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BACKGROUND OF ADVANCED LOGISTICS SYSTEMS

INTRODUCTION

The objective of this report is to present the main advances in freight transportation which lead
to the development of advanced logistics and communications in road freight transport operations.
Our purpose is not to make an exhaustive description of all events, but to point out the most important

factors, the so-called "driving-forces".

This overview of the transportation situation has been elaborated on the basis of both the
materials provided by the TA1 OECD group and research in the CRET. Thus, it is available for all
countries which are represented in our group. This report presents a synthesis or a "common
denominator"” of all the logistics backgrounds analyzed.

Due to its integration in economic and industrial activities and its relationships with policy,
transportation is a very complex activity. According to us, only the systemic approach (as the one
proposed by Pr. Le Moigne, illustrated on Figure 1 next page) can help us present transportation in its
entire complexity.

The writing of this report follows this systemic approach, but focussing on relevant factors for
each item.
» The aim of the transportation system is to fulfill the logistics demand. What are the evolutions of this

demand, in particular the industrial one? See chapter 1.
 The environment in which freight transportation is inserted is also very important. We briefly

examine the administrative and public policy environment in chapter 2.

e Transportation system is a running phenomenon. How are transport services provided changing?

How is also the transport sector changing? See chapter 3.
* Finally, the major further evolutions in transportation, as regards information systems, are drawn up

in chapter 4.
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FIGURE 1 : TRANSPORTATION AS A SYSTEM
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- 1 - CHANGES IN LOGISTIC DEMAND

1-1- FROM THE TRANSPORTATION DEMAND TO THE LOGISTICS
DEMAND

1-1-1- THE INCREASING COMPLEXITY OF SHIPPERS DEMAND

The emergence of logistics in industry, the increasing functions it covers in firms and the real

place it has in their organizations show that the control of flows has become strategic. Through the
current period of stable economic development, even of harsh economic climate and increased
international competition, opportunities to expand profits by expanding sales have been shrinking,
and the need for cost reduction has increased. Shippers, whether they are industrial firms or
distributors (wholesalers or relailers), look for a reduction of the costs of the whole physical
circulation of goods. At the same time, they look for an increase in the service level they could offer
to their customers. They also try to produce supply more suited to the fluctuations and hazards of
markets which are diversifying, changing and becoming international. Reconsidering the whole
production-distribution system, their demand is no longer to get a "pure transportation" service, but to
get a complete logistic service, including services which were previously considered as subsidiary to

transportation.

Firms had long transported goods for themselves. Giving up the transport on own account,

shippers are now looking for transportation and logistics suppliers in order to reduce costs and
enhance service levels of freight circulation. In industry, but also in distribution, a vertical
"disintegration" of transportation activity has been noticed, partly because private professionnal
freight carriers have shown up. This movement of subcontracting transport activities has extended to
other logistics services (warehousing, inventory management, delivery for example), but provided
shippers could always control the service quality and the costs of the entire chain.

The logistic demand is consequently more complex : a transport chain combines a wide range of
logistic techniques and information process (See II-4). But it gives transportation firms the
opportunity to take a greater part in the economic field, if they manage to offer an increased and
modular supply of logistic services. The management of this complexity is an important role of

advanced logistics systems. It highlights the importance of information management, in order to

control physical flows.
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1-1-2- CHARACTERISTICS OF SHIPPERS LOGISTIC REQUIREMENTS

More precisely, what are the characterics of the new complexity of demand and what are their
impact on transportation activity? They can be divided in 3 categories : the quantity of goods that have
to be transported, the quality of the required transportation service, the capacity to control transport

production.
» QUANTITY of goods that have to be transported

The observed changes in comsumption structure and in industrial structure have direct effects
on the average quantities of goods that have to be transported. In the period of high economic growth,
basic demand was filled with mass production, and transportation had only to "feed" a market with
great quantities of rather standardized products. In this time of stable economic growth, competition
by product differentiation has been stepped up within the same market scale, and production, with
many slight variations in specifications, is performed in response to fluctuation in end-consumer
demand.

The industrial structure, to supply an increasingly wide variety of goods, in somewhat more
limited quantities, has been changing from a heavy raw-material orientation to light assembly and
processing. Thus physical flows have become lighter and the volume moved has become a more
significant quantitative indicator than the weight. The general phenomenon of contracting out
manufacturing activities also has an impact on physical flows, since it requires more shipments

(between various plants). Production involves more transportation, and the whole process covers

larger distances than before.

In parallel, because of the rapid increase in the types of products, retail stores and sales offices
unless they have an adequate logistic organization are often unable to keep up coping either with a
large inventory of products types or with consumer demand. Problems found in the control of
inventories have been dealt with a great deal of attention for the last ten years. As practices have been
improved, stock levels have steadily declined (figures of all countries represented in our group show

this trend at the national level).

The first results in reducing stocks level were obtained in the retailing sector (stocks of finished
goods), however inventory control now extends to the whole chain including manufacturing (stocks
of work-in-process and of raw materials). The development of "just-in-time" organizations, able to
follow demand fluctuations, perform strict inventory control and reduce inventories, has led to

smaller quantities transported but also to more frequent deliveries.
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The characteristics of quantity have a direct impact on transportation organization, in particular
in the field of management systems. In order to make fleet management profitable, transportation
firms have developed bulking systems and improved their physical network, structured by
warehouses and break-bulk points (See II-3-1-2).

e QUALITY of the transportation service

Because of the increase in the average value and risk per load, a higher quality transport is also
required. Now, more than before, shippers will select one [or only a few] operator[s] as prime
contracting haulier[s], who is [are] responsible for all transport and distribution activities, even if
"real transport" is contracted out. The stakes in offering the quality of the transportation service are

important.

Quality, which must be obtained at the minimum cost, can be described in concrete terms by :
delivering the product ordered on time, to the right place, in good condition, with good identification
(bar-code or any other tag) at the correct temperature and intact, and with the appropriate
documentation for accuracy and efficiency of operations. Key-words of this quality are :

Continuity of the flows of goods and of information interchanges : because chains are more and more
complex and imply an increasing number of actors.

Fluidity of both flows : because of the rapid obsolescence of goods that cannot be massively stocked,
and the rapid obsolescence of their associated information which have short lifetime.

Reactivity of organizations : because logistics systems have to cope with markets fluctuations and the
hazards of physical operations.

Reliability of the chains which ensure the flows tension : because any disruption would lead to a loss

of production or sales.

All these characteristics are demanded of logistics organizations, and explain the stakes in
improving logistics systems, in particular those in charge of information management.

e CONTROL of the transport production

The quantity and quality characteristics of the demand certainly explain the greater dependence
of land transportation on road transport by trucks. Road freight transportation because of its flexibility
and its capacity to improve service provided seems to have an unchallengeable position in land
transportation. But, because of the risks of disruption or congestion, shippers make sure that
transport production is controlled and that the promised quality of the service is achieved. What are

B
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Any delay can paralyze the downstream links in a chain. Its effects can also spread throughout the
whole chain (downstream and upstream) all the more rapidly since the organization is just-
in-time.

Extra costs can be generated by disruption. The more tensed the logistics chain is, the more important
the extra-costs induced by poor quality are.

Any error leads more and more frequently to direct extra costs or to an indirect disruption of service.

It can even ruin all the logistics profitability.
The hazard, unavoidable in transportation, must be overcome : detection, analysis, and correcting

action.

The search for eliminating inefficiencies (looking for zero delay, zero inventory, zero default,
zero red tape) is certainly one of the dynamic factors which push road freight transportation to

develop advanced information and communication systems.

1-1-3- TRENDS IN LOGISTIC ORGANIZATIONS OF SHIPPERS
» Logistics is an important part of the STRATEGY of industrial firms

Companies are now giving priority to the development of effective logistics strategies, as a key-
factor of success.

Distribution is now recognized as an important part of the marketing within companies.
Therefore distribution takes over finished products up to end-consumers. The first stage of this
evolution was related to control of the direct cost of transportation which affect the competitiveness of
products, particularly in international business. Firms then became aware that the quality of the
logistic chain organization was essential in defining the service level which can be associated to the
product. Nowadays, guaranteeing delivery time (for the product itself or the parts in the logistic
support service) contributes to influence positively the market.

Production is no longer considered as a simple transformation process, but as a mixed and
complex process in which transportation plays a key-role. Any subcontracting decision involves
technical questions (capacity to produce the right part), and transportation questions (capacity to
deliver the required quantity of parts in the right time, at the right place). In addition to the need for
managing physical flows in the production process, many firms now consider that rythms production
should be studied in accordance with the whole logistic chain (only produce what will be [or is] sold,
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The present position of logistics functions in firms is also revealing the greater importance it
has. Earlier, there were no overall responsibilities for the control of the material flow between
different departments in a company. Companies have (in general gradually) established a special
department of logistics in charge of all the planning, coordination and control of the physical flow in
the whole chain, including production and up to the supplying of raw materials.

Aside from its impacts on industrial process, logistics is a powerful changing factor of
distribution structures. It has permitted the nation-wide grouping of department stores and large
supermarkets, the concentration of wholesalers and retailers (covering up the whole nation-wide
area), an increase in stores (in number and surface) using chain store management methods... It has
also permitted the diversification of distribution forms : specialized mass selling stores (shoes,
clothes, do-it-yourself parts...), or even selling without stores like mail-order (even telematic-order)

selling, or door-to-door selling...
* Logistics permits to increase the physical and marketing AREA of firms

The size of the operating area of both manufacturers and distributors is extending up to the
continent level (the case in Europe with the "1993 horizon" and its accelerating effects of firms
strategies), and even to the world level (the case for international firms). Logistics not only allows
manufacturers and distributors to increase the standing of all the production factors, but can also

mobilize them with efficiency to cover wider markets. Trends in physical setting up confirm that

logistics can support expanding strategies, but often with a concentration of both production and
distribution centers that increases the need for transportation.

Logistics gives above all a precious help in arbitration leading to new choices and policies. For
example, many manufacturers (in particular those working with stockless systems) reduce the overall
number of suppliers, and eliminate those suppliers situated in areas with no possibilities for high
transport service. Such suppliers will be replaced by others unless the parts are somehow unique,
have a low volume value, or combine high labor content with a particularly low price.

The development of logistics shows that the concept of market-oriented production (in a broad
sense) is not restricted by the borders of a unique company, but is widenning out to all companies
involved in the logistic chain. The concept of logistic chain is directly associated to the concept of
"network-firm". To ensure short-term efficiency, the operating times of the different operations
performed by a "network firm" have to be coordinated (if they are not simultaneous). To perform
long-term efficiency, the network-firm has to structure correlated mutual planning including

\F
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Because many of the partners linked in the "network firm" are scattered, there is a need for
powerful communication networks, and common information systems. The management of the
international area will accelerate the development of advanced logistics systems. It will also put
through a riddle the transportation firms : the "mono-firms" nationally-centred will probably be

marginalized. Those who will not have information and communication systems will probably be
subcontractors of major companies to whom they will probably "pay access" to their networks (the

transportation one and the communication one).
* Logistics improves the INTERNAL organization
Following a marketing process, industrial and retailing companies are now superposing two

kinds of logistics chains.
A proactive logistics for internal coordination guarantees the best cost for routing flows that are

regular, massive, recurrent, and easy to plan for.

A reactive logistics for external synergism is imagined to forward the other flows. Although difficult
to foresee, those flows are often urgent and demand the intervention of a great number of
partners in the "network-firm".

This movement confirms once more the diversification in transportation demand. Will the
service offered by transportation suppliers fit with the new industrial organization? How will they
manage to perform the service? What are the effects on the transportation sector?
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-2 - MAIN EVOLUTION IN TRANSPORT ENVIRONMENT

2-1- ABOUT ADMINISTRATIVE ENVIRONMENT

Logistics activities are far from being free of regulation, but they are not all in the same
situation. If inventory control is usually free of regulation, both transportation (in particular road
transportation) and warehousing are controlled by the regulatory powers of central and local
governments, particularly at the planning stage. But some important modifications have occured in
regulation, and are in a way responsible for the development of advanced logistics systems.

2-1-1- ADMINISTRATIVE REGULATION IN TRANSPORTATION

e Towards liberalization

In most countries, the road freight industry comprises two sectors : the own-account sector
(manufacturers or retailers who run their own fleet of vehicles to carry their own goods) and the
haulage or for-hire sector (operators who carry the goods of others for hire or reward). The
professional carriers of the haulage sector were regulated in many ways. In most countries there were
strict controls on the entry in the haulage sector, in general with a regulatory regime of licences (or
certificates), on tariffs (compulsory price scale) and even on the kind of services provided. In haulage
supply, both the number of operators that were allowed to provide services, and the number of
vehicles that could be operated were limited. Rates and fares were also closely regulated.

What was a classical economic regulation system with very strict application first (in the
beginning of the 70s) became in many countries, particularly in Europe, more flexible in its
application. For example, in most countries tariff regulation by the government became ineffective,
and unregulated (illegal) tariffs dominated the market. Now most countries have changed their
regulation regime, adapting it to the reality of the transportation sector and to the shippers' demand.
Road haulage sector is becoming more shipper-oriented (in terms of services and tariffs) and more
accessible to newcomers (less entry barriers), even if a control (with quality criteria) still exists.

If the general movement in road transportation has developed towards liberalization, the
elimination of national and international (the case of EEC) regulations has not occured, and will

probably never be.
The reform of transport regulation has certainly stimulated vitality and creativity in

transportation. Liberalization is certainely urging transportation firms to develop advanced logistics
and communications systems, because it has created a new competitive situation.
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* Effects of cost regulation

The present relative commercial autonomy in the transport sector is a very recent development
brought about by "deregulation" (liberalization would probably be a better term). Even if freedom to
set tariffs is still far from being total, the regulation with less intervention of government is more
market-driven than before. Because of the liberalization of the entry in the road haulage sector, many
companies are now competing with each other for freight. The present cost regulation is a direct effect
of the development of greater competition.

This cost regulation has two impacts on the transportation sector. The first is that transportation
firms are compelled to develop new services in order to become differentiated from the others.
Among the services that can be developed, those performed by information and communication
systems seem to be the most efficient. The second is that because of the low transport rates, which
result from competition, it becomes more difficult to develop those systems, which are in general very

expensive.

It seems that only a few transport companies will succeed in developing advanced logistics
systems, probably the bigger ones and those who have other logistics activities beside transportation.
As a result, the immense scale of some non-material investment ploughed back into computerized
systems will probably create an irreversible situation in the transport sector. In some high
transportation services, the entry-costs to any newcomer will be so high that there will be no other
choice than to join the organization and pay the price for it, or to disappear.

Some new policy requirements will perhaps be necessary to restore some "equity" in the
transportation sector if too many problems arise because of disadvantages. If the re-regulation of the
transport sector is now unlikely, it could be the objective of a new telecommunication policy.

* Towards social cost regulation

Because of the growing environmental movement, a social cost regulation could now be

imposed by transportation impacts on the environment and by the resulting ecological sensitiveness.
In order to distribute resources rationally, in view of resource limitations and strict environmental
regulations, a variety of measures are currently being discussed to encourage appropriate modal-split
between railroads and roads, as well as to promote long-distance transportation using the advantages

of railroads.
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2-1-2- ABOUT INFRASTRUCTURE PLANNING

Even if the logistics performance of an individual company can be improved considerably only
by adopting new management principles, large investments in hard-, soft- and "orgware" are needed
to achieve long term improvements for a whole industry or region. The logistics infrastructure sets the
limits for logistic productivity improvements, and conversely infrastructure improvements give long
term logistic benefits to industry and can also be a changing agent for accelerated developments.

In this matter the road freight transportation sector is directly concerned by road infrastructure
planning. In particular, the design of road networks, as well as the warehousing policy, have a

significant impact on company location.
e ROAD planning

Decisions about main infrastructures still remain in the state sector, at least in the public sector
(it can be local administration decisions), if they are not supra-national decisions as it is becoming in
the EEC. In road freight transportation, decisions are taken on road planning, financing, and also
maintenance (except when highways are exploited by private firms).

All logistitic organizations have first developed themselves into an infrastructure situation with
relative over capacity. Today, arising problems of saturation of infrastructure and environmental risks
(because of sensitive goods, but also in relation with general nuisance like noise and general risks
such as accidents) will probably lead to new political decisions.

The development of advanced logistics organizations (in particular JIT) leads to greater
utilization of infrastructure (problem of increased costs of maintenance), and to traffic congestion,
with the problem of growing conflict between passenger and freight vehicles. Some decisions will
have to be taken to manage this situation. Must infrastructure be increased, and environmental
nuisance too? If they must, who will bear the cost of the further infrastructure required to meet traffic
demand (construction and maintenance costs)? Must transportation be more regulated (urging to use
railroads or shipping)? Or can systems be implemented in order to technically regulate the traffic, or to
avoid some congestion? But, again, who will pay for that?

These questions are very important for most countries, in particular for those who lack space
(the case of Japan), or those who are environmental sensitive (the case of Europe). They are
particularly important for main cities which are facing a dramatic situation of traffic polarization. It is
noticed in some cities already, large trucks are not allowed through their central area.

\F

-12 -



° WAREHOUSES planning

In this context, warehouses planning must be taken into account. Advanced logistics systems in
road transportation are in most cases based on mixed logistic activities involving warehousing and
stockholding. These operations which used to be managed by wholesaling companies, or directly by
manufacturers or retailers, are now subcontracted to logistics suppliers who invest in warehouses or
in break-bulk points. Thus, aside the infrastructure field but totally related to it (See II-3-2), we must
take into account planning policies in warehouses development.

In contrast to transportation, which is mostly controlled centrally, control over warehousing is
mainly the responsibility of "local governments". The power of local authorities can be applied to

existing warehouses (for example in response to complaints about nuisances) or to plans that
companies have for new warehousing development. In this last category, local authorities have in
general an important role, they can even prevent the development of a warehouse at a location

considered unsuitable.

The past few years have shown an accelerating movement of the concentration of logistics

functions, clustered around a relatively small number of major centers. The centralization of
stockholding has caused warehousing to gravitate towards the major centers of population and
industrial activity. Much of the logistics activities have now moved from inner urban areas where their
efficiency is impaired by difficult vehicle access, lack of room for expansion and often antiquate
buildings, to decentralized areas, generally in proximity to motorways. But they still stay around the
major centers, reinforcing the saturation problems of infrastructures ending up in these areas. In some

countries (especially in Japan) an inverse tendency can also be observed : logistic terminals are located
in inner areas to reduce costs of final transfers and to easily get man-power.

In all cases, the risk of bottelnecks is high and it becomes a real "transport policy" problem.
Some countries are trying to equilibrate transportation by limiting, or at the opposite by stimulating,
the development of warehousing in dedicated areas. The fact is that localization of logistics physical
units, whether they are manufacturing plants, warehouses, or stores, directly depends on
infrastructure capacity and the economic activity of the area.

The role of information and telecommunication technologies must not be forgotten in this field :
it could facilitate the decentralization of back offices within metropolitan regions and into non-central
regions. But while it is relatively easy, technically if not legally, to "dematerialize" clerical work, it is
much more difficult to break loose from the constraints of infrastructure that have physically marked

our cities and countryside for a century.
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- 3 - EVOLUTION OF THE TRANSPORTATION SECTOR ITSELF

At this stage of the presentation of backgrounds of advanced logistics systems, we have pointed
out the main evolutions in logistics users demand and in government policies, both actors who have
direct linkage with logistics providers (as illustrated by the figure 2). The evolution in transport sector
itself must now be examined.

FIGURE 2 : SITUATION OF LOGISTICS SUPPLIERS
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3-1- EVOLUTION OF THE TRANSPORTATION SERVICE

The analysis of shippers' demand reveals the existence of a freight transport market in the true
sense of the term, characterized by the diversity of goods, destinations, batch sizes, and frequency of
delivery. In response to the fast multiplying and increasingly sophisticated needs of shippers, the
transport sector has been developing a variety of new services. The main trends of evolution are :
sophistication and diversification of existing services, inauguration and development of new services,
entrance of transportation firms into other areas of logistics business. What are the impacts of this
general evolution of the transportation sector on road freight activity?

3-1-1- FROM MODAL TRACTION TO LOGISTIC SERVICE
° Transportation from the modal view to PLURIMODAL management

Previously transport chains tried to avoid changes in transportation mode, considering each
change as an interruption in flows. Now, these operations are not only more rapid and reliable, but
some added-value can be created in the points where they are performed. Thus, in transport chains,
all modes of traction (in the sense of pure transportation) can intervene successively or alternately. All
modes, previously independent, have become combined, and have to collaborate in planning,
controlling and piloting the whole chain they are associated in.

This contribution to a unique service (the transportation chain) is not so easy because of the
necessary management of mixed technologies (sometimes with various generations), because of the
multiplicity of information exchanges between an increasing number of partners who have different
systems. The complex links between logistic chains and transport chains and the general subjection to
the tension of flows are factors which increase difficulties, and point out the normalization constraints
at the physical level and at the information processing level, a phenomenon which is accelerated by

the development of networks.

The road freight transportation sector is facing a tricky situation. It has to insert itself in this

multimodal transport environment. But will it be as a simple subtractor of other modal operators (sea,
air or rail carriers)? Is it powerful enough to take part in the multimodal transportation planning? Can
it make a real contribution to the definition of common standard (in particular in communication
exchanges)? Will it be able to develop the required information systems to control transport chains

and to fulfill the quality that shippers ask for?

- 15 -



° Integration of other LOGISTIC SERVICES

The service provided under the "transportation stamp" now includes basic transportation
(traction), storage, handling, warehousing, even packaging, and sometimes production (assembling).
In overall logistics costs, the pure transportation component is not the most important part. And most
carriers consider that, due to ever declining rates of transport prices, benefits are not possible if they
exclusively perform a traction activity. That explains why many transport carriers are adding more
lucrative logistic services to their basic transportation activity. Some of them even get rid of the
transportation activity itself (they subcontract to "real carriers") to focus on other logistics services.

The best examples are shipping companies with containerization, and air freight carriers with
express door-to-door services. Railroad companies also try to develop door-to-door services. To
guarantee the quality of the whole chain, they sometimes try to