 below.

In 20009, the total transport volume in Europe decreased for the first time in many years,
due to the economic downturn. Again, total rail transport per ton kilometres was in a larger
decline (-17 percent) than road transport (-10 percent) in the EU-27 (source: Eurostat 2011).
As a result, the market share of other transport modes than that via road underwent steadily
decreases in the European continental transport market in the past decade, despite policies
of governments and companies to use intermodal transport more often.

Development Modal Split in Europe 2000-2008 mr

Rail
I Inland Waterway

Romania 2000 |
Romania 2008 I
Poland 2008 I
Poland 2000 I
Austria 2008 I
Austria 2000
Dermany 2008
Dermany 2000
Belgium 2008
Belgium 2000
Netherlands 2008
Netherlands 2008

EU-27 2008
EU-27 2000

0 10 20 30 40 50 60 70 80 90 100

Figure 1: Development of modal split in Europe 2000-2008 (Source: Eurostat 2011)
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‘Bundling of
transport is
expected to lead to
increased
multimodal
transport’

Synchromodal innovations

This trend of an ever growing market share of road haulage in the European
continental transport market is not acceptable in the long run, according to the
EU. By the end of March 2011, the European Commission published the White
Paper ‘Roadmap to a Single European Transport Area — Towards a competitive and
resource efficient transport system’. The main message of the paper was that the
current European transport system is at a critical cross roads.

Looking 40 years ahead onto 2050, the transport volume in Europe will almost be
double. It is evident that our continental transport system cannot keep pace with
such developments.

The current transport system is over-depending on the use of fossil fuels, thus
making the transport system vulnerable of sudden oil price fluctuations on the one
hand, whereas on the other current emission levels of CO, and other particles are
likely to become unsustainable.

However, an effective European transport system is essential for European trade
and prosperity. In order to revitalise the European transport system, while not
hampering trade in the process, innovations in two major fields are called for:

1. The European transport system can be more efficient. Technological innovations
in road, rail, inland waterway and shortsea transport will enable the use of less
fuel and provide less emissions per ton kilometre. In road haulage Euro VI will be
introduced, while in rail and inland waterway improved traction systems and the
use of alternative fuels will be introduced in the next few years.

2. The European transport system can be more effective. Organisational
innovations in road, rail, inland waterway and shortsea transport will enable
bundling of transports at long distance rail, inland waterway and shortsea
transport, thus saving fuel costs and emissions per ton kilometre.

In this paper, we will focus on the second theme, that of making the European
transport system more effective by organizational innovations. The push for
bundling of transport is expected to lead to an increased use of multimodal
transport. Multimodal transport is defined as a transport operation that uses more
than one mode of transport. As a rule it means using road haulage next to rail or
inland waterway transport. There are two specific kinds of multimodal transport, at
which a shippers can use the service of a multimodal provider:

1. Intermodality: Intermodal transport uses different kinds of transport for one
shipment from A to B, but the key characteristic is that only the loading unit
(often a maritime container of continental swap body) is handled and the goods
themselves are not. This term is most often associated with international
container traffic. A container may be shipped to a port, then carried inland by
rail, but the goods themselves. would not be handled.
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Figure 2: A typical intermodal transport chain

Co-modality: This is the intelligent use of two or more modes of transport by a
(group of) shipper(s) in a distribution system - on their own or in combination - to
get the best benefit from each mode, in terms of overall sustainability. A key to co-
modality is flexibility in the distribution network: one can switch between road, rail
and/or inland waterway transport. One example of a co-modality user is Heineken:
from one of their major production plants in Zoeterwoude (The Netherlands),

they can use road or inland waterway transport for exporting beer via the port of
Rotterdam (60 kilometres distance) to e.g. the USA.

At the moment a number of organisational innovations for intermodal and co-
modal transport solutions in the Netherlands, are developed and tested. They can
contribute to making the European transport system more sustainable and fuel
efficient. These organisational innovations are based on supply chain management
decisions of shippers, and are grouped under the header of synchromodality.

A synchromodal transport network is a hybrid network of different intermodal

and road transport modes, which offers shippers a flexible choice of related
transport links, in an effort to optimise the use of all transport modes by increasing
the loading capacity of road trucks, rail shuttles or barges It is crucial for
synchromodal transport that a group of users of an intermodal transport service,
whether shippers or logistics service providers, work actively together when
coordinating their logistics processes, in order to use an new or existing intermodal
service jointly. Consequently, synchromodal transport can be seen as a further
development of existing intermodal and co-modal transport services, in which
shippers are more actively involved and take the lead through operational logistics
coordination. In the table below an overview of the different forms of multimodal
transport is given.

Kind of transport | Multimodal Transport (general term)

Use of different modes | Use of different modes
in one transport from in a network
Level of coordination shippers AtoB

No operational logistics coordination

between shippers: 1-to-1 link (chain)
. Intermodal transport | Co-modal transport
between user and provider of

multimodal transport

Operational logistics coordination

between shippers: many-to-many link
. Synchromodal transport
(network) between users and providers

of multimodal transport

Table 1: Intermodal, co-modal and synchromodal transport
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‘Companies have
to be able to
manage separate
logistics chains
next to each other’

The synchromodal innovations, currently developed in the Netherlands, will be
presented in the next sections. Firstly the main driver for synchromodal transport
will be reviewed.

SCM as a driver for synchromodal transport

In order to remain competitive, many shippers active in Europe expand their
customer base across most countries of the EU and beyond. At the same time, the
customers of these European shippers are getting more demanding, wanting to be
delivered more frequently at the times they require and against an acceptable low
price. In order to meet these demands and remain competitive, companies across
all sectors, e.g. chemical, consumer goods, electronics or fashion, have to be able
to manage separate logistics chains next to each other.

These separate logistics chains are more and more merging into a hybrid logistics
network. In this hybrid network, different logistics companies work closely together,
and flows of goods can go via different transport paths to be delivered to the

end consumer. Take for instance the order and delivery of a laptop computer to

an ltalian consumer through a web shop. It could be assembled in an European
Distribution Centre in the Netherlands, with the help of components from the Far
East, after which the product was transported via rail or road to Italy.
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Figure 3: The emerging hybrid logistics network of companies in Europe

The main challenge for the different parties in these emerging logistics networks is
to manage these continuously more complex logistics networks in an effective way.
Companies use Supply Chain Management (SCM) to plan, implement and control
operational logistics processes, in order to coordinate all these processes as
smooth and efficient as possible from supplier to customer. The objective of using
SCM is to (1) reduce the logistics operational costs related to these processes,

(2) maximise the service to the end consumer in the logistics chain, and more and
deliver the required product to him in a sustainable way, more and more (3).

The most advanced version of SCM seeks maximum performance: all logistics
activities up and down a supply network are coordinated and orchestrated (as
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though a single entity), with the objective to synchronise supply and demand at all
levels. In this way, information and technologies are shared, product development
cycles limited, order cycle times reduced, customer demands are better met,

logistics costs are reduced and customer satisfaction will be increased eventually.

Companies can also work together in physical distribution through SCM to reduce
overall logistics costs, maximize customer service and be more sustainable. In
the Netherlands there are many examples of this, for instance the well-known
Manufacturing Consolidation Centre in Raamsdonkveer, in which Kimberly Clark
and Unilever do joint warehousing and physical distribution. They synchronise their
transports to their customers in the Benelux, but use road haulage only.

Loose houndaries for synchromodality: business case fashion industry

A major key to effective supply chain management in logistics networks is to

make a soundly based choice for the most efficient transport mode. This is shown
in the business cases of several fashion retail chains which have manufacturing
operations in Turkey and an European Distribution Centre in Belgium, the
Netherlands or Germany. They are able to use different transport modes: road,
rail, shortsea or air cargo transport. Nowadays, all four options are provided by
logistics service providers. Whereas air cargo transport usually is the quickest, it
also is the most expensive. Shortsea transport is slower than road haulage, but the
door-to-door cost are lower. Consequently using shortsea transport instead of road
may be a good alternative.

In this business case, fashion retailers and other shippers are more and more able
to use different modalities in a hybrid European transport network to optimize their
transport operations. in the past few years they found that the most efficient way is
to use both shortsea and road haulage in this network. The major volume of fashion
products which can be planned in advance, is shipped via shortsea. Road haulage
may be effective for seasonal peaks in demand and urgent shipments.

However, managing these hybrid logistics network efficiently on a day-to-day
basis can be complex, because the ‘best’ transport mode to be used can differ
from day to day. Delays can occur as well. These have to be solved quickly and

TOTAL -m ROAD

+1
7 g
Port arrival 1
booking in -1 TOTAL +3
7

Sailing date -3
port arrival 15

Door-to-door -2

+1 road transport
Invoice date

sailing date 1 —:I

-1

Figure 4: Using shortsea shipping from Turkey to Belgium is slower ....
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Figure 6: Using a hybrid synchromodal transport network for fashion shipments between Turkey

and Belgium

effectively. As a result, it may be an complex form of co-modal transport.

To my mind it is not a kind of synchromodal transport. It would only become
synchromodal if several retailers would cooperate in e.g. loading one container with
fashion goods from several retailers to be carried by shortsea.

In this way, they coordinate their operational logistics in practice and can increase
loading rates in the process. This step has not been taken yet, because of the
complexity in organisation. It is proof that in practice it is still hard to draw the
exact line between co-modal and synchromodal transport , and that synchromodal
transport is rather a innovative development in co-modal and intermodal logistics
than a entirely new kind of multimodal transport.
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Managing the use of synchromodal transport networks

What are the advantages and disadvantages of using various transport modes in
Europe? In practice, it is not easy to establish this in general, because transport
modes operate in specific circumstances. For instance, rail transport at short
distances is usually seen as performing less effectively than road transport. At

‘Rail transport over
long distances can
outperform road
haulage’

long distances it can outperform road haulage. This gives European shippers

the opportunity to plan the use of various modes of transport in their supply

chain management. Below table 2 shows the strategic choices the CEO of the
chemical logistics service providers Alfred Talke (Germany) takes in using road and

intermodal rail transport:

Pro Contra Mostly used for:
Road o very flexible, door- o |ack of drivers e rush orders, late orders
Transport to-door transports ¢ dimensions and or unreliable forecasts
possible weights not unified in | e for front and back leg
o fast, short lead times Europe of intermodal transport
e clear responsibilities, * new European e capable of
one driver for the legislative on reaching distances
transport working hours leads where intermodal
® no standardisation to reduced efficiency infrastructure is lacking
needed
Intermodal | e higher payloads o different * long distances
Transport possible responsibilities on e in case of safety stocks

o drivers for short
distances easier to
recruit

e mainly local drivers
operating pre- or after
haulage (no language
barriers at sites and
customer end)

¢ decoupling from
production and
customer demands
possible, container
can be

¢ used as stock devices,
emergency or floating
stocks possible

o enlargement of fleet is
easier achievable

front and back legs
as well as main
routing, clear

o definition for
interfaces needed,
partners must be
chosen carefully

* longer lead times

® Increased amount of
handlings leading to
higher cost

o limited flexibility and
availability for main
routes (mainly rail is
lacking capacity)

needed

e where production and
customer demands do
not match

Table 2: Strategic transport choices in hybrid transport network (Source: Presentation by Mr. Klaus
Wessing, ALFRED TALKE Group, ECTA Conference 2006)

The fact that intermodal transport services require volume hamper shippers to
set up and use synchromodal transport networks together. In the past few years,
however, it was not always easy to get the necessary volumes for intermodal

services. The characteristics of intermodal transport are that many tonnes and/or
loading units have to be combined to get an intermodal shipment. This involves an
investment risk for the intermodal agent. It costs at least 20-30 Euro to run a return
container shuttle train from the Netherlands to Italy. The intermodal rail operators
have to run these shuttles regularly. Noticing the economic downturn in the past
three years, it is no surprise that the number of rail shuttles from the Netherlands to
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‘Together shippers
can conclude
service level

agreements in
exchange for
volumes’

other European countries has decreased somewhat in number per week; from 263
in May 2007 to 211 in September 2010. (Please see the figure below)

RIS

m'.f

i May 2007 Sep 2010

Figure 7: Number of weekly rail shuttles from the Netherlands to other European countries decreased
between 2007-2010 (Source: Rail Cargo Netherlands 2010)

In order to build up and use a synchromodal transport network across Europe,
intermodal shippers have cooperate more closely and involve intermodal agents.
Together they can conclude service level agreements in exchange for volumes.
In doing so, intermodal agents will run less risks in setting up synchromodal
networks, while shippers can use these networks in a flexible way by working
together. The concept shown below is proof that the main stakeholders in the
intermodal transportation chain can collaborate:

On the demand side:

1.

84

Shippers/manufacturers. The main interest of shippers/manufacturers is
obtaining reliable intermodal transport against competitive rates. Examples
of shippers/manufacturers are Unilever, Shell, Tesco, IKEA, Volkswagen, etc.
The shippers/manufacturers are the end customers of intermodal freight
transport, and they generate demand for transportation. The main interest of
the shippers is that their cargo is transported when necessary from and to
specified locations according to an agreed schedule with minimum damages
and losses and at minimum cost. Some major shippers/manufacturers are
organising intermodal freight transport themselves, but most hire freight
forwarders to arrange for intermodal transport.

Freight forwarders/operators. Today, a freight forwarder/operators is a
transport service provider who arranges full load, door-to-door transportation
by selecting and combining the most sustainable and efficient mode(s) of
transportation. In case the company owns transport vehicles it is a freight
operator (3PL), if it does not own transport vehicles it is a freight forwarder
(4PL). Examples of leading European freight forwarders/operators are DHL,
Kuehne and Nagel and Panalpina. The 4PL freight forwarder is an integrator
who assembles the resources, capabilities, and technology of his own
organisation and other organisations to design, build and run comprehensive
supply chain solutions. 4PL providers are companies that do not carry out
transportation operations themselves (they are often ‘non-asset based’



companies); however, they manage the transportation process on behalf ‘4PL’s can be seen
of their customers. The customers of 4PLs' are either shippers or service as transportation
providers. 4PL’s can be seen as transportation supermarkets: they buy supermarkets’
transportation capacity in bulk quantities from the service providers and then

sell it presenting ‘customer-tailored’ solutions to the shippers. Thus, 4PL being

an intermediary between providers and consumers manage the shipment. In

this classification, many logistics departments can be seen as 4PL. Another

example of a 4PL is that of the concept of DHL control tower: flows of goods

and transportation capacity are controlled and matched from a central point.

In this way the whole supply chain is optimised.

On the supply side:

3.

Intermodal agents: These companies organise and provide intermodal freight
services to the customer, whether shippers/manufacturers or freight forwarders/
operators. Examples are HUPAC, Intercontainer, KombiVerkehr in Rail and
Rhinecontainer, Danser Container Lines and Contargo in inland waterway transport.
Intermodal agent freight forwarders usually do not own equipment (locomotives,
wagons and vessels) themselves. As a rule, they only organise the intermodal
service. Most importantly, they set up and run the intermodal transport service on
their own risk and reward.

Intermodal vehicle and terminal providers: These companies provide actual

intermodal locomotives/wagons or vessels in a shuttle service (run commercially

by intermodal agent freight forwarders) or freight forwarders/operators to the
customer, whether shippers/manufacturers directly or freight forwarders/operators.

Examples are DB Schenker and SNCF in rail transport, and inland waterway

operators such as Danser Container Lines, which owns 5 barges , and BCTN. Rall

terminal providers. e.g. RSC Rotterdam, belong to this category as well.

Infrastructure providers. There are two kinds of infrastructure providers.

* Decision makers; organisations that decide which infrastructure projects are to
be given the go ahead in particular. Most of the infrastructure projects are publicly
financed. Consequently, the majority of decision makers are various governments.
However, there are some private companies that invest in infrastructure as well.

* Building conglomerates, companies that actually carry out infrastructural projects:
they physically construct roads and rails or other infrastructure. The second kind
of organisations decides as to how infrastructural projects are to be implemented,
according specific guidelines by decision makers.

More and more, intermodal agents aim at combining activities and make agreements
with shippers in order the spread the risk, attract more volumes and thus set up

a European synchromodal network. An example is the leading inland waterway
container operator Contargo (Germany/the Netherlands), which also offers rail
services in North Western European. As such it provides an intermodal network to
shippers and other customers. It creates an intermodal hybrid network for shippers
and logistics service providers to us this combination of services, The combination
is likely to develop into a synchromodal network, when shippers would use the
services jointly, and develop new services together with Contargo as the agent for
them.
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Figure 8: Hybrid intermodal network of Contargo in North-Western Europe (source: Contargo website)

Intermodal innovations and synchromodal solutions: 2 business cases
As has been shown, synchromodal solutions are more and more developed by
shippers and intermodal agents jointly, in order to develop the flexible European
transport services that they need, in exchange of transport volumes guaranteed
in agreements. The examples already given focus on fashion retail chains
collaborating in in the use of shortsea, road, rail and/or air cargo transport from
manufacturing sites in Turkey to North-western Europe. It offers the opportunity
to shippers to cooperate with Contargo to develop improved or new intermodal
services. Two additional initiatives are:

¢ The Extended Gate Services network of ECT
¢ The Green Rail flower service

The Extended Gate Services network of ECT

A well-known synchromodal initiative in the Netherlands is the Extended Gate
Services network offered by a consortium led by the container terminal operator
ECT in Rotterdam. The basic idea behind the EGS network is that containers

EGS network

Figure 9: Extended Gate Service of ECT (Source: EGS website)
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transhipped at the deep sea terminal, dwell the shortest time possible at the deep
sea terminal. It provides additional capacity for deep sea transhipment growth. In
order to achieve this, ECT has set up a synchromodal network of rail and inland
waterway services in the Netherlands, Belgium and Germany, together with the
shipping lines (act as shippers in this case) and inland terminals as partners.

The inland terminals of Amsterdam, Duisburg, Venlo, Moerdijk and Willebroek act
as virtual extensions of the Rotterdam-based deep sea terminal, hence the name
Extended Gate Services. The EGS service offers a win-win situation for all parties in
the logistics chain.

The Greenrail flower rail service

A second synchromodal initiative in the Netherlands is the Green Rail flower
rail service. This business case description is partly based on Green Rail's
website. Green Rail, an initiative of the auction house FloraHolland and the
branch organization VGB, brings several flower traders together to organise
rail transportation of floriculture products via conventional rail shuttles of the
intermodal agent HUPAC.

Rail transportation is suitable for the ornamental plant and flower industry for
long-distance travel to e.g. Italy, Poland and Hungary, because it is cheaper (about
15-20 percent on average) and more sustainable (up to 50 percent CO, savings)
than road transport. But rail transportation was difficult to use as well. It is a fact
that flowers are fresh produce and need to be kept in optimal condition at all times.

Shippers and the intermodal agent have taken on the responsibility to organise
the intermodal rail shipments for flowers in addition to conventional road haulage.
The flower growers have to change their own logistics processes slightly (earlier
delivery) in order to meet the departure time of the rail shuttle. This is all possible,
but it requires discussion and subsequently agreements between the shippers
first, and between shippers and intermodal agent second, in order to let this
synchromodal service works.

; Greﬁn_m .

3

Figure 10: Route of the first Green Rail containers on the rail shuttle in 2009 (source: Green Rail

website)
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Conclusion: Synchromodal transport networks are here to stay

As the demand for continental transport is more and more growing in Europe in the
coming 10 to 20 years, it is clear that we need all transport modes to handle this
increasing transport volume. However, in the period 2000-2009, the market share
of rail and inland waterway transport decreased, compared with road haulage. In
the new White Paper ‘Roadmap to a Single European Transport Area — Towards a
competitive and resource efficient transport system’(March 2011), the European
Commission aims at reversing this trend. We need an improved and innovative
organisation of transport networks to achieve this. Synchromodal transport
networks, in which shippers collaborate, have emerged since a few years. They are
examples of a successful organisational innovation in multimodal transport, and a
further step towards developing intermodal and co-modal transport links.

Synchromodal transport is a hybrid network of different intermodal and road
transport modes, which offers shippers a flexible choice of transport links in a
sequence. The concept aims at optimising the use of all transport modes through
increasing the loading capacity of road trucks, rail shuttles or barges. The four
business cases presented (fashion retailers, Contargo network, Extended Gateway
Services and Green Rail) show that synchromodal networks are feasible, but that
in practice it is not easy to set up synchromodal transport. First of all, shippers
have to work together to align operational logistics processes in such a way that
together they have enough volume to use an existing intermodal service or to set
up a new one. And secondly, they have to find an intermodal transport agent who
want to provide this service to them. Especially the first step is difficult to achieve,
as has been proven in the fashion business case.

The critical success factor for a synchromodal network is that intermodal agents
and shippers cooperate more closely, and conclude service level agreements in
exchange for transport volumes. In this way, intermodal agents run less risks and
will be more willing to set up synchromodal networks. Shippers can use these
synchromodal networks in a flexible way, and they can improve on logistics cost
and transport sustainability in the process. Working together to synchronize
operational logistics processes is not easy. However, the benefits in costs, service
and sustainability are stimulus for collaboration, as proven in more and more
business cases. We expect that more and more innovative synchromodal networks
will be set up successfully in the near future in Europe, because of cooperation.
Consequently the first innovative steps can be made towards increasing the market
share of rail and inland waterway transport throughout the supply chain in European
in the years to come.
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of EVO Inland Shippers

Council:

‘Take over more tasks from inland
shipping customers’

‘As shippers, we can see at least four ways for inland shipping to innovate. In the
first place, there are possibilities for innovative transport concepts, linked with
opportunities to greatly improve market access. We also think that there is a
market for smaller vessels. And finally, there remains a lot to be done about the
emission of NO, and fine dust. The government also has some work to do.

To begin with the innovative transport concepts, logistics is more than just a ship.
It is also more than three ships. Logistics revolves around coming up with smart
concepts that attract customers. A major issue in this respect is that the inland
shipping industry tends to be rather introspective. The market is traditionally
populated by diehards who have been in the same business for many years on end,
ferrying coal or ore to Germany for example. Nonetheless, even those scenarios
are by now being changed by a younger generation of shippers who would like

all sorts of operational matters to be taken out of their hands. That is where the
opportunity lies for the intermediate layer, in other words the shipping offices.

We're not talking about deploying new ships, we're talking about smart schedules
and more added value. You need to be prepared to take over more tasks from
your customers, so you can attract more customers. Taking away their worries,
that's what it's all about. In many industries operational matters, and in most cases,
their coordination have been completely outsourced, but this has yet to become
common practice in the inland shipping industry. It could be done much more often,
and would attract new goods flows.

The issue of accessibility is closely related. Inland shipping insiders know exactly
how everything works, but the same does not hold true for many shippers, not
even for those are are only a small way removed from the industry. To them the
inland shipping business is far from accessible and transparent. They change their
cargo from lorries to barges in good spirit, but then they are presented with terms
and conditions full of stuff that doesn’t mean a thing to them. Things about low
water surcharges and datums, demurrage, gas oil surcharges, the CNMI treaty for
inland shipping, etc. All of them matters they know absolutely nothing about.

In road transport you have the AVC, the General Conditions of Transport, but there
are no standardised terms and conditions in inland shipping. The challenge is to
make sure the contract becomes easier to read, not just for the new shippers,
but also for those who do use inland shipping, but may not necessarily be quite so
experienced as they think they are.

The first step could be to list all the matters regulated by inland shipping contracts.
Carrier collaboratives, agents and shippers need to collaborate in this. From then
on the step to a standard contract isn't hard to take. Once you have that, any
specific shipping contract would only need to list a few basic items such as price



and a few special issues. Every growing and professionalising market is turning to
standardised terms and conditions. Inland shipping can do the same.

Then there is the issue of small vessels. Just before the financial crisis struck, the
inland shipping market went through a construction boom of large ships for wide
and deep waters. Nobody invested in the smaller segment up to 1,500 tonnes.
Even so there are shippers alongside smaller waterways who have no use for
such large vessels. Even on larger waterways there is little point in taking out a
large ship for small goods flows, as it only leads to extra tondays for loading and
unloading, and large quayside stores. The challenge to shippers is to re-float the
segment of smaller vessels.

The segment up to approximately 750 tonnes is a niche market. As ships get
smaller, they find it increasingly difficult to compete with road transport. It is a
segment that requires frequent and well-loaded trips if you are to succeed. A
smartly conceived setup could manage to profit under those conditions. To make
small ships pay, you need to be smart, but you won't find investors unless you can
offer some prospects. A shipper could offer such prospects by concluding a long-
term contract. | could see a bank going for an idea like that.

Opportunities are there in the industry itself, but there are some jobs left for the
government too. Promising plans have been presented for waterway improvements,
but these tend to get pushed to the back burner. Shippers may start out under the
impression that large vessels can reach them, only to be disappointed in the end.
And carriers weren't going to invest in smaller ships while under the impression
that the waterway was going to be improved. We therefore need a much more
consistent and logical government, one that makes it clear what they intend to do
and then executes the proposed plan within schedule. And if the government would
only be perfectly clear on what they do not intend to do, even that would enable the
industry to be prepared.

Another issue for the government to look into is that of bridge and lock operating
times. Sufficiently long and uninterrupted periods, or custom schedules favouring
smooth shipping transit could substantially reduce shipping times, which could be a
major contribution towards the economic feasibility of smaller ships.

Finally, there is sustainability. As far as CO, goes, the position of inland shipping
is fine when compared with transport by road and rail, but NO, and fine dust need
to be looked into. The technology required to improve environmental performance
costs a lot of money. It's not a question of using cleaner fuel, but purely of
combustion inside the engine. The only recourse is to use things like catalysts
and particle filters. The technology does exist, but investing in facilities like these
remains a difficult issue in a low-price market.’
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Summary of chapter 7

The EU's Customs modernisation programme will remove many remaining barriers
in its customs union and join up administrations where previously they were largely
unconnected. This will improve control and facilitate trade.

Despite the modern gloss put on the changes now being made, much of the

old Customs apparatus will remain, notably in so far as goods movements are
controlled transaction by transaction. This is unsatisfactory. Now is the time to look
for real innovations in our border controls.

By trusting reliable traders to manage their own liabilities and compliance, the
quality of controls can be raised and their cost reduced. Since all controls rely
heavily on data about goods rather than on the goods themselves, it makes sense
to go to the source of that information - the companies that produce it - and ask
them to organise it in such a way that compliance is guaranteed and auditing is
done remotely.

Technology - especially the new domain of cloud computing - can take care of the
technical challenges. But administrations and companies will need to change their
relationships with each other, and enter a new era of trust. This will not be easy,
but the prize will be significant reductions in the burden of border controls and the
freeing of business to compete more effectively in the global trade environment.



How to reduce costs and raise the
quality of border controls

We are all familiar with inflation. Prices go up and consumers complain. But what
about other forms of inflation? In language, for example...

There was a time when people who moved goods were called carriers. Then they
became transporters, and now many trucks you pass on the motorway are run by
logistics companies. Again, people who buy and sell goods in trade with another
country used to be called importers or exporters. Now they are all actors and
operators in something called a supply chain.

The problem with word inflation is that as words change, the harder it can be to
work out what they mean. This is particularly true when the commercial world
collides with the brick wall of border controls and formalities. We all feel that things
can be done better, but so often the best-intentioned efforts of all concerned
produce jargon full of impressive strings of words and acronyms rather than
tangible benefits in the real world.

This is not intended as a criticism. It is just an observation based on decades of
professional involvement in the organisation of customs and other controls on
goods that cross international frontiers. | have been as guilty of others of using
words to hide the hard facts that change doesn't always work as its originators
wanted it to, or that grand political ambitions die away when confronted by the
realities of making the ‘public-private interface’ - yes, more jargon - work more
efficiently and effectively.

Buy, ship, pay

The European Union is currently in the middle of a major exercise to ‘modernise’
its customs infrastructure. Why the quotation marks around ‘modernise’? The view
of a growing number of commentators is that we are not a lot closer to a truly

up to date way of protecting our borders than we were nearly twenty years ago
(remember 1993 and the new dawn of the internal market?), or over forty years
ago (the initial creation of our customs union) or even centuries or millennia ago
(when tolls and ‘customary dues’ were levied at town gates or other borders inside
what we now think of as unified countries).

But before we dive into the murky depths of supply chains, border controls and
the various attempts to make them work better, let us pause and consider what
problems we think we are trying to solve.

The simplest model of a supply chain is the three-word phrase “buy, ship, pay”.

A company orders goods (“buy”), the supplier dispatches them (“ship”) and the
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‘Governments

do have
responsibilities in
the field of
international
trade’

buyer organises payment (“pay”). The order of events does not necessarily follow
this simple outline and many intermediaries make the operation more complex,
obscuring the simplicity of the underlying transaction. But in essence a supply
chain is a straightforward structure once the complexity is stripped away.

People have worked hard over the years to make these commercial activities
more efficient. Improved communications, better use of data and “just in time”
techniques are examples of initiatives designed to squeeze costs out of the
processes behind the “buy, ship, pay” model. Competitive pressures are the main
driving force behind initiatives of this kind. Public bodies, including international
organisations, can help the process of cutting costs - for example, by setting
standards and spreading good practice. But this is not an area where government
interference is generally necessary or indeed welcome.

Governments, however, do have responsibilities in the field of international trade.
Without going too deeply into questions of nationhood, identity and territoriality,
one of the defining characteristics of an independent nation is its ability to exercise
control on people, goods, services and money that cross its external frontiers.

Looking a long way back in history, moving goods across borders was seen
primarily as a money-raising opportunity. Taxes, dues, levies, fees, duties and other
charges - the rich vocabulary shows how fertile are the imaginations of the taxman
and the Customs officer - have long been a way of amassing wealth. In many cases
this flowed directly to the ruler, but as societies grew in sophistication and forms of
democracy began to limit the absolute powers of early monarchs, these resources
were seen more as belonging to the nation. It soon became apparent that by
interfering with the price mechanism through the imposition of a tax, governments
could influence the buying and selling of goods. This created a simple protective
mechanism, by which national goods could be favoured over imports, or strategic
goods prevented from being exported. Although the range of commaodities affected
was necessarily limited in times when manufacture was done by hand and transport
was difficult and time-consuming, the levying of duties at frontiers assumed an
economic aspect long before the twentieth century ‘invented’ protective duties and
all the international paraphernalia that accompanies them.

However, societies were still quite simple structures and the activities of
governments were very limited when compared with the all-pervading nature of
modern public sectors. In the Middle Ages citizens may have wished that their
rulers could protect them from disease, poverty, foreign aggression and a host of
other unpleasant phenomena. But the hard fact was that for most purposes they
were on their own. Far from being a universal protector of individuals’ rights and
welfare, the state was more often a means of oppression.

Responsible attitudes
The picture is very different nowadays, at least in developed and democratic
countries. Citizens expect a high level of protection against a huge range of
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threats, whether for themselves and their families or for the companies and other
bits of economic structures that helped their country pay its way in the world.
Some threats are economic - unfair competition, dumping, or simply greater
efficiency can all lead to the imposition of duties, quotas and other measures

on imported and occasionally exported goods. Other threats target society.
International crime and terrorism, the smuggling of prohibited commaodities (drugs,
pornography, and so on), the movement of unsafe goods, the propagation of
disease are all examples of things that governments are expected to combat.
Finally, new categories of undesirable goods and behaviour emerge as societies
become richer and more discriminating, or as differences between countries grow
sharper and more likely to create tension and inequalities. Whether action is taken
to stamp out child labour, reduce carbon emissions or save endangered species
of animals and plants, it flows from increasingly sophisticated and responsible
attitudes to the world around us and often results in measures that target the
movement of goods across international borders.

As the threats proliferate, so do the organisations responsible for countering them.
From a time when the Customs and Excise officer was all that was needed to
guard the frontier, we have moved to a world of complexity, with a host of agencies
jostling for position at the frontier in order to carry out their specific functions.
Formally they do not all have to be public bodies. But the vast majority effectively
wield public power or perform tasks in the public interest. They are therefore
largely organised by and responsible to governments, whether at a national, a
supra-national or a local and regional level.

In this way the typically commercial activities of the “buy, ship, pay” supply

chain come up against the public barrier of controls organised for the benefit

of companies, citizens and wider society. The collision of interests is not

always a happy one. Companies complain that governments interfere in their
legitimate business activities, making them slower, more complicated and costly.
Governments grumble that companies are out to beat the system, ignoring or
getting round the rules in the pursuit of profit. Neither of these views, portrayed
here admittedly as caricatures, is correct. The truth is complex. But it is
undeniable that conflicting interests exist and their resolution is often messy and
unsatisfactory.

Put another way, government agencies working at the border look for ‘compliance’,
while business argues for greater ‘facilitation’. The former are in effect saying that
anyone who obeys the rules has nothing to fear, while the latter believes that the
rules themselves are part of the problem, and must be simplified or abolished.

This is the genesis of the debate about trade facilitation, in which many border ‘The problem with
agencies still think they should look for a balance between their controls and a the word ‘halance’
need to meet business arguments for simplification. The problem with the word is that it suggests

‘balance’ is that it suggests a zero-sum game. If one side wins, the other must lose.
If control is increased - for example to meet security threats in the wake of the
9/11 atrocities - business costs go up and facilitation is diminished. Or if certain

a zero-sum game’
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groups of importers and exporters are granted privileges that speed up their goods
movements, the degree of control exercised over them is somehow reduced.

We shall return to this issue later, and describe a way of resolving its inherent
contradictions. But before doing so, we should perhaps consider how border
controls on goods are carried out.

Pertinent questions

The most direct way of checking goods entering or leaving a territory is to look
at them. When the main concern was to levy duties and taxes on them, this
examination could be fairly cursory. Key questions were ‘what goods are these?
and ‘how many are there?’. This was usually enough to calculate and collect what
was due.

As rules became more complicated, however, some questions could not be
answered just by looking at the goods. If duties varied according to what the
goods were worth, where they came from or what they were made of, for example,
this could not always be checked just by a visual examination. So the person in
charge of the goods (usually the importer or exporter) would be interrogated. As
questioning importers and exporters became more common and more important,
the process was made more systematic. Instead of random interrogations, pieces
of paper were devised that posed the most pertinent questions. So filling forms
became commonplace, and the modern approach to control began to emerge.

Two important conclusions can be drawn from the move from purely visual
inspections to forms. First, a person was held responsible for answering the
questions on the form, and the notion of legal liability for the accuracy of that
information was born. Second, border controls began to focus on information
about the goods rather than on the goods themselves.

Other things did not change. The key principle of regulating the flow of goods
across frontiers is an early one. It ensures that legitimate traffic passes a control
point where it can be checked. This means that any traffic that does not go to a
control point is illegal, creating the legal concept of smuggling and the practical
response of anti-smuggling patrols and enforcement. And the notion that each
parcel or package that crosses the frontier constitutes a separate legal event
means that import and export trade is seen as a series of individual transactions
rather than a seamless and continuous flow. Finally the key to official control of
goods movements is the simple rule that the goods can move no further until an
inspector (or computer) is satisfied that all the rules have been obeyed and any
duties and taxes fully paid. Out of this was born the ‘modern’ technique of customs
control.

Codification and rationalisation of procedures along this line were essentially
nineteenth and early twentieth century developments, even if in some parts of the
world much of this apparatus was in place earlier. As world trade grew with the
rapid deployment of a combination of industrial techniques and new and faster
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means of transport, the nature of goods traded became more complex. With
the growing sophistication of an increasing number of economies, the need to
protect countries against more and more threats became more keenly felt. Free
trade gradually disappeared as customs duties and other regulatory measures
proliferated. And the distinctions between categories of goods, some of them
extremely subtle, also grew.

These developments helped to create the twentieth century customs officer.
Trained in a variety of skills - classification and valuation of goods, the
determination of origin, the habits and behaviour of both legitimate and illegal
traders, to name but a few - he or she became the symbol of control and protection
at the border. With the rising volume of trade, it became ever more difficult to look
at each and every product crossing the border, and more and more checks were
based on paper documents alone. This gradually led to the development of risk
management techniques, helping inspectors to decide where to intervene, and of
statistical measures of success or failure in the implementation of controls.

However, control was still exercised consignment by consignment, and the basic
features of customs control would have been familiar to inspectors from previous
centuries. Even when the introduction of computers made it possible to process
a lot more information in less and less time, the underlying procedures remained
substantially the same. The large electronic systems developed in the 1970s

and 1980s did little more than take existing paper-based processes and make
them quicker and more discriminating. As customs administrations got smarter,
however, the software was asked to do more and more clever things, from
taxpayer account management to risk analysis and operational targeting.

And this is where we find ourselves today in Europe, with one significant additional ‘For goods crossing
complication. This is the European Union’s customs union, which - in particular the external
after the Single Market was introduced in 1993 - has created a single economic frontier. the old

space surrounded by a shared and uniform external frontier. So control procedures
for goods moving inside that space have either disappeared or been transformed
into quite different processes. But for goods crossing the external frontier, the old
principles largely still apply.

principles largely
still apply’

This brings us back to the quotation marks around the word ‘modernisation’.

Barriers

The biggest difficulty with our Customs union has been its fragmented

nature. Although in law it was created as a unified space as early as 1968,

the practicalities of dividing its management between the Member States’
administrations and the Commission in Brussels meant that barriers and divisions
remained. Before the internal market revolutionised goods movements inside

the EU, frontiers still impeded traffic between Member States and even goods

in free circulation had to move under cover of a customs regime. From 1993
these procedures were largely abolished but the Customs union was still far from
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unified. Importers and exporters dealt essentially with the customs administrations
where their business was located, and clearing goods in another Member State
involved recourse to agents and representatives. Different administrations applied
the customs union’s common rules in subtly varying ways, and many detailed
processes were determined by the individual Member States, and therefore differed
markedly across the EU. Penalties for irregularities, means of appeal and redress,
the nature and frequency of audits and examinations are all examples of customs
practice that could vary significantly from one country to another.

Modernising Customs in the 21st century means sweeping away as many of these
barriers and differences as possible. Not just that, but also joining up the customs
administrations’ and the Commission’s electronic systems in order at last to give a
genuine and practical sense of the customs union’s essential unity and integration.
This is no small task. The complexity of bringing together business processes

and IT systems across twenty-seven Member States and ensuring that the law

is capable of supporting the necessary changes is mind-boggling. One can only
admire the courage and tenacity of the Commission and Member States in devising
and carrying through the required change programmes.

But anyone who looks closely at the new customs landscape cannot fail to see
that in fundamental terms many things remain unchanged. Control methods

are very much the same as they were, although the new systems will increase
pressure for coordination and harmonisation. Goods movements are largely seen
as individual transactions, to be managed separately from each other, and from

a business’s non-customs activities. Cultural differences between administrations
- in areas like compliance, enforcement, communications, support for business,
interest in facilitation - are unlikely to be ironed out any time soon. The relationship
between government and business is improving, in the sense that the Commission
in particular is encouraging administrations to adopt a much more open and
communicative style in dealing with traders. But the essence of that relationship -
an all-powerful administration imposing its requirements on a subordinate business
community - is hardly changing.

Key questions

It would be unfair to leave the impression that much remains unchanged because of
complacency or lack of interest on the part of our Customs agencies. The reality is
that the programme of legal, administrative and technical change is all-consuming
and desperately complex. It would take superhuman efforts to incorporate into

this programme major modifications to the very basis of customs control or to the
relationship with business. And the risk of introducing delays and serious mistakes
into the modernisation process would spiral, possibly out of control.

At the same time, it is perhaps disappointing that our customs community is not

paying more attention to some key questions that the modernisation programme
does not address directly.
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One such question concerns Europe’s competitive standing in an increasingly
aggressive world trading system. The rise of large and increasingly efficient
economies in countries that only a few years ago were far from realising their full
potential - China, India, Brazil come to mind as examples - should place European
competitiveness at the forefront of our politicians’ minds. International studies
suggest that the impact of border controls on the cost of international trade can be
very substantial. This means that no opportunity to reduce the cost for business of
Europe’s border controls should be missed, particularly as the way we have chosen
to organise our economies and societies sets the cost of trading at a very high
level when compared with our newer competitors.

One such opportunity can be found in the relationship between administrations

and traders. The EU has led the way in defining world standards for what they call
Authorised Economic Operators (AEOs). Those businesses that meet the stringent
standards for AEO status expect as a reward a reduction in the impact and cost

of border controls. So far we cannot conclude that this is happening: indeed,
some anecdotal evidence suggests that AEOs are subject to increased rather than
reduced levels of control. We must hope that this trend, if indeed it is supported by
the evidence, is no more than a symptom of administrations’ keenness to ensure
that the new scheme is correctly implemented. However, it is more worrying to
note that so far the full potential of the AEO scheme is not being explored.

Those commentators who feel that the current modernisation programme does not
address all the right issues point to this absence of strategic thought, and suggest
how Europe could do better. Basing themselves on the concept of ‘trusted traders’
(which in essence is what AEOs should be), they argue for a fundamental reform of
the way border controls are organised. Their argument runs something like this.

Customs controls now rely almost exclusively on data about goods rather than on
direct checks on the goods’ physical reality. The quality of control depends heavily
on the quality and availability of those data. Customs generate almost none of

the data on which they rely - the bulk of it comes from a variety of sources in the
supply chain. The quality of border controls is therefore very much a function of the
way in which traders produce and exchange information in the supply chain.

Yet, these very traders play almost no part in the control process itself, being more ‘Business sees
or less passive suppliers of data to the administrations concerned. This, itis argued,  very [ittle of the
is a system that is unlikely to produce the best possible results. Business already process of control’

takes responsibility for the accuracy of data supplied in a customs declaration. But
it sees very little of the process of control, and cannot always judge the importance
to be attached to individual pieces of information. If traders were able to bring a
large part of the control process into their own commercial procedures, it should be
possible to achieve higher levels of compliance and control.
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Implications

What does this mean? First, the transactional approach to control could be
abandoned. If traders were required to establish their own liability for the
consequences of bringing goods across an international border, they would be

able to deal more easily with whole trade flows - over a week, a month or a year,
for example - and establish compliance for a range of transactions. However, the
fluctuations in factors affecting liability (duty rates, valuation issues, origin rules,
etc) could require individual liabilities to be “frozen’ in the traders’ records for
individual consignments. That would not necessarily detract from the advantages of
looking at a trader’s trading activities as a whole.

Second, traders could more easily draw down data elements from supply chain
partners at a time when they were needed to establish liability and guarantee
compliance. There would have to be arrangements to protect commercially
sensitive information, but this is a matter of access rights and practicalities rather
than of principle.

Third, rather than receiving random and piecemeal transactional declarations,
Customs and other agencies could dip into the traders’ liability and compliance
records to perform audits and monitor performance.

Fourth, the changes in the timing and manipulation of data elements that this
approach supposes would free traders from the rigid customs declaration regime
they live with at present and save costs by avoiding the duplication of processes or
the insertion of processes into a commercial stream of activity at unnatural times.

Fifth, the pooling of compliance data on the commercial side of the public/private
divide would in effect create a private sector single window, through which multiple
agencies could satisfy their control needs.

This approach would deal with the problem of balancing control and facilitation,
since both would be enhanced simultaneously. But what about the problems that
would have to be overcome?

Attitude changes

When we speak of ‘traders’ we are essentially talking about trusted traders, or
AEOs. This may enable a new system to embrace a large proportion of international
trade, but it would not reach a large number of smaller traders who did not

have AEO status. They would have to be catered for, either by the retention of
transactional controls or through partnership with AEOs in the supply chain who
could manage compliance on their behalf.

Instead of sending declarations to government IT systems, traders would keep
data on their side of the fence, allowing access by agencies for control purposes.
This would require a different approach to computerisation, building on commercial
ERP systems as the control bedrock, but with sophisticated sharing arrangements
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to allow access by all who had legitimate needs to inspect or manipulate data.
With cloud computing techniques the challenges may be less than before, but a
considerable administrative and technical effort would be required.

Above all, this approach would call for changes in attitude and culture on the part
of border control agencies. First, they would have to coordinate their control
activities, as the whole logic of the approach would be destroyed if one or two
agencies insisted on maintaining the old transactional system of control. Second,
they would perform best if they integrated and shared their control criteria, so that
the number of individual and fragmented dips into the data pool was minimised
and the cross-fertilisation possible from looking at data from different agencies’
viewpoints was maximised. Third, trust would have to be real so that traders could
reap the benefits of a more ‘hands-off’ attitude by the control authorities.

The counterpart would of course be the loss of trust and privilege for anything
other than minor lapses in compliance; the deterrent effect of losing AEO status
and access to the new system would in all probability be much higher than that of
current penalties - regrettably some businesses already consider customs fines as
little more than one more cost of engaging in international trade.

Can innovation on these lines and on this scale be achieved? Yes. But this article is
too general and too high level to deal adequately with every detail that would have
to be ironed out, and a lot of work remains to be done. Our purpose is not to offer
a working blueprint for a new system but rather to shift thinking into new channels,
so that genuine and beneficial change becomes a top priority for both private and
public sectors. This cannot happen without extensive dialogue between partners
who understand and trust each other.

We have to start somewhere. Time is pressing. We must start to think imaginatively

now, if we are to keep our European businesses competitive in the ever tougher
world of global trade.
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‘Ocean shipping in need of innovation’

‘The ocean shipping industry cries out for innovation. There is far too little
happening on that front. Ocean shipping plays a major role in the global economy,
and that places major demands on the way in which we send the industry into the
next decades.

The thing | miss most in the ocean shipping industry is the integrated chain
concept. We need to switch from thinking in cost to thinking in value. We should
be working on optimising a sustainable supply chain. After all, the ocean shipping
industry is part of a much bigger chain.

This will require that the relationship between shipping companies and shippers
becomes partnership-based more than it is now. And collaboration like that needs
to come from both sides, of course. It takes guts and trust to start working
together in a different way. It would be nice if the major players among the shipping
companies in the industry would take up the gauntlet. 'm certain there are enough
shippers to give such a scheme their full support. Good examples can be found

in retail and in the automotive industry. Rather than just being concerned with
getting products from A to B in the most efficient manner possible, they are jointly
addressing the problem of maximising end consumer satisfaction.

| was recently told by a supply chain manager of a large Dutch chain store that in
his circles, increasing the sailing frequency of ships from the Far East was already
considered a major innovation. There's nothing wrong with the idea per se, but to
put it down as an innovation might be taking things a bit too far. And | haven't even
mentioned the way to handle temporary excess capacity in the market, which is to
slow the ships down!

There are good initiatives too, of course, such as ocean-going ships powered by
sails, and other small-scale initiatives to break open markets for a different kind of
container size system.

One concrete example of an area in which the Council for the Ocean Shipping
Industry sees opportunities, is the use of grey containers. Instead of joining
hands to ensure that containers are used as efficiently as possible, most shipping
companies will insist on using their own containers, which are nothing more than
steel boxes of uniform dimensions. Shifting empty containers around is becoming
an increasingly complex operation. If every container that is emptied in a certain
area were to be used for a full round trip, all of us together could save a lot of
money.

Other examples include securing an adequate network in the hinterland of large
seaports. In this case too, the willingness to collaborate with different stakeholders
will be the critical factor governing success.



A totally different issue is the entire administrative organisation surrounding

the delivery on board of a cargo container. This is a complex process involving
many different parties and databases containing all kinds of information about

the products inside the containers and suchlike. It would be nice if that could be
organised to run more smoothly. With a whole range of stakeholders including
customs, various other government bodies, forwarders, shippers and shipping
companies, optimising these procedures could certainly be called an innovation. In
this process, EVO has claimed a major role as instigator of the European OptiChain
initiative.

As I've mentioned before, shippers also have a role to play in this. We too could

be thinking more about value than about costs. Perhaps we should ask about
these things more often, or be more willing to discuss the matter. We are still too
individual in our outlooks. The Council of Ocean Shippers considers it the basis for
our objective in the years to come, which is to create a climate that will enable us
to achieve real innovation, that will see us actively approach the various parties in
the industry for a dialogue, to initiate innovation and to improve collaboration, in the
broadest sense of the word.

On the positive side, the industry is becoming more transparent. The abolition of
the shipping company cartels is a prime example. It makes it possible to work in
much closer collaboration with the shipper. This is a major change that we should
be putting to good use in the years to come.’
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Summary of chapter 8

With Business Process Outsourcing (BPO) of an entire end-to-end process or even
a complete supply chain, the logistics sector enters new and generally untested
grounds. The idea is definitely exciting, but is it feasible? And how different is it
from outsourcing only one or two logistic functions, which until today is considered
the norm? This article explores the concept of Business Process Outsourcing,
including a recent reallife case in which one of the leading manufacturers of
telecom equipment took this big step.

Business Process Outsourcing has been around for a long time. Companies
specialising in payroll and human resources BPO, have been in business for more
than 60 years. But mostly, outsourcing of business functions or processes was
restricted to the domains of Finance & Accounting and HR and often only single
processes were outsourced. Gradually, this has been extended to include more
multi-process contracts. A recent addition is the procurement function.

The innovation currently taking place entails complex and integrated services. BPO
is moving away from the execution of single logistic processes to complete end-to-
end processes, like order-to-cash. The outsourcing of supply chain management is
becoming a reality and typically includes planning, analytics and (re-)design. It also
requires a more advanced use of technology.

As an example, the case of Nokia Siemens Networks (NSN) is presented. As a
result of BPO, this company has realized an immediate cost reduction as well as a
significant contractually agreed cost reduction over the next years. In addition, the
company benefitted from using a partner that excels in process design, change
management and IT capabilities



Supply chain business process
outsourcing

Outsourcing of basic logistic functions like warehousing and transportation has Johannes Giloth, head

a long history. In fact, one might challenge the correctness of classifying these of supply chain of Nokia
activities as “outsourcing” because services within certain transport modes, like Siemens Network and
rail and mail, were never performed in-house and very few companies historically Erik van Dort, Capgemini
actually possessed their own ships or airplanes to transport the goods they Consulting
manufactured.

3PL and more

Hundreds if not thousands of pages have been written in order to describe the
essence of Third Party Logistics (3PL). The common understanding is that the third
party is an extra guest at the table when a shipper and a customer have goods
delivered through another company. When this definition is used, a simple transport
function provided by a carrier would suffice to qualify the service provider as a 3PL.
Most writers however feel that more must be provided before the 3PL title can be
bestowed.

As early as 1998, Peter van Laarhoven, then professor at the Technical University
Eindhoven, stated that a Third Party Logistics (TPL) company would perform at
least the organisation and the execution of transport and storage, but potentially
also the inventory management, the IT-related services like ‘tracking-and-tracing’,
the value added services and possibly even integrated supply chain management.
In addition, one would expect to see elements of management, analysis and design
and a contract of at least one year. This is in his words “to separate TPL from

the traditional procurement of transport and warehousing activities”. Applying this
definition, many fewer companies would qualify as true3PLs.

In addition, there is the notion of the 4PL. The term was originally trademarked by
Andersen Worldwide in April 1996, but formally abandoned in November 1998. The
concept has intrigued logistics practitioners ever since. 4PLs came to represent

a ‘super league’ for logistics service providers. Being afraid of the trademark
status, some started using the term Lead Logistics Providers instead. An Andersen
Consulting definition goes as follows: "a supply chain integrator that assembles and
manages the resources, capabilities, and technology of its own organization with
those of complementary service providers to deliver a comprehensive supply chain
solution”.

A practical description is used by Prof. John Langley in his annual study on the
3PL industry with Capgemini: “one that may manage multiple logistics providers
or orchestrate broader aspects of a customer’s supply chain”. That definition may
be a bit too broad. In this case, a sea freight forwarder could claim to be a 4PL
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because they coordinate the work between a shipping line and a trucking company
to deliver to the end destination. But this would not make them a 4PL. They would
need to take on more functional integration and operational responsibilities as

well as a bigger role in Information Technology to achieve smart solutions. Given
these extra requirements some have concluded that the traditional logistics service
providers are not in a position to move to the 4PL level, At the same time others
stated that “the consultants of today are the 4PLs of tomorrow”.

Although widely debated in articles and at conferences, there are not many real
world examples of successful, sustainable 4PL engagements. Probably the best
known example is Vector SCM, which was created as a joint venture between
logistics provider Con-Way's Menlo Worldwide and General Motors. This experiment
lasted for six years and was ended by GM in 2006.

A fresh start: business process outsourcing

Business Process Outsourcing has been around for a long time. Companies like
ADP, who specialise in payroll and human resources BPO, have been in business
for more than 60 years. But mostly, outsourcing of a business function or process
was restricted to the domains of Finance & Accounting and HR. The outsourcing of
Information Technology is arbitrarily considered a separate market and not seen as
business process outsourcing. Often single processes were outsourced. Generally
it was payroll but it might also be debt-collection, general ledger or time & expense
administration.

This market is pretty mature. It has been extended to include more multi-process
contracts like combinations of Accounts Payable, Accounts Receivable and General
Accounting. And a more recent addition is the procurement function that tends to
be focused on the sourcing of “indirect” goods and services. ‘Indirects’ are those
that supporting the core business but are not part of it. Examples are catering,
cleaning, copying, security, office supplies, travel, etc..

Back, Middle and Front Office

All the examples mentioned above are considered to be back office functions.
There also is a market for front office business process outsourcing. This is often
considered a bit more daring, as it involves customer facing work provided by
third parties. Telemarketing and customer care centres belong to this category.
This part of industry sometimes evokes comic relief in films: Call centre agents are
trained and put in a simulated world that creates the illusion that they are actually
in the country of the caller, rather than 10.000 kilometres away. A recent example
was the multi-Oscar winning movie, Slum Dog Millionaire. But this is a serious
industry, and one that provides a significant part of the economic prosperity in
countries like the Philippines and India.

Middle Office is probably the least recognised category. It contains a range of
industry-specific operational services. Typical examples of outsourced services
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include:

e Banking: card processing, check processing,

¢ Insurance: policy administration, claim processing and

e Consumer electronics: warranty/repair administration management.

Why and how

Well known analyst firms like Gartner and Forrester report about the BPO market.
Nelson Hall is an analyst firm specializing in BPO. They asked companies why they
chose to choose for business process outsourcing. The most important reasons
can be found in Figure 1. They include increased flexibility to handle peaks and
troughs of activity, improved cost effectiveness of transactional services and
standardization of service.

Increased Flexibility

Improved Cost effectiveness
Standardisation of service

Collapsing timeframe to change
Improved quality of service

Access to new processes & technology

Access to scarce skills

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%

Figure 1: The most important reasons why companies opted for BPO. (Source: Nelson Hall - “New

Approaches to Outsourcing Support Functions in 2009”)

Different pricing mechanisms can be used to pay for the services provided, the
most common being a price based on the number of staff used. Transaction
pricing is also quite frequent. The latter is often introduced after an initial
contractual period as a “cost plus” arrangement, which gives both parties time to
properly understand the services, their costs and the reasonable service levels. It
is common to agree on levels of continuous improvement. The distribution of the
benefits between contract parties varies.

The next step

As should be expected, the innovation currently taking place in the marketplace is
focused on the more complex and integrated services. It is moving far beyond the
execution of single logistics processes and includes truly end-to-end processes, like
order to cash. The outsourcing of supply chain management is becoming a reality
and typically includes of planning, analytics and (re-)design. It also requires a more
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advanced use of technology. And it is likely to be provided as a part of the service
provider's expertise rather than as an activity which is simply being taken over from
a client. Business process tools, workflow management, advanced planning and
scheduling, business intelligence and network design tools can be leveraged. Of
course, this concerns not just selling tools but rather about delivering services. The
provider can offer economies of scale for relatively scarce skills or for activities
that are only needed incidentally by clients.

When such smart and strategic services and tools are involved, the question rises
of how and when to use standard technology. Taking over an existing hodgepodge
of client systems is not necessarily the best way for a service provider to run a
client’s processes. A wide variety of solutions is being designed for this purpose,
including cloud computing, which can be leveraged to provide a single solution
for several clients. At this stage, cloud computing seems promising for single
processes, but a bit challenging for integrated, more company-specific processes.

Supply Chain BPO: the case

The text box contains background information for the Nokia Siemens Network
(NSN) case. Johannes Giloth, is the global head of supply chain networks for NSN.
His 2,100 employees across 80 countries take care of activities including order
configuration, order fulfilment, transportation, warehousing, distribution, sales
and operation planning, factory and supplier capability management and trade
compliance.

NSN has initiated several initiatives to raise the efficiency of its operations. Main
drivers were on the one hand the consolidation in the market, the increasing
cost pressure resulting from fast growing Asian competitors and the increasing
customer requirements towards the supply chain.

As part of their cost improvement efforts, NSN's supply chain had already
consolidated several activities, like order entry and validation, into regional shared
service centres. However, the reality of market dynamics made clear that further
improvements in efficiency and services were necessary. A classic “lift and shift”
outsourcing option would no longer work. The change had to be bigger but speed
was also a key concern. Transformational outsourcing was the solution developed
to tackle the needed change throughout the entire value chain.

Part of the process was to identify the activities that could be outsourced. An
internal project on Roles & Responsibilities was conducted. It required a critical
look at what work needed to stay in-house and where the best value could be
obtained by using a service provider. In the end, a function called “Logistics
Coordinator” was called into existence. This was to be an essential element when
outsourcing these tasks. There were however some regional differences in the
interpretation of this role, so part of the preparation was to fine-tune the execution
of the actual role and the handover of certain tasks to staff that was to be retained
where necessary.
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With the help of a specialised consulting firm the complex dataset for the Request
for Proposal was collected and sent to four service providers that were considered
capable of meeting the demanding requirements. The process to select and
contract a provider took six months.

Johannes Giloth explains, “We wanted to make sure we would be able to work
jointly with the provider to really improve and standardise our processes end to
end. We leveraged the IT and process re-design capabilities of our BPO partner to
accelerate the improvement of our supply chain, in terms of capability, reliability
and speed. We moved the first set of operations shortly after closing the contract
while continuing to work jointly to define and improve business processes and
configurations using a new order validation tool, a state-of-the-art workflow
management tool and comprehensive set of business intelligence tools. This
allowed us to consolidate most of our work into six centres on three continents.
The tools also allow us to make continuous improvements based on a permanent
benchmark of global business process execution. Another important part of the
design was to make the interfaces between outsourced staff and the retained (two
thirds of headcount) staff work well.”

To Johannes Giloth mind, it is this particular aspect of optimising the processes,
both those which are outsourced as well as those which are retained by the client
organisation, that makes transformation outsourcing truly innovative. A change
momentum was created together with the BPO partner. This will however only be
successful if it covers the entire value chain, including the major interfaces like F&C
and Sales. To run the transformation process during the coming two years, a joint
project was set up.

Such a strategy requires a level of partnership with the outsourcing partner that
goes beyond normal contracts, and it does require that both parties are willing to
share the risk. This requires a strong contract management on both sides which
applies to different levels of the customer - supplier relationship. Mutual trust on
the top level is a prerequisite. Only then the transformational outsourcing innovation
can be turned into a success.

Johannes continues, “NSN has realized an immediate cost reduction and a
significant contractually agreed cost reduction over the next years. In addition, the
benefit from using a partner that excels in process design, change management
and IT capabilities cannot be underestimated. All of these changes would not have
been possible to do in-house and certainly, not in the accelerated timeframe in
which they were achieved!”.

For other companies Giloth suggests: “it is important to be ambitious with these
changes. It also takes a lot of internal selling. One can expect quite a bit of open
as well as hidden resistance to these changes. Your provider should move beyond
traditional cost-cutting to really being a transformation partner. Transformation
outsourcing can really provide a step change for your performance.”
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Case BP0 SCM: Nokia Siemens
Networks

Company: Nokia Siemens Networks

Nokia Siemens Networks (NSN), a leading global enabler of telecommunications
services, offers a portfolio of mobile, fixed and converged network technology,
as well as professional services including consultancy and systems integration,
deployment, maintenance and managed services. NSN is providing innovative
infrastructure and solutions for the majority of the world’s telecom operators.

Supply chain:

The company has a worldwide manufacturing network of seven sites supported by
electronic manufacturing services (EMS) partners in seven countries. In addition,
six distribution hubs form a global network of logistics centres, ensuring proximity
to its customers. NSN operates in more than 150 countries worldwide with
approximately 64,000 employees.

The situation:

Johannes Giloth, global head of supply chain and logistics at NSN: “Serving the
customers in the different markets requires a decentralized setup. It isn't difficult
to image how complex the supply chain is. A high-performing and effective supply
chain that contributes to the value of a company is therefore vital. It is crucial

to have an end-to-end information backbone, to harmonise and standardise the
process across the company.” Giloth continues, “NSN's supply chain is project
driven, meaning that we need it to be flexible as we have to cope with many
unforeseen demands. The flexibility our decentralization requires though, had over
time led to the creation of various fragmented, locally sub-optimised processes and
in many parts resulted in unclear roles and responsibilities. Our vision of the supply
chain is a succession of end-to-end, highly standardised processes contributing to
short lead times, ensuring flexibility, and a lean supply chain in terms of costs and
structure. This is what we have set out to achieve.”

The Business Process Outsourcing case:

Giloth explains why NSN opted for outsourcing to a BPO provider as opposed to
optimising in-house. “We decided to have an external partner help us transform

the supply chain, and the provider had to have a clear commitment towards this
with a real stake in the business, we didn't just want a consulting approach,” Giloth
notes. “The partner search was based on three pillars: cost reduction; process
transformation and improvement, including IT expertise; and a perspective for
NSN's people - because we, as a company, couldn’t provide an appropriate outlook
for them anymore. “

NSN focuses on improving its customer service, while outsourcing roughly 30

percent of the order management operations. The BPO provider supplies order
management services such as customer order management, distribution and

114



customer invoicing. Giloth believes that the partners strategic approach to supply
chain transformation, their ability to capture and incorporate lessons learned from
their market knowledge business, and its suite of enabling tools and technology
will allow NSN to optimise its supply chain operations and achieve a competitive
advantage.

“You can completely mess up the business with a low performing supply chain,”
Giloth adds. “Yet a high performing supply chain can contribute to customer
satisfaction and be a differentiating factor. ” Under the terms of the recent
agreement, nearly 400 employees from NSN joined the providers BPO supply chain
services teams from several countries including Brazil, USA, Finland, Germany and
India.
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Post crisis

A banker’s view



Summary of chapter 9

A large number of companies is still recovering from the economic crisis. Most
economic sectors, however, can no longer rely on national economic growth. In
the sector of transport and logistics, the increase of world trade and continuing
emergence of Asian economies, contribute much more to further growth.

Supported by EVO, the Dutch government designated ‘logistics’ as a key sector
of the economy. Themes like cooperation, innovation, sustainability and labour
markets in logistics are important topics on the agenda. In the field of innovation
and cooperation new concepts such as synchro modal transportation have been
introduced. Such efforts result in a growth of transport volumes while reducing
pressure on the environment.

Other innovation themes include the promotion of automation in logistical services,
in particular in the fields of imports and exports. Cross Chain Control Centres” (C-4)
are expected to play a major role in the near future. Corporate Social Responsibility
(CSR) is rapidly becoming a key factor for companies that wish to win longer term
contracts within the transport & logistic sector.



Innovation requires cooperation in the
supply chain

It is an honour for Rabobank to have been given the opportunity to contribute to
the EVO Yearbook 2011. EVO promotes the interests of a large number of shippers
who are engaged in a wide variety of industries and who are jointly responsible

for economic development and employment. With a basis in its cooperative roots,
structure and CSR legacy, its employees and resources, Rabobank endeavours to
contribute in a meaningful way to healthy and sustainable economic growth.

Many corporate companies have gone through very challenging times as a result
of the economic crisis which has also affected our country. Circumstances in both
financial markets and in the real economy remain turbulent. The projected growth
for 2011 and 2012 is below the 2010 level, pointing at a slowdown. World trade,
imports and exports, is the main driver for the growth while domestic growth
drivers such as private consumption, government and investments, come to a
standstill every now and then or are hardly running at all. Consumers are expected
to remain cautious, due to uncertainties about governmental measures, pensions
and higher prices of commaodities and at the same time the Dutch government is
searching for ways to minimise the budget deficit. Growth expectations for 2011
and beyond are well below the long term historical average. Dutch economic
growth is therefore no longer a major growth driver for most sectors.

We see increasing risks:

(i) there have been further credit rating downgrades of governments (Greece,
Portugal, Ireland); banks and pension funds have invested in government
bonds, potentially impacting the financial system and pensions;

(i) commodity prices are increasing across the board due to a combination of
higher demand, speculation, political uncertainty and production issues;

(iii) the political situation in North Africa and Middle East and the events in Japan
with regard to the nuclear plant of Fukushima, are increasing the risk of higher
energy prices.

As for the transport & logistics sector, we see Dutch volumes rising as a result of
increased world trade. However, prices and margins keep developing unfavourably
due to the still sizeable overcapacity within the sector and the increased power

of retail organisations. Logistic service providers as well as shippers are under
pressure from the fact that retailers negotiate lower prices while input prices for
raw materials are rising.

A global growth of shipments of goods is visible and the role of Asia and other
economies continues to increase. This leads to an increase of the complexity and
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‘The demand for
business planners
and supply chain
managers is
growing rapidly’

the dynamics in supply chains. Equally, the composition of shipment changes. The
Middle East disposes of a cheaper workforce than Europe and is well positioned for
the realization of assembly lines, warehousing and customs facilities. In the medium
to long term the position of the Netherlands in the global trade may decrease.

Innovation themes

The Dutch government has, with the approval of EVO, designated ‘logistics’ as

a key sector among other key sectors. Themes like cooperation, innovation,
sustainability and labour markets in logistics are topics on the agenda. In the

field of innovation and cooperation we see inter alia the use of various means of
transport, including synchro modal transportation. Root of the synchro modal
transport system is an increased fine tuning of transport volumes and modalities in
order to utilize unused capacity. This effort results in a growth of transport volumes
while reducing pressure on the environment.

Other innovation themes include the promotion of automation in logistical services,
in particular in the fields of imports and exports. This implies at the same time

that complete or partial outsourcing of the chain of control for shippers will lead to
partial handover of control of own activities and dependence on others in the chain
of control. It remains to be seen if shippers are willing to accept such changes in
one go. It is expected that this process will take place by fits and starts, varying by
sector.

Also when hiring new professionals, the logistics sector should adapt itself to the
developments initiated by shippers. In particular, the demand for business planners
and supply chain managers is growing rapidly. These professionals are expected
to have a complete overview of the whole logistic chain. Today, there is a talent
shortage of these experts.

The increasing complexity of supply chains is of such a magnitude that individual
solutions for chain of control are inadequate. Improvements need to take place
within the entire chain of control. They will contribute to an increase of the
efficiencies within the chain, a better use of the available infrastructure, a speedier
throughput of goods and a reduced impact on the environment. Additional
economic growth, within the limitations set by space and environment, is within
reach of control and is being developed through Dutch main ports. The Dutch main
ports are well positioned to play a key role, both on a European level and on a
global level.

A further expansion of the ‘industry’ chain of control can be achieved when logistic
providers become co-developers of “Chain of Control Centres” or “Cross Chain
Control Centres” (C-4).

This continuous professionalization provides attractive opportunities for the road

transport and haulage and logistics service providers as well as for specialised
consultancy and technology providers. Understanding and expertise remain only
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too often shattered among players. Forces could be bundled through greater
cooperation. One may think of the outsourcing of high value added activities of
shippers and logistics provider) and of the adherence to internal (globally as well as
companywide implemented) quality processes.

Sustainability and CSR

The increasing focus on sustainability and reduction of the ecological footprint as
well as the tremendous drive for cost control as a result of the credit crisis, require
the further development of C-4 within the Netherlands. Albeit very gradually, we
see the development of a need for cooperation within the whole chain in order

to keep costs under control. Equally, consumer preferences move towards
sustainability. For the time being, the question who is going to pay for all this
remains unanswered. Seen from a supply chain perspective, the pressure to drive
cost down remains the main obstacle to successful integration.

Corporate Social Responsibility (CSR) is equally becoming a key factor for those ‘Large

companies that want to win longer term contracts within the transport & logistic multinational
sector. Large multinational companies have entered into sector covenants to companies have
reduce their ecological footprints and to strengthen their social responsibility .
requirements. These covenants will not only have an impact the production entered In,tO sector
processes with such large companies, but equally on their suppliers. covenants

Emissions of CO by the transport sector and road haulage
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Figure 1: Emissions of CO, by the transport sector in various countries and regions per capita, divided

over transport in general and road haulage.
Drastic innovation in the area of CSR also requires cooperation between parties,

i.e. shippers, logistics providers, and software suppliers. The transportation of
goods is among the activities of the ‘CSR value chain’ where major gains can be
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achieved. Partnerships between large corporate companies and the transportation
sector have resulted in major improvements. Truck manufacturers, the road
transportation sector and shippers have joined forces. More efficient and quiet
engines, the use of alternative fuels which are less harmful for the environment,
and the application of more efficient and less noisy refrigeration equipment have
offered some commercial benefits in addition to the environmental benefits.

Major cities in the Netherlands restrict the use of diesel powered lorries during
certain hours of the day. New and alternative lorries can circumvent these time
limitations because their noise and pollution levels are significantly lower. In these
new concepts, warehouses and distribution systems have demonstrated their ability
to increase their efficiency to a level where the cost of environmentally friendly
lorries is quickly recovered, thus making the investments commercially viable.

The European Commission recently adopted a roadmap of 40 concrete initiatives
for the next decade (Transport White Paper 2011) in order to establish a
competitive transport system that will increase mobility, remove major barriers in
key areas and fuel growth and employment. This underlines the importance which
is attached to the future of transport also at a pan-European level.

Sources a.0.:

PWC Transportation & Logistics 2030;

The council Commissie van Laarhoven, Logistic and Supply Chains;

Innovation organisation TNO, Survey “Een eerste verkenning van topsectoren;” (An
initial survey of top sectors)

Road haulage and Logistics (Wegvervoer en Logistiek), outlook 2015.
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Steef van Amersfoort,
chairman of the EVO
Council for Airfreight and

Express Transport.

‘Promote innovation, improve
transparency’

‘In the field of airfreight and express transport our main objectives are to promote
innovation within the chain and to improve transparency, in particular with regard to
tariffs. To begin with innovation, we see a remarkable contrast between airfreight
and express transport. Looking at systems and services, we see that the express
freight industry has developed rather rapidly, whereas the airfreight industry has
fallen a long way behind. We should of course bear in mind that the express freight
industry controls the entire chain, from sender to recipient. This makes the job a
lot easier, as the same system can be used throughout the chain. The integrators
have managed to develop systems that can handle the transitions between the
various links within the chain silently and smoothly. At the very start of the chain the
integrator can let the whole chain know what kind of goods are involved.

The greatest difference between the two industries however, is in the investment in
automation and IT systems. The integrators have put a lot of capital and effort into
this, which is why they can can offer special services to the market. Examples of
these include the 24-hour service from Hong Kong to Europe and the fact that from
any place in Europe, wherever you are, you can get your package to its destination
within 48 hours.

Matters are very different in the airfreight industry. Practically all the companies
use separate systems, many of which are obsolescent. The telephone remains

a major means of communication. Whereas passenger check-ins have been fully
automated, you still have to phone in to ask if there is any room left for an airfreight
shipment, indicating volume and weight. But when people are involved, mistakes
get made and things go slower.

The high service level of integrators enables them to nibble away at the traditional
airfreight domain. It started with small packages, but they are getting bigger

and bigger. They can now accept large cargoes from shippers and offer turnkey
solutions.

Both industries show lack of transparency in the tariffs. This is caused by the
proliferation of surcharges. You name it, and there will have been a surcharge
invented for it. In the traditional airfreight industry the surcharges often exceed
the standard tariff. Take security surcharges for instance. They amount to 14
eurocents per kilogramme. Each year, Dutch shippers pay 108 million euros in the
form of security surcharges for the freight taking off from Schiphol airport. But
what do the airline companies provide in return? All the freight is delivered to them
as a secure package. The airport provides the on-site safety.

Both airfreight and express transport have the problem that customers cannot see
how much the transport actually costs. The whole transparency problem is easy
to solve. You now pay a single tariff, but you cannot see what the surcharges are.



When fuel prices go up, airfreight prices skyrocket due to fuel surcharges, but
when fuel prices drop, freight prices don’t go down in proportion. Now it’s all right
with us to have surcharges, but they should be linked to an independent figure for,
in this case, fuel prices. The price of jet fuel is a global price, so the surcharges
could for example be linked to that price twice a month and added to the standard
tariff, for everybody to see.

We also think the role of forwarders is often overrated. Shippers are forced to

use forwarders, otherwise they cannot get their shipments on board a plane. But
what do the forwarders actually do for the money they're getting paid? This lack of
clarity has caused the EVO Council for Airfreight and Express Transport to support
the initiative of setting up a booking portal like Air Cargo Shop, which facilitates
airfreight booking. The Council will support any initiative that creates transparency
and a more efficient airfreight cargo supply chain.

Much to our regret, the airfreight forwarders do not show a willingness to change.
We can do almost everything via the internet these days, but not in the aircargo
industry. Transparency via the internet changed the world and aircargo will have to
follow.

Airfreight companies and shippers have got each other in a stranglehold. In the
past, forwarders have punished airfreight carriers who went into direct business
with shippers. They saw their volumes decline by more than 90 percent in a matter
of months. It was a harsh lesson to show them that they cannot go around the
forwarders. The new booking portal however, satisfies all the criteria of forwarders.
Shippers pay per transaction to support the maintenance of the web site.

There's more to be gained on the administrative front too. Consignment notes
shouldn’t always have to travel with the shipments. We could set up E-freight with
electronic consignment notes which all the parties involved can retrieve using a
reference number. Our members would gladly support a system like E-Freight. They
already supply their information in digital format, only to find many forwarders print
out the consignment notes and retype them by hand. We would need to include the
authorities, the Food and Consumer Product Safety Authority, customs and also
the shipping agents and of course the recipients, so they know what is coming and
when.

Although the first steps have been taken, things are moving only slowly and many
shipping agents won't join in. They refuse to look beyond tomorrow. We cannot
deny that integrators are often much better at getting their business in order.’






Warehousing

Innovation in logistics
real estate



Summary of chapter 10

At first glance the market for logistics real estate would not appear to be a
candidate for innovation, since the logistics industry is generally known to be rather
conservative. It tends to focus on good value for money, and that includes the
choice of location, but tenants never want to pay too much, for the margins within
the logistics services industry already are very limited.

All the more surprising then that opportunities for innovation do exist within the
industry, and what's more, quite important ones as far as the Netherlands is
concerned. What is certain is that all through Europe, much is to be gained if we
look at land prices, zoning schemes and logistics real estate certification.

The innovation that will have the greatest impact and that will prove to be of

great commercial value — which is what innovation is all about — must involve the
shipper's mindset. The challenge facing shippers is that of taking the first step in
the direction of a primary location strategy and of giving shape to Total Logistics.



Room for innovation in logistics
real estate

It would appear that really innovative ideas in logistics real estate are few and far
between. Is this caused by a lack of innovation in the market, or is there simply no
opportunity to be innovative?

In order to find an answer to the question we must first have a definition of
innovation. According to the Dutch edition of Wikipedia, innovation or renewal can
apply to new ideas, goods, services and processes, can take place

within organisations as well as in a wider context, and comprises the total of human
actions aimed at renewal (of products, services, production processes, etc.).

So, if new ideas are anything to go by, there is little to report in this industry,
except for the fact that ideas abound about how a new development of logistics
real estate might be initiated and implemented. | have yet to see any really
innovative ideas though.

Where is the innovation?

The first thought that springs to mind must be that there are plenty of opportunities
for innovation in a technical sense, but on the other hand building a warehouse
isn't exactly rocket science. The scope for improvement in a construction project
remains limited. One could look at new technology to include in a building’s
services such as heating, air-conditioning, ventilation, sprinkler systems, or at the
harmonisation of an operation’s logistics setup and the design of of the building.
There is often much to be gained by organisations in this respect, but calling it
innovation would be taking matters too far.

The user of a building should not be expected to contribute much in the way of
innovation either, for after all the building is just part of the logistics flow. The
location’s strategy may well be a new idea within the user’s organisation, but this
is not the kind of real innovation we're looking for, which is an innovation that

can bowl over an existing market and create new opportunities for everybody
throughout the industry. Ultimately, we want a market to remain a challenge, offer
opportunities, become more sustainable, and yield a profit.

Looking at the Dutch market for logistics real estate a number of aspects should
be investigated in detail to find out where we should be looking for innovation.

First of all the availability of building sites for new distribution facilities is rapidly
declining. The resulting shortage is already affecting land prices to a point where
they have risen far above those of the surrounding countries. The average price
in Germany and Belgium is 40 euros per m?, whereas the average price in the
Netherlands now stands at 110 euros per m2. The effect of this is that eventually
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‘Municipalities
have purchased
the land at
elevated prices’

the Netherlands will find it harder to fight off the competition, and that an increasing
number of businesses will decide to move abroad, as quite a number of businesses
have in fact already done. Since Dutch land prices were deregulated to become the
responsibility of the municipalities themselves, they have become a major source of
income to cover the municipal budget. Now that the number of land transactions has
dropped, we can also see that many municipalities are finding it hard to balance their
budgets. The side-effect is that here is no room left for discussion about lowering
land prices for new developments. In many cases the underlying problem is that
municipalities have purchased the land at elevated prices and after breaking ground
need to add a surcharge if they are to make any profit from the deal. The profit should
actually be in attracting new businesses to create jobs. This would be an innovative
approach that would enable local politicians to show the electorate where they stand.
I'm certain that the local population would welcome such a development.

Due to the problems caused by the lack of available land for the development of
new distribution centres, developers and investors are looking into opportunities
for redevelopment. From a financial point of view the news is far from good though,
since most of the obsolete buildings are being offered at very steep prices and can
therefore not be used for realistic development in line with the prevailing market.
This is caused on the one hand by the way these buildings were originally financed,
and on the other hand by the fact that estimates continue to be too high, leaving no
room for more realistic prices.

Fortunately, there are still some projects suitable for financially rewarding
redevelopment, but in many cases zoning scheme problems complicate planning
permission. Zoning schemes often date back to the nineteen sixties and seventies,
and are no longer in sync with the current situation where industrial sites are
concerned. A common problem is that industrial sites that were once laid out

far away from residential areas, have gradually become surrounded by housing
developments. Local councils often find themselves forced to make political
choices in order to avoid provoking residents at the cost of loosing votes.

All'in all, the major challenge is to find a way to handle this problem. Should land
policy be centralised again, taking responsibilities away from the municipalities and
provinces and returning them to the national government? Or should the focus be
more local, so that major local interests can be better served? If so, the drawback
would be that the local political arena gets redrawn every four years, so at any
given moment the results would depend on whoever gets elected to office.

We should now be looking from a Dutch perspective where we want to be heading
with the accommodation of logistics operations. Are we willing to keep them in this
country, or do we want to become a transit country, with goods being transported
straight from our gateways (Rotterdam and Amsterdam) to the hinterland, without
any value being added to the supply chain in the Netherlands?

The current thinking is to put a lot of time and effort in the concept of Cross
Chain Control Centres (4C), with the Netherlands becoming a chain supervision
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country. These Cross Chain Controls Centres are supervisory centres from which
several logistics chains can be coordinated and directed at once. However, if the
supervisory capacity is to end up in the Netherlands, the business must also end
up in this country if it is to be the centre of distribution. This view is supported by
the trend that the demand for office space at new distribution centres is increasing
in order to enable multiple functions to be concentrated at a single location. This
should also be an issue to be borne in mind when drawing up zoning schemes for
industrial sites. These often carry restrictions regarding office floor space, ruling
out distribution centres. This puts a restriction on the future prospects of the
market.

Within Europe the Netherlands heads the list of commercially attractive countries
for the logistics industry. This applies in particular with regard to qualitative
competition factors such as employment and legislation. The problem is that the
general public’s idea of logistics tends to be that of smelly and dangerous lorries

in town centres, congestion, people cooped up in warehouses without daylight,
heavy investments in infrastructure and giant container ships entering Rotterdam to
unload asparagus from Peru or trainers from China. The foundation for any reliable
investment in real estate is location, location and location, but the government
must lend a helping hand and guide matters in the right direction. The logistics real
estate market is very simple: it needs space and space must be affordable.

Innovation and sustainability

Logistics real estate must satisfy a number of prerequisites, which include
sustainability requirements. A number of sustainability standards exist for real
estate, one of which is BREEAM. BREEAM-NL is currently in use to assess the
sustainability of logistics real estate. It is not the only sustainability standard for
buildings currently being used in the Netherlands, however. We also have, for
example, the Energy Label, the EPC standard, GreenCalc, GPR-Building, Eco-
Quantum, and LEED.

So which part of which standard is to be preferred in which situation when
assessing the sustainability of logistics real estate? This is where the market can
make real headway, as certification has come some way already. The question
remains however whether certification is the right way ahead. Can the logistics
industry in the Netherlands use certification to distinguish itself from the other
countries in Europe, or are we just trying to catch a moving train? We might even
be boarding a train that does not call at every station in Europe, as different
countries use different certification schemes, each with their own way of looking at
things. Logistics is an international market, so perhaps we should first be looking
for improved harmonisation on a European scale.

The current Dutch system leaves quite a bit of room for improvement. Suppose a
company decides to develop logistics real estate at a certain location. Suppose
that two kilometres along the road there is a bus stop. If the company where to
move their operation those two kilometres, the scheme would gain lots of points.

Warehousing | 131

‘The general
public’s idea of
logistics tends to
be that of smelly
and dangerous
lorries

in town centres’



‘Logistics real
estate is
essentially
different from
normal real estate’

On the other hand, those same two kilometres would result in lots of extra lorry
movements. Nonetheless, the proximity of the bus stop is what brings in the
points, regardless of the environmental impact due to the extra travelling distance.
Bus stops count for points, but the presence near the warehouse of say, a barge
terminal is completely overlooked.

The European authorities tend to look only at what happens between location A and
location B. The idea is to reduce trips, to reduce the number of tonne kilometres.
The locations A and B themselves never enter into the equation, whereas they

are the critical factors as far as logistics is concerned. A company’s decision to
opt for a certain location determines traffic loads, with more lorries, both inbound
and outbound. Each decision within the supply chain has a potential impact on the
environment.

This is why logistics real estate is essentially different from normal real estate.
Office locations need public transport, and they must offer a comfortable working
environment. The choices in logistics real estate are very different. They are
concerned with the place of entry, what happens to the products, and where they
are to be delivered. What we really should have is an innovative score card for
sustainability-aware businesses. That would generate added value for investments
such as BREAAM-NL.

If so, investors will need to be given better insight into the source of this value,
because current appraisal schemes really leave no room for sustainability, least of
all for the sustainability a building might represent to the supply chain of which it
forms a part.

Location strategy

An innovative way of looking at the supply chain is to consider the sustainability

of the location strategy. Current location choices are often dictated by service
levels and costs, without any regard for the impact the choice might have on the
sustainability of the supply chain. In many cases it is left too late to discover that,
although a certain location fits within the existing configuration of the goods flow,
there is no flexibility to accommodate any movement of the customer’s focus within
Europe. In this regard the importance of opportunities to switch service providers,
carriers, transport modes and land of entry should not be underestimated.

Many shippers are faced with problems such as an inability to efficiently arrange
certain logistics services in certain regions. Companies are often tied down by

a service provider's location, or they have committed themselves to long-term
contracts with a distribution centre. In other words, they are unable to readily
adapt their logistics to the rapidly changing demands of customers, who want
their products delivered immediately, and often to a location they choose on the
spur of the moment. This sometimes results in very strange patterns of delivery to
customers. In some cases a single customer may well be visited by three different
carriers on the same day, all delivering products originating in a single warehouse.
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Each of them will have travelled a different route via the delivery services’ hubs.
This results in many additional kilometres a package has to travel before final
delivery to the customer.

Large shippers that deliver throughout Europe in particular would stand to benefit
from a closer look at their operations to see if an analysis of their business
centres of gravity might yield a more valid European logistics real estate strategy.
It would offer them the opportunity of using a series of primary locations rented
or developed by the company itself to set up a logistics service that can either
be exploited by the company itself or outsourced to a number of in-house service
providers. This is of course already happening and may not appear to be very
innovative at first glance. The important thing is however that the service provider
can offer a complete package that constitutes a genuine logistics service for the
products selected for the primary service.

This could well mean that a shipper’s 30,000 m? facility in Germany might be
accommodating three in-house service providers in order to be able to provide
optimum service levels. The Control Tower could be a major element to facilitate
the smooth development of this process, and to ensure that the responsibility for
managing the whole setup remains with the shipper. Different locations in Europe
could then be used to much greater effect to expand or reduce services wherever
and whenever needed. The system would provide the flexibility it takes to properly
respond to the rapidly changing demands of customers.

Conclusion

Ultimately it will be very difficult to find real opportunities for innovation in the
market of logistics real estate, since the market tends to be conservative by
nature. Construction follows the rule of value for money, and tenants do not want
to overpay for any given location, all the more because the industry’s profit margins
are so very slim. Look any deeper though, and you will discover openings that

do offer room for innovation. A definite area for improvement in the Netherlands

is government regulations. All in all | think that throughout Europe much is to be
gained with regard to land price regulation, zoning schemes, and logistics real
estate certification.

The innovation that will have the greatest impact and that will prove to be of
great commercial value — which is what innovation is all about — must involve the
shipper's mindset. The challenge facing shippers is that of taking the first step in
the direction of a primary location strategy and of giving shape to Total Logistics.
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Henk Schaafstal,
chairman of the EVO
Council of Rail Shippers

‘Revitalise wagon loads’

‘We need a number of technical innovations in rail transport, starting with noise
reduction and improved risks and safety. At the same time we will continue work
on creating the Basic Rail Network (Basisnet Spoor). A really essential innovation is
that of revitalising the wagon load system.

In the years to come, the noise of rail traffic in general, and of rail freight transport
in particular, must be reduced. Noise can be reduced at the source, but you can
also try to suppress it once it has been produced, e.g. by using acoustic fencing. A
good mix of measures on rolling stock and on infrastructure will have to ensure that
freight transport by rail can continue to grow in the future.

Source noise can be countered by modifications to the track, such as rubber

rail dampers to make the track less noisy. This needs to be done for newly laid
track as well as existing track when it undergoes modification. New rolling stock
practically always features low-noise brake pads, known as K pads, which are
synthetic. These cannot be simply retrofitted to existing rolling stock, as they
require major technical modifications. We now have a new development, in the form
of LL pads. These have been tested in the Netherlands, and they are now being
tested at the European level. It is important to us that these brake pads become
certified and that they can be introduced at a reasonable cost.

Then there is Basic Rail Network, a process launched in 2005. This is an important
project because it determines the shippers’ scope on the railway network and sets
the limits for new building developments near the tracks. In recent years EVO has
put a lot of effort into establishing a basic network with a proper balance between
the economic interests of the business community and the interests of those living
in the vicinity of the railway. Such a balance needs to be defined once and for all.
When assessing risks, as shippers of chemicals we focus on the rolling stock.
There have been developments in recent years that can help increase safety. One
example comes in the form of crash buffers, which have been called rail transport
airbags. The derailment and subsequent fire at Viareggio in 2009 resulted in
improved axle condition monitoring.

An innovation in the field of maintenance and safety is the in-house rolling stock check
performed by the company | work for. We inspect the technical condition on a regular
basis. We also analyse any abnormal events, find out whether it was a one-off event or
one that occurred before, and we also look elsewhere. Within the European chemical
industry we exchange data through the European Chemical Industry Council (Cefic).

The revitalisation of the wagon load system is an essential issue to many shippers.
Wagon load traffic is aimed at businesses that need only a few wagons at a time.
These wagons arrive at their destinations through marshalling yards all over
Europe, but the last few kilometres can be very expensive. The wagon load facilities
of old, when every town and village had a place where you could drop a wagon that
would be processed by a local carrier, have mostly disappeared. The only ones left



are to be found in ports such as Amsterdam, Rotterdam, and Flushing, and on-site
at steelworks, chemical plants, automotive industries, and some manufacturers of
household appliances.

These industries remain attached to the wagon load system, because it is efficient and
because the logistics systems are adapted to it. If the European Union wishes to achieve
a reduction in long-range CO, emissions, a modal shift will be needed. This is where we
say the wagon load traffic comes in. It needs to be saved in one form or another.

The liberalisation of the railway has resulted in forceful rationalisation. Service to
customers didn't rank high on the agenda, for everything was focused on improving
the level of competitiveness. Wagon loads have practically disappeared in France
and ltaly. This left the industry without the necessary facilities to load individual
wagons. It took a century and a half to build up the system, and now it has
completely imploded in just a matter of years.

An important development is that of Dry Ports, also known as Rail Ports. These
are multimodal terminals with a regional task. This can involve the handling of
single wagons and containers, but also of transshipment from road to rail and
warehousing. These are always public terminals, like many of the ones in the
chemical industry. They act as major attractors of industry. The idea is to establish
a regional operator at a central location capable of processing regional cargo at
low cost.

To make a Dry Port a feasible proposition, you need to ensure that a certain region
can muster sufficient volume from different shippers. The turnover could involve,
say, 10,000 wagons a year, i.e. about forty a day. A core like that needs to be
organised. The three industries | mentioned before already have that core, so that's
a good place to introduce the Dry Port concept.

A new business model in wagon load traffic within the railway world is X-Rail. Simply
put, it is a booking and scheduling site. It really is something that should have been
in existence long ago. As a shipper you just need to be able to see when your
cargo will be arriving, so you can accommodate any delays if necessary. One of the
pitfalls of the current wagon traffic system is lack of reliability, whether perceived
or real. Unfortunately X-Rail hasn't been rolled out yet for the entire industry. A
system like that would have to cover the entire European rail network, like Rail Inc
does in the U.S. Every shipper there can check when his wagon will be coming in.

Transport is more than cost alone. In addition to the purely economic cost balance
there are now other considerations that make it feasible to ship containers by rail
for short distances. A major factor in this process is congestion, which also makes
short-haul road transport very unreliable. On one occasion a container will take 45
minutes to arrive, another time it may take several hours. I'm impressed by the
short-haul container shuttles, like the ones between Rotterdam and Tilburg, and
between Rotterdam and Eindhoven. It was always said that they would be too costly
on those routes, but that is no longer the case.’
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Summary of chapter 11

The purpose of the LogiZ project is to develop a modular education system

for healthcare logistics. It is supported by a number of major Dutch healthcare
organisations. The first part of the project focused on researching the demand for
logistics knowledge among the various target groups, on getting an indication of
the available means within the industry to obtain such knowledge, on listing the
various knowledge sources, and finally, on drafting a master plan to ensure that the
knowledge actually reaches the parties involved.

A special curriculum has been developed for healthcare organisations to provide
healthcare workers with a new focus in their vision of healthcare processes,
based on the healthcare demand of patients and clients and the way in which
they experience the healthcare process. Using specific work-related assignments,
supervision on the job, and plenary meetings, employees at hospitals and other
healthcare organisations can link their knowledge of patients/clients and goods
logistics directly to their day-to-day practice. The employees’ logistics knowledge
can thus be applied to yield immediate results.

This article outlines the method and systematics of LogiZ. It looks at five case
studies to explain how the project works in practice. The interest in healthcare
logistics is growing, and LogiZ has set itself the target of bundling all the existing
network initiatives in the healthcare logistics field by 2011. Since LogiZ delivered
the material, and since 150 people attended the pilot sessions, a whole range of
initiatives have been taken by various organisations.



Logistics innovation gives healthcare
a head start

Healthcare is a matter of interest to all of us. Taking care of granny, helping a Jan Scheffer,

colleague with a fractured leg, or worrying about our own kidney stones all take independent consultant
up our attention and require adjustment. It makes it all the more annoying when and interim manager of
waiting lists are long, e.g. for seeing specialist, or if a patient has to return three planning and logistics in
times for different examinations. We know that the demand for healthcare will rise healthcare organisations

considerably in the years ahead. As our average age increases, so do the number
of ailments and consequently, our need for assistance. The government estimates
that the shortage of healthcare staff will reach almost 500,000 in 2025 unless the
processes at work can be changed. This is where the industry can help.

On 7 June 2004 Peter Bakker, the managing director of logistics service provider
TNT, presented the results of his study on efficiency in healthcare. The report,
entitled ‘It can be done: better healthcare for less money’ caused quite a stir in the
market by asserting that 3,000 million euros could be saved by applying industrial
logistics knowledge in healthcare processes. It was followed immediately by a long-
term project called ‘Better faster’, which saw the launch of a number of initiatives
aimed at improving healthcare efficiency.

One of the ideas that came up was to establish a training house that could

train every kind of healthcare worker to optimise their own work using logistics
principles. The project was launched in 2007 and started with a survey, ultimately
resulting in a 2.5-year long process that culminated on 9 February 2011 with a
closing conference. The process, which bundled the logistics knowledge available
throughout healthcare organisations, involved the collaboration of professors,
government officials and managers from healthcare organisations with captains of
industry from the world of logistics.

The report gives the backgrounds and results of the project, focusing on the
effectiveness in day-to-day processes. Various cases will be discussed that use the
experience gained by applying logistics principles in practical healthcare situations
to illustrate what is and what is not possible, as discovered by Peter Bakker.

Will healthcare really become better for less money, and will it really help to solve
the looming problem op staff shortages in 20257

LogiZ

Let us first consider the definition of logistics as it applies to healthcare. We have
goods logistics in healthcare, patient logistics in the curative part of healthcare
organisations, and healthcare clients logistics. So how can business practice
help with patients logistics? Low occupancy rates of operating theatres and MRI
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‘Logistics will
certainly
contribute to
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in healthcare’

scanners can be directly compared with stoppage in an industrial context. In addition,
decades of experience have been gained in trade and industry with pulling down the
walls separating ‘autonomous’ processes such as sales, production, and logistics.
Working efficiently while maintaining a high level of service is the key to running a
successful business. It requires harmonious collaboration, with a proper balance of
interests. Logistics techniques can provide support when applying new structures and
can help to avoid emotional discussion when introducing process changes.

The Dutch association of hospitals (NVZ), the organisation of healthcare

entrepreneurs (Actiz), and the association for logistics management (vL.m) have

joined hands to develop a modular training house for logistics in healthcare. This has

resulted in the LogiZ project.

The brief for the first instalment of the LogiZ project focused on the following issues:

e |nvestigate the assumption that there is a demand in healthcare organisations for
logistics knowledge, broken down by target group.

¢ Assess the time and money healthcare organisations are willing to spend in order
to gain this knowledge.

e List the relevant sources of knowledge.

* Prepare a master plan for the follow-up stage.

The preliminary investigation focuses on both Cure (hospitals: general, categorical
and academic, including rehabilitation centres) and Care (nursing and caring

at home and in hospitals, mental healthcare, and care of the disabled). In the
interest of precision and to cover the entire research spectrum, the number of 50
interviews (35 for Cure and 15 for Care) mentioned in the original project proposal
was eventually extended to 91 (46 persons from 25 different Cure organisations,
22 persons from 12 different Care organisations, and 23 persons from other
organisations closely involved in healthcare). The interviewed were unanimous in the
opinion that logistics will certainly contribute to improved efficiency in healthcare.

Eventually, the decision was made to establish a training house that would benefit
everyone involved in healthcare, at every level. Optimising healthcare processes will be
a major challenge for healthcare organisations in the years to come. In support of this
objective, the two healthcare associations and the logistics professionals association
have jointly taken the initiative to develop a modular training house with financial support
from the Ministry of Public Health, Welfare and Sport. The modules under development
will eventually enable the logistics knowledge in hospitals and of healthcare businesses
offering institutional and home nursing and caring to be expanded and improved.

The purpose of the LogiZ curriculum is to provide healthcare workers with a
different focus on healthcare processes, based on the healthcare demand from
patients/clients and the healthcare process as they experience it. The curriculum
is tailor-made for the industry. Using specific work-related assignments, supervision
on the job, and plenary meetings, employees at hospitals and other healthcare
institutions can link their knowledge of patients/clients and goods logistics directly
to their day-to-day practice. The employees’ logistics knowledge can thus be
applied to yield immediate results.
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As part of the preliminary research in the first phase, a training system framework
was developed consisting of two sets of four modules for patients/clients logistics

and goods logistics, categorised according to level and intensity/weight.

Logistics in healthcare is subdivided as follows:

Patients-/clients logistics, comprising four modules:

¢ Patient/client demand and patient/client flow

o Capacity and supply

¢ Healthcare process configuration

¢ Healthcare process planning and control (including funding)

Goods logistics, comprising four modules:

® Purchasing

¢ Transport and distribution

o Stocks and storage

* Goods logistics planning and control (including funding)
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Figure 1: Healthcare logistics concept.

Patient/client logistics

The relationship between the modules is derived from the organisation objectives.
The healthcare capacity requirements at the tactical level are then adapted to the

healthcare demand.
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‘Trainees will learn
a number of
demand control
techniques’

Patient flows

This module looks at the differences between various groups of customers, each
with their specific characteristics and expectations. It discusses the use of various
methods that enable employees to create frameworks for organising the patient/
client logistics organisation.
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Figure 2: Demand forecasting

The trainee learns how to analyse the market in more detail. A number of target
groups is specified for the market, each with its specific set of requirements
regarding an organisation’s performance. This provides insight into the
requirements the market places on the healthcare organisation, on the basis of
which the strategy and the objectives are defined. Based on the strategy, various
target groups are defined at a number of aggregation levels. The target groups
are then used to define the customer groups and their performance requirements.
A demand analysis is than applied to assess the requirements, expectations,
performance objectives and characteristics of these groups. Trainees will learn a
number of demand control techniques that can be used to influence demand.

Capacity assessment

The central question is how a healthcare organisation can match its capacity and
healthcare supply to variations in healthcare demand. The following subjects will be
discussed: capacity analysis, (re)arrangement of capacity, and capacity and supply.
We will look into methods to assess the capacity needed to match the (long-term)
healthcare demand, ways to allocate the capacity to specialisms and departments,
the use of rosters to make the allocated capacity available within a certain planning
period, and ways to plan appointments/admissions or activities for patients/clients
at an operational level.
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Figure 3: Capacity planning

Case: lJsselland

Over the years, the number of outpatients at the Obstetrics &
Gynaecology department of the IJsselland hospital in Capelle aan
de lJssel has increased to the point where the current influx can no
longer be properly managed. The quality of healthcare is feeling the
pinch, and waiting times are rising to unacceptable levels. There is
no outpatients waiting room at the department, and to top it all, the
necessary facilities (refreshment/lavatories) are lacking. The workload
has of course increased, and staff have become frustrated. Since the
womany/child policy has been designated a strategic spearhead by
the board, the department’'s management are stuck with a problem.

This case involves the analysis of the process, the capacity and lead
times at the outpatients department. The process covers patients,
nursing staff at various functional levels, gynaecologists, assistant
physicians, in-house and external obstetricians, general practitioners,
department staff, the department’s own administration, the gynaecology
department’s administration, and the admittance office.

These different steps in capacity management take place on the basis of
knowledge of variations that occur in the demand for healthcare, in the

characteristics of operations/activities, and in the way in which the capacity is
deployed. We will also discuss how the use of capacity can be monitored, how

variability can be measured, and how patient/client flow data can be analysed for
capacity use by means of statistics and mathematical models.
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‘Chain
management in
purchasing will

become an
essential part of
healthcare
management’

Process configuration

Together, the above modules cover the healthcare process. Carefully arranging the
various stages in the right order will improve a healthcare organisation’s processes.
The basic idea is to focus on the client/patient and then take the logistics starting
points of the healthcare organisations. These logistics starting points form the
basis for configuring the healthcare processes. They describe what you want to
achieve with the organisation, which client/patient groups you will be distinguishing,
and what you intend to achieve with the processes for the various client/patient
groups. A process is a concatenation of different steps. Every organisation uses
one or more processes. In healthcare organisations, the healthcare process
consists of the steps the patient or client has to go through.

We will discuss how processes can be described and managed in order to achieve
the desired effects. We will also describe how to use process analysis to track
down the cause if a process structurally fails to deliver the desired effect. Finally,
we will discuss the redesign of processes.

Process control

The Planning & Control module uses an integrated logistics vision to treat
subjects such as control philosophy, objectives for logistics control, and a control
framework. This will result in frameworks for planning and control in general, and
for planning and control of demand, of capacities, and of processes.

It will be clear that this module focuses on the outlines of planning and control

as well as the frameworks this produces for the other modules. This section also
includes a number of subjects that do not concern logistics per se, but which do
have direct links with logistics in healthcare organisations and the implementation
of logistics projects. These subjects are information management, change
management and project management.

Goods logistics

Purchasing

This module comprises three sections: the purchasing discipline, the purchasing
activities and the collaboration between suppliers and institutions in the healthcare
chains. We start by discussing the benefit to an organisation of an optimised
purchasing function, the current level of professionalism, the purchasing ambitions
of the organisation, and the resulting objectives. We then look at control,
information and organisation. The purchasing activities section focuses on the
aspects of the purchasing process within a healthcare institution.

First of all, the strategic purchasing options are briefly discussed. We will look

in detail at the supplier strategy, a characteristic aspect of a professionally
purchasing organisation. Collaboration in the healthcare chain provides handles

to improve the collaboration with suppliers, and to make improvement actions
succeed. Chain management in purchasing is destined to become an essential part
of healthcare organisation management.
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Transport and distribution

The Transport & Distribution module focuses on the transport of goods to
healthcare institutions and on the distribution of these goods within the healthcare
institutions. It includes the entire process from supplier to healthcare department
and vice versa for the return flows. During this process, goods pass a number of
stations, such as buildings and departments, each of which has its own process
and characteristics. The means of transport and the goods themselves also have
their own characteristics.

Healthcare organisations place particularly high demands on specific goods
flows, such as the transport of drugs and food. The main theme of the module is
distribution, which looks at the added value of distribution and the optimisation

of internal distribution, among other things. Like the other themes, this theme
concludes with the latest developments in the field of distribution within healthcare
institutions.

Stocks and storage

Considerable quantities of stocks of a wide range of articles are kept in and around

healthcare institutions. It might well seem necessary to keep plenty of supplies in
stock to prevent medical staff from finding finding themselves suddenly empty-
handed, as this might jeopardise the quality of healthcare and thus the health of
patients.
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Figure 4: Kraljic matrix
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This module focuses on the factors that provide insight into the way the demand
can be affected. How can variations in supplier performance and department
demand within the healthcare institutes be controlled by acceptable stock levels?
What are the characteristics of the various types of stock? What are the storage
options (internal/external), and how can the most reliable performance be achieved
at the lowest possible cost?

Gelre hospitals

The number of medication errors made at the neurology nursing
department of Gelre hospitals in Apeldoorn is considerably less than it
was a year ago. Improved and comprehensive medication records have
reduced the number of errors from 3.1 percent to 1.7 percent. This is
due to the new electronic medication system (EVS) and the electronic
sign-off system for nursing staff administering medication to patients.

‘The nursing staff Expectations are that the number of errors can be reduced even further
can start during the next stage of the project, which involves the introduction of
administering new a computerised medication distribution trolley. The trolley contains a
T standard selection of 120 different drugs for each department, based
medication . . .
. E , on prescription prevalence. Rather than being kept in stock for each
immediately

different patient, the medication will be managed for the department
as a whole.

With patient records being kept up-to-date on a 24/7 basis, and with
most of the newly prescribed medication being available within the
department, the nursing staff can start administering new medication
immediately. Each drug has been given a bar code. Before the drug is
administered, its container is passed in front of a scanner to make sure
the right kind of drug is being given at the right time. Then the bar code
on the patient’s wrist tag is also scanned to make sure the medication
is being administered to the right person.

Planning & Control

This module is concerned with the control of the processes of each department
by various forms of planning, and with the control of each department in order to
monitor, and if necessary, adjust, the tasks to be carried out by the department.
This also requires that the contribution made by the department to the objectives
defined for the healthcare institution as a whole be made explicit, and that the way
in which the department performs its tasks be expressed in the funding. Control
focuses on supporting the processes and considers IT solutions in detail. In
addition, this module looks in detail at project & change management.
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Pilots

The material was tested by means of pilot training courses for medical specialists,
nursing staff, carers, logistics managers, Cure and Care managers, and others. In
all these courses, the theory occupied only part of the discussion and the insights

acquired, with the exchange of experiences taking up a large proportion of the

curriculum.

Future

Now that the LogiZ project has been concluded, the question remains whether

Ikazia hospital

Deep down in the lkazia hospital in Rotterdam sits the storage facility
where logistics manager Vincent of Leeuwen keeps stock. When he
started working at Ikazia eight years ago, he found himself in a rather
chaotic situation. About 70 percent of the stock could not be found in
the right place, and each and every one of the 5,600 scan tags had to
be checked. Staff deployment could also do with some improvement,
and a more flexible roster enabled Vincent to further professionalise the
department’s logistics.

In the spring Vincent attended the Healthcare Logistics for Support
Service Managers pilot course. The stated purpose of the course is to
understand, apply and analyse processes and performance in order to
contribute to improvement projects that can be set up and implemented
within a person’s own area of responsibility. The knowledge gained in
this way could eventually contribute to the improvement of a hospital's
overall healthcare performance.

The current storage facility is rapidly becoming obsolete and has in
fact become too small to hold the necessary permanent stock of the
hospital. A new logistics centre is to be completed in 2015.

healthcare organisations are really waiting for this information. Lack of insight
means that healthcare organisations remain inefficient without being aware of

the fact. The need for training will only arise once the next step has been made
and the industry becomes aware of its own inefficiency. There is an increasing

awareness that the industry can add value and insight to healthcare processes, but
the practical application is nonetheless considered with reluctance. In addition to its
segregated processes and insular organisation, healthcare organisations still suffer
from a certain aversion to change.
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‘Knowledge of
logistics concepts
will result in
improved
processes’

Savant Healthcare

Anne-Marie van den Hout is Information & Automation manager at
the Savant Healthcare institution in Helmond. She attended the LogiZ
training Healthcare Logistics for Policy Advisers in Healthcare. Since
completing the training, she has been pitchforked by Savant into the job
of expert on logistics in healthcare. Even so, the practical application of
the knowledge gained from the training does not always come naturally.
Where does one start, and what does one need?

Anne-Marie is not the only one to have completed a LogiZ training
course this year. The planning staff at Savant also attended a course
in planning healthcare, and a regional manager attended the course
specially tailored for healthcare institution management. Anne-Marie:
‘The twenty-odd planners enjoyed the occasion because they were all in
it together, and they were very eager to tackle a project. The planners
really want to get the planning and rostering fixed once and for ever, and
the team leaders and the management want the same, sooner rather
than later. | am now working along with the planners: how do you go
about planning things, what is running well, what is not, and what are
the problems you run into? We have already started preparing the next
step, but the question remains when to take it. We are all very busy,
but scheduling is just a question of priorities. We might have to rope
in a team manager who could give us a little slack for the time being
where the team’s productivity is concerned. It will eventually turn a profit
through improved productivity.’

Most of the people employed in trade and industry do not opt for a certain industry
by choice, but healthcare workers do. Since the number of healthcare institutions
within any region will always be somewhat limited, the opportunities for changing
jobs will perforce be restricted. As a result, employees tend to remain in their
current job or organisation even when not entirely satisfied with their position.
Consequently, tensions between healthcare employees tend to occur more
frequently than elsewhere.

According to LogiZ the following steps should be taken:

Vision

Awareness and knowledge of logistics concepts and their benefits will result in
improved processes, making healthcare delivery faster, better, easier, and more
effective.

Mission

LogiZ intends to be the link between healthcare and logistics. It will do so by
developing a wide-ranging network of healthcare professionals, suppliers, training
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facilities and representatives that can create and disseminate healthcare logistics
in order to enable those responsible for healthcare management to apply logistics
knowledge and so improve healthcare processes.

The grand ambition is to develop LogiZ into an innovative knowledge centre that
will form a dynamic combination of parties involved in logistics and healthcare from
which the best developers will glean the best material, and to do so within two
years.

This way to achieve this ambition is by dissemination and sharing of knowledge.
This can be done in the following ways:

Knowledge dissemination

In addition to theory, the teaching material developed as part of the project also ‘Starting in 2011 a
contains all the sheets, complete assignments, and up-to-date case material. Since  growing number of
multiple subjects are being offered at multiple levels, the material can be used to training optiuns will
prepare complete courses, but also to set up a single awareness module within he offered’

an existing medical or healthcare management curriculum. Training institutes
will include the regular educational facilities as well as a varied supply of private
training institutes focusing on healthcare or logistics. Starting in 2011 a growing
number of training options will be offered, and modules within existing training
schemes will be offering healthcare logistics as part of their curriculum.

Knowledge sharing

Healthcare logistics is a subject that is receiving increasing attention from various
healthcare institutions. By setting up and maintaining networks, fresh knowledge
can be shared with new initiatives. LogiZ has set itself a 2011 target for bundling
all the existing network initiatives in the field healthcare logistics. In addition to this,
the 150 participants in the pilot project are also involved in the dissemination of
ideas and knowledge. Learning the theory may be all right to lay the foundations,
but healthcare organisations are sorely in need of an exchange of ideas.

From the very first moment the project has received a lot of attention from
healthcare employees, managers and officials, and recent years have seen the
launch of many initiatives. The need to eliminate suboptimisation and to introduce
a focus on processes, as well as the opportunity to do so, are being recognised at
the highest level.

Since LogiZ completed the teaching material and the pilots were attended by 150
interested parties, many initiatives have been launched in organisations, both in
Cure (Haga Hospitals, Gelderse Vallei Hospital, lJsselland Hospital) and in Care
(Savant healthcare).

Everybody has differing opinions where healthcare is concerned, but we all have
one thing in common, which is that sooner or later we will come into contact with
healthcare. Irritations due to processes and waits have already been much reduced
compared with the situation a few years ago, and the years to come will see even
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more work being done to shorten waiting lists and periods between examinations.
This is the result of a concerted effort by a great many people, both from
industry and from healthcare providers, demonstrating that collaboration really is
worthwhile. Healthcare organisations are probably among the most innovative in
our country, and in the next few years the innovation will take the form of a focus
on workplace processes.

Haga hospital

Mark van Houdenhoven is a member of the executive board of the
Haga hospital in The Hague. He has this to say about LogiZ and the
developments in recent years:

‘How can you ‘What | found really interesting, was how business management and
make the husiness healthcare can be combined. How can you make the business community
cummunity talk talk with healthcare organisations, even though the two are worlds apart?

You could use a budget, but if you were to show your budget to the
average doctor, nurse, or home care manager and tell them ‘this is your
organisation’, they would simply shrug and reply ‘that's as may be, but it
doesn't mean a thing to me’. So how can you make a budget show what
kind of business you're running? How can you combine healthcare and
business practices in such a way that they become mutually reinforcing?
What we are seeing now, and this is what | like about LogiZ and the
developments in healthcare in recent years, is that the processes aren’t
static. It used to be that the healthcare side was completely detached
from the business side. If you ran out of money, you simply called the
ministry or the council, but that is no longer an option. So the question
has become, how do you teach a nurse, a doctor, a home care manager
the language of business administration?

with healthcare
organisations?’

All the research of the last decade shows that the Netherlands really
are at the forefront of healthcare, in a quality sense as well as financially
and access-wise, and always in the top four echelon. Matters can still
be improved, and they should be, but it is certainly not the case that
major changes are called for. All right, capacity management could be
improved, but then from a perspective that we are already doing quite
well, because we really can do a lot, and we really are doing so already.
LogiZ is a fantastic initiative with lots of merit, but | hope there will be
many more to come. We have the Dutch association of hospitals, joint
research at universities, the order of medical specialists, the association for
logistics management, the organisation of healthcare entrepreneurs. The
Dutch school for public management is a prime example of the way in which
universities can participate. Knowledge centres like these allow everybody
to keep their own expertise, but they enable you to bundle the knowledge
to really stimulate improvement.’
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Ben Wind (1953-2010)

The Dutch photographer Ben Wind died in a helicopter

accident in Rotterdam harbour on June 27, 2010.

Ben was an outstanding photographer and famous for

his beautiful pictures of the transport and logistics
sectors. Many of his pictures were used for EVO publications throughout his
professional career.

As a tribute to Ben, this EVO Yearbook 2011 contains pictures made by him and
selected by EVO in close cooperation with his wife Ellen Wind.
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About EV0

EVO represents the interests of some 30,000 companies in the Netherlands
that transport goods for their own account or contract this out to a professional
transport company. They come from all sectors of industry, including wholesale,
retail, construction, agricultural and business services.

Our members are users of freight services across all modes of transport: deep
sea shipping, short sea shipping, air transport, road transport, rail and inland
waterways. They operate both within Europe and overseas.

EVO brings the views of member companies to the notice of political decision-
makers and public authorities not only at regional level, but also in the Hague and
Brussels. We also convey our own and our members’ views to carriers in all modes
of transport, both directly and through their organisations.

EVO is an international level member of European Shippers’ Council (ESC),
International Road Transport Union (IRU), Union of Industrial and Employers
Confederations in Europe, (UNICE) and the International Chamber of Commerce
(ICC).

About EVO | 155






EVO P.O.Box 350 2700 AJ Zoetermeer  The Netherlands ~ www.evo.nl



