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The role of logistics has so for been perceived by many senior
managers and chief executives. As nothing more than getting
the right product to the right place at the least cost.  To be
successful logistics managers of recent times however, a wider
perspective has to be developed, with due realization of the
strategic role of logistic management within the organization.
Strategic management of acquisition, movement and storage of
raw materials, semifinished parts and finished goods through
an organization and its marketing channels, to fulfill customers
orders in a most cost-effectively manner does fulfill the value-
chain process and plays vital role in contribution towards
organizational profitability.

In today’s environment of “Survival of the fittest” more and
more companies tend to examine, restructure and reposition
their operations to gain competitive advantage, and in this,
logistics can play a vital role in the integration and differentiation
strategic designed to produce the desired competitive advantage.
A trade-off has to be planned between cost and service
standards. International logistics is often well managed at an
operational level with an emphasis on reducing costs, but it
should be more developed towards a strategic level where an
open attitude would encompass the potential to operate
international logistics system concentrating more on service.

Under the strategic logistical management, choice of transporta-
tion mode is a fundamental part.  Transport cost includes all
costs associated with the movement of product from one
location to another.  The average transport cost range between
five to six per cent of the recommended retail price of the
product.

Sea transport and air transport feature as major modes of
transportation; in international trade.  In recent years there has

International Logistic Management

Course Overview

been development of multimodal transport involving a
combination of the various modes of transportation.  Still in
terms of tonnage, sea transport covers a higher percentage of
international transportation.

Over the years, the discipline of business has developed from
being mere warehousi8ng and transportation issues to that of a
boardroom entanglement. Hence the fundamental grasp of this
discipline by students of Commerce, International Business,
Economics, Business Administration, Professional in Import-
Export Management and entrepreneurs venturing into overseas
business should lead them to further questioning, probing
towards perfection and challenging the developmental issues in
this area.
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UNIT I
 CONCEPTS OBJECTIVES AND

ELEMENTS

LESSON 1: UNIT 1
CONCEPTS OBJECTIVES AND

ELEMENTS OF LOGISTICS

Topics To Be Covered In Lesson1
1. Definitions of logistics

2. Evolution of Logistics

3. Concept of Logistics

4. Components of Logistics

5. Importance of logistics

6. Marketing Logistics

7. Objectives of logistics

8. Article
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1. Introduction of Marketing Logistics
2. Definition of Marketing Logistics
3. Evolution of Marketing Logistics & Intl.Logistics
4. Concept of Logistics
5. Components of Logistics system.
6. Article
Dear friends this is your first class for the specialization subject
.I hope that you will enjoy first and the rest of classes with me.
We would be interacting a lot for new ideas to come out. So
refresh your brain and enjoy the subject.

Let’s us Start The Subject With the
Concept and Definitions of Logistics
Logistics is new unique, it never stops! Logistics is happen-
ing around the globe 24 hours a days Seven days a week during
fifty-two weeks a year. Few areas of business involve the
complexity or span the geography typical of logistics. Logistics
is concerned with getting products and services where they are
needed whenever they are desired.
Most consumers take a high level of logistical competency for
granted. When they go to store, they expect products to be
available and fresh.
It is rather difficult to visualize any marketing or manufacturing
without logistical support
Modern logistics is also a paradox. Logistics has been per-
formed since the beginning of civilization: it’s hardly new.
However implementing best practice of logistics has become

one of the most exciting and challenging operational areas of
business and public sector management

According to Council of Logistics
Management
“Logistics is the process of planning, implementing and
controlling the efficient, effective flow and storage of goods,
services and related information from point of origin to point
of consumption for the purpose of conforming the customer
requirement”.
Logistical management includes the design and administration
of systems to controls the flow of material, work- in – process,
and finished inventory to support business unit strategy.
Logistics is the designing and managing of a system in order to
control the flow of material throughout a corporation. This is a
very important part of an international company because of
geographical barriers. Logistics of an international company
includes movement of raw materials, coordinating flows into
and out of different countries, choices of transportation, cost
of the transportation, packaging the product for shipment,
storing the product, and managing the entire process.

We Will Analyze the Figure of Evolution
of Logistics

Logistics Evolution

Fragmentation                Evolving Integration             Total Integration

   1960                  1980              2000

Demand forecasting
Purchasing

Requirement Planning       Materials

Production Planning           Management

Manufacturing Inventory

Warehousing       Logistics
Material Handling

Industrial Packaging

Finished goods Inventory

Distribution Planning Physical Distribution

Order Processing

Transportation

Customer Service

Fragmentation 1960 This era was known as fragmentation
because every thing that done was disintegrated
Evolving Integration : At this stage of time new concepts of
Logistical management were evolving
Total Integration : In the present scenario because of techno-
logical advances logistics has evolved as part of management
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Concept of Logistics
The concept of logistics is fairly new in the business world. The
theoretical development was not used until 1966. Since then,
many business practices have evolved and logistics currently
costs between 10 and 25 percent of the total cost of an
international purchase. There are two main phases that are
important in the movement of materials: material management
and physical distribution;
• Materials management is the timely movement of raw

materials, parts, and supplies.
• The physical distribution is the movement of the firm’s

finished products to the customers.
Both phases involve every stage of the process including
storage. The ultimate goal of logistics is:
“To coordinate all efforts of the company to maintain a cost
effective flow of goods.”
Word, ’Logistics’ is derived from French word ‘loger’, which
means art of war pertaining to movement and supply of
armies.
• A military concept
• Fighting a war requires:

a. Setting of an objective
b. Meticulous planning to achieve the objective
c. Troops properly deployed
d. Supply line consisting weaponry, food, medical

assistance, etc. maintained
• Plan should be such that there is minimum loss to men &

material
Like fighting a war in the battlefield, the marketing managers
also need a suitable logistics  plan that is capable of satisfying the
company objective of meeting profitably the demand of
targeted customers.
Inbound logistics + Material Management + Physical Distribu-
tion =Logistics
Now we will discuss each and every term in this above summation
• Inbound logistics covers the movement of materials

received from suppliers
• Material management describes the movements of

material & components within a firm
• Physical distribution refers to movement of goods

outward from the end of the assembly line to the costumer.
• Supply- chain management is somewhat larger than

logistics and it links logistics more directly within the user’s
total communication network & with the firm engineering
staff. It includes manufacturer and suppliers but also
transporters, warehouses, retailers and customers
themselves.

We Will Cover Each One These Terms In Our Coming
Chapters In Details

Importance of Logistics
Logistics has gained importance due to 8 trends

• Transportation cost rose rapidly due to the rise in fuel prices

• Production efficiency was reaching a peak
• Fundamental change in inventory philosophy
• Product line proliferated
• Computer technology
• Increased use or computers
• Increased public concern of products Growth of several new,

large retail chains or mass merchandise with large demands &
very sophisticated logistics services, by pass traditional
channel & distribution.

• Reduction in economic regulation
• Growing power of retailers
• Globalization
The interrelation of different logistics element and their costs
should be based on total cost rather than individual costs.
Now Lets Concentrate and discuss the objectives of Logistics

Operating Objectives
In terms of logistical system design and administration, each
firm must simulta-neously achieve at least six different opera-
tional objectives. These operational objectives, which are the
primary determinants of logistical performance, include rapid
response, minimum variance, minimum inventory, movement
consolidation, quality, and life-cycle support. Each objective is
briefly discussed.

Rapid Response
Rapid response is concerned with a firm’s ability to satisfy
customer service requirements in a timely manner. Information
technology has increased the capa-bility to postpone logistical
operations to the latest possible time and then accom-plish
rapid delivery of required inventory. The result is elimination of
excessive inventories traditionally stocked in anticipation of
customer requirements. Rapid response capability shifts
operational emphasis from an anticipatory posture based on
forecasting and inventory stocking to responding to customer
requirements on a shipment-to-shipment basis. Because
inventory is typically not moved in a time--based system until
customer requirements are known and performance is commit-
ted, little tolerance exists for operational deficiencies

Minimum Variance
Variance is any unexpected event that disrupts system perfor-
mance. Variance may result from any aspect of logistical
operations. Delays in expected time of customer order receipt,
an unexpected disruption in manufacturing, goods arriving
damaged at a customer’s location, or delivery to an incorrect
location-all result in a time disruption in operations that must
be resolved. Potential reduction of variance’ relates to both
internal and external operations. Operating areas of a logistical
system are subject to potential variance. The traditional solution
to accommodating variance was to establish safety stock
inventory or use high-cost premium transportation. Such
practices, given their expense and associated risk, have been
replaced by using information technology to achieve positive
logistics Control. To the extent that variances are minimized,
logistical productivity improves as a result of economical
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operations. Thus, a basic objective of overall logistical perfor-
mance is to minimize variance.

Minimum Inventory
The objective of minimum variance involves asses commit-
ment and relative turn velocity. Total commitment is the
financial value of inventory deployed throughout the logistical
system. Turn velocity involves the rate of inventory usage over
time. High turn rates, coupled with inventory availability, means
that assets devoted to inventory are being effectively utilized.
The objective is to reduce inventory deployment to the lowest
level consistent with customer service goals to achieve the
lowest overall total logistics cost. Concepts like zero inventories
have become increasingly as managers seek to reduce inventory
deployment. The reality of reengineering a system is that
operational defects do not become apparent until inventories
are reduced to their lowest possible level. While the goal of
eliminating all inventory is attractive, it is important to remem-
ber that inventory can and does facilitate some important
benefits in a logistical system. Inventories can provide improved
return on investment when they result in economies of scale in
manu-facturing or procurement. The objective is to reduce and
manage inventory to the lowest possible level while simulta-
neously achieving desired operating objectives.
To achieve the objective of minimum inventory, the logistical
system design must control commitment and turn velocity for
the entire firm, not merely for each business location.

Movement Consolidation
One of the most significant logistical costs is transportation.
Transportation cost is directly related to. the type of product,
size of shipment, and distance. Many Logistical systems that
feature premium service depend on high-speed, small-ship-
ment transportation. Premium transportation is typically
high-cost. To reduce trans-portation cost.. it is desirable to
achieve movement consolidation. As a general rule, the larger the
overall shipment and the longer the distance it is transported,
the lower the transportation cost per unit. This requires
innovative programs to group small shipments for consoli-
dated movement. Such programs must be facilitated by
working arrangements that transcend the overall supply chain.

Quality Improvement
A fifth logistical objective is to seek continuous quality improve-
ment. Total quality management (TQM) has become a major
commitment throughout all facets of industry. Overall
commitment to TQM is one of the major forces contributing
to the logistical renaissance. If a product becomes defective or if
service promises are not kept, little, if any, value is added by the
logistics. Logistical costs, once expended, cannot be reversed. In
fact, when quality fails, the logistical performance typically needs
to be reversed and then repeated. Logistics itself must perform
to demanding quality standards. The management challenge of
achieving zero defect logistical performance is magnified by the
fact that logis-tical operations typically must be performed
across a vast geographical area at all times of the day and night.
The quality challenge is magnified by the fact that most logistical
work is performed out of a supervisor’s vision. Reworking a
customer’s order as a result of incorrect shipment or in-transit
damage is far more costly than performing it right the first time.

Logistics is a prime part of developing and maintaining
continuous TQM improvement.

Life-Cycle Support
The final logistical design objective is life-cycle support. Few items
are sold without some guarantee that the product will perform
as advertised over a specified period. In some situations. the
normal value-added inventory flow toward customers must be
reversed. Product recall is a critical competency resulting from
increasingly rigid quality standards, product expiration dating
and responsibility for hazardous consequences. Return logistics
requirements also result from the increasing number of laws
prohibiting disposal and encouraging recycling of beverage
containers and packaging materials. The most significant aspect
of reverse logistical operations is the need for maximum
control when a potential health liability exists (i.e.. a contami-
nated product). In this sense, a recall program is similar to a
strategy of maximum customer service that must be executed
regardless of cost. Johnson & Johnson’s classical response to the
Tylenol crisis is an example of turning adversity into advantage. The
operational requirements of reverse logistics range from lowest
total cost, such as returning bottles for recycling, to maximum
performance solu-tions for critical recalls. The important point
is that sound logistical strategy cannot be formulated without
careful review of reverse logistical requirements.
Some products, such as copying equipment, derive their primary
profit from selling supplies and providing aftermarket. service.
The importance of service sup-port logistics varies directly with
the product and buyer. For firms marketing consumer durables
or industrial equipment. the commitment to life-cycle support
constitutes a versatile and demanding operational requirement
as well as one of the largest costs of logistical operations. The
life-cycle support capabilities of a logistical system must be
carefully designed. As noted earlier, reverse logistical competency,
as a result of worldwide attention to environmental concerns,
requires the capacity to recycle ingredients and packaging
materials. Life-cycle support, in modern terms, means cradle-to-
cradle logistical support.

We Will Now Cover the Components of
Logistics
The components mainly comprises of the part mostly of which
we have already covered in our earlier semesters
With the help of the figure given below can you tell me with
how many terms are you aware with?????
Yes that very nice of all of you that you are aware of most of
the terms .
But don’t panick!!! I would be covering each term in detail so
that you can revise with me

For the Components See the Figure
Given Below

Inputs Into Logistics

Natural Resources
Human Resources
Financial Resources
Information Resources
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CaN Anyone Tell Me What These
Resources Regarding Logistics
Management????

Management Actions
Planning
Implantation
Control

We Have Already Discussed These Terms
in First and Second Semesters

Logistics Management
Raw Material
In-Process Inventory
Finished Goods

These are the Systems Through Which
Products Goes From Suppliers to
Customers.
Logistics Activities

Customers Service
Demand forecasting
Distribution communication

Logistics management

Logistics Management

              Suppliers customers

                                                 Outputs of Logistics

Input into logistics

Raw materials In-process inventory Finished
goods

Marketing
orientation

(competitive
advantage)

Time and place 
utility

Efficient
movement to 

customer
Proprietary asset

Natural
resources(land
facilities, and
equipments)

Human resources

Financial
resources

Information
resources

Logistics Activities
� Customer Service
� Demand forecasting 
� Distribution communications
� Inventory control
� Material handling
� Order Processing 
� Parts and service support
� Plants and warehouse site selection
� Procurement
� Packaging
� Return goods handling
� Salvage and scarp disposal
� Traffic and transportation 
� Warehousing and storage

Management actions

Planning Implementation Control

Inventory Control
Material Handling
Order Processing
Part & Service Support
Plant and Warehouse side selection
Procurement
Packaging
Return goods handling
Salvage & scrap disposal
Traffic & transportation
Warehousing & Storage

Outputs of Logistics

Marketing Orientation
Time & Place Utility
Efficient Movement to Customer
Proprietary asset

We Would Be Covering the Last Two
Components of Logistics in Our Coming
Chapters

Components of  Logistics Management
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Questions for Self-analysation
1. What do you understand by term LOGISTICS? Explain it

with the evolution concept.
2 .With the help of suitable figure discuss the components  of

logistical systems.
3. Define the term LOGISTICS, with suitable example .And

the importance of logistics in today’s business life.
4. With the help of suitable example clearly explain the

objectives of Logistics.

Article
SourceBusiness Horizon,32:1, January-Febuary 1998 pp44-50

Why Tylenol Remains Number One
Johnson & Johnson’s McNeil Consumer Products Di-vision
was hit with a major crisis in September 1982. Their top-seHing
product line, Tylenol, was linked to seven deaths in the Chicago
area. At the time of the incident, Tyleool eojoyed 35 percent of
the $1 billion analgesic market, but by the end of September,
this market share had dropped 80 percent. Currently, Ty-lenol is
again the top-selling brand with approximately 30 percent of
the now $2,7 billion analgesic market. t How Was Johnson &
Johnson (1&J) able to regain mar-ket share and a leading image
after such a damaging tragedy? Its recovery was successful
because of reverse logistics capability coupled with a marketing
strategy that focused on protecting the consumer and going
above and beyond what was necessary to instill] trust and an
image of security. This recovery plan is a pos-itive prototype for
other corporations to follow, which, in effect, may increase the
potential for voluntary prod-uct recants across a variety of
industries.
When the List news reports hit about cyanide-tainted Extra-
Strength Tylenol capsules, J&J was unsure whether the
tampering occurred in its manufacturing operations or at the
retail level. As such, its first efforts were directed at pinning
down the problem. As soon as the lot numbers were identified
from the first few deaths, J&J stopped production in the plant
responsible. At the same time, it halted all Tylenol commercials
nationwide and began recalls that eventually involved 31 million
bottles of product, which had a retail value of $100 million.
Another strategy that J&J took was to work openly and closely
with the media. 1&J has traditionally main-tained a distance
from the press, but in this case it felt that openness and honesty
would help reduce consumer panic and provide a vehicle for
disseminating critical information. A crisis team was put
together that included J&J as well as McNeil executives and top
man-agers. This team was quite sure that the tampering had
occurred at the retail level since the incident was iso-lated to
Chicago’s West Side and other samples from the same lot were
normal. Regardless, they began the recall with the remaining
93,000 bottles from this lot.
The expenses of this first phase of the recall included $1
million just for phone calls and telegrams to doctors, hospitals,
and distributors.
The sixth poisoning ensured that the tampering was at the retail
level since the bottle came from a lot manufactured at its second
plant. Since the cause was now isolated, J&1 could concentrate

on containment. The first step was to advocate a total recall.
While this step was in some ways unnecessary, J&J felt it was a
key step to ensure consumer confidence. At first, the FBI and
FDA advised against a total recall because of the potential
psychological response of the person whotampered with the
product and the response of consum-ers in general. However,
after a copycat strychnine poi-soning in California, all parties
agreed that complete removal was the best solution.
This total recall entailed the following: (I) adver-tisements stating
that NcNeil would exchange tablets for capsules, (2) thousands
of letters to the trade to explain the incident and recall procedures,
(3) media statements, (4) a sales force of over 2,000 employees to
contact doctors and pharmacists to regain trust and restore their
recommendations that had traditionally served as the main
promotional avenue for Tylenol products, (5) an extensive reverse
logistics system that included buying products back from retailers
and con-sumers and shipping returns to disposal centers, and (6)
creating a tamperproof package. It is estimated that recall costs
were at least $100 million, most of which involved the reverse
logistics operations.
By January 1983, the new tamperproof bottles of Tylenol were
on the retail shelf. Consumer confidence was obviously regained
as a result of the extensive voluntary recall] program, effective
public relations, and sales programs and repack operations. This
confidence was shown by the fact that at the end of the
year,Tylenol had regained almost 30 percent of the market
Although market share has remained at about 30 per-cent, sales
dollars have more than doubled. since the total industry sales
were about $1 billion in the early 1980s but are now $2.7 billion.
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Marketing Logistics
In 1991 the Council of Logistics Management (CLM) a
prestigious, professional organization, defined logistics as “the
process of planning, implementing & controlling the efficient,
effective flow the point of origin to the point of consumption
for the purpose of conforming to customer requirements”.
Logistics means the art of managing the flow of raw materials
and finished goods from the source to the user.
To get goods from where they arise to the right place in the
right form, at the right time, at the right cost.
“Logistics or physical distribution or distribution logistics is an
integral part of Marketing Process”.

Essence of Logistics in Marketing
Marketing Process is successfully completed when
• Products are produced and priced to satisfy the identified

needs of the segment of buyers
• Arrangements are made to supply these goods through

selected distribution channels
• An awareness is created among the buyers about the

availability of the goods through information facilitation &
• Goods are physically supplied to the buyers at the place &

time selected by them.
• Besides satisfying the customers need, the marketing process

must be profitable to the seller.
So in the Marketing sense, utility is not merely the usefulness of
a product to satisfy the customer needs but also moving the
product from a manufacturing facility to the user.
Thus, Logistics is a link between the manufacturing & selling
process that leads to the creation of place and time utility.
While the production element in the marketing – mix
(product, price, place & promotion)  leads to creation of
‘form’ utility by taking decisions as product line variety, design,
colour brand, service, etc. the distribution element comprising
distribution channel fixation & physical movement, creates
‘time’ & ‘place’ utility by ensuring that the produced goods
reach the place & time choosen by the buyer.
Logistics is the designing and managing of a system in order to
control the flow of material throughout a corporation. This is a
very important part of an international company because of

LESSON 2:
LOGISTICS SUBSYSTEM

1. Marketing Logistics.

2. Concepts of Logistics with respect to functions of
organization.

3. Logistics Subsystems.

4. Elements & Key factors of logistics system

5. Trade-Off Analysis

6. Types of Trade-Off Analysis

geographical barriers. Logistics of an international company
includes movement of raw materials, coordinating flows into
and out of different countries, choices of transportation, cost
of the transportation, packaging the product for shipment,
storing the product, and managing the entire process.

Marketing Trends
 Past Expectations Today’s Expectations

� Products  Standardized 
Products 

Customized Products 

� Forms  Predefined  Often Configurated 
� Time  Now as available  When wanted 
� Quality Acceptable  Exceed Expectations 
� Price Low Competitive 
� Value 

� Added  
� Services 

Minimal Complex 

Relevance of Logistics in Export
Management
International trade is becoming a more important part of the
GNP in the industrially advanced countries. Many firms in these
countries have production centers world wide for markets all
over the world. Lack of local resources, small size of home
market and many other reasons has resulted in functional
centers being maintained in various countries.
Issues associated with international transportation of finished
goods are essentially the same as those that apply to transporta-
tion in domestic trade. But, under international operations,
goods can be out of exporter’s control for longer period of
time, more documentation is required, packaging may be more
costly and shipping insurance is more costly.
The transportation alternatives include ocean shipping and
containerization as well as airfreight. The basic activities involved
in the flow of goods, like transportation, warehousing and
holding of inventories, should be integrated in a systems
approach. The systems approach would recognize the trade-
offs, such that sometimes more expensive airfreight may be
opted for, instead of less expensive ocean shipping, because of
savings in warehouse and inventory costs.
In the field of exports, it should be noted that transport
systems in developing countries are generally not as efficient as
in the industrially advanced countries. Transportation is often
considered to be the most important single determinant of
plant location.
Firms in international trade also try to reduce amount of
unnecessary product packaging, since packing material can
account for almost 40 per cent of the weight of the products
shipped. A company can reduce inland transportation charges
by locating its distribution facilities adjacent to container ports
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or airports. The burden of documentation can be eased
through computerization.
Export management involves marketing in overseas market.
Hence the discussions on the interface of logistics with
marketing holds good for the relevance of logistics in export
management. Yet, in addition, export management has certain
unique features, as discussed above, to be understood in the
context of relevance of logistics to export management.

Importance of Logistics as a Strategic
Resource
Logistical Management includes the design and administration
of systems to control the flow of material, work-in-progress
and finished inventory to support business unit strategy.
Discussion of the concept of logistics, its place in the value-
chain process leading to profitability, its contribution as one of
the primary functions and its interface with other functions of
the firm bring outs its importance as a strategic resource.
However, to be of a real strategic influence, a good amount of
competency has to be achieved and a well-defined logistical
mission and objectives has to be committed to, by every one in
the firm, especially the top management.
1. Logistical Competency : Logistics involves detailed and

complex work. Logistical management starts with how
logistical competency fits into a firm’s overall strategic
positioning. It is fundamentally important to view logistics
as to how it can be exploited as a core competency. For
logistical competency to develop, it is important to develop
an integrated framework that defines and relates key
concepts. This integration should be in such a way that
competitively superior logistical performance contributes to
overall enterprise strategy.
Logistical competency is a relative assessment of a firm’s
capability to provide competitively superior customer service
at the lowest possible total cost.
This typically means that logistical performance is dedicated
to supporting any or all marketing and manufacturing
requirements in a manner that exploits delivery capability. In
short, the strategy is to provide superior service at a total cost
below industry average.
Alternative logistical capabilities, emphasizing flexibility,
time-based performance, operational control, postponement
capabilities, and most of all a commitment to perfect service
performance typically characterize the service platform of
superior logistic achievers.
So friends we can say that all enterprises must perform
logistics to achieve their basic business goals. One of several
competencies required to create customer value is logistics.
When logistics becomes a cornerstone of basic business
strategy, it must be managed as a core competency.

2. The Logistical Missi on: Logistics exists to satisfy
customer requirements by facilitating relevant manufacturing
and marketing operations. The challenge is to balance service
expectations and cost expenditures in a manner that achieves
business objectives.
Basic logistical service is measured in terms of

1. Availability
2. Operational performance, and
3. Service reliability

1. Availability means having inventory to consistently meet
customer material or product requirements.

2. Operational performance deals with the elapsed time from
order receipt to delivery. Operational performance involves
delivery speed and consistency. A firm’s operational
performance can be viewed in terms of how flexible it is in
accommodating unusual and unexpected customer requests.

3. Service reliability involves the quality attributes of logistics.
For logistics performance to continuously meet customer
expectations, it is essential that management be committed
to continuous improvement.

Do you know in 1956, in an effort to explain conditions under
which high-cost air transport could be justified, Lewis, Culliton
and Steele conceptualized the total cost of logistics.
Total cost was positioned to include all expenditures necessary
to perform logistical requirements. The authors illustrated an
electronic parts distribution strategy wherein the high variable
cost of direct factory to customer air transport was more than
offset by reductions in inventory and field warehouse costs.
They concluded that the least total cost logistical way to provide
desired customer service was to centralize inventory in one
warehouse and make deliveries using air transportation.
The concept of total cost, although basic, had not previously
been applied to logistical analysis. Managers typically focused on
minimizing functional cost, such as transportation, with the
expectation that such effort would achieve the lowest combined
cost. The total-cost concept opened the door to examining how
functional costs interrelate.
The appropriate level of logistics cost expenditure must be
related to desired service performance. The simultaneous
attainment of high availability, operational performance, and
reliability is expensive. A significant managerial challenge stems
from the fact that logistical cost and increased performance have
a no proportional relationship.
The typical logistical system in an enterprise seeks to develop
and implement an overall logistical competency that satisfies key
customer expectations at a realistic total-cost expenditure.
Overall, logistical management is concerned with operations and
coordination. Operations deal with strategic movement and
storage. To complete the total operations mission. Attention
must be directed to integrating physical distribution, manufac-
turing support, and procurement into a single logistical process.
These three areas, functioning as an integrated and coordinated
process, can best provide operational management of materials;
semi finished components, and finished products moving
between locations, supply sources, and customers of an
enterprise.
The mission of the logistical system is measured in terms of
total cost and performance. Performance measurement is
concerned with the availability of inventory, operational
capability, and quality of effort. Logistical costs are directly
related to desired level of performance. As a general rule, the
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greater the desired performance, the higher the total logistics
cost. The key to effective logistical performance is to develop a
balanced effort of service performance and total-cost expenditure.
The strategic integration of logistics is fundamental to an
enterprise’s success. While a firm may not select to differentiate
competitively on the basis of logistical competency, it must
perform logistical responsibilities as part of the fundamental
process of creating customer value. The relative importance that
a firm places on logistical competency will determine the degree
of emphasis on achieving internal and external integration.
Flexibility is key to logistical competency. Logistical flexibility
results from integration and from implementing time-based
control techniques.

There are Four Logistics Concepts
• The systems concept
• The total cost concept
• The after-tax concept
• The trade-off concept
The systems concept is based on all functions of a organization
working together in order to maximize benefits. This concept
sometimes requires certain components of the organization to
operate suboptimally in order to achieve maximum goals of the
system.
The total cost concept is based on the systems concept, however
goal achievement is measured in terms of cost.
A variation of the total cost concept is the after-tax concept.
This goal of this concept is after-tax profit. This concept is
becoming very popular because of the many different national
tax policies.
The trade-off concept links the system together in a way that is
very efficient, but can have trade-offs that might be inefficient.
The advantages of such high efficiency must be weighed against
the risk involved.
Logistics is a system having number of components, which can
be combined in different proportions to achieve a set objective.
Long-term objective is profitability, short-term objective is to
survive competition by recovering marginal costs.

Logistics Sub-Systems
• Physical Supply or Management of flow of raw materials,

spare parts, consumable stores and machinery & tools from
suppliers.

• Physical distribution or management of finished goods
from the factory to the buyers &

• Logistical Controls  for managing the logistics system, it
helps an efficient co-ordination of physical supply &
distribution sub-systems.

Objective of an ideal logistic system is to ensure flow of supply
to the buyer:-
• In Correct Quantity
• At Desired location
• At Required time
• At useable condition
• At the lowest total cost

Thus the objectives encompass efforts to coordinate physical
distribution and material management in order to save money
or improve service.
Elements of  logistics system
• Transportation
• Warehousing
• Inventory Management
• Packing & Utilization &
• Information & Communication
When economists originally discussed supply-and-demand
relationships, facility location and transportation cost differen-
tials were assumed either nonexistent or equal among
competitors.
Given a facility network and information capability, transporta-
tion is the operational area of logistics that geographically
positions inventory. Because of its fundamental importance
and visible cost, transportation has received considerable
managerial attention over the years. Almost all enterprises, big
and small, have managers responsible for transportation.
Finding and managing the desired transportation mix is a
primary responsibility of logistics.
Network of three of the functional areas of logistics - informa-
tion, transportation, and inventory - can be engineered into a
variety of different operational arrangements. Each arrangement
will have the potential to achieve a level of customer service at
an associated total cost; In essence, these three functions
combine to create a system solution for integrated logistics. The
final functions of logistics - warehousing, material handling,
and packaging - also represent an integral part of an operating
solution. However, these functions do not have the indepen-
dent status of the three previously discussed. Warehousing,
material handling and packaging are an integral part of other
logistics areas. For example, merchandise typically needs to be
warehoused at selected times during the logistics process.
Transportation vehicles require material handling for efficient
loading and unloading. Finally, the individual products are most
efficiently handled when packaged together into shipping
cartons or other types of containers.
Logistics is viewed as the competency that links an enterprise
with its customers and suppliers. Information from and about
customers flows through the enterprise in the form of sales
activity, forecasts, and orders. The whole process is viewed in
terms of two interrelated efforts, inventory flow and informa-
tion flow.
Information flow is a key element of logistics operations.
Paper-based information flow, increases both operating cost
and decreases customer satisfaction. Electronic information
movement and management provide the opportunity to reduce
logistics expense through increased coordination and to enhance
service by offering better information to customers.
Information flow was often overlooked because it was not
viewed as being important to customers. The Council of
Logistics Management recognized this change in 1988 when it
incorporated “material, in-process, finished goods and informa-
tion” into its definition of logistics.
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Transportation is a key activity in the logistics value chain as it
moves product through the various stages of production and
ultimately to the consumer. The primary functions include
product movement, product storage and integration of
international production and distribution operations. The
major transportation principles involve economies of scale and
economies of distance.
While effective distribution systems should not be designed to
hold inventory for an excessive length of time, there are
occasions when inventory storage is justified.
 While the traditional warehousing role has been to maintain a
supply of goods to protect against uncertainty, contemporary
warehousing offers many other value-added services. These
services can be described in terms of economic and service
benefits. Economic benefits include consolidation, break bulk
and cross-dock, processing/postponement, and stockpiling.
Service benefits include spot stocking, assortment, mixing,
product support, and market presence
The handling of products is a key to warehouse productivity.
Handling activities include receiving, in storage handling, and
shipping. Packaging has a significant impact on the cost and
productivity of the logistical system. An integrated logistics
approach to packaging operations can yield dramatic savings.
 A marketing mix is a compilation of activities designed to
attract customers while simultaneously achieving business
objectives. The so-called four P’s -products/service, promotion,
price, and place - constitute a generic marketing mix. The key to
formulating an effective mix strategy is to integrate resources
committed to these activities into an effort that maximizes
customer impact. Logistics ensures that customer requirements
involved in timing and location of inventory and other related
services are satisfactorily performed. Thus, the output of
logistical performance is customer service. Logistical competence
is a tangible way to attract customers who place a premium on
time and place--related performance.
 Thus the discussion on the objectives, logistics interface with
marketing and the system elements brings out the depth of the
scope of logistics in the efficient functioning of any business
entity. The key to excellent logistics is to achieve integration of
both internal and external operations. Such integration requires
clear identification concerning the role that logistical competency
is expected to play in overall enterprise strategy.

Key Factors
Involved in efficient and effective and effective logistics system
are
• Shippers (users of logistics)
• Suppliers (of logistics services)

• Carrier (rail, road, sea, water, pipeline)
• Warehouse Providers
• Freight forwarders
• Terminal operators (port, stevedores, etc

• Government (regulator of logistics)

Trade-off Analysis
Trade-off analysis is a family of methods by which respon-
dents’ utilities for various product features (usually including
price) are measured. In some cases, the utilities are measured
indirectly. In this case, respondents are asked to consider
alternatives and state a likelihood of purchase or preference for
each alternative. As the respondent continues to make choices, a
pattern begins to emerge which, through complex multiple
regression (and other) techniques, can be broken down and
analyzed as to the individual features that contribute most to
the purchase likelihood or preference. The importance or
influence contributed by the component parts. i.e., product
features, are measured in relative units called “utils” or “utility
weights.”
In other cases, respondents are asked to tell the interviewer
directly how important various product features are to them.
For example, they might be asked to rate on a scale of 1 to 100
various product features, where 1 means not at all important to
their purchase decision and 100 means extremely important to
their purchase decision.
Trade-off analyses produce several types of information. First,
they tell us what features (and levels of features) are most
valued by customers. Second, they allow us to model how likely
people will be to purchase various configurations of products,
the share of revenue these products will most likely receive and
what role price plays in the assessment of acceptability.
There are four main types of trade-off:
Conjoint
Discrete Choice
Self-explicated
Hybrid
One additional model, the MACROModel©2, will be discussed
which does not fall into any of the above four categories.
We will discuss each of these trade-off types after reviewing a
few basic concepts.

Experimental Design
A critical issue in most trade-off methods is the selection of
product attributes to be combined together to create each
product configuration to be tested.
If every possible combination of attributes were included in the
study, the study would be said to be using a complete or full
factorial design. This is desirable but very seldom practical. For
example, if we had 6 attributes with 3 levels each, the total
number of possible combinations would be 36 or 729. This is
much too large to ask one respondent to rate (and 6 attributes
with 3 levels each is untypical modest).
When a fractional factorial design is used, only a fraction of the
total possible number of product combinations needs to be
tested. For the above example, a fractional factorial design could
be generated (usually with the help of a computer) that would
require perhaps as few as 14 product configurations to be rated.
It must be kept in mind, however, that whenever a fractional
factorial design is used, some information will be lost. It is the
job of the researcher creating the experimental design to ensure
that the information being sacrificed (usually higher order
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interaction effects) does not compromise the project’s ability to
answer the research objectives.

Bridging
Occasionally, even with the most efficient fractional factorial
design, we still end up with more products than can be
practically accommodated. One possible solution to that
problem is bridging3. Bridging allows the attributes to be
divided into two or more sets (with some attributes common
to all sets). Each set of attributes is treated like its own trade-
off study. A fractional factorial design is created for each set of
attributes. Respondents are asked to rate or rank two smaller
sets of products rather than one large set. The utilities are
calculated for each trade-off exercise independently and bridged
together to create one final set of utilities.

Cognitive and Non - Cognitive Behavior
Critical to the selection of an appropriate trade-off technique is
the issue of which type of behavior, cognitive or non-cognitive,
best represents the behavior being measured. Cognitive
behavior is behavior that is based on rational, conscious
decision-making. Such factors as price, functionality or durability
are typically cognitive. Non-cognitive behavior is behavior that is
based on less tangible or even less conscious factors such as
status, aspiration, insecurity, perceived taste, etc. One might
argue that the selection of a life insurance policy, a computer or a
water heater are all cognitive decisions and that the selection of a
beer, a skin cream or a pair of pants are all non-cognitive. One
might also argue that all decisions made by humans are non-
cognitive.
However, trade-off techniques that employ direct questions
(self-explicated and hybrid) all assume that the behavior being
modeled is cognitive, because at least some of the product
features are being rated in a way that requires both awareness
and honesty from the respondent. That is, the respondent
must be aware of the degree to which a product feature affects
his or her purchase decision and also be willing to admit to that
degree of affect.
Additionally, any data collection methods that rely on verbal or
written descriptions of product features all assume that the
behavior being modeled is cognitive, because the process of
understanding a verbal or written description is itself a cognitive
behavior.
Non-cognitive trade-off models should be based on an indirect
trade-off technique (conjoint or discrete choice) and data
collection that relies on experience rather than language to
communicate the product choices. For example, if you are
modeling the pant selection process, show respondents a variety
of pants that they can see and touch. A consumer may respond
to the phrase “light blue pants” very differently than he or she
would to a particular pair of light blue pants.

The Four Main Types of Trade-off
I. Conjoint

Conjoint analysis is the original trade-off approach and uses
linear models. There is metric conjoint, where respondents
monadically rate various product configurations, and non-
metric conjoint, where respondents rank a set of product
configurations. There are also full-profile conjoint, partial-

profile conjoint and pairwise conjoint. Full-profile conjoint
uses all product features in every product configuration.
Partial profile conjoint uses a smaller subset of available
product features in the product configurations. Pairwise
conjoint requires the respondent to rate their preference for
one product over another in a paired comparison. We will
only discuss conjoint methods in general in this paper.
Conjoint models are simply regression models which are
constructed for each individual respondent. Typically, each
respondent rates or ranks 20 to 30 product configurations.
Each product configuration contains different levels of the
product attributes being tested. If the product levels are
varied appropriately (the role of experimental design), a
regression model can be estimated for each individual, using
the product ratings as cases. The coefficients from the model
are the utilities or utils.
A conjoint approach should be used if a limited number of
attributes needs to be tested and utilities need to be
estimated for individual respondents, e.g., conjoint-based
segmentation.

2. Discrete Choice

Discrete choice differs from conjoint in that respondents are
shown a set of products from which they pick the one they
most want to buy or none if they are not interested in any
of the choices shown (rather than rate or rank choices).
Respondents are shown several sets of choices sequentially.
For each choice set, they are asked to pick one or none. This
is in contrast to most forms of conjoint where respondents
are not allowed to choose none of the product options
(MACRO incorporates no-buy choices into its conjoint
models). The discrete choice procedure has the advantage of
being more like the actual purchase decision process than do
any of the data collection methods used in most conjoint
studies.
Also, in conjoint methods, the mathematical models
constructed to simulate market behavior are based on linear
regression models. In discrete choice, the basis is the
multinomial logit model4, which is non-linear. Another
analytical difference is that, in conjoint procedures, the utility
weights are estimated for each respondent individually. These
weights can often provide the basis for a very powerful
customer segmentation. Most commercially available forms
of discrete choice do not allow this option, although this
may be rapidly changing.
Further, because discrete choice models are generally
estimated at the aggregate level, there exists the possibility
that respondents will have strong but opposite preferences
to one another. These preferences will effectively cancel each
other out when the model is constructed at the aggregate
level, yielding the incorrect conclusion that respondents had
no strong preference. This is sometimes referred to as the
heterogeneity problem.
There are two basic forms of discrete choice: classic and
exploding data5. Classic discrete choice involves showing a
respondent a series of sets of products (as described above).
In exploding data discrete choice, respondents are asked to
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rank order a set of products based on purchase interest
(similar to non-metric conjoint). This rank-ordered data set
can be transformed into a format suitable for logit model
estimation. Exploding data discrete choice has the advantage
of more efficient data collection over classic discrete choice.
The exploding data approach creates many times more data
points (or cases) than the classic approach with the same
interview length.
Discrete choice should be used if the primary objective of
the study is to estimate market share or price sensitivity, a
limited number of attributes need to be tested and the
sample population is known to be homogeneous with
respect to all product attributes.

3. Self-Explicated

Conjoint and discrete choice both determine respondents
utilities indirectly.
Self-explicated determines respondents’ utilities directly. With
self-explicated scales, respondents are asked directly how
important all levels of all attributes are to their purchase
interest. Despite its conceptual simplicity, self-explicated
models have been shown to be comparable to conjoint
models.
Self-explicated conjoint analysis requires respondents to
reveal their utilities directly. Accordingly, standard
questionnaire methods can be used to collect the
information. The technique involves the following steps:

• Respondent are informed about all the attributes and their
levels, and the respondents are then asked to identify
attribute levels that are totally unacceptable to them

• From among the acceptable levels of the attributes,
respondents are asked to indicate which are the most
preferred and least preferred levels of each attribute

• Using the respondents’ most important attribute as an
anchor, elicit importance ratings for the other attributes (on a
0 - 100 scale)

• For each attribute, rate the desirability of the different
acceptable levels with the attribute

• Utilities for acceptable attribute levels are obtained by
multiplying the importance rating and the desirability ratings

The utilities are then entered into a choice simulator program,
and choice information similar to other conjoint programs can
be obtained.
Self-explicated approaches are useful when there are a large
number of attributes and the decision process being modeled is
cognitive.

IV. Hybrid
Hybrid models are models that use a combination of the above
techniques. The most famous hybrid model is ACA, Adaptive
Conjoint Analysis.

Adaptive Conjoint Analysis
In this procedure, a computer program prompts the interviewer
with questions. The procedure is as follows:
Respondents are first walked through a battery of feature-
importance ratings and rankings; second, through a series of

pairwise trade-offs of different product configurations. The
product configurations shown to any one respondent may not
include all of the attributes being tested.
The configurations to be paired are based on the answers to the
importance questions and rankings asked in the beginning of
the interview. Items that are considered of little importance
show up in the comparisons less often. Items that are consid-
ered of greater importance show up in the comparisons more
often.
For each pair of products being tested, the respondent is to
indicate which product they prefer and the degree to which they
prefer it.
 The software continues prompting with pairwise comparisons
of product configurations until enough data has been collected
to estimate conjoint utilities for each level of each feature. Since
the procedure is adaptive, only a fraction of the total number of
possible product combinations is tested.
ACA is an approach that is appropriate for building preference
models of cognitive behavior with large numbers of attributes.
It may not be as useful when price sensitivity, non-cognitive
purchase decisions or interaction terms are to be modeled.

Cake Method© and Logit-Cake Method©
Other hybrid models include the Cake Method©8 and the Logit-
Cake Method©9. Both of these models have been developed by
MACRO Consulting and were designed to overcome weak-
nesses in other models.

Cake Method©
The Cake Method© is a unique, proprietary approach to
conjoint analysis which offers several advantages over other
conjoint methods:
A large number of product features (50 or more) can be
included in the model
First order interactions can be estimated at both the disaggre-
gate and aggregate levels
There is complete control over the experimental design, in a
full-profile format
Since product combinations are specified, via traditional
experimental design, before the interview takes place, physical
exhibits can be easily incorporated into the interview
The approach involves a specific data collection procedure as well
as a unique analytic protocol. The basic outline of the approach
is to
• Collect self-explicated scales on most of the product

attributes tested
• Conduct a full-profile conjoint exercise with a limited

number of product attributes, some of which are common
to the self-explication exercise

• Estimate conjoint utilities for each respondent
• Bridge self-explicated scales to utility weights
The Cake Method© should be used when there are a large
number of attributes, utilities need to be estimated for
individuals, interaction terms need to be measured and the
purchase decision is at least partially cognitive.
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Logit-Cake Method©
The Logit-Cake Method© is a unique, proprietary approach to
choice-based trade-off analysis which offers several advantages
over other conjoint methods:
• A large number of product features (50 or more) can be

included in the model
• The heterogeneity problem long associated with aggregate

logit models is avoided
• The traditional advantages of logit models over conjoint

models are maintained
• First order interactions can be estimated
• Shippers (users of logistics)Shippers (users of logistics)

There is complete control over the experimental design, in a
full-profile format

• Since product combinations are specified, via traditional
experimental design, before the interview takes place, physical
exhibits can be easily incorporated into the interview

• The approach involves a specific data collection procedure as
well as a unique analytic protocol. The basic outline of the
approach is to:

• Collect self-explicated scales on all product attributes tested
• Conduct a full-profile choice-based exercise with a subset of

product attributes
• Segment the sample based on self-explicated scales
• Estimate logit models for each respondent cluster
• Bridge self-explicated scales to logit-based utility weights
The Logit-Cake Method© should be used when there are a large
number of attributes, market share and price need to be
estimated, interaction terms need to be measured and the
purchase decision is at least partially cognitive.

MACROModel©
One other model will be discussed in this paper. It does not fall
into any of the four main types of trade-off models. In fact, it
is not strictly speaking a trade-off model because it does not
estimate utilities for any product attributes. The
MACROModel© was developed by MACRO Consulting to
address a specific research methods need that frequently occurs
in new product development and packaging.
The MACROModel© is a unique approach to new product
screening which offers several advantages over other methods:
• A large number of concepts or packages (50 or more) can be

screened at one time
• Price sensitivity can be calculated for every new product

concept screened
• Price/volume can be individually optimized for every

product concept tested
• New product concepts can be screened and/or completely

rank ordered on consumer appeal, market share, unit
volume, gross dollar volume or gross profits

The approach involves a specific data collection procedure as well
as a unique analytic protocol. The basic outline of the approach
is to:

• Sort a stack of new product concepts cards (all new product
concepts, each at three price points) into two piles: would
definitely buy and would not buy. Note: Stack would contain
several existing products as reference.

• Have them rank order the would buy pile on a continuum
from most want to buy to least want to buy.

• Note: If the number of items to be sorted is too large for
one sorting exercise, the task can be broken down into
several smaller exercises, with two or three items common
across sorting tasks. After the data are collected for all
respondents for the various sorting exercises, a bridging
technique can be used to incorporate the data from the
separate exercises into one rank ordering of all of the items
used in the study.

• Once the data are combined into one rank order data set for
each respondent, the MACROModel© (a first choice share of
preference model) can be constructed.

The MACROModel© should be used when the product is too
complex to decompose into attributes, e.g., packaging graphics,
when a large number of highly different products are to be
included, e.g., new product screening, when price sensitivity
needs to be measured and when products will be screened
based on their revenue potential.

Conclusion
There are a variety of approaches to trade-off analysis, each with
its advantages and disadvantages. Which trade off procedure is
best is dependent on the issues and constraints of each
marketing problem. The marketing problem should be
discussed with a researcher who is knowledgeable in all appro-
priate methodologies before a research approach is selected.
Thus trade-off are necessary . The aspects of trade-off analysis are
• Within One logistics Elements :- Trade-off that occurs

within a single element
• Between logistics Element:- Trade-off that are possible

by considering the impact of one on the other
• Interface between company functions:- These trade-off

are brought about through impact on production.
• Between the Company & other organizations:- These

trade-off benefit all concerned organizations.

Forms of Logistics Management.

1. Centralized Logistics Management
Centralized logistics management provides that managers
that also head other divisions of the company head the logistics
operations. This type of management helps avoid internal
problems by having a central manager that ultimately decides
how logistics and operations are coordinated.

2. Decentralized Logistics Management
 Decentralized logistics management is based on the fact that a
company needs to have a division that helps control the local-
adaptation needs. Dealing with different cultures requires input
from the local branch. The managers that deal with the cultural
differences on a daily basis normally know what works and
what don’t.
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3. Outsourcing
Outsourcing is the final option for logistics management. When
this happens, transportation firms concentrate on logistics, and
the company can concentrate on it’s production. There are many
cost savings using this type of program, however that lack of
control can negatively effect many companies.
International logistics requires many different options and
requirements to be met in order for a company to operate
internationally. It’s like a big puzzle that must be put together,
in order for all the goals to be met. As described above, there are
many options to consider, and sometimes what appears to be
an option really isn’t. It is not difficult to hit a road block, and
you must start over with a new plan. Once the logistics plan is
in place, you must constantly look for improvements in order
to maximize profits and goals.

Source for Trade Off Analysis
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4R. Duncan Luce, Individual Choice Behavior: A Theoretical
Analysis, New York: John Wiley, 1959.
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Questions For Self-analyzation
Q1 What is the relation between Marketing and Logistics.

Quote a Suitable example to prove the relationship.
Q2 What are the subsystems of Logistics

Management?Expain the importance of about each system
with respect to the importance in business.

Q3 What do you understand by Trade-Off Analysis. Explain
the various techniques used to do the same. Also explain
the importance of trade-off analysis.

Article
Source: International Business (1998). Fifth Edition.
Zinkota, M., Ronkainen, I., and Moffett, M. Fort Worth:
The Dryden Press

International Logistics
Introduction
For the international firm, customer locations and sourcing
opportunities are widely dispersed. The firm can attain a
strategically advantageous position only if it is able to success-
fully manage complex networks, consisting of its vendors,
suppliers, other third parties, and its customers.
Logistics costs comprise between 10% and 30% of the total
landed costs of an international order. Thus, international
logistics is a competitive tool.
Effective international logistics and supply-chain management
can produce higher earnings and greater corporate efficiency.

Definition
International Logistics is design and management of a system
that controls the flow of materials into, through, and out of
the international corporation.
By taking a systems approach, the firm explicitly recognizes the
linkages among the traditionally separate logistics components
within and outside the corporation
Basic goal of logistics: effective coordination of:
A Materials Management: timely movement of raw materials

Parts, and supplies into and through the firm; and
B Physical Distribution: movements of the firm’s finished

products to its customers.

Supply Management
Supply-Chain Management: a series of value-adding activities
connect a company’s supply side with its demand side.
This approach views the supply chain of the entire extended
enterprise, beginning with the supplier’s suppliers and ending
with consumers or end users.
Close collaboration with suppliers is required to develop a just-
in-time inventory system, which in turn may be crucial to
maintaining manufacturing costs at globally competitive levels.
In the U.S. 40% of shipments are under a just-in-time/quick
response regime.
A Differences between Domestic and International

Logistics

• Distance
• Currency variation
• Border-Crossing Process (additional intermediaries)
• Transportation modes
• Packaging and Labeling requirements
• Infrastructure
B International Transportation Issues

• Some countries may have excellent inbound and outbound
transportation systems but weak internal transportation
links.

• New routs of commerce have opened up
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• Extreme variations also exist in the frequency of
transportation services.

C Availability of Modes

• Ocean Shipping: liner service (regularly scheduled passage);
tramp service (available for irregular routes and scheduled on
demand)

• Container ships, Roll-on-Roll-off (RORO)
• Air Shipping
D Choice of Modes

• Predictability: tracking
• Transit Time
• Noneconomic Factors

IV - Export Documentation And Terms
A - Bill of Lading: contract between the exporter and the carrier
indicating that the carrier has accepted responsibility for the
goods and will provide transportation in return for payment.
B - Commercial Invoice: is a bill for the goods stating basic
information about the transaction, including a description of
the merchandise, total cost, address of the shipper and seller,
and delivery and payment terms

V - Incoterms
The responsibilities of the buyer and the seller should be
spelled out as they relate to what is and what is not included in
the price quotation and when ownership of goods passes from
seller to buyer.
Incoterms: are the internationally accepted standard definition
for terms of sale by the International Chamber of Commerce.
A. Ex-works(EXW) : apply only at the point of origin
B. Free Carrier (FCA): applies only at a designated inland

shipping point
C. Free Alongside Ship (FAS): exporter quotes a price for the

goods, including charges for delivery of the goods alongside
a vessel at the port.

D. Free on Board (FOB): applies only to vessel shipments. The
seller quotes a price covering all expenses up to and including
delivery of goods.

E. Cost and Freight (CFR): seller quotes a price for the goods,
including the cost of transportation to the named port of
debarkation.

F. Cost, Insurance, and Freight (CIF): price includes insurance,
all transportation, and port charges, documentation charges,
freight fowarder fees, and other insurance charges.

G. Delivery Duty Paid (DDD): the seller delivers the goods,
with import duties paid, including inland transportation
from import point to the buyers premises

VI - International Packaging Issues
Packaging is of particular importance in international logistics
because it is instrumental in getting the merchandise to the
ultimate destination in a:
a.  Safe
b.  Maintainable, and
c. Presentable condition

The responsibility for appropriate packaging rests with the
shipper of goods!!
Packaging decisions must take into account:
a. Climate
b. Weight of packaging
c. Packaging material
Stresses in Intermodal Movement
a. Acceleration, vibrations
b. Dropping Impact
c. Rolling, Swaying
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LESSON 3:
INTEGRATED LOGISTICS

1. The Work of Logistics.

• Network Design

• Information

• Transportation

• Inventory

• Warehousing,Mtrl.Handling,Packaging

2. Interated Logistics.

• Inventory Flow

• Information Flow

3. Barriers to Internal integration

• Organization Structure

• Measurement system

• Inventory Ownership.

• Information technology

• Knowledge Transfer Capability

Some qualifications are in order regarding the formal organiza-
tion of human resources devoted to logistics. Managers are
acutely interested in organizational structure because it directly
reflects responsibility, title, compensation, and power . Many
managers have the perception that grouping responsibility for
all logistical activity into a single organizational unit will
automatically stimulate effective integration. This perception is
wrong because it emphasizes structure over mana-gerial practice.
Formal organization structure alone is not sufficient to
guarantee integrated logistical performance. Some of the most
highly integrated logistical operations exist without organiza-
tional accountability to a single executive. Other enterprises that
have highly formalized logistics reporting arrangements also
achieve superior results. Generalization regarding how logistics
organizations should ideally be structured is premature at this
point of subject development. Logistical organization struc-
tures vary significantly depending on specific mission, type of
business, and available human resources. The goal in creating
logistical sensitivity is to stimulate all managers within an
enterprise to think and act in terms of integrated capabilities and
economies.

Logistical Competency is Achieved by
Coordinating
1. Network design
2. Information
3. Transportation
4. Inventory
5. Warehousing
6. Material handling
7. Packaging.

Work related to these functional areas is combined to create the
capabilities needed to achieve logistical requirements. Attention
is directed to an introductory discussion of each facet of
logistical work and how they interact in a typical business.
Two qualifications are important when discussing logistical
work from the vantage point of a single enterprise. First, all
firms require the support and cooperation of many other
businesses to complete their overall logistical process. Such
coop-eration unites the firms in terms of common goals,
policies, and programs. From the perspective of the total
supply chain, efficiency is improved by eliminating duplication
and waste. However, cross-organizational coordination requires
joint planning and relationship management.
Second, there are service firms that perform logistical work on
behalf of their customers such as transportation carriers or
warehouse firms. Such specialists are supplemental to or may be
substitutes for a customer’s employees performing the involved
work. When outside specialists are used in a logistical system,
they must be willing to accept reasonable managerial direction
and control from their custom-ers. Therefore, while the
performance of a specific task may be outsourced to specialists,
the contracting firm’s management remains responsible for
successful performance of the required work.

Network Design
Classical economics neglected the importance of facility location
and overall net-work design. When economists originally
discussed supply-and-demand relation-ships, facility location
and transportation cost differentials were assumed to be either
nonexistent or equal among competitors. However, the
number, size, and geographical relationship of facilities used to
perform logistical operations directly affect customer service
capabilities and cost. Network design is a primary respon-sibility
of logistical management since a firm’s facility structure is used
to provide products and materials to customers.
Typical logistics facilities are manufacturing plants, warehouses,
cross-dock operations, and retail stores. Determining how many
of each type of facility are needed, their geographic locations,
and the work to be performed ‘at each is a significant part of
network design. In specific situations, facility operation may be
outsourced to service specialists. Regardless of who does the
actual work, all facilities must be managed as an integral part of
a firm’s logistical network.
The network design requirement is to determine the number
and location of all types of facilities required to perform
logistics work. It is also necessary to deter-mine what inventory
and how much to stock at each facility and where to assign
customer orders for shipment. The network of facilities forms a
structure from which logistical operations are performed. Thus
the network incorporates infor-mation and transportation
capabilities. Specific work tasks related to processing customer
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orders, maintaining inventory, and material handling are all
performed within the network design framework.
 The design of a network must consider geographical variations.
The fact that a great deal of difference exists between geographi-
cal markets is easy to illustrate. The fifty largest United States
metropolitan markets in terms of population account for over
55 percent of all product sales.’ Therefore an enterprise,
marketing on a national scale, must establish logistical capabili-
ties to service these prime markets. A similar geographic
disparity exists in typical material and component part source
locations. When a firm is involved in global logistics, issues
related to network design become increasingly more complex.
The sidebar discussion of Laura Ashley’ s network design
highlights such complexity.
See The Box For Laura Ashley

Information
The importance of information to logistical performance has
historically not been highlighted. This neglect resulted from the
lack of suitable technology to generate desired information.
Management also lacked full appreciation and in-depth un-
derstanding of how fast and accurate communication could
improve logistical performance. Both of these historical
deficiencies have been eliminated. Current technology is capable
of handling the most demanding information requirements. If
desired, information can be obtained on a real-time basis.
Managers are learning how to use such information technology
to devise new and unique logistical so-lutions.

Location Redesign
Laura Ashley, based in the United Kingdom, produces women’s
and children’s fashions, curtain and uphol-stery fabric, wallpa-
per, linens, and decorating acces-sories in trademark floral
patterns. While it had always maintained excellence in product
design and develop-ment, Laura Ashley suffered sinking profits
because of its complex, costly, and inefficient logistics system.
Laura Ashley found that too many carriers and too many
systems were resulting in an overall loss of man-agerial control.
To regain control, Laura Ashley had to reorganize its logistical
operations. Implementation of Laura Ashley’s new logistics
structure began with the transfer of all in-house logistics
operations to Business Logistics, a division of Federal Express.
Business Lo-gistics’ task was to restructure, improve, and
manage every aspect of the flow of goods and information
within the Laura Ashley supply chain.
 Prior to reorganization, Laura Ashley had five major ware-
houses, eight principal carriers, and ten uncon-nected
management systems. The result was extremely long lead times
for customers, huge inventories, and too many stockouts. A
customer looking for a fast-  selling item from a warehouse in
Germany would be told that the item was out of stock and that
new supplies would not arrive for several months. At the same
time, the item could be overstocked in a warehouse in Wales.
On average, 16 percent of all product lines were out of stock at
the retail stores.
 Laura Ashley realized that it needed to reanalyze the location of
its current facilities. The recommendation was to close all
warehouses except one in the United Kingdom, which would

be converted from serving local customers only to serving
global customers. The single location, at Newtown, allows close
proximity to the manufacturing sites in the United Kingdom.
The New-town facility is a world “processing center,” acting as
cost would be offset by increased efficiency. In the past, the
problem of unpredictable demand resulted in higher inventory
to cover up uncertainty and maintain customer service.
Laura Ashley knew that it would have more pre-dictable flow
with a single service location as opposed to a number of small
locations. Random demand could now be pooled over the
entire market area, allowing spikes in one area to level out low
demand in another. Transportation costs were offset by turn
rate in inven-tory .In fact, Laura Ashley discovered that the
single hub system actually decreased transportation costs by
reducing the amount of cross shipping. By shipping direct to
the retail store from the United Kingdom ware-house, the lead
time from order to shipment was about the same but the
product was shipped only once instead of being shipped and
handled at many different loca-tions.
Laura Ashley has taken its reorganization beyondjust cost
reduction. The firm now sees the opportunity to increase service
and flexibility, and it plans to resup-ply shops anywhere in the
world within twenty-four to forty-eight hours. Advanced
systems and communica-tions will be used to monitor and
control world inven-tory .Federal Express’s global carrier
networks will en-sure that goods arrive at their destination in
time. Laura Ashley also plans to launch a mail-order business
that will feature forty-eight hour delivery to the end con-sumer’s
door anywhere in the world. Its current $10 million mail-order
business has been growing strong, but until now the company
had to limit growth because it could not keep up with expand-
ing orders. The new superior location network will make this
growth pos-sible and profitable
 However, the technology is only as good as the quality of
information. Defi-ciencies in the quality of information can
create countless operational problems. Typical deficiencies fall
into two broad categories. First of all, information received may
be incorrect with respect to trends and events. Because a great
deal of logistics takes place in anticipation of future require-
ments, an inaccurate appraisal or forecast can cause inventory
shortage or over commitment. Overly optimistic forecasts may
result in improper inventory positioning. Second, information
related to order processing may be inaccurate with respect to a
specific customer’s requirements. The processing of an incorrect
order creates all the cost of logistics but typically does not result
in a sale. Indeed, logistics costs are often increased by the
expense of inventory return and, if the sales opportunity still
exists, the cost of once again trying to provide the desired
service. Each error in the composition of information require-
ments creates potential disturbance for the total supply chain.
The benefit of fast information flow is directly related to the
balance of work procedures. It makes little sense for a firm to
accumulate orders at a local sales office for a week, mail them to
a regional office, process the orders on a batch basis, assign
them to a distribution warehouse, and then ship them via air to
achieve fast delivery. Electronic data interchange (EDI) from the
customer’s office with slower surface transportation may have



17

achieved even faster overall delivery at a lower total cost. The key
objective is to balance components of the logistical system.
Forecasting and order management are two areas of logistical
work that depend on information. The logistics forecast is an
effort to estimate future requirements.
The forecast is used to guide the positioning of inventory to
satisfy anticipated customer requirements. Logistics managers’
track record in forecasting is not im-pressive. Therefore, one of
the main reasons managers use information to achieve positive
control of logistical operations is their desire to replace forecast-
ing inac-curacy with faster response to customer requirements.
Control concepts such as just-in-time (JIT), quick response
(QR), and continuous replenishment (CR) rep-resent ap-
proaches to positive logistical control made possible by the
application of recently developed information technology.2 One
of the main jobs of logistics managers is to plan and imple-
ment their firm’s strategy regarding the desired combination of
forecasting and operational control.

Transpotation
Given a facility network and information capability, transporta-
tion is the operational area of logistics that geographically
positions inventory. Because of its fundamental importance
and visible cost, transportation has received considerable f
managerial attention over the years: Almost all enterprises, big
and small, have managers responsible for transportation.
Transportation requirements can be accomplished in three basic
ways. First of all, a private fleet of equipment may be operated.
Second, contracts may be arranged with transport specialists.
Third, an enterprise may engage the services of a wide variety of
carriers that provide different transportation services on an
individual shipment basis. These three forms of transport are
typically referred to as private, contract, and common carriage.
From the logistical system viewpoint, three factors are funda-
mental to transportation performance: cost, speed, and
consistency.
The cost of transport is the payment for movement between
two geographical locations and expenses related to administra-
tion and maintaining in-transit inven- tory. Logistical systems
should be designed to utilize transportation that minimizes
total system cost. This means that the least expensive transpor-
tation does not always result in the lowest total cost of
movement.
Speed of transportation is the time required to. complete a
specific movement. Speed and cost of transportation are related
in two ways. First, transport firms, capable of providing faster
service, typically charge higher rates. Second, the faster the
transportation service, the shorter the time interval during
which inventory is in transit and unavailable. Thus, a critical
aspect of selecting the most desirable method of transportation
is to balance speed and cost of service.
Consistency of transportation refers to variations in time
required to perform a specific movement over a number of
shipments. Consistency is a reflection of the dependability of
transportation. For years, transportation managers have
considered consistency the most important characteristic of
quality transportation. If a given movement takes two days one

time and six days the next, the unexpected variance can create
serious logistical operational problems. If transportation lacks
consis-tency, inventory safety stocks will be required to protect
against unpredictable service breakdowns. Transportation
consistency affects both the seller’s and the buyer’s overall
inventory commitment and related risk. With the advent of
new information technology to control and report shipment
status, logistics managers have begun to seek faster service while
maintaining consistency. The value of time is important and
will be discussed repeatedly. It is also important to understand
that the quality of transportation performance is critical to time-
sensitive operations. Speed and consistency combine to create
the quality aspect of transportation. .
In the design of a logistical system, a delicate balance must be
maintained between transportation cost and quality of service.
In some circumstances low-cost, slow transportation will be
satisfactory. In other situations, faster service may be essential to
achieve operating goals. Finding and managing the desired
trans-portation mix is a primary responsibility of logistics.
There are three aspects of transportation that managers should
keep in mind concerning the logistical network. First, facility
selection establishes a network structure that creates the
framework of transportation requirements and simulta-neously
limits alternatives. Second, the total cost of transportation
involves more than the freight bill. Third, the entire effort to
integrate transport capability into a logistical system may be
defeated if delivery service is sporadic and inconsistent.

Inventory
The inventory requirements of a firm depend on the network
structure and the desired level of customer service. Theoretically,
a firm could stock every item sold in a facility dedicated to
service each customer. Few business operations could afford
such a luxurious inventory commitment because the risk and
total cost would be prohibitive. The objective is to achieve the
desired customer service with the minimum inventory commit-
ment, consistent with lowest total cost. Excessive in-ventories
may compensate for deficiencies in basic design of a logistics
network and to some degree inferior management. However,
excessive inventory used as a crutch will ultimately result higher
than necessary total logistics cost.
 Logistical strategies are designed to maintain the lowest
possible financial assets in inventory. The basic goal of inven-
tory management is to achieve maximum turnover while
satisfying customer commitments.
Inventory strategies need to be focused on meeting require-
ments of such core customers. The key to effective segmented
logistics rests in the inventory priorities designed to support
core customers.
Most enterprises experience a substantial variance in volume and
profitability across product lines. If no restrictions are applied, a
firm may find that less than 20 percent of all products marketed
account for more than 80 percent of total profit. While the so-
called 80/20 rule or Pareto principle is common, management
can avoid excessive cost by implementing inventory strategies
that consider fine-line product classification. A realistic assess-
ment of which low-profit or low-volume products should be
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carried is the key to avoiding excessive cost. For obvious
reasons, an enterprise wants to offer high availability and
consistent delivery on more profitable products. High-level
support of less profitable items, however, may be necessary to
provide full-line service to core customers. The trap to avoid is
high service performance on less profitable items purchased by
fringe or noncore customers. Therefore, product line profitability
must be considered when devel-oping a selective inventory policy.
Many enterprises find it desirable to hold slow -moving or low-
profit items at a central distribution warehouse. The actual
delivery performance can be matched to customer importance
when orders are received. Core customers may be serviced by fast,
reliable air service, while other orders to fringe customers are
delivered by less expensive ground transportation.
Selection of the product assortment to be stocked at a specific
facility has a direct impact on transportation performance. Most
transportation rates are based on the volume and size of
specific shipments. Thus, it may be sound strategy to stock
sufficient products at a warehouse to be able to arrange
consolidated ship-ments to a customer or geographic area. The
corresponding savings in transporta-tion may more than offset
the increased cost of holding the inventory.
Commitments to deliver products rapidly to fulfill customer
requirements are important drivers of logistics. Such time-based
arrangements seek to reduce overall inventories by developing
the capability to respond rapidly to exact requirements of
manufacturing or retail customers. If products and materials
can be delivered quickly, it may not be necessary to maintain
inventories at manufacturing plants. Likewise, if retail stores can
be replenished rapidly, less safety stock must be maintained
forward in the supply chain. The alternative to stockpiling and
holding safety stock is to receive the exact quantity of inventory
at the time required. While such time-based programs reduce
customer inventory to absolute minimums, the savings must
be balanced against other costs incurred in the time-sensitive
logistical process. For example, time-based programs tend to
reduce shipment sizes, which increase the number, frequency,
and cost of shipments. This, in turn, can result in higher
transportation costs. For a logistical arrangement to be effective
and efficient it must achieve trade-offs that result in the desired
customer service at the lowest total cost.
Finally, inventory strategies cannot be created in a competitive
vacuum. A firm is typically more desirable to do business with
if it can promise and perform rapid and consistent delivery.
Therefore, it may be necessary to position inventory in a specific
warehouse to provide logistical service even if such commit-
ment increases total cost. Sound inventory policies are essential
to gain a customer service advantage or to neutralize a strength
that a competitor currently enjoys. Material and component
inventories exist in a logistical system for different reasons than
finished product inventory. Each type of inventory and the level
of commitment must be viewed from a total cost perspective.
Warehousing, Material Handling, and Packaging
Four of the functional areas of logistics-network design,
information, transpor-tation, and inventory-can be engineered
into a variety of different operational arrangements. Each
arrangement will have the potential to achieve a level of

customer service at an associated total cost. In essence, these
four functions com-bine to create a system solution for
integrated logistics. The final function of logistics warehousing,
material handling, and packaging-also represent an in-tegral part
of an operating solution. However, these functions do not
have the independent status of the four previously discussed.
Warehousing, material han-dling, and packaging are an integral
part of other logistics areas. For example, merchandise typically
needs to be warehoused at selected times during the logistics
process. Transportation vehicles require material handling for
efficient loading and unloading. Finally, the individual products
are most efficiently handled when pack-aged together into
shipping cartons or other types of containers.
When warehouses are required in a logistical system, a firm can
choose between obtaining the services of a specialist or
operating its own facility. The decision is broader than simply
selecting a facility to store inventory, since many activities
essential to the overall logistical process are typically performed
while products are warehoused. Examples of such activities are
sorting, sequencing, order selec-tion, transportation consolida-
tion, and, in some cases, product modification and assembly.
Within the warehouse, material handling is an important
activity. Products must be received, moved, sorted, and
assembled to meet customer order requirements. The direct
labor and capital invested in material-handling equipment are a
major part of total logistics cost. When performed in an inferior
manner, material handling can result in substantial product
damage. It stands to reason that the fewer times a product is
handled, the less potential exists for product damage, and the
overall efficiency of  the warehouse is increased. A variety of
mechanized and automated devices exist to assist in material
handling. In essence, each warehouse and its material-handling
capability represent a mini system within the overall logistical
process.
To facilitate handling efficiency, products in the form of cans,
bottles, or boxes are typically combined into larger units. The
initial unit, the master carton, provides two important features.
First of all, it serves to protect the product during the logistical
process. Second, the master carton facilitates ease of handling by
creating one large package rather than a multitude of small,
individual products. For efficient handling and transport,
master cartons are typically consolidated into larger units. The
most common units for master carton consolidation are pallets,
slip sheets, and. various types of containers.
When effectively integrated into an enterprise’s logistical
operations, warehous-ing, material handling, and packaging
facilitate the speed and overall ease of product flow throughout
the logistical system. In fact, several firms have engineered
devices to move, broad product assortments from manufactur-
ing plants directly to retail stores without intermediate handling.

Integrated Logistics
The conceptualization of integrated logistics is illustrated in the
shaded area of Figure below. Logistics is viewed as the compe-
tency that links an enterprise with its customers and suppliers.
Information from and about customers flows through the
enterprise in the form of sales activity, forecasts, and orders. The
information is refined into specific manufacturing and purchas-
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ing plans. As products and materials are procured, a value-
added inventory flow is initiated that ultimately results in
ownership transfer of finished products to customers. Thus,
the process is viewed in tern1s of two interrelated efforts,
inventory flow and information flow. Prior to discussing each
flow in greater detail, two observations are in order.

Figure 1

Customer

First, viewing internal operations (the shaded area of Figure 1)
in isolation is useful to elaborate the fundamental importance
of integrating all functions and work involved in logistics.
While such integration is prerequisite to success, it is not
sufficient to guarantee that a firm will achieve its performance
goals. To be fully effective in today’s competitive environment,
firms, must expand their inte-grated behavior to incorporate
customers and suppliers.
Second, the basic process illustrated in Figure 1 is not restricted
to for-profit business, nor is it unique to manufacturing firms.
The need to integrate requirements and operations occurs in all
businesses as well as within public sector organizations. For
example, retailing or wholesaling firms typically link physical
distribution and purchasing, since traditional manufacturing is
not required. Nevertheless, retailers and wholesalers must
complete the logistics value-added process. The same is true of
all public sector organizations that manufacture products or
provide other services.

Inventory Flow
 The operational management of logistics is concerned with
movement and storage of materials and finished products.
Logistical operations start with the initial ship-ment of a material
or component part from a supplier and are finalized when a
manufactured or processed product is delivered to a customer.
From the initial purchase of a material or component, the
logistical process adds value by moving inventory when and
where needed. Providing all goes well, a material gains value at
each step of its transformation into finished inventory. In other
words, an individual part has greater value after it is incorpo-
rated into a machine. Likewise, the machine has greater value
once it is delivered to a buyer.
To support manufacturing, work-in-process inventory must be
moved to support final assembly. The cost of each component
and its movement becomes part of the value-added process.
The final or meaningful value that is added occurs only with
final ownership transfer of products to customers when and
where specified.
For a large manufacturer, logistical operations may consist of
thousands of movements, which ultimately culminate in the
delivery of products to an industrial user, retailer, wholesaler,

dealer, or other customer. For a large retailer, logistical opera-
tions may commence with the procurement of products for
resale and may terminate with consumer pickup or delivery. For
a hospital, logistics starts with procurement and ends with full
support of patient surgery and recovery. The significant point is
that regardless of the size and type of enterprise, logistics is
essential and requires continuous management attention. For
better understanding it is useful to divide logistical operations
into three areas: physical distribution, manufacturing support,
and procurement. These components are illustrated in the
center of Figure 1 as the combined logistics operational units of
an enterprise.

Physical Distribution
The area of physical distribution concerns movement of a
finished product to customers. In physical distribution, the
customer is the final destination of a marketing channel. The
availability of the product is a vital part of each channel
participant’s marketing effort. Even a manufacturer’s agent,
which typically does not own inventory, must depend on
inventory availability to perform expected marketing responsi-
bilities. Unless a proper assortment of prod-ucts is efficiently
delivered when and where needed, a great deal of the overall
marketing effort can be jeopardized. It is through the physical
distribution process that the time and space of customer service
become an integral part of marketing. Thus physical distribu-
tion links a marketing channel with its customers. To support
the wide variety of marketing systems that exist in a highly
commercialized nation, many different physical distribution
systems are utilized. All physical distribution systems have one
common feature: they link manufacturers, wholesalers, and re-
tailers into marketing channels that provide product availability
as an integral aspect of the overall marketing process.

Manufacturing Support
The area of manufacturing support concentrates on managing
work-in-process inventory as it flows between stages of
manufacturing. The primary logistical responsibility in manufac-
turing is to participate in formu-lating a master production
schedule and to arrange for timely availability of ma-terials,
component parts, and work-in-process inventory. Thus, the
overall concern of manufacturing support is not how production
occurs but rather what, when. and where products will be manufac-
tured. Manufacturing support has one significant difference
when compared with physical distribution. Physical distribution
attempts to service the desires of customers and therefore must
accommodate the uncertainty of consumer and industrial
demand. Manufacturing support involves movement require-
ments that are under the control of the manufacturing
enterprise. The un-certainties introduced by random customer
ordering and erratic demand accom-modated by physical
distribution are not present in most manufacturing operations.
From the viewpoint of overall planning, the separation of
manufacturing support from outbound (physical distribution)
and inbound (procurement) activities pro-vides opportunities
for specialization and improved efficiency.

Procurement
Procurement is concerned with purchasing and arranging in-
bound movement of materials, parts, and/or finished
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inventory from suppliers to manufacturing or assembly plants,
warehouses, or retail stores. Depending on the situation, the
acquisition process is commonly identified by different names.
In manufacturing, the process of acquisition is typically called
purchasing. In gov-ernment circles, acquisition has traditionally
been referred to as procurement. In retailing and wholesaling,
buying is the most widely used term. In many circles, the
process is referred to as inbound logistics. Although differences
do exist con-cerning acquisition situations, the term procure-
ment is used here to include all types of purchasing. The term
material is used to identify inventory moving in-bound to an
enterprise, regardless of its degree of readiness for resale. The
term product is used to identify inventory that is available for
consumer purchase. In other words, materials are involved in
the process of adding value through manu-facturing, whereas
products are ready for consumption. The fundamental distinc-
tion is that products result from the value added to material
during manufacturing” sorting, or assembly.
Procurement is concerned with availability of the desired
material assortments where and when needed. Whereas physical
distribution is concerned with outbound product shipments,
purchasing is concerned with inbound materials, sorting, or
assembly. Under most marketing situations involving con-
sumer products, such as a grocery manufacturer that ships to a
retail food chain, the manufacturer’s physical distribution is the
same process as a retailer’s procurement operations. Although
similar or even identical transportation requirements may be
involved, the degree of managerial control and risk related to
performance failure varies substantially between physical
distribution and procurement.
Within a typical enterprise, the three areas of logistics overlap.
Viewing each as an integral part of the overall value-adding
process creates an opportunity to capitalize on the unique
attributes of each while facilitating the overall process. The
prime concern of an integrated logistical process is to coordinate
overall value- added inventory movement. The three areas
combine to provide integrated man-agement of materials, semi
finished components, and products moving between locations,
supply sources, and customers of the enterprise. In this sense,
logistics is concerned with strategic management of total
movement and storage. Table 1 provides a more exacting
definition of the day-to-day work involved in each sub process
of logistics.

Information Flow
Information flow identifies specific locations within a logistical
system that have requirements. Information also integrates the
three operating areas. The primary objective of developing and
specifying requirements is to plan and execute inte-grated
logistical operations. Within individual logistics areas, different
movement requirements exist with respect to size of order,
availability of inventory, and urgency of movement. The
primary objective of information sharing is to reconcile these
differentials. In the discussion that follows it is important to
stress that information requirements parallel the actual work
performed in physical distribu-tion, manufacturing support,
and procurement. Whereas these areas contain the actual
logistics work, information facilitates coordination of planning

and control of day-to-day operations. Without accurate
information the effort involved in the logistical system can be
wasted.
Logistical information involves two major types of flows:
coordination flows and operational flows. The overall relation-
ship between the two logistical information flows is illustrated
in Figure2.
 The objective at this point is to provide an introductory
overview of the information requirements necessary to drive an
inte-grated logistics system.
Planning and Coordination Flows Coordination is the backbone
of overall information system architecture among value chain
participants. Coordination re-sults in plans specifying (1) strategic
objectives, (2) capacity constraints, (3) logis-tical requirements, (4)
inventory deployment, (5) manufacturing requirements, (6)
procurement requirements, and (7) forecasting.

Figure 2

The primary drivers of the overall value chain are the strategic
objectives that result from marketing and financial goals. Strategic
objectives detail the nature and location of customers, which are
matched to the required products and services to be performed.
The financial aspect of strategic plans detail resources required to
support inventory, receivables, facilities, equipment, and capacity.
Capacity constraints coordinate internal and external manufactur-
ing require-ments. For non-manufacturing participants in the
value chain, this form of capacity planning is not required.
Given strategic objectives, capacities constraints identify
limitations, barriers, or bottlenecks within basic manufacturing
capabilities and determine appropriate outsource requirements.
To illustrate, whereas Kellogg owns the brand and distributes Cracklin
Oat Bran, a third party on a contract basis performs all manufacturing.
The result of capacity constraints is a plan that places strategic
objectives in a time-phased schedule that details facility utilization,
financial resources, and human requirements.
Logistics requirements specify the work that distribution facilities,
equipment, and labor must perform to implement the capacity
plan. Using inputs from fore-casting, promotional scheduling,
customer orders, and inventory status, logistics requirements
specify value chain performance.
Inventory deployments are the interfaces between planning/
coordination and operations that detail the timing and compo-
sition of where inventory will be po-sitioned. A major concern
of deployment to balance timing and consolidation to create



21

efficiency as inventory flows through the value chain. Inventory
is unique in that it is an integral part of both the planning/
coordination and operational flows involved in logistics. From
an information perspective, deployment specifies the what, where,
and when of the overall logistics processes. From an operational
viewpoint, inventory management is performed as a day-to-day
event. Because of this duality, inventory deployment and
management are illustrated in Figure 2 between the planning/
coordination and operational information flows.

        In production situations, manufacturing plans are derived
from logistical require-ments and typically result in inventory
deployment. The primary deliverable is a statement of time-
phased inventory requirements that drives master production
scheduling (MPS) and manufacturing requirements planning
(MRP). The deliver-able from manufacturing requirements is a
day-to-day production schedule that can be used to specify
material and component requirements.
Procurement requirements schedule material and components for
inbound ship-ment to support manufacturing requirements. In
retailing and wholesaling situa-tions, procurement involves
maintaining product supplies. In manufacturing situ-ations,
purchasing must facilitate inbound materials and component
parts from suppliers. Regardless of the situation, purchasing
coordinates decisions concerning supplier qualifications, degree
of desired speculation, third-party arrangements, and feasibility
of long-term contracting.
Forecasting utilizes historical data, current activity levels, and
planning as-sumptions to predict future activity levels. Logistical
forecasting is generally con-cerned with relatively short-term
predictions (i.e., less than ninety days). The forecasts predict
periodic (usually monthly or weekly) sales levels for each
product, forming the basis of logistics requirement and
operating plans.
The overall purpose of information planning/coordination
flow is to integrate specific activities within a firm and to
facilitate overall integrated performance. Unless a high level of
coordination is achieved, the potential exists for operating
inefficiencies and excessive inventory. Planning/coordination is
illustrated in the health care business by the sidebar discussing
how hospitals use information to improve efficiency and
customer service.
Operational Requirements The second aspect of information
requirements is concerned with directing operations to receive,
process, and ship inventory as required supporting customer
and purchasing orders. Operational information require-ments
deal with (1) order management, (2) order processing, (3)
distribution op-erations, (4) inventory management, (5)
transportation and shipping, and (6) pro-curement.

H ospita l’s Cure for Inefficiency

Dr. James 1. Cimino had a problem. To find out if his patient’s
confusion was a sign of neurological disease, Cimino needed to test the
man’s spinal fluid. But sched-uling a visit to Columbia Presbyterian
Hospital’s busy neurology unit was difficult. So he made a note in his
computer: Order a spinal tap the next time the patient’s chronic heart
condition brought him to the New York city hospital’s emergency room.

Two weeks later, the patient was there. And yes, having read Cimino’s
note-which was stored with the patient’s ‘records in the hospital’s computer
system-doctors did the spinal tap.

The case exemplifies how reengineering hospitals with sophisticated
computer networks can help cure one of medicine’s worst ills-inefficiency.
“Up to 40% of all hospital costs are related to the generation and storage
of information, so it makes sense that information technology can improve
efficiency,” says Dr. William M. Tierney of Wishard Memorial
Hospital in India-napolis.

Wishard now requires doctors to order all drugs and treatments for
patients via computer. The system then automatically warns of potential
problems, such as al-lergic reactions or duplicated tests. Doctors tend to
make fewer mistakes and order fewer tests. The result: costs per patient
are $900 less. “To stay competitive,” concludes Tierney, “doctors really
have to get into the electronic medium.”

Order management refers to the transmission of requirement
information be-tween value chain members involved in
finished product distribution. The primary activity of order
management is accurate entry and qualification of customer
orders. This transfer of requirements between value chain
participants is typically achieved by phone, mail, facsimile (fax),
or electronic data interchange. The impact of information
technology on order management is extensive. The availability
of low-cost information transfer has revolutionized the order
management process.
Order processing allocates inventory and assigns responsibility
to satisfy cus-tomer requirements. The traditional approach has
been to assign available inventory or planned manufacturing to
customers according to predetermined priorities. In technology-
rich order processing systems, two-way communication linkage
be maintained with customers to generate a negotiated order
that satisfies customers within the constraints of planned
logistical operations.
Distribution operations involve information flows required to
facilitate and coordinate performance within logistics facilities.
The primary purpose of a logis-tical facility is to provide
material or product assortments to satisfy order require-ments.
Emphasis is placed on scheduled availability of the desired
assortment with minimal duplication and redundant work
effort. The key to distribution operations is to store and handle
specific inventory as little as possible while still meeting
customer order requirements.
Inventory management is concerned with using information to
implement the logistics plan as specified. Using a combination
of human resources and information technology, inventory is
deployed and then managed to satisfy planned require-ments.
The work of inventory management is to make sure that the
overall logistical system has appropriate resources to perform as
planned.
Transportation and shipping information directs the movement
of inventory. To achieve efficiency, it is important to consolidate
orders so ‘to fully utilize trans-portation capacity. It is also
necessary to ensure that the required transportation equipment
is available when needed. Finally, because ownership transfer
often results from transportation, supporting documentation is
required.
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Procurement is concerned with the information necessary to
complete purchase order preparation, modification, and release
while ensuring overall supplier com-pliance. In many ways
information related to procurement is similar to that involved
in order processing. Both forms of information exchange serve
to facilitate oper-ations that link a firm with its customers and
suppliers. The primary difference between procurement and
order processing is the type of operation that results from
requirements transfer.
The overall purpose of operational information is to provide
the detailed data required for integrated performance of physical
distribution, manufacturing support, and procurement
operations. Whereas planning/coordination flows provide
infor-mation concerning planned activities, operational require-
ments are needed to direct the day-to-day logistics work. Within
the context of information and inventory flows, the managers
within an enterprise must achieve some specific objectives to
fully exploit logistical competency. The operating objectives of
integrated logistics  are discussed in previous chapter.

Barriers to Internal Integration
Organizations do not implement internal logistics integration
in a vacuum. It is important to recognize obstacles, or barriers,
that often serve to inhibit internal process integration. Integra-
tion barriers originate in traditional practices related to
organization structure; measurement systems, inventory
ownership, information technology, and knowledge transfer
capability. Each potential barrier is discussed below

Organization Structure
The traditional organization structure for conducting business
prevents any cross-functional process from being implemented.
Most traditional organizations are structured to divide authority
and responsibility according to functional work. In essence,
both structure and budget closely follow the work to be
performed. The traditional practice is to assemble all persons
related to performing specific work into a functional department
such as inventory control, warehousing operations, or transpor-
tation. Each of these organizations becomes concerned with
achieving its own functional excellence. Since the goal of
integration is cooperation among functional areas, the formal
organizational structure can hinder success. Popular terms to
describe traditional functions are the sandbox or silo mentality. In
part, this managerial preoccupation with function is caused by
the fact that most man-agers are rewarded for achieving
functional excellence. The general belief that prevailed was that
functions, excellently executed, would combine to create overall
superior performance. Successful integration of a process such
as logistics requires managers to look beyond their organiza-
tional structure and facilitate cross-func-tional coordination.
This mayor may not be best accomplished by creating a new
organization structure. However, regardless of whether the
organization structure is realigned, significant modification of
how an organization deals with cross-functional matters is
essential for successful process integration.

Measurement Systems
Traditional measurement systems have also made cross-
functional coordination difficult. Most measurement systems
mirror organization structure. To successfully facilitate integra-

tion of logistics functions, a new scorecard must be developed.
Managers must be encouraged to view their specific functions as
part of a process rather than as stand-alone activities. Managers
may, at times, have to assume increased costs within their
functional area for the sake of lower costs throughout the
process. Unless a measurement system is created that does not
penalize man-agers, logistical integration will be more theory
than practice.

Inventory Ownership
It is a fact that inventory can help a specific function achieve its
mission. The traditional approach to inventory ownership is to
maintain adequate supply to gain comfort and protect against
demand and operational uncertainty. The availability of
inventory, for example, can support long manufacturer runs
resulting in maxi-mum economy of scale. Forward commit-
ment of inventory to local markets can also serve to facilitate
sales. While such practices create benefits, they have a related
cost. The critical issue is the cost-benefit relationship and the
risks related to incorrectly located or obsolete inventory.

Information Technology
Information technology is the key resource to achieve integra-
tion. However, similar to performance measurement,
information system applications tend to be designed along
organization lines. Many databases are limited to specific
functions and are not easily accessed on a cross-functional basis.
The need to share information has resulted in the development
of data warehouses that exist for the sole purpose of sharing
information between systems. Until schemes are developed to
transfer information, the existing applications can serve as a
barrier to process integration because critical data cannot be
readily shared.

Knowledge Transfer Capability
Knowledge is power in most business situations. An addi-
tional barrier to integration is limitation in the ability to share
experience. Failure to transfer information or knowledge
containment tends to foster the functional orientation by
developing a workforce composed of specialists. The failure to
transfer knowledge can also create a barrier to continued
integration when an experienced employee retires or for some
other reason leaves the firm. In many cases, replacement
personnel are not available to “learn” from the experienced
worker. The more serious situation is a failure of many firms to
develop procedures and systems for transferring cross func-
tional knowledge. Process work often involves many employees
and is not limited to any specific functional area. Transfer of this
type of knowledge and experience is difficult to standardize

Questions for Self-analyzation
 Q1 Describe the concept of value-added inventory flow. How

are the costs of logistics related to the  value-added flow?
 Q2 Illustrate a common trade-off that occurs between basic

work areas of logistics.
 Q3 Illustrate from your experience an example where failure to

perform on an integrated basis has resulted  in service
failure.
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Q4 Discuss and elaborate on the following statement: “The
selection of a superior location network can  create substantial
competitive advantage.”
Q5 How does the “quest for quality” affect logistical opera-
tions? Do concepts such as “total quality” have  relevancy when
applied to logistics?
Q6 Describe the fundamental similarities and differences
between procurement, manufac-turing support, and physical
distribution performance cycles as they relate to logistical
control.
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Logistics contributes to an organization’s success by providing
customers with timely and accurate product delivery. The key
question is, who is the customer? For logistics, the customer is
any delivery destination. Typical destinations range from
consumers’ homes to retail and wholesale businesses to the
receiving docks of a firm’s manufacturing plants and ware-
houses. In some cases, the customer is a different organization
or individual who is taking ownership of the product or service
being delivered. In many other situations, the customer is a
different facility of the same firm or a business partner at some
other location in the supply chain.
Regardless of the motivation and delivery purpose, the
customer being serviced is the focal point and driving force in
establishing logistical performance require-ments. It is impor-
tant to fully understand customer service deliverables when
establishing logistical strategy. This chapter details the nature of
customer service and the development of facilitating strategies.
The first section of the chapter presents the fundamental
concepts that underlie customer-focused marketing,’ with
discussion of how logistics fits into a firm’s overall marketing
strategy. The notion of differentiation or segmentation of
logistics performance to satisfy unique customer requirements is
becoming increasingly popular. Most industries now have one
or more competitors that position logistical competency as their
main strategic resource. The initial section concludes with a
discussion of logistical support requirements across the product
life cycle. The primary purpose of the initial section is to
establish a marketing context as a background for defining and
subsequently discussing customer service.

LESSON 4: UNIT 2
CUSTOMER-FOCUSED MARKETING

1.  The Marketing Concept
Logistics as a Core Strategic Competency

Life-Cycle Planning Framework

2.  Customer Service Defined  Basic
     Service Capability

Availability

Operational Performance

Reliability

3.  Increasing Customer Expectations

4.  The Perfect Order

5.  Value-added Services
Customer-Focused Services

Promotion-Focused Services

Manufacturing-Focused Services

Time-Focused Services

Basic Service

The second section provides a working definition of customer
service. The definition becomes a framework for the next
section, which reviews the range of factors involved in basic
customer service competency. Basic customer service is defined
in terms of availability, performance, and reliability.
The sections that follow expand on the pressures impacting a
firm’s continued commitment to high-quality basic customer
service. They highlight the reality that customer expectations are
always changing: in fact, across the board, customers’ are
becoming more demanding. As such, the concept of a shrink-
ing service window is presented. This notion that precise
operational performance is becoming the prevailing expectation
is further highlighted in a discussion of the perfect order.
Finally, the chapter moves beyond basic service and introduces
the concept of matching value-added services to unique
customer requirements. The text discusses the selective deploy-
ment of value-added services and makes the fundamental point
that outsourcing, the performance of such services by highly
specialized firms, is becoming popular. The final section
illustrates the dynamics involved in moving a business relation-
ship from customer service to satisfaction and beyond.

Customer-focused Marketing
The logical starting point is to understand how logistical
competency contributes to marketing performance. Firms
guided by market opportunity, view satisfying customer
requirements as the motivation behind all activities. The
objective of marketing initiatives is to penetrate specific markets
and generate profitable trans-actions. This posture, often
referred to as the marketing concept, emerged as part of the
post-World War II shift from seller- to buyer-dominated
markets. In this section attention is directed to three fundamen-
tal concepts. First, the essence of a marketing orientation to
business planning is developed. Next, the increased atten-tion
to developing logistics as a core competency is discussed. This
notion of treating logistical competency as a strategic resource is
critical to customer service planning. Finally, the changing nature
of most desired logistics practice is examined in terms of
product life-cycle requirements. It is important to understand
that logistical performance should be modified over time to
accommodate changing marketing requirements. The box in
italics on 7-Eleven Japan illustrates an application of customer-
focused marketing.

Marketing Concept
The marketing concept advocates the identification of specific
customer needs and then responds to those needs by focusing
available resources to uniquely satisfy those customer require-
ments. The fundamental idea is that the greatest success will
result when all work-related activities contribute to meeting
customer expectations. The marketing concept builds on three
fundamental ideas: customer needs are more basic than
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products or services, products and services become meaningful
only when available and positioned from the customer’s
perspective, and volume is secondary to profit. Logistical
competency fits into the marketing success equation because of
the way it affects each of these fundamental ideas.

Philosophy of  Management-japanese
Style
In May 1974, Ito-Yokado Company opened its first 7-EIeven
store in Japan after having bought franchise rights from the
Southland Corporation. Ito- Yokado is Japan’s most profitable
retailer and has managed to hold that title in part due to the
unique customer service philosophy maintained at 7-Eleven. In
fact, as the suc-cess of 7-Eleven grew and it became Japan’s
largest convenience store chain, Ito- Yokado paid $430 million
for 70 percent of the United States company in 1990.
The philosophy of management rests on one simple idea:
President Toshifumi Suzuki will not “sell what he wouldn’t eat.”
Consequently, three times each week, Suzuki and other top
managers meet for a lunch con-sisting of the products potentially
carried at 7-Eleven. These products range from instant noodles to
prepack-aged sandwiches to boiled octopus. Any products that
are stale or lack good taste are not carried. Suzuki does not stop
here. Random spot-checks for product freshness are conducted in
the stores as well by a team of 200 full-time testers.
This customer-oriented philosophy is backed up by logistical
capability. Japan’s 7-EIeven has one of the most sophisticated
product tracking systems in the world. The $200 million system
regulates inventory levels and also tracks customer preference.
The clerks help in this process by keying in customer attributes
such as sex and approximate age for every purchase. These
orders are transmitted instantaneously to distri-bution centers
and manufacturers to monitor buying trends constantly.
Manufacturers use point-of-sale data not only to schedule their
own production facilities but also to drive new product
innovations. Inventory is held to a minimum and any slow-
moving items are discon-tinued. Shelf space is closely
monitored and allocated to meet local preferences.
Suzuki’s ideas are paying off. 7-Eleven Japan is able to capture a
42 percent 0perating margin and is esti-mated to have pretax
profits of $680 million on sales of $1.44 billion this year. With
its 1990 purchase, 7-Eleven Japan is making a move to test its
state-of-the-art technology and customer focus in the United
States as well. Test stores are currently being pursued in Austin,
Detroit, and Reno. This test includes the logistical challenge of
daily delivery of fresh goods. Preliminary results show a 10
percent increase in sales.
The belief that customer requirements are more basic than
products or services places a priority on fully understanding
what drives market opportunities. The key is to understand and
develop the combination of products and services that will
satisfy customers. For example, if customers will be satisfied
given three choices of different colored appliances, it makes little
sense to offer six colors. It also makes little sense to try to
market only white appliances if color selection is important from
a customer’s perspective. The basic idea is to develop sufficient
insight into basic needs so that products and services can be
matched to these opportunities. Successful marketing begins

with an in-depth study of customers to identify product and
service opportunities. If these opportunities can be economi-
cally satisfied, then the potential exists to develop a business
relationship: customer needs are more basic than products.
For marketing to be successful, products and services must be
available to customers. In other words, customers must be
readily able to obtain the products they desire. To facilitate
purchase action, a selling firm’s resources need to be focused on
customers and product positioning.
Four economic utilities add product or service value to customers:
form, possession, time, and place.

• The product’s form is, for the most part, generated during
the manufacturing process. For example, form utility results
from the assembly of parts and components for an
automobile. In the case of services, the composite of
activities required to create and deliver a satisfactory customer
package constitutes form utility. In the case of a haircut,
form utility is achieved when activities-such as
shampoo, cut, and styling-are com-pleted.

• Marketing creates possession by informing potential customers
of product/ service availability and by enabling ownership
exchange. Thus, marketing serves to identify and convey the
physical and behavioral attributes of a product or service and
to develop mechanisms for buyer-seller transaction.

• Logistics is expected to provide the balance of the value
equation-time and place requirements. Essen-tially, this
means that logistics must ensure the product or service is
available when and where desired by customers. In the case of
products, the achievement of time and place requires
significant effort and is expensive. In a service transaction,
the desired benefits are typically consumed while the service
is being performed. However, products are often required to
perform the service. During completion of a haircut,
shampoo and conditioner are consumed. Businesses-such
as travel agencies, dry cleaners, and even churches-require and
consume products while performing their respective services.

• Profitable transactions will materialize only if all four
essential utilities are combined in a timely manner, relevant
to customers.

The third fundamental aspect of marketing as a business
philosophy is the importance of stressing profitability as
contrasted to sales volume. An important dimension of success
is the degree of profitability resulting from accumulated
transactions, not the volume of units sold. Therefore, varia-
tions in all four basic utilities-form, possession, time, and
place-are justified if a particular customer or segment of
customers value and are willing to pay for the modification.
Going back to the appliance example, suppose cream, ivory, and
tan are the color options available, but a customer requests a
yellow refrigerator. If the customer is willing to pay extra for the
unique color option, then the request can and should be
accommodated, providing a positive contribution margin can
be achieved. Since markets typically consist of many different
segments, each of which has a unique set of requirements, the
challenge is to match product/service offering to the unique
needs of specific segments. Such segmental marketing should
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be driven by profit opportunity, not sales volume. The final
refinement of marketing strategy is based on an acknowledgment
that all specific aspects of a product/service offering are subject to
modification when justified on the basis of profitability

Logistics as a Core Strategic Competency
A basic but useful way to view integrated marketing is by taking
a marketing mix perspective. A marketing mix is a compilation
of activities designed to attract customers while simultaneously
achieving business objectives. The so-called four p’s-product/
service, promotion, price, and place-constitute a generic
marketing mix. The key to formulating an effective mix strategy
is to integrate resources committed to these activities into an
effort that maximizes customer impact. As noted earlier,
logistics is the process that satisfies the broad requirements of
time and place utility. In short, logistics ensures that customer
requirements involved in timing and location of inventory and
other related services are satisfactorily per-formed. Thus, the
output of logistical performance is customer service.
The impact of logistics on customers need not be passive.
Alternative methods of delivery are available to achieve signifi-
cantly different levels of inventory avail-ability and lead times as
desired throughout the supply chain.
Logistical compe-tency is a tangible way to attract customers that
place a premium on time- and place-related performance. For
other customers, the critical dimensions of an overall marketing
effort could be promotion or price. Regardless of the marketing
mix emphasis, logistical performance is an integral part of all
strategies because no ownership transfer can occur without
fulfilling time and place requirements. However, selected
situations exist where logistics can form a core competency that
is difficult to duplicate.
Perhaps the leading example of how two firms joined forces to
exploit logistics as a business strategy is the Procter & Gamble
Wal-Mart success story. Senior management at both firms was
able to envision a new way of conducting business that has
served as the impetus for rewriting the “best practice” hand-
books. While the results of their cooperative alliance are truly
impressive, the fact remains that both firms separately devel-
oped extraordinary individual commitments to logistical
competency prior to striking their joint partnership. The
following quotes offer a glimpse of how the firms’ senior
management independently viewed logistical competency:
Distribution and transportation have been so successful at Wal-
Mart because senior management views this part of the
company as a competitive advantage, not as some afterthought
or necessary evil. And they support it with capital investment. A
lot of companies don’t want to spend any money on distribu-
tion unless they have to. Ours spends because we continually
demonstrate that it lowers our costs. This is a very important
strategic point in understanding Wal-Mart.
(Joe Hardin Vice President Logistics & Personnel, Wal-mart)
I have the growing conviction that the product supply concep-
tion is perhaps the single most important thing that can
influence our profit performance over the next several years.
(JOHN SMALE, Retired Chairman, PROCTER & GAMBLE)

Whereas logistics is not the only capability that contributes to
overall success, it is fundamental to servicing customers. At this
point it is important to understand that how logistics compe-
tency plays out in a competitive situation depends on its fit to
the marketing initiatives of a firm. These initiatives illustrate the
dimensions of customer service requirements. In a typical
marketing situation, the desired customer service performance
changes over time. To plan marketing strategy in a dynamic
context, managers often use life-cycle modeling. A brief review
of product life-cycle dynamics will serve to illustrate how
logistical cus-tomer service requirements related to a specific
product/segment situation will change over time. The product
life-cycle structure offers a useful framework for viewing the
dynamics associated with customer service requirements
planning.

Life-Cycle Planning Framework
From the discussion thus far, it should be clear that logistics can
be positioned to provide far more than passive support for
marketing. The inventory availability and customer response
time of a firm’s service program should vary, depending on the
market opportunity and competitive situation confronted. The
need for viewing logistical requirements across time can be
illustrated using the product life-cycle framework.4 The product
life-cycle framework illustrates the competitive conditions a firm
typically experiences during the market life of a product.5
Figure 1 illustrates four stages of the product life cycle: introduc-
tion, growth, saturation-maturity, and obsolescence-decline.
Detailed discussion of all market-ing-related issues confronted
in each life-cycle stage is beyond the scope of this book.
However, this section will show how the firm’s marketing mix
should be modified to accommodate the customer require-
ments at each stage. Emphasis will be placed on the changing
nature of logistical requirements across the life cycle.

Introduction
During the introduction stage of a new product, high product
availability and logistical flexibility are required. Since the primary
objective of introduction is to gain a market foothold, having
inventory available to customers is critical. The planning of
logistical support for new products must also enable a firm to
provide rapid and consistent replenishment. The fact that no
reliable move-ment history is available and that forecasts are, at
best, projection means that replenishment plans need to be
contingency-based. Typically, a high degree of advertising and
promotion is required during the introductory stage as potential
customers are informed of a product’s attributes and persuaded
to make initial purchases. For example, a retail chain may agree
to stock a new product on a trial basis but only if it is accompa-
nied by a trade promotional discount or slotting allowance.
 If the product gains customer acceptance. rapid inventory
replenishment will be required. Inventory shortages or erratic
delivery during this critical time could dilute the marketing
strategy. If the product fails to gain customer acceptance, there is
a high probability that this will occur during product introduc-
tion. Thus, logistics plays a prominent role in the integrated
marketing effort. Since market position is not secure, shipment
sizes tend to be small and order frequency erratic as firms and
their customers hedge against the possibility of ending up with
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poten-tially unsalable merchandise. Because of these characteris-
tics the logistical costs typical of introductory service are high.
In the past, most growth came from line expansion of existing
products or acquisition of brands from other firms. In contrast,
future growth is projected to be highly dependent on new-
product development. This changing emphasis toward new
products is important to logistics for three reasons.
First, greater emphasis on new-product development means
that future logistical systems must be designed to accommodate
a wider variation in product lines and associated stocking units.
Special handling, transportation, and packaging require-ments
will increase as the product line expands, requiring greater
system flexibility. Should the expanded product line require
special equipment, such as refrigerated trucks or rail tank cars,
the task of logistics becomes even more complex.
A second consideration is an increased need to service many
different markets through multiple channels. As markets
expand, products typically become more specialized and are sold
to a smaller group of customers. To reach these specialized
markets, it typically means that customers must be serviced
through multiple marketing channels. The result may be
fragmentation of product volume across these expanded
channels, resulting in less opportunity to consolidate logistical
volume for cost control.
A final implication of increased new-product introduction is the
fact that mar-keting is far from an exact science. As noted earlier,
development requires an interpretation of customer needs. In
addition, the potential product must be devel-oped and
associated attributes communicated into an end-use context to
inform and persuade potential buyers. More than half of all
new products introduced do not enjoy sufficient longevity in
the marketplace to recover their development costs.? From a
logistical viewpoint, it is difficult to project which products will
be winners and which will lose. Extreme care must be taken not
to increase risk and influence product failure by being unable to
logistically support the product during introduction. On the
other hand, inventory stockpiling and logistics in anticipation
of sales that never materialize can be extremely expensive. As
such, new-product logistics is a balancing act between providing
sufficient logistics and avoiding too much support or commit-
ment during new-product introduction.

Growth
At the growth stage of the life cycle, the product achieves a
degree of market acceptance and sales become somewhat more
predictable. Logistical emphasis typically shifts from a need to
service at any cost to a more balanced service/cost performance.
Customer service commitments are typically planned to achieve
profit projections. The key is to achieve break-even volume as
soon as possible and then expand market coverage. Since
products are gaining increased customer acceptance, the potential
exists to achieve a high level of profitable transactions during
the growth stage. Market penetration is expanding at an in-
creasing rate. Terms and conditions of sale are typically adjusted
to reflect volume discounts and promotional commitments
made to encourage maximum efficiency.

During the growth stage, the marketing challenge is to sell into
growing demand. An enterprise at this stage of the growth cycle
has maximum opportunity to design logistical operations to
help leverage profits. The marketing situation is one that
requires few, if any, special logistics services. Channels for
successful marketing are relatively simple and clearly defined. For
example, the product is typically sold only through limited and
traditional distributors. These conventional outlets sell the
product at an increasing volume offering maximum opportu-
nity for achieving logistical economies of scale.
The appropriate level of customer service to logistically support
market growth is a complex question. Operating capacity to
provide high levels of product avail-ability along with rapid and
consistent response to customer orders is cost]y. Thefollowing
section on basic customer service will provide evidence that the
cost of escalating the customer service level increases at a far
faster rate than the level of actual performance achieved.
Therefore, enterprises offering very high levels of customer
service can expect to confront high total logistics costs.
Failure on the part of managers to appreciate the relationship
of service com-mitment and its cost-revenue impact can result
in creating unrealistic customer expectations. Given current
logistics technology, almost any level of service is possible if a
firm is willing to pay the price. In fact, many firms make a
service commitment that exceeds requirements for successful
marketing. The key is to make such commitments by strategic
design-not by accident. The basic customer service commitment
or platform is discussed in subsequent sections of this chapter.
At this point it is important to stress that a firm’s basic
customer service commit-ment to support a product is
formulated during the relative business prosperity of the
growth stage of the product life cycle.

Saturation-Maturity
The saturation-maturity stage is characterized by in-tense
competition. A successful product typically generates competi-
tion from a variety of substitutes. In response, price and service
adjustments become a standard strategic accommodation.
Logistical performance during the saturation stage typi-cally
becomes highly selective. Competitors adjust their basic service
commitment and offer unique value-added service in an effort
to create loyalty among major customers. Increased expendi-
tures may be allocated to logistical performance to ensure
exceptional service to key customers.
In mature marketing situations traditional channels become
blurred and complex. For example, retailers sell wholesale,
wholesalers sell retail, hardware stores sell clothing, department
stores sell food, food stores sell appliances, and discount and
warehouse clubs sell everything. The resultant structure of
marketing arrangements is often referred to as scrambled
merchandising.
Scrambled merchandising repositions business relationships.
Finished goods often move to a retailer through multiple
logistics arrangements provided by whole-salers, distributors,
jobbers, assemblers, and even direct from manufacturers. In
some cases, goods bypass conventional retailers altogether and
move directly to consumer homes. These changing patterns of
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shipment require substantial accom-modation by logistical
support systems.
To accommodate multiple-channel logistics during life-cycle
maturity, many manufacturers and retailers establish distribu-
tion warehouses. The purpose of es-tablishing a warehouse
network is to be able to satisfy the service requirements of
many different channels. The simple task of delivering manu-
facturing output di-rectly to a few customer destinations is
replaced by a variety of alternative distri-bution capabilities
matched to specific customer requirements. Under multichannel
logistics less volume is delivered to anyone location, and special
services are performed for specific customers. The typical result
is higher per-unit logistics costs. The competitive conditions of
maturity increase the complexity of logistics and reinforce the
need for operational flexibility.

Obsolescence-Decline
The great prosperity of growth and saturation-maturity ends
when a product enters the obsolescence-decline stage. When a
product is dying, management is balancing the alternatives of
product closeout or restricted continued distribution. Logistical
performance must be positioned to support on-going business
without taking excessive risk in the event that a product must
be eliminated. Thus, minimum risk becomes a more important
goal than achieving the lowest per-unit cost of logistics.
The product life cycle, while somewhat abstract and oversimpli-
fied, illustrates the typical range of basic logistical strategies
needed to accommodate service requirements over time. No
“must do” rules exist. Logistical performance, like all other
elements of the marketing mix, needs to be strategically
adjusted to the market and competitive situation. The level and
nature of logistical support change across the life cycle. In
general, new-product introductions require high levels of
logistical performance and flexibility to accommodate rapid
changes in volume projections. This emphasis typically shifts
toward service/cost rationalization dur-ing the growth and
saturation-maturity stages of the life cycle. I the obsolescence-
decline stage a firm needs to position logistics to minimize risk.
In addition, a logistical system must be designed to maintain
flexibility and be capable of ad-justing to counter a competitive
activity at any specific point in time. This requires a clear
perspective of just what customer service is and how it should
be deployed.

Customer Service Defined
Marketing identifies the appropriate logistical performance. The
critical strategic issue is to determine the combination of
services and their desired format that will support and stimulate
profitable transactions.
Although most senior managers agree that customer service is
important, they find it difficult to explain exactly what it is and
does. Two interpretations commonly expressed are easy to do
business with and sensitive to customer needs. While such generaliza-
tions have appeal from a qualitative perspective, it is difficult to
interpret what “easy to do business with” means for firms that
deal with numerous custom-ers on a daily basis. To develop a
customer service strategy, it is necessary to develop a working
definition of customer service

LaLonde and Zinszer have researched various ways that
customer service can be viewed: (1) as an activity, (2) in terms of
performance levels, and (3) as a philosophy of management.
Viewing customer service as an activity suggests that it is capable
of being managed. Thinking of customer service in terms of
perform-ance levels has relevancy providing it can be accurately
measured. The notion of customer service as a philosophy of
management exemplifies the importance of customer-focused
marketing. All three dimensions are important to understand
what is involved in successful customer service.
A broad definition of customer service should embody
elements from all three perspectives.
LaLonde and his associates offer the following definition:
Customer service is a process for providing significant value-
added benefits to the supply chain in a cost-effective way.
It is clear that excellent customer service performance seems to
add value for all members of the supply chain. Thus, a
customer service program must identify and prioritize all
activities important to accomplish operating objectives. A
customer service program also needs to incorporate measures
for evaluating performance. Performance needs to be measured
in terms of goal attainment and relevancy. The critical question
in planning a customer service strategy remains, Does the cost
associated with achieving the specified service goals represent a
sound investment and, if so, for what customers? Finally, it is
possible to offer key customers something more than high-level
basic service. Extra service beyond the basics is typically referred
to as value-added. Value-added services, by definition, are unique
to specific customers and represent extensions over and above a
firm’s basic service program.

Basic Service Capability
Three fundamental dimensions of customer service are
identified: availability, performance, and reliability. These
attributes are now ‘discussed in greater detail. Numerous
research studies have examined the relative importance of the
three service attributes in different business situations. The
general conclu-sion is that all three aspects of service are
important. However, a given service attribute may be more or
less important depending on the specific marketing situation.

Availability
Availability is the capacity to have inventory when it is desired by
a customer. Availability can be achieved in a variety of ways. The
most common practice is to stock inventory in anticipation of
customer orders. The appropriate number, loca-tion, and
stocking policy of warehouses is one of the basic issues in
logistical system design. Typically an inventory stocking plan is
based on forecasted re-quirements and may incorporate
differential stocking strategies for specific items as a result of
sales popularity, importance of the specific item to the overall
product line, profitability, and the value of the merchandise.
Inventory can be classified into two groups: base stock deter-
mined by forecasted requirements and held to support basic
availability, and safety stock to cover demand that exceeds
forecasted volumes and to accommodate unexpected opera-
tional variances.
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The warehousing network deployed by specific firms selling to
the same types of customers can vary extensively. Johnson &
Johnson subsidiaries have tradition-ally favored a limited
network of three or four facilities to service the United States,
Nabisco Foods use in excess of ten facilities to support
customer logistical require-ments across the same geographical
area. As a rule, the larger the number of warehouse facilities in a
system, the greater the average inventory required to support a
given level of inventory availability.
An important aspect of availability is a firm’s safety stock policy.
Safety stock exists to accommodate forecast error and cushion
delivery delays during base stock replenishment. Generally, the
greater the. desire to protect against out-of-stocks, the larger the
safety stock required. Thus, high safety stock commitment
typically means larger average inventory. In high-variance
situations, safety stock can constitute greater than half of a
firm’s average inventory.
It should be clear that achieving high levels of consistent
inventory availability requires a great deal more planning than
allocating inventory to warehouses based on sales forecasts. In
fact, the key is to achieve high levels of inventory availability for
selected or core customers while holding overall investment in
stock and facilities at a minimum. Such exacting performance
requires total inte-gration of all logistical resources and clear
goals regarding availability commit-ments to specific customers.
Exacting programs of inventory availability are not conceived or
managed on “the average.” Therefore, availability is based on
the following three performance measures: stockout frequency,
fill rate, and orders shipped complete. These three measures
determine a firm’s ability to meet specific customer inventory
requirements.

Stockout Frequency
Stockout frequency is the probability that a stockout will occur.
In other words, this measure indicates if a product is available
to ship to customers. A stockout occurs when demand exceeds
product availability. The stockout frequency is a measure of how
many times demand for a specific product exceeds availability.
The aggregation of all stockouts across all products is an
indication of how well a firm is positioned to provide basic
service commitments. This measures does not consider the fact
that some products may be more critical in terms of availability
than others. However, stockout frequency is a starting point in
measuring inventory availability.

Fill Rate
Fill rate measures the magnitude or impact of stockouts over
time. Just because a product is out of stock does not necessarily
mean that a customer requirement is going unsatisfied. Before a
stockout affects service performance, it is necessary to confront a
customer requirement. Then it becomes important to identify
that the product is not available and to determine how many
units the customer wanted. Fill rate performance is typically
specified in customer service objectives. By measuring the
magnitude of stockouts, a firm’s track record in meeting
customer requirements can be determined. For example, if a
customer orders 50 units and only 47 units are available, the
order fill rate is 94 percent (47/50). To effectively measure fill
rate, the typical procedure is to evaluate per-formance over a

specified time that includes multiple customer orders. Thus, fill
rate performance can be calculated for a specific customer or for
any combination of customers or business segment desired.
Fill rate can also be used to differentiate the level of service to be
offered on specific products. In the earlier example, if all 50
products were critical, an order fill rate of 94 percent could result
in a stockout in the customer’s operation and create considerable
dissatisfaction. However, if most of the 50 products were
relatively slow movers, a fill rate of 94 percent could be satisfac-
tory. The customer may accept a back-order or even be willing to
reorder the short items. A firm can
identify products that are critical and should have higher fill rates
on the basis of customer requirements. Fill rate strategies can
then be developed to meet customer expectations.
Stockout frequency and fill rate both depend on customer order
practices. For example, if a firm places frequent replenishment
orders for small quantities, the probability of stockout fre-
quency will increase as a result of shipment variability. In other
words, each replenishment order represents an equal chance for
a delivery delay. Thus, as the number of orders that impact
safety stock increases, more stockouts will occur. On the other
hand, if a firm places fewer large replenishment orders, the
potential stockout frequency will be less and the expected fill rate
will be higher.

Orders Shipped Complete
Orders shipped complete is a measure of the times that a firm
has all the inventory ordered by a customer. It is the strictest
measure since it views full availability as the standard of
acceptable performance. Orders shipped complete establishes
the potential times that customers will receive perfect orders,
providing all other aspects of performance have zero defects.
These three availability measures combine to identify the extent
to which a firm’s inventory strategy is meeting customer
expectations. They also form the basis to evaluate the appropri-
ate level of availability to incorporate in a firm’s basic service
platform.

Operational Performance
The performance cycle was posi-tioned as the operational
structure of logistics. Mission, type of customer being serviced,
differentiated performance cycles and the degree of operational
variance experienced over time. Operational measures specify the
ex-pected performance cycle in terms of (1) speed, (2) consis-
tency, (3) flexibility, and (4) malfunction/recovery. Operational
performance involves logistical commitment to expected
performance time and acceptable variance.
Speed Performance-cycle speed is the elapsed time from when
an order is placed until shipment arrival. Such commitment
must be viewed from a customer’s perspective. The time
required for performance-cycle completion can be very dif-ferent
depending on logistical system design. Given today’s high level
of com-munication and transportation technology, order cycles
can be as short as a few hours or as long as several weeks.
Of course, the highest commitment to both inventory availability
and operational speed is customer inventory consignment. In
consignment arrangements, the prod-uct is inventoried at a
customer’s business establishment in anticipation of need. While
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consignment may be ideal from a customer’s perspective, it can
be an expensive way for a supplier to do business. Consign-
ment arrangements are typi-cally limited to critical items that can
result in significant loss in efficiency or effectiveness if they are
not available exactly when required, such as machine parts and
emergency medical supplies. Typical consignment situations are
found in business-to-business marketing and the health care
industry. The decision for a supplier to consign as contrasted to
a customer holding safety stock is often a reflection of the
relative power in a business relationship.
The more typical business arrangement is for a supplier’s
delivery commitment to be based on customers’ expectations in
terms of performance-cycle speed. In critical situations, service
can be performed in a few hours by special delivery from a local
warehouse or on an overnight basis using highly reliable
transportation services. Usually, the business relationship is
formed around performance-cycle expectations that facilitate
efficient logistical operations while meeting customer require-
ments. In order words, not all customers need or want
maximum speed if it results in an increase in price or effective
logistics cost.
Performance-cycle timing has a direct relationship to inventory
requirements. Typically, the faster the planned performance, the
lower the level of inventory investment required by customers.
This relationship between performance time and customer
inventory investment is at the heart of time-based logistics
arrange-ments reliability

Consistency
While speed of service is critical, most logistical managers place
greater emphasis on consistency. Consistency refers to a firm’s
ability to perform at the expected delivery time over a large
number of performance cycles. Failure to be consistent trans-
lates directly into customers needing to carry extra safety stock to
protect against possible late delivery. Whereas availability is
concerned with the ability to ship products when required and
performance-cycle speed is concerned with the commitment to
complete all work requirements necessary to deliver specific
orders at a prescribed time, consistency deals with compliance to
delivery commitments over time. The issue of consistency is
fundamental to logis-tical operations.

Flexibility
Operational flexibility refers to a firm’s ability to handle extraor-
dinary customer service requests. A firm’s logistical competency is
directly related to how well unexpected circumstances are handled.
Typical events requiring flex-ible operations are
1 Modifications in basic service arrangements such as one-time

changes in ship-to destinations
2 Support of unique sales and marketing programs
3 New-product introductions
4 Product phaseout
5 Disruption in supply
6 Product recall
7 Customization of service levels for specific markets or

customers

8 Product modification or customization performed while in
the logistics system,such as pricing, mixing; or packaging. In
many ways the essence of logistical excellence rests in the
ability to be flexible. As a rule, a firm’s overall logistical
competency depends on the capability to “go the extra yard”
when appropriate to satisfy a key customer requirement.
Picker International illustrates logistical flexibility in the box
provided.

Flexibility For Life
Picker International manufactures magnetic resonance imaging
(MRI) equipment, CAT scanners, X-ray equip-ment, and nuclear
medical systems. The distribution of such equipment requires
that Picker maintain high flex-ibility and speed in delivery,
especially in emergency shipments. Picker sees its most critical
type of shipmentoccurring when a machine is out of service, a
patient is waiting, and a hospital is unable to perform the neces-
sary diagnostic evaluations. Picker’s logistics team hasdeveloped
a three-pronged approach to the problem de-pending on the
urgency of thesituation. In other words, the method used
depends on whether the hospital has an alternative means to
perform diagnosis.
  If the situation is extremely critical, the parts or equipment can
be driven to the hospital within one to two hours from one of
Picker’s sixteen third-party sup-port banks located throughout
the country. If slightly more time is available, Picker can have the
necessary equipment delivered to thehospital within four or five
hours by having a courier take the needed parts or equipment to
the airport and fly it next-flight-out for delivery to the site.
Finally, if the hospital can wait a day, Picker can deliver the parts
overnight via its air carrier  partners.
Picker’s logistics team has realized that if their prod-ucts do not
reach the customer intime, it could mean loss of life. By
maintaining logistical flexibility, Picker not onlyis able to provide
a high level of service to its customer, the hospital, but also is
able to serve the needs of the hospital’s customers, the patient.
Based on Perry A. Trunick, Helen L. Richardson,
and’Thomas Andel, “Logistics

Excellence Is Its Own Reward,” Transporta-tion and Distribu-
tion. 33:9, September   1992, p. 52.

Malfunction/Recovery
Regardless of how fine-tuned a firm’s logistical op-eration is,
malfunctions will occur. The continuous performance of service
require-ments under all types of operational situations is a
difficult task. Sometimes, programs can be established to
prevent or accommodate special situations, thereby preventing
malfunction. As will be discussed later, such extraordinary
commit-ments must be reserved for justifiable situations. In
terms of the basic service program, the key is to anticipate that
mulfunctions or service breakdowns will occur and to have in
place contingency plans to accomplish recovery. Thus, the basic
service program guarantees a high level of service with the
realization that no program is fail-safe. When service failures
occur, the customer service program should have contingency
plans that identify expected recovery and measure com-pliance.
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Logistics quality is all about reliability. A fundamental quality
issue in logistics is the ability to comply to levels of planned
inventory availability and operational performance. Beyond
service standards, quality compliance involves a capability and
willingness to rapidly provide accurate customer information
regarding logis-tical operations and order status. Research
indicates that the ability of a firm to provide accurate informa-
tion is one of the most significant measures of customer
service competency. Increasingly, customers indicate that
advanced information concerning the contents and timing of an
order is more critical than complete order fulfillment. Custom-
ers detest surprises! More often than not, customers can adjust
to a stockout or late delivery situation if they receive advanced
notification.
In addition to service reliance, a major part of service quality is
continuous improvement. Logistical managers, similar to other
managers within the firm, are concerned with meeting opera-
tional objectives with as few malfunctions as possi-ble. One way
to achieve these objectives is to learn from malfunctions and
improve the operating system to prevent reoccurrence.
The key to achieving logistical quality is measurement. Inventory
availability and operational performance are critical in the eyes of
customers. However, high-level performance can be maintained
only by exacting measurement of achieve-ments and failures.
Three aspects of measuring service quality are important:.
Variables, units, and base.
Increasing Customer Expectations
An important consideration in determining a firm’s basic service
program rests on understanding customer expectations. In
almost every industry one or more firms use logistics as a core
strategy to gain customer loyalty. These firms commit resources
to achieve high levels of basic service competency that are
difficult for competitors to duplicate. The result is a form of
competition that is forged in a “catch me if you can” approach
to logistical operations that tends to increase overall customer
expectations.The phenomenon of escalating customer expecta-
tions is illustrated by what is often referred to as the shrinking
service window. Most industries have traditionally had an explicit
or implied service level that was generally accepted as satisfactory
or adequate. If a firm wanted to be a serious competitor in an
industry, it was expected that it would achieve the minimum
industry service expectations. For example, in the 1970s a
performance cycle of seven to ten days with an inventory fill rate
of 92 percent was generally acceptable performance for grocery
manufac-turers. By the early 1980s expectations escalated to
order delivery within a five-to seven-day window with acceptable
minimum fill rate increasing to 95 percent. Today’s minimal
service expectations are closer to a three- to five-day delivery and
fill rates approaching 98 percent. As illustrated in Figure below
the shrinking service window identifies a clear trend toward
performance at a higher level and at a faster pace.

 100%

   90%   2 days                                                        10 days

Shrinking Service Window

In actual practices, when a firm places a purchase order that
specifies an exact delivery requirement or appointment in terms
of time and location, it is clear that the traditional concept of an
acceptable service window is instantaneously trans-formed to a
point in time. If the customer’s expectation is that suppliers will
provide 100 percent inventory availability in a timely, error-free
manner, then the service commitment is for perfect order
performance.

The Perfect Order
The ultimate in logistics quality is to do everything right and do it
right the first time. The notion of the perfect order is that desired
customer service capability, in terms of availability and operational
performance, should be synchronized to achieve target service
goals each and every time. The order should also be complete in
terms of all aspects of service from order receipt to delivery
coupled with error-free invoicing. In other words, the total order
cycle performance must be orches-trated with zero defects. This
means that availability and operational performance must be
perfectly executed and that all support activities, such as invoice
accuracy and appropriate product presentation, must be com-
pleted exactly as promised to the customer. In many ways the
concept of a perfect order is the logical extension of quality. Such
service performance is possible given today’s technology-but it is
expensive. Therefore, few firms commit to zero defects as a basic
service strategy offered across the board to all customers. The
point is that such high-level per-formance is a strategic option
and it can be committed to on a selective basis.
In terms of resources committed, zero defect performance
typically cannot be supported solely by virtue of inventory
commitment and positioning. Extremely high fill rates typically
require high inventory commitments to cover all potential order
requirements and operational variations. One service location
may not have sufficient inventory to meet all customer availabil-
ity requirements. To facilitate timely shipments from secondary
locations, it is desirable to have predetermined procedures to
accommodate service requirements in a timely manner.
The typical perfect order program involves activities that exceed
the basic service program. The commitment to perfect order
performance is usually based on agreements that develop from
close working relationships between a supplier and selected
customers. At this point, it is sufficient to underline the fact
that perfect order commitments are usually implemented in
highly structured working arrange-ments. These arrangements
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develop over time and often are supported by significant
amounts of information exchange between involved busi-
nesses to facilitate and maintain an in-depth understanding of
requirements. Perfect order expectations are not typically
dropped on suppliers without advanced warning.
The industrial tape business at 3M acknowledges the loyalty of
its top-volume or most select customas by identifying them as
members of the’ ‘Platinum Club.”
Among other things, being a platinum customer means that
3M commits to pro-viding the exact quantity of every product
ordered within the predetermined service time, each and every
time. To achieve such perfect order performance, 3M has
implemented a variety of contingency procedures for obtaining
inventory required to fill a platinum customer order when it is
not available at the primary service location.

Zero Defect Service From a Carrier
As a general trend, shippers are using fewer and fewer carriers in
an attempt to increase quality, reduce costs, and develop closer
working relations. Most shippers establish a core group of
carriers that can meet strict quality standards as defined by the
shipper’s organiza-tion. By providing zero defect service,
Schneider Na-tional, Inc. (SNI), the nation’s largest truckload
and specialized carrier group, is able to meet a wide range of
quality standards. As such, SNI is considered by many shippers
as a key candidate for participation in customized partnership
arrangements.
SNI’s corporate vision supports zero defect service by including
commitment to the never-ending improve-ment of quality.
SNI strives to surpass customer expec-tations and become the
carrier of choice in its industry. One-way SNI provides zero
defect service is by utilizing a satellite tracking system. SNI has
invested millions of dollars into this technology to align itself
more closely with the customer as well as provide employees
more time to work on continuous improvement. SNI uses the
Qualcomm Star Serv system, a network that provides real-time,
two-way communications between SNI and its drivers. One
benefit of this system is that it allows vehicles to be tracked
within a quarter mile of their current location every two hours.
The Star Serv network creates benefits for both the customer
and SNI. Since data are more accurate and quickly received,
shippers are now better able to man-age in-transit inventories
and make changes in service requirements. Furthermore,
diversion strategies are sim-plified. aJlowing shippers to quickly
change the desti-nation of a shipment in transit. Access to real-
time pickup and delivery confirmation has improved
fore-casting. Furthermore. potential problems are recognized
faster, making immaculate recovery a possibility.
SNI’s benefits include a reduction in voice com-munication
costs and greater scheduling efficiency. Managers’ time is now
more flexible since dispatching drivers is no longer their main
concern. Managers can concentrate on improving operations and
communicat-ing with customers rather than scheduling drivers.
In addition, equipment is better utilized to increase pro-
ductivity. Perhaps most important. zero defect service has
positioned SNI as a leader among carriers, as a result of its
reliable customer service and accurate de-livery and information

exchange. This has enabled SNI to create a core competency that
is difficult to match.
Based on Agis Saplukis. “Computers Give Truckers an Edge,”
New York Times National Edition, May 25. 19n. p. 17; and
Schneider National. Inc.. Sales Publications.
These methods range from transferring inventory from
secondary loca-tions to searching worldwide for products at
other 3M facilities and, when appro-priate, arranging for direct
delivery using premium transportation service. In select
situations inventory previously sold to other “platinum club
members” is “bor-rowed” to meet a new-order requirement.
The goal is never to back-order an item. thereby making it
abundantly clear that 3M is committed to do whatever it takes
to make perfect service a reality for a platinum club member.
The objective of theperfect order strategy is to build customer
loyalty for 3M and slam the door of opportunity on competi-
tors.
In the hospital service industry. Johnson & Johnson follows a
practice for selected customers wherein all back-orders are
automatically assigned for shipment from a secondary supply
point using premium overnight transportation service. In some
situations, the back-ordered product filled from a secondary
supply point actually arrives at a customer’s business before the
main order arrives from the primary service location.
The force behind a commitment to zero defect performance is
an understanding that the customers receiving the service will
respond by granting preferred supplier status for the products
involved. Colonial Hospital Supplies’ extensive commitment to
service selected hospitals within twelve hours means that
product requirements must be defined and satisfied to the
individual nurse station or surgical unit level. The expectation is
that fast, reliable service will result in a near exclusive buyer
supplier relationship. For a perfect order program to be legal
from an antitrust viewpoint, any customer must be eligible to
participate in the upgraded service provided the customer is
willing and able to commit and satisfy expectations related to
purchase volume exclusivity or other requirements. It is
important to keep in mind that perfect order performance
commitment is over and above a firm’s basic service program.
The basic service commitment is offered without discrimination
to all customers. Those customers that participate in zero defect
programs must be willing to develop alliance relationships and
commit significant future business.
The managerial and operational effort required for perfect order
performance is expensive to implement and requires outstand-
ing information support. Such supe-rior service performance
must be focused on customers that require, appreciate, and are
willing to respond to such exceptional performance with
increased purchase loyalty. If a firm desires to deploy a perfect
order strategy, it is essential that it fully understand the risk and
potential downside. Zero defect commitment has no room for
error. The customer expectation is that the promised perfor-
mance will, in fact, be there each and every time. Only if the
commitment is real, believable, and consistently achieved will
such logistical performance translate into efficiencies for the
customer. No room exists for lip service: the proof of the
perfect order is zero defect performance each and every time.
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Value-added Services
The notion of value-added service is significantly different from
the logistical performance involved in basic customer service
capability and perfect order ac-commodation. Value-added
services refer to unique or specific activities that firms can jointly
work out to increase their effectiveness and efficiency. Value-
added services solidify business arrangements. Value-added
services are easy to illustrate but difficult to generalize because
they are customer-specific.
A clear distinction exists between basic service, zero defect, and
value-added services. Basic service is the customer service
program upon which a firm builds its fundamental business
relationships. All customers are treated equally at a spec-ified
level to build and maintain overall customer loyalty. Zero defect
leading to perfect order performance is the maximum level of
logistical availability, opera-tional performance, and reliance.
Perfect order commitments can be offered to select customers as
a way to gain and maintain preferred supplier status. Value-
added services represent alternatives to a zero defect
commitment as a way to build customer solidarity.
Table given below provides a list of value-added services that
are observable in the relationships between grocery manufactur-
ers and retailers or wholesalers. A com-mon characteristic
among firms that exploit value-added services is their high
Table Typical Value-added Services Provided By Grocery
Manufacturers

Price marking Cross-dock facilitator
                                                 Advanced shipment notification 
Packaging                                          Mixed store-ready pallets 
Special Packs                                             Precise delivery times  
Inner packs                                                    Special shipment
Special Marking                                                   Drop shipment 
Point of sale Presentation                            Direct store delivery 
                                          Quick and continuous replenishment 

degree of unyielding commitment to basic service performance.
When a firm is committed to developing unique value-added
solutions for major customers,it rapidly becomes involved in
customized or tailored logistics. In effect, it is doing unique
things to help specific customers achieve their expectations.
Motorola’s ability to produce a customer-unique pager or
Toyota’s capability to build a car to customer specification and
deliver it within a week are prime examples of how value can be
added to an otherwise basic product. In a value-added context,
firms can provide unique product packages, create customized
labels, create special bulk packaging, offer information services
to facilitate purchasing, place prices on prod-ucts, build point-
of-sale displays, and so forth, to stimulate business. In a purely
logistical context, value-addedservices may require direct store
delivery or be facilitated by a cross-dock arrangement or any
other service that creates continuous value for key customers.
Value-added services are most typically observed in well -
established channel relationships.
In a logistical context, a great number of the day-to-day value-
added options that buyers and sellers agree to are performed by
service specialists such as carriers. warehousing firms, and
companies that specialize in such operations. For example, in
the case of a trucking company, value-added service goes

beyond the provision of basic transportation and may incorpo-
rate additional services such as sorting and sequencing to meet
unique requirements of specific shippers. The following ex-
ample illustrates the extent of one value-added service
performed by a warehouse specialist:
 The warehouse operator agreed to repackage bubble gum and
soccer balls into a com-bined promotional package. On the
surface the task sounds simple. However. consider the steps
involved: (1) weigh and package three pounds of bubble gum
from a bulk carton container; (2) inflate the soccer ball; (3) place
the bubble gum bag into the soccer ball box; (4) place the soccer
ball on top of the box; (5) shrink wrap ball and box; and (6)
place six completed units into a master carton, label and seal.
 The end product of the illustrated value-added service was the
unique creation of a customized point-of-sale promotional
package to support the customer’s productmarketing strategy.
The warehouse service firm was able to provide the value-added
activities at a lower cost than either of the firms supplying the
primary ingredients. This ability to specialize in unique solu-
tions is a fundamental reason for a growing trend toward using
specialized service providers to perform value-added operations.
Such providers can achieve economy of scale and retain essential
flexibility while allowing the marketing companies involved to
focus on their core business requirements.
The range of value-added services spans a broad number of
business-stimulating activities. Research of firms that specialize
in performing value-added services identified five primary
performance areas: customer-focused services. Promotion -
focused services, manufacturing-focused services, time-focused
services and basic service.

Customer-Focused Services
Customer-focused value-added services offer buyers and sellers
alternative ways to distribute products using third-party
specialists. For example. UPS developed a unique system to
deliver Nabisco’s Planters-Life Savers snack products to outlets
not traditionally serviced by candy and tobacco ‘distributors. A
division of Exel Distribution established a creative order entry
service and arranged for home de-livery of Procter & Gamble
disposable diapers for premature babies. It is also common for
warehouses to provide pick-price-repack services to facilitate
distri-bution of standard manufacturer products in unique
configurations as required by warehouse, club, and convenience
stores. A final example of customer-focused value-added
services is fulfillment. Fulfillment consists of processing
customer orders for manufacturers, delivering directly to stores
or homes, and providing such follow through as detailing
required to maintain retail store shelf stocking. Such specialized
value-added service can be effectively used to support new-
product introduction as well as seasonal distribution on a local
market basis.

Promotion-Focused Services
Promotion-focused value-added services involve the assembly
of unique point-of -sale display modules coupled with a wide
variety of other related services aimed at stimulating sales.
Point-of-sale displays can contain multiple products from
different suppliers mixed in a multitiered display unit designed
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to fit a special retail store. In select situations, promotion-
focused value-added services may involve special presentations
for in-store product sampling and even direct-mail promotion.
Many promotion-focused value-added services include logistical
support of point- of-sale advertising and promotion materials.
In numerous situations gifts and pre-mium merchandise
included in a promotional effort are handled and shipped by
service specialists.

Manufacturing-Focused Services
As the name implies, manufacturing-focused value-added
services involve unique product assortment and delivery to
support manufacturing. Since every customer’sphysical facilities
and manufacturing assembly are unique, it follows that the
delivery and presentation of inbound materials and compo-
nents should ideally be customized. One warehouse firm
repackages a popular consumer dishwashing soap in as many as
six different carton configurations to support alternative
promotion and class of trade requirements. In another
situation, surgical kits are assembled to satisfy the unique
requirements of specific physicians. Still another example is a
warehouse that cuts and installs various lengths and sizes of
hose to fit pumps to individual customer specification. These
are a few selected examples of value-added services being
performed in the logistical channel by specialists. These
specialists are able to reduce risk by postponing product
finalization until custom-ized orders are received. The sidebar
on sequencing provides an example of value-added services in a
manufacturing situation. While hiring specialists to perform
value-added services may mean that cost per unit is higher than
if the activity was incorporated as part of high-speed manufac-
turing, the reduction in anticipatory risk related to producing
incorrect products is a significant benefit. Rather than produce
unique products based on forecast requirements, basic products
can be modified to accommodate specific customer require-
ments. The result is improved customer service.

Time-Focused Services
Time-focused value-added services involve using specialists to
sort. mix. and se-quence inventory prior to delivery. A popular
form of time-based value-added service is the just-in-time (JIT)
feeder warehouse. Under this, concept suppliers make daily
deliveries to a JIT facility located adjacent to an assembly plant.
The feeder warehouse sorts multiple vendor components into
exact quantities that are sequenced for delivery to the assembly
line when and where required. The objective is to reduce
assembly plant handling and inspection to an absolute mini-
mum. This type of JIT service is the primary method used to
support assembly at Honda. While some what different
conceptually, Exel distribution mixes food manufacturers
product to exact assortment required by specific Shaw’s retail
food stores.This customer mixing service eliminates or avoids
warehousing on the part of both manufacturers ans Shaw’s. the
key feature of time focused services is that they eliminate
unnecessary work and facilitate maximum speed of service.

Sequencing to Increase Efficiency
When an automotive manufacturer was getting ready to build a
new car in an existing manufacturing plant, it looked for ways to
increase efficiency and reduce inventory commitment. One area

examined for im-provement was its subassembly. This
subassembly took the headliner (carpet for the roof) and
assembled the console unit and overhead lights prior to
assembling the entire component in the car. The headliner came
in six different colors to match the interior, seats, and carpet.
Also, there was an upper- and lower-level con-sole and two
different styles of lights. Altogether that equates to twenty-four
different options.
With this many options, the subassembly area took up a lot of
space that was needed to build the new car. As such, the
manufacturing plant looked at moving this subassembly
operation to a customizer that would per-form the actual
assembly operations. Also, the custom-izer would handle
dispersement.
Dispersement to the plant ,would have to involve sequencing
the headliner components so that when the parts arrived at the
plant, they were in the exact order in terms of color and options
as were required. For example, if a blue interior car with upper-
level console and lighting options was first, followed by a gray
inte-rior lower-level option car, then a blue headliner com-
ponent needed to be first, followed by the gray com-ponent,
with both having the correct options.

Basic Service
In addition to the unique or tailored forms of value-added
services, specialists can be used to provide day-to-day execution
of all or part of a firm’s basic customer service program. A wide
range of services are available from specialists to support any or
all logistical requirements. While a large number of companies
perform transportation and warehousing services, the list of
additional innovative and unique services such as inventory
management, order processing, invoicing, and return merchan-
dise handling covers the gamut of supply chain logistics. Many
firms offer comprehensive logistical service packages that
provide shippers with what amounts to turnkey services. For
example, Roadway Logistics Services func-tions as a third-party
transportation service provider for Libbey-Owens-Ford Glass
(LOF). Not only does Roadway perform transportation
services, but it also arranges for other carriers to handle
segments of LOF’s freight and facilitates necessary administra-
tion and carrier payment using still another specialized service
provider, Cilss Logistics, Inc. By using tliis form of outside
specialist to help perform basic logistics services, LOF has
reduced the number of total carriers involved in its ,business.
At one point, LOF dealt with over 530 carriers, but now that
operation is managed through a much narrower base.

Summary
The final stage, market creation, requires full commitment to a
customer’s success. While all previous stages contribute to
competence, the final stage represents above-and-beyond
initiatives to enhance success. In the case of Bergen Brunswig,
one form of market creation consisted of researching and
developing new and inno-vative ways to make relatively small
druggists increasingly competitive with larger vertically inte-
grated chains. For example, Bergen Brunswig pioneered and
coop-eratively tested such revenue-generating devices as selling
‘cut flowers and carryout food. Creative arrangements also
extended to the implementation of joint systems that electroni-
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cally linked Bergen Brunswig to its retail customers for purposes
of providing a full range of process control services.
The full impact of logistics is felt at every stage of the process.
It is important to gain control and become cost-effective. High-
level basic service is the key to market access. During market
extension, the commitment to perfect performance and value-
added services solidifies the basic business arrangement. The
relationship matures into a long-term situation wherein future
growth is attained by helping the customer achieve the most
successful business possible. The development of a business
relationship built on advanced customer service performance
takes time-as much at ten years or more. The trust aspects of
joint operations and free information exchange that are
fundamental to such collaborations cannot be engi-neered and
implemented in an untested, unseasoned business arrange-
ment.
Logistics exists for the sole purpose of providing external and
internal customers with timely and accurate product delivery.
Therefore, customer service is the key element in developing a
logistics strategy.
The notion of customer-focused marketing finds its roots in
the marketing con-cept. The fundamental ideals of the market-
ing concept are that (I) customer needs are more basic than
products or services, (2) products and services become mean-
ingful only when viewed and positioned in a customer context,
and (3) volume is secondary to profit.
To implement a marketing strategy it is essential to view all
activities related to the process of gaining and maintaining
customers. Logistics is one of these key competencies that can
be developed as a core strategy. To the extent that a firm builds
its competitive advantage on logistical competency, it will enjoy a
unique-ness that is difficult to duplicate. However, no competi-
tive situation is static. Therefore, logistical performance must be
viewed in a life-cycle context in which customer requirements are
constantly changing.
 Customer service itself is aimed at providing significant value-
added benefits for the entire supply chain. To be superior, a
firm needs a basic service capability that balances availability,
operational performance, and reliability. Since there are no
substitutes for performance, a firm needs to develop and
implement a basic service program for all of its customers. flow
much to offer as part of the basic customer service platform
requires careful cost-benefit analysis. This is a strategic decision
because, generally speaking, customers’ expectations are
increasing. More and more, business situations call for exacting
customer service commitments.
The strategy of perfect order service is to enhance performance
by doing what-ever it takes to satisfy important key customers.
This requires significant human and financial resources so that
the payoff in terms of customer purchase loyalty will result. To
the extent that customers are cooperative, higher-level perfor-
mance can be developed in the form of value-added services.
Whereas zero defect refers to higher basic service performance,
value-added service refers to doing new and unique things to
help key customers become successful. Because no two value-
added commitments are necessarily the same, many firms have
turned to outside specialists to perform service requirements.

Going beyond basic service to create customer satisfaction and
facilitate long-term success requires significant overall commit-
ment. In this chapter attention is directed to the supply chain
relationships that constitute the playing field for logistical
competency.

Questions for Self- Analyzation
Q1 What considerations should be employed to identify the

appropriate customer service measures? Then, define
quantitative measures for ongoing evaluation.

Q2 Explain the fundamental trade-off between customer
service costs and benefits. How are trade-offs justified? 3
Define availability, and discuss ways to measure and track
it.

Q4 Compare and contrast speed and flexibility as operational
performance activities. In some situations, is one activity
more critical than the other? Why or why not?

Q5 Identify ways a firm can develop malfunction/recovery
contingency plans to proactively manage crisis situations.

Q6 What are the important logistical concerns during the
introduction stage of a product’s life cycle? During
growth? During saturation-maturity stage? During
obsolescence decline stage?

Q7 Define basic service, zero defect or perfect order service,
and value-added service.Provide two examples of each.

Q8 Explain this sentence: “The phenomenon of increasing
customer expectations is clearly observed in what
logisticians refer to as the shrinking service window.” Why is
this important? What are the implications for logistics?

Q9 How do the five categories of value-added services differ?
How are these five categories similar?

Q10 Discuss how an existing firm could use or has used
Bergen Brunswig’s four-stage process of cost-
effectiveness, market access, market extension, and market
creation to gain competitive superiority.

Article
Source:www.logisticsworld.com

Value Added Services

Some of the Value Added Services provided include:
• E-Commerce Fulfillment
• Pick and Pack Fulfillment
• Labeling
• Point-of-Sale Displays
• Assembly/Kitting
• Activated Foreign Trade Zone (FTZ)
• Product Inspections
• Bundling
• Refrigerated Space
• International Import/Export Logistics Services
• Special Product Handling
• Packaging
• Specialized Material Handling Equipment
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ODW Logistics provides trained associates to meet clients
supply chain requirements. We will consider any value added
requirement that will assist our clients.

What Services Can ODW Offer You?
As ODW is committed to offering excellent logistics services,
we are extending our role in the supply chain by devising cost
effective solutions for completing value added services. Our
non-union workforce, which is augmented by a part-time labor
force, allows us to use effective, low-cost labor in completing
many value added services. We are now handling and adding
value to more merchandise than ever before.

More About Value Added Services?
Value added services are services that a public warehouse offers
in addition to basic storage and handling. VAS are more critical
in logistics as manufacturers strive to meet increasingly stringent
customer service requirements. Stretching the manufacturing
process through the supply chain is an economical solution to
meeting these requirements. Accordingly, public warehousing
has adjusted to offer many different services, which add value to
a given product or help meet customer service goals.
In many cases, traditional pallet-in, pallet-out storage does not
meet the requirements of a manufacturer or supplier. Ware-
housing is now a more integrated part of the supply chain.
From pick-and-pack to kitting, EDI to FTZ, our industry has
made adjustments to synchronize the flow of goods through
distribution channels at the lowest possible cost.



 
 
 
LESSON 5:  

INTERNATIONAL MARKETING 
 
 

�  Introduction of International Marketing 

�  Definitions of International Marketing 

�  Basis for international trade 

�  Process of International Marketing 
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Dear students, Today’s topic is   “Introduction Of International 
Marketing”. But before discussing the International Marketing We 
will discuss “What is Marketing”? 
Marketing is the process by which the demand structure for  
products and services is anticipated or enlarged and satisfied.  
This process involves analyzing whether a marketing opportu- 
nity exist for the firm, developing suitable products and services  
to meet this opportunity, securing distribution of the product,  
designing promotional strategy to persuade potential consumer  
of the desirability of the offering and transferring control over  
the use of the product from vendor to user so that the user  
may enjoy the benefits. 

Introduction of International Marketing 
International marketing is a broader concept and includes  
export marketing.  Export marketing is concerned with the  
production of goods in one country and marketing them in 
different countries of the world while international marketing is a 
broader concept and includes globalisation, MNCs and TNCs joint 
ventures and foreign collaborations. 

Framework of International Marketing 
International Marketing, even though it has certain distinct  
charac-teristics, is essentially similar to domestic marketing in  
terms of certain technical attributes. Marketing can be conceived  
as an integral part of two . processes, viz., technical and social.  
So far as the technical process is con-cerned, domestic and  
international marketing are identical. The technical process  
includes non-human factors such as product, price, cost, brand,  
etc. The basic principles regarding these variables are of universal  
applicability. But the social aspect of marketing is unique in any  
given stratum, because it involve human elements, namely, the  
behaviour pattern of consumers and the given characteristjcs of  
a society, such as customs, attitudes, values, etc. It is obvious  
that marketing, to the extent it is visualised as a social process,  
will be different from domestic marketing. 
Kotler defines marketing as ‘human activity directed at satisfying 
needs and wants through exchange process. To be more explicit, 
‘Marketing means working with markets, which, in turn, means 
attempting to actualize potential exchanges for the purpose of 
satisfying human needs and wants. 
In is definition, there are essentially two sets of variables,  
namely, markets and human needs and wants and a process or a  
set of techniques related to the conversion of potential  
exchanges into realised exchanges. It is clear that the techniques 
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involved will be more or less identical in both domestic and 
international marketing. But the variables will be totally dif- 
ferent in the case of international marketing. 
The existence of more than one market necessarily complicates  
the marketing process. Since the countries. are sovereign and  
independent, the respective governments enact legislations for  
the control of foreign trade. International marketing will have  
to take care of such barriers to free trade which may be both  
visible and invisible. Even when there is complete free trade,  
logistics may create problems totally different from those  
experienced in domestic operations. Foreign exchange regula- 
tions, which do not affect domestic sales, have considerable  
impact on financing of overseas sales and operations.  
Similarly since human needs and want will have different  
attributes. In foreign markets, perception of these needs will  
require an overall appreciation ,of the environment, and the  
social and individual value systems. 
It is necessary at this stage to introduce the concepts of ‘control- 
lable’ and ‘uncontrollable’ factors in international marketing.  
Control will have to be defined with reference to a company’s  
management. The company is in a position to control and design 
marketing mix elements, namely, product. price, place and  
promotion. But the total environment in which the marketing mix 
elements will operate is beyond the control of the company. Meidan3 
has identified 13 uncontrollable factors which can be  
classified under the following heads: anthropological, economic, 
competitive, risk and distance factors. 
A slightly modified listing of the factors relevant to interna- 
tional marketing isgiven below: 
1. Social factors: 

National legal regime - Political situation 
Financial system 
Marketing infrastructure - Culture 
Language 
Climate 

2. Economic factors: 
Commercial policy variables, e.g., tariffs, quotas, licensing, 
non-tariff barriers . 
Currency restrictions 
Internal demand management. policies and instruments 3. 

Competition: 
Competition vis-a-vis producers in the mporting country  

 Competition vis-a-vis exporters from the competing countries  
 Competition vis-a-vis other exporters from one’s own country  
4.  Logistics 

Availability of required type of transport (sea, air, freezer 
space, etc.)  



 

Costs of transportation 
5.  Risks: 

Political risks 
Commercial risks 
Acts of God 
Acts of enemies, pirates, thieves, etc. 

Scope of International Marketing 
Though international marketing is in essence export marketing, it 
has a broader connotation in marketing literature. It also means 
entry into international markets by: 
a.  Opening ng a branch/subsidiary abroad for processing,  
 packaging, as-sembly or even complete manufacturing  
 through direct investment; 
b.  Negotiating licensing/franchising, arrangements whereby  
 foreign enterprises are granted the right to use the exporting  
 company’s know-how, viz., patents, processes or trade  
 marks, with or without financial investment; 
c.  Establishing joint ventures in foreign countries for  
 manufacturing and/or marketing; 
d. Offering consultancy services and undertaking turnkey  
 projects abroad; (e) sub-contracting and counter trade; and  
e.  Importing for export production. 

Definitions of International Marketing 
“International marketing is a process of planning and executing the 
conception, pricing, promotion and distribution of ideas, goods 
and services to create exchanges between nations that 
satisfy individual and organizational objectives”. 

American Marketing Association 
“The performance of business activities designed to plan, price,  
promote and direct the company’s flow of goods and services to  
consumers or users in more than one nation for a profit” (4 P’s) 

Process of International Marketing 
A study of international marketing should begin with an  
understanding of what mar-keting is and how it operates in an 
international context. Because of the large num-ber of market- 
ing textbooks, a variety of definitions of marketing are currently in 
use. Yet most of these definitions are convergent in the sense that 
they all describe the basics of marketing in much the same way. Any 
definition is acceptable as long as it captures the  
essential idea and as long as the strengths and limitations  
associated with the definition are acknowledged. 
A definition adopted by the AMA (American Marketing  
Association) is used as a basis for the definition of international  
marketing given here: international marketing is the multina- 
tional process of planning and executing the conception,  
pric-ing, promotion, and distribution of ideas, goods, and  
services to create exchanges that satisfy individual and organiza- 
tional objectives. Only the word multinational has been added  
to the definition adopted by the AMA. That word implies that  
marketing activities are undertaken in several countries and that  
such activities should somehow be coordinated across nations.  
This definition is not completely free of limitations. By placing  
individual ob-jectives at one end of the definition and organiza- 

tional objectives at the other, the definition stresses a relation- 
ship between a consumer and an organization. In effect, it  
excludes industrial marketing, which involves a transaction  
between’ two organiza-tions. In the world of international 
marketing, governments, quasi-government agen-cies, and  
profit-seeking and nonprofit entities are frequently buyers.  
Companies such as Boeing and Bechtel, for example, have 
nothing to do with consumer products. The definition thus  
fails to do justice to the significance of industrial purchases.  
Nonetheless, the definition does offer several advantages. It 
closely resembles the AMA’s widely accepted and easily under- 
stood definition. In several ways, it care-fully describes the 
essential characteristics of international marketing. First, it 
makes it clear that what is to be’ exchanged is not restricted  to 
tangible products (goods) but can include concepts and services as 
well. When the United Nations promotes such concepts as birth 
control and breast feeding, this should be viewed as 
international marketing. 
Religion is also a big business, though most people prefer not to 
view it that way. Religion has been marketed internationally for 
centuries. Billy Graham, in par-ticular, is a well-known 
exporter of religion. His television programs have been shown  
in many countries. In 1995 he staged the most ambitious  
crusade of his fifty-year ministry by using thirty satellites to  
beam his evangelical message, translated into 102 languages,  
across twenty-nine time zones to ten million people in 195  
countries. 
Third, the definition recognizes that it is improper for a firm to 
create a prod-uct first and then look for a place to sell it. Rather than 
seeking consumers for a firm’s existing product, it is often more 
logical to determine consumer needs before creat-ing a product. For 
overseas markets, the process may call for a 
modified product. In some cases, following this approach may  
result in foreign needs being satisfied in a new way (i.e., a brand  
new product is created specifically for overseas markets). Mazda,  
for example, understands that it is no longer adequate to simply  
adapt a Japan-ese car to the U.S. market, and its product strategy  
involves designing a car to meet U.S. buyers’ desires. Mazda’s  
widely acclaimed Miata was conceived and styled in Southern  
California and was engineered and built in Japan.  
Fourth, the definition acknowledges that “place” (distribution)  
is just part of the marketing mix, and that the distance between  
markets makes it neither more nor less important than the  
other parts of the mix. Thus, it is improper’ for any firms to  
regard their international function as simply to export (i.e.,  
move) available products from one country to another.  
Finally, the “multinational process” implies that the interna- 
tional marketing process is not a mere repetition of using  
identical strategies abroad. The four Ps of marketing (product,  
place, promotion, and price) must be integrated and coordi- 
nated across countries in order to bring about the most effective  
marketing mix. 
In some cases the mix may have to be adjusted for a particular 
market for better impact. Pep-siCo Inc.’s Frito Lay Division, for 
chip for the British market, and the chip differs in both taste and 
texture from the American ver-sion. In other cases, 
however, a multinational marketer may find it more desirable to 
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use a certain degree of standardization   if the existing   market 
differences are some what artificial and can be overcome.  As in  
the case of washers, although Italian consumers once preferred  
front-loading machines while French consumers insisted on 
top-loading models, Whirlpool Corp. has been able to use the  
more standardized models to break down national traditions,  
According to the World Bank’s publication titled Monitoring 
Environmental Progress: A Report on Work in Progress, the wealth  
of a nation is more than just its annual income or economic  
output. The World Bank’s new system calculates a coun-try’s 
wealth by assigning values to the country’s natural resources, 
capital invest-ments, and productivity of its people. The 

water, timber, oil, gold, and iron. The “produced assets” 
 
 
represents the value of people’s productive ca-pacity (e.g., 
education, nutrition). 
A 1995 World Bank assessment of 192 countries revealed that 

rankings, the United States is No. 12 while China is No. 162. The 
top ten countries are: (1) Australia, (2) Canada, (3) Luxem- 
bourg, (4) Switzerland, (5) Japan, (6) Sweden, (7) Iceland, (8) 
Qatar, (9) UAE, and (10) Denmark. 

Basis For International Trade 
Whenever a buyer and seller come together, each expects to gain  
something from the other. The same expectation applies to  
nations that trade with each other. It is virtu-ally impossible for  
a country to be completely self-sufficient without incurring  
undue costs. Therefore, trade becomes a necessary activity,  
though in some cases trade does not always work to the  
advantage of the nations involved. Virtually all governments  
feel political pressure when they experience trade deficits. Too  
much emphasis is of-ten placed on the negative effects of trade,  
even though it is questionable whether such perceived disadvan- 
tages are real or imaginary. The benefits of trade, in contrast, are  
not often stressed, nor are they well communicated to workers  
and consumers. 
Why do nations trade? A nation trades because it expects to  
gain something from its trading partner. One may ask whether  
trade is like a zero-sum game, in the, sense that one must lose so  
that another will gain. The answer is no, because though one  
does not mind gaining benefits at someone else’s expense, no  
one wants to en-gage in a transaction that includes a high risk  
of loss. For trade to take place, both nations must anticipate  
gain from it. In other words, trade is a positive sum game.  
In order to explain how gain is derived from trade, it is  
necessary to examine a country’s production possibility curve.  
How absolute and relative advantages affect trade options are  
based on the trading partners’ production possibility curves. 

Production Possibilty Curve 
Without trade, a nation would have to produce all commodities by 
itself in order to satisfy all its needs. Exhibit 1 shows a hypothetical 
example of a country with a decision concerning the production of 
two products, computers and automobiles. This graph shows the 
number of units of computer or 
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automobile the country is able to produce. The production 
possibility curve shows the maximum number of units made  
when computers and automobiles are produced in various  
combinations, since one product can be substituted for the  
other within the limit of available resources. The country may  
elect to specialize or put all its resources into either making  
computers (point A) or automobiles (point B). At point C,  
product specialization,has not been chosen, and thus a specific  
number of each of the two products will be produced. 

A 

C 
Units of 

Computers 

0 
B 

Because each country has a unique set of resource, each country  
possesses its own unique production possibility curve. This  
curve, when analyzed, provides an ex-planation of the logic 
behind international trade. Regardless of whether the opportu- 
nity cost is constant or variable, a country must determine the 
proper mix of any two products and must decide whether it wants 
to specialize in one of the two. Special-ization will likely occur if 
specialization allows the country to improve its 
prosperity by trading with another nation. The principles of  
absolute advantage and relative ad-vantage explain how the  
production possibility curve enables a count’) to determine 
what to export and what to import. 

Principle of Absolute Advantage 
Adam Smith may have been the first scholar to investigate  
formally the rationale behind foreign trade. In his book Wealth of 
Nations, Smith uses the principle of ab-solute advantage as the 
justification for international trade.3 According to this prin- 
ciple, a country should export a commodity that can be  
produced at a lower cost than can other nations. Conversely, it 
should import a commodity that can only be pro-duced at a higher 
cost than can other nations. 
In this instance it should be apparent why trade should take  
place between the two countries. The United States has an  
absolute advantage for computers but an ab-solute disadvan- 
tage for automobiles. For Japan the absolute advantage exists  
for au-tomobiles and an absolute disadvantage for computers.  
If each country specializes in the product for which it has an  
absolute advantage, each can use its resources more effectively  
while improving consumer welfare at the same time. Since the  
United-States would use less resources in making computers, it  
should produce this product for its own consumption as well  
as for export to Japan. Based on this same rationale, the United  
States should import automobiles from Japan rather than  
manufacture them itself. For Japan, of course, automobiles  
would be exported and computers imported.  



 

An analogy may help demonstrate the value of the principle of 
absolute ad-vantage. A doctor is absolutely better than a  
mechanic in performing surgery, whereas the mechanic is  
absolutely superior in repairing cars. It would be impractical for  
the doctor to practice medicine as well as repair the car when  
repairs are needed. Just as impractical would be the reverse  
situation, for the mechanic to attempt the practice of surgery.  
Thus, for practicality each person should concentrate on and  
specialize in the craft that person has mastered. Similarly, it  
would not be practical for consumers to attempt to produce all  
the things they desire to consume. One should practice what  
one does well and leave the production of other things to  
people who produce them well. 

Principle of Relative Advantage 
One problem with the principle of absolute advantage is that it 
fails to explain whether trade will take place if one nation has 
absolute advantage for all products under con-sideration. 
According to Ricardo’s Principle of relative (or comparative)  
advantage, a country may be better than other country in  
producing many products but should only produce what it 
produce best. Essentially , it should concentrate on either a  
product with greatest comparative advantage or a product with  
least comparative disadvantage. Conversely, it should import  
either  a product for which it has the greatest comparative  
disadvantage or one for which it has least comparative advantage. 
Factor Proportion Theory 
The Factor Proportions theory, also known as Factor Endow- 
ment theory, was developed by Heckscher and Ohlin. This  
theory was further developed by Samuelson.! The Heckscher- 
Ohlin theorem is basically a two-country, two commodity and  
two-factor model. The conclusion of the theorem is that a  
country will specialise and export that product which is more  
intensive in that factor which is more abundant. It will import  
those goods which, on the other hand, are more intensive in  
that factor of production which is scare in that country.  
The Factor Proportion theory was empirically tested by Leontief.  
By using input-output tables, Leontief found that a representa- 
tive basket of US exports embodied more labour and less  
capital than one of US imports. In view of the fact that US is  
the most capital rich country in the world, this result obviously  
violates the Factor Proportions theory. 

Human Capital Approach 
This theory, which is also sometimes known as ‘skills theory of  
interna-tional trade’, has been advocated by a number of  
economists, especially Becker, Kennen and Kessing.) Whereas  
the Factor Proportions theory consliders labour as a homoge- 
neous factor, it is not so in the real world. In fact, for export of  
manufactures the skill level of labour is a very important deter- 
minant. Labour can be basically divided into skilled and  
unskilled labour. On .he basis of empirical testing, Kessing  
concluded that patterns of international trade and location were  
predetermined for a broad group of manufactures by the  
relative abundance of skilled and unskilled labour. For example,  
a developing country which has more abundant supply of  
unskilled labour will specialise and export those goods which  
are relatively more intensive in unskilled labour. Imports, on 

the other hand, will consist of those goods which are more 
skill-intensive. 

Natural Resources 
This theory was proposed by Vanek. This theory includes  
resources of a country also in the explanation of its trade  
structure. The basic hypothesis of this theory is that the country will 
export those products -which are more intensive in that natural 
resource with which it is relatively more endowed and will import 
those items which use relatively more of those  
natural resources which are scarce. 

R & D & Product Life Cycle Theories 
According to these theories, the commodity composition of 
trade can be explained in terms of relative research efforts and the 
consequent technologi-cal gaps between the trading 
partners. A number of economists, especially Vernon, 2 have 
contributed to the development of this theory. It is argued that the 
industrial countries commit more resources to research’ and 
development efforts and, as a result, develop new products. In the 
initial stage of manufac-ture, these countries will be 
monopolists and will enjoy easy access to foreign markets.  
This can explain the trade between the developed and the  
developing countries as well as trade among the industrialised  
countries themselves, Subsequently, a process of imitation will  
start and other countries will start manufacturing the same  
product. The initial comparative advantage will then disappear  
and the maufacturing centres in fact can move from the  
developed l to the developing countries which have low labour  
cost. This, has already happened in the case of mature manufac- 
tured products with low/labour skilill intensity, like textiles.  
Many developing countries have turned into exportenl  of  
textiles from being net importers some years ago. 

Scale Economies 
The trade structure is also sought to be explained in terms of  
scale economies. According to this theory” there is a relationship  
between the Size’ of the internal market, average unit Cost of  
production and export compositeness. A firm operating in a  
country where the domestic market is large will be able to reach a  
high output level, thereby reaping the advantage of large scale  
production. The lower cost of production will increase its  
competitiveness enabling the firm to make an easy entry into  
export markets. While prima facie  this logic appears to be valid,  
this hypothesis cannot be generalised because it is possible that  
the pull of the domestic market will be so strong that export  
would not be promoted, as is the case in India for certain  
products 

Identical Preferences 
All the theories so far discussed concentrate on cost and supply 
factors as The determinants of the export-import structure. Linder,l 
on the other hand, had focused on the role of demand as an 
explanatory variable. 
A domestic industry can flourish and reach technologically and 
commercially optimal level of production, ‘if and only if the 
domestic demand is large enough. Also it is found that 
countries at similar levels of economic develop-ment have  
similar demand characteristics. It is, therefore, postulated that  
trade opportunities are more among countries at similar stage 
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of developmentwith similar demand structure. For example, 
consider two countries, viz., USA and Japan. Both are highly  
industrialised; both have similar demand characteristics, viz.,  
colour TV, VCR, fashion garments, etc. Firms in both the, 
countries are highly export competitive, because they have already 
grown big by first catering to the domestic demand. That is why 
trade between the USA and Japan is so substantial; in fact, the USA 
is the largest trade partner of Japan. In general, this theory provides 
an explanation for the rapid growth in trade among the 
industrialised countries themselves. 

Dynamic Comparative Advantage 
Comparative advantages enjoyed by different countries and their  
actual pattern of specialisatiofl undergo a continuous process of  
change due to two reasons: (1) One of them is changes in the  
factor supply. Of course, such changes are rather slow. This is  
specially true of land, less so of labour, due to possibilities of  
migration which is subject to Government regulation, and the  
least of all of capital. However, changes in national boundaries  
may bring a radical change in the factor supply of countries  
concerned. This has been so in the case of India by the separa- 
tion of Burma and then of Pakistan. (2) Rapid technological  
developments and the progress of scientific research and their  
application might change the relative advantages enjoyed by  
different countries and the fields of their specialisation. New  
methods of cultivation and extraction have changed the  
productive value of natural resources. The application of  
tractors and fertilizers may improve a country’s comparative  
advantage in agriculture. So also modern capital equipment may  
be used to improve the industrial structure of a country.  
For example, Japan’s advance in technology has considerably  
narrowed down the advantage which the U.S.A. enjoyed over  
Japan as will appear from the large exports of Japanese capital  
equipment and electronics to the U.S.A. Japan’s share of U.S. car  
market increased to such an extent in 1980 that U.S. manufactur- 
ers had to apply to the U.S. International Trade Commission  
for protection (but it was not granted). Swiss share of total  
world’s sales of watches fell from 70 per cent in1950 to 40 per  
cent in 1970 and to 30 per cent in 1980. Thus, a country’s  
production pattern or its capacity to sell might undergo changes  
and its economic structure may have to be adjusted from time  
to time to suit the needs of the changing situation.  
In recent years, there has been a rapid change in the comparative  
ad-vantage enjoyed by various nations due to following factors:  
a.  Tendency of manufacturing plants to become larger and  
 more specialised 
b.  Shifts in the demand pattern in industrial countries, c.  Almost 
free trade amongst in-dustrial countries of Europe  
 and global reduction of tariffs on industrial products,  
d. Exploitation of natural resources and industrial  
 development in developing countries, and 
e.  Increasing labour costs in developed countries.  
As a result, the developing countries have gained a comparative  
advantage in a number of areas. For example, the developing  
countries have been able to shift from the export of raw hides  
and skins to ,leather and manufactures in spite of the substan- 
tial trade barriers erected by the developed countries to protect 
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their domestic leather industry. The number of products where 
developing countries may have a comparative advantage is 
bound to increase in course of time. 

Economic Interdependence of Nations 
International trade has increased economic interdependence of 
nations.Modern industries are dependent upon a variety of raw 
materials all of which cannot be conveniently and economically 
produced in anyone country. If the flow of imported raw 
materials is disturbed in any way, production in industries  
dependent on them will be seriously dislocated. At present,  
goods are not exported merely because there is a surplus for 
exports. Often goods are produced specifically to satisfy export 
demands. Sometimes exports are en-couraged to obtain  
essential imports. 
During the period of acute dollar shortage, the U.K. exported 
Scotch whisky to the U.S.A. not because there was a surplus but to 
obtain dollars. Even now a substantial portion of the 
production of Scotch Whisky is earmarked for export. Once the  
production pattern of a country has been adjusted to producing  
surplus for exports, any dislocation in its export markets will  
create serious problem for it and its people by seriously reducing  
their purchasing power. And if the’ prosperity of the particular  
industry is affected, other industries would not remain unaf- 
fected. Not only that, international trade also transmits  
economic disturban-ces from one country to other countries 

Importance of International Trade 
No country has within its own boundaries resources for  
economical production of all its requirements. Through  
international trade it is possible for a country to obtain goods it  
cannot produce or cannot produce as cheaply as other countries.  
Hence a country’s well-being is determined to a great extent by  
the nature of its foreign trade. That this is so was recognised as  
early as in 1628 when Thomas Mun wrote his book on  
England’s Treasure by Foreign Trade. New products are being  
developed almost every year and the existing one are being  
improved upon and produced in greater numbers. As a result,  
standards of living throughout the world are improving.  
 Foreign trade leads to an increase in overall employment. For  
example, 4 out of 5 new manufacturing jobs created during  
1978-82 in the U.S.A. were in export-related industries.2  
Development of exports and imports gives a fillip to auxiliary  
services such as transport, shipping, banking and insurance  
which further increases employment. 
Countries rely on foreign trade not only to obtain domestically  

non-avail-able goods but also for the disposal of their prod- 
ucts, in some cases the degree of dependence being substantial.  
For example, the Indian producers of jute manufactures and tea  
are mainly dependent upon export markets. Japanese industry  
is mainly dependent upon exports for its prosperity. Similarly,  
in the U.S.A., though the overall dependence is not so great, yet  
more than 25 per cent of the U.S. production of a number of  
agricultural and industrial products is exported. In many’ cases,  
the existence of an export market enables the producers to  
increase their production and thus avail themselves of the  
economies of large-scale production    If industries prosper,  
investors too get good returns. If foreign trade and investment  



 

are free, there is a good possibility of investing in other 
countries too if the return in the domestic market is not 
satisfactory. 
That. explains why investments are flowing to countries like Hong 
Kong and Singapore where there. are good prospects of higher 
return. 
a. Division of Labour and Specialisation: -Certain countries 

enjoy comparative cost advantage in the production of  
specific commodities due to favourable climatic conditions,  
technical know-how easy access produce commodities in  
excess of their requirements and exchange surplus  
production with other countries for the commodities they  
are deficient in. 

b. Increases National Income and Per-capita Income: - 
Due to division of labour and specialization, each country  

 produces commodities for which it is best suited and  
 exports surplus production.  Similarly, each country imports  
 commodities for which it has comparative cost disadvantage.  
 This generates additional income and saves real income by  
 making available imported articles at competitive rates.  
c. Facilitates Transfer of Technology: - Some countries like 

Japan, USE, UK and Germany are highly developed in terms of 
technology while most of the Afro-Asian and South American 
countries are backward in technology.  This directs the flow of 
technology from technically advanced countries to technically 
backward countries of the world. 

d. Resolves Balance of Payments Crisis:- Balance of 
payments may be defined as the difference between the monetary 
value of exports and imports of a country.  When the outflow 
of foreign currency exceeds the inflow, a country suffers from an 
unfavourable balance of payments.  In order to solve such 
imbalance a country of the world. 

e. Global Peace: - In the age of nuclear weapons, there is a 
greater need of promoting dialogue between various countries 
of the world.  International trade may be a  
medium for promoting exchange of ideas and thoughts and 
thereby help promoting international peace and friendly 
relations among the countries of the world. 

f. Optimum Utilizations of Resources: - A country can 
make optimum utilization of its natural and human resource 
by promoting exports,  if the resources remain unutilized or 
underutilized due to the want of demand in the domestic 
market, the same can be well utilized by promoting exports 
of surplus production. 

g. Employment Opportunities:- Development of exports 
brings about multiple increase in employment 
opportunities.    It not only creates employment 
opportunities in the export sector sector but also in other  
related service sectors such as banking, insurance, advertising,  
transport, etc.   This helps overpopulated countries in soling 
their unemployment problem. 

h. Research and Development :- International market is 
highly competitive.  In order to survive cut-throat competition 
at international level, every firm operating at the global level 
needs to undertake continuous research and 

development.  This leads to development of technology in 
backward and developing countries of the world. 

Special Problems of International  
Marketing 
International marketing is a very complex and time-consuming  
process as it is subject to rules and regulations of both export- 
ing as well as importing county.  At the same time, there are 
other problems such as long distance, currency fluctuations and 
high degree of competition.   Some of the common problems of 
international marketing have been analysed below:- 
a. Long Distance:- International trade is spread over the 

world and therefore, goods are to be transported over a  
considerable distance.  During transportation goods are  
exposed to risk and uncertainties of transportation and 
perils of sea.   Again delay is coursed due to lengthy customs 
formalities.   However, risk during transportation can be insured 
by taking suitable marine insurance policies. 

b. High Risks and Uncertainties:- International trade is 
subject to political as well as commercial risks.  Political risks  
arise due to the political actions of the government(s).   For  
example, war and internal aggression.  Commercial risks 
arise due to insolvency of buyer or buyer’s failure to accept 
goods.  However, there risks can be insured by taking suitable 
policies from the export Credit and Guarantee Corporation 
of India(ECGC). 

c. Customs Formalities: - Customs formalities are different 
in different countries.   Again, these formalities are very  
lengthy, time consuming and trade between countries of the  
world. 
In order to solve the difficulties created by customs formalities, 
an exporter can obtain assistance of the Clearing and 
Forwarding (C&F) agents. 

d. Trade Barriers: - Trade barriers are the artificial restrictions 
on the free movement of goods from one country to other.  
These barriers are of two types, viz., tariff and non-tariff  
barriers are in the form of taxes and customs duties.  Non- 
tariff barriers are in the form of taxes and customs duties. 
Non-tariff barriers are in the form of quotas and licences. 
However, efforts are being made by the World Trade 
Organization(WTO) to eliminate and simplify trade 
barriers. 

e. Three-faced Competition :- An exporter faces competition 
from three angles:- 
��� Exporters from his own country 
��� Exporters from other countries. 
��� Local suppliers in importing country. 
However, an exporter can sustain international competition by 
upgrading the quality of product, innovations and inventions 
and cost reduction. 

f  Payment Difficulties: -Different countries have different 
currencies and conversion rates.  These rates are subject of 
fluctuations. Thus, an exporter may suffer a loss if there is a 
change in the exchange rate after entering into a contract 
with a foreign buyer. 
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Losses on account of fluctuations in the exchange rates can 
be eliminated by entering into forward contracts. 

g. Documentation Formalities:- There are a number of 
documents to be filed with various authorities while 
exporting goods. For example in India, an exporter is 
required to prepare and file as many as 25 documents of 
which 16 are commercial and l9 are regulatory. 

h. Diverse Languages, Customs and Traditions: - 
Languages, customs and traditions are very sensitive issues  
and must be taken into consideration while exporting  
goods to foreign countries. An exporter should try to get  
first hand information about such issues before exporting  
goods. 

i .  Hug foreign indebtedness. Many countries of the world that 
would otherwise be attractive markets have accumulated such  
high foreign indebtedness that they cannot even pay the  
interest on their foreign debt. Among these countries are  
Mexico, Brazil, Poland and Romania. India’s present balance of  
payment position was real bad, though now It is looking up. 

j .  Unstable governments. High indebtedness, high 
inflation, and high unemployment in countries have  
resulted in highly unstable governments that expose foreign 
firms to the risks of expropria-tion, nationalisation, limits to 
profit repatriation, and so on. 

k. Exchange instability. High indebtedness and political 
instability force a country’s currency to depreciate, or at least add 
a lot of volatility to the currency’s value. The result is that 
foreign I investors hesitate to hold much of the 
foreign currency, and this limits trade. 

l .  Foreign government entry requirements. Governments 
are placing more regulations on foreign firms, such as 
requiring joint ownership with the majority share going to 
the domestic partner, a high level of nationals hired for 
management; technological transfer of trade secrets; and limits 
on profit repatriation. 

m. Tariffs and other trade barriers. Governments often 
impose unreasonably high tariffs against imports in order  
to “subsidies” or protect their own industries. They also  
resort to invisible trade barriers such as withholding or 
slowing down import approval and requiring adjustments in 
imported products to meet their standards. 

n. Corruption. Officials in several countries require bribes in 
order to co-operate. They often award business to the  
highest briber rather than the best bidder. Kickbacks  
received by parties in Indian governments’ gun deal again is  
an example. 

o. Technological pirating. A company locating its plant 
abroad worries about foreign managers learning how to  
make its product and breaking away to compete openly.  
This has happened in such diverse areas as machinery, 
electronics, chemicals, phar-maceuticals. 

p. High cost of product and communication adaptation. 
A com-pany going abroad must study each foreign market  
carefully, become sensitive to its economics, politics, and  
culture and make some adaptations in its products and 

communications to suit foreign tastes otherwise it might 
make some serious blunders. 

q.  International code of conduct for product to be traded  
 or marketed in a particular country by UNCTAD and  
 World Trade Organisation as per Dunkel proposals.  
 A rapid increase in foreign exchange earnings through exports  
is vital for the success of our government’s programmes. To  
intensify the drive for export development, it is not sufficient to  
explore new markets for non-traditional products alone. Just as  
the export potential of primary commodities is limited, so is  
the growth potential of “non-traditional” items marketed in  
the traditional manner. A major breakthrough resulting in  
sizable additions to foreign exchange earnings is possible only  
if  we: 
a   Identify new non-traditional products/services for export; b  
Develop new ways of marketing them in new markets; and: c   
Explore new marketing strategies for securing a fairly 

consistent and long term foothold in these areas.  
India has already started moving in” this direction. Construc- 
tion contracts, turnkey contracts,’ joint ventures in middle  
eastem Arab countries and African countries are indicators of  
this trend. The capital investment made by our country,  
especially during the last 40 years, in building a sophisticated  
industrial base and in training a very large number of people in  
the development and application of modern technology is likely  
to pay rich dividends in the near future. We should link our  
future efforts in this direction to a well defined international  
marketing programme for export development. It, therefore,  
becomes necessary to focus attention, on some of the more  
important emerging opportunities for international marketing  
development in the non-traditional sector so that we may gain  
insights into the types of integrated action needed at the  
corporate and national levels to convert these opportunities into  
viable business propo-sitions. 
International marketing is of growing importance to Indian 
business. It is the duty of an international marketer to support the 
economic deve-lopment of our country. One should try to sell a 
portion of one’s output abroad. Benefits are gained in the 
obtaining of quotas for imported materials in exchange of proof 
of the export of finished goods. 

Questions For Self-analyzation 
Q1 Define International Marketing. Explain the relationship  
 between Logistics and  International Marketing.  
Q2 Define International Marketing. What are the bases of  
 International Marketing? 
Q3 Clearly explain the problems encountered by international  
 Marketing.  

 
 
 

43



 
 
 
LESSON 6:  

INTERNATIONAL MARKETING CHANNEL 
 
 
1.Introduction 

2.Role of clearing agent in International Logistics 

3.Various modes of transport 

��� Air Transport 

��� Rail Transport 

��� Pipeline Transport 

��� Road/Truck Transport 

��� Sea Transport 

��� Multimodal Transport 

4.Choices and issues for each mode. 

5. Characteristics for Each Mode. 

6.Transport cost characteristics. 

7. Transport cost characteristics foe each of the mode 
of transport. 

Once the goods are packed and their pre-shipment inspection 
has been completed, the exporter should draw up a logistics plan 
for the distribution of the goods to the importer to 
ensure their timely delivery. This involves planning for transpor- 
tation of the goods. The decision as regards the mode of  
transport to be used is thus, the essence of distribution  
logistics. The logistics plan should be drawn up considering the  
factors such as one, the alternative modes of transport and two,  
the mode which is optimal from the point of view of the total  
transportation costs. It may sometimes so happen that there is  
no direct shipping link between the exporting and the import- 
ing country. In such a case, transport of the goods would  
involve transshipment of goods from an intermediate port in  
another country. The availabil-ity of the transport link between  
the exporting and importing country is so vital to the distribu- 
tion of goods that the exporter may not concentrate on a certain  
market for export even if its advantages out weigh the non- 
availability of the transport link. 
The mode of transport as to whether the shipment would be  
sent by air or by sea or road is a matter of negotiation between  
the exporter and the importer and is specified in the export 
contract. The exporter has to plan the transport logistics to ensure 
the timely dispatch of the goods. This requires decision as to 
which airline or shipping line should be selected for  
transport of the goods from the port of shipment to the port of 
discharge. The Clearing and Forwarding Agents provide necessary 
inputs to the exporter to make this decision. The present chapter 
explains the role of Clearing and Forwarding Agents and the 
distribution logistics. 

Role of Clearing and Forwarding Agents 
The decision regarding selection of the airline or the shipping line is 
a complex decision and requires the help of professionals in this 
field to make the proper choice. The Clearing and 

Forwarding(C&F) Agents are the specialized people to guide the 
exporters in the selection of the airline/shipping line. The C&F  
agents are known by different names such as Custom House  
Agents or Freight Forwarders or Shipping Agents. The basic 
function of C&F agents is to provide various services to an  
exporter to ensure smooth and timely shipment of the goods.  
The services provided by the C&F agents can be classified into  
essential and optional services. These services are as follows: 

Essential Services 
The following are some of the services provided by all kinds of 
C&F agent 
��Providing warehousing facility to the exporters for 

warehousing the good before their transportation to the 
docks/port. 

��Transportation of goods to the docks and arrangements of 
warehousing the port. 

��Arrangement of containers required for shipment of the 
goods. 

��Booking of shipping space or airfreighting. 
��Advising the exporter as regards the relative cost of sending 

the goods by different airlines/shipping lines as well as 
selection of the route of the flight/ sea route. 

��Making arrangements for shipment of goods to be on board 
the ship/plane. 

��Arranging for marine/cargo insurance of the shipment. 
��Preparation and processing of shipping documents required 

for custom clearance. 
��Arranging for various endorsements/issue of certificates 

from various agencies. 
��Providing assistance in the packing of the shipment. 
��Making arrangements for local transportation of goods to 

the port/docks. 
��Forwarding the documents to the exporter for their 

negotiation with the bank. 
��Optional Services 
��The leading C&F agents at the specific request of the 

exporter provide the following services: 
��Providing warehousing facilities abroad at least in some of 

the major international markets in case the importer refuses to 
take delivery of the goods for any reason. 

��Providing assistance to bring the goods back to India if the 
situation so demands. 

��Providing assistance to locate the goods in case the shipment 
is misplaced or the cargo is stranded at some port. 

��Making arrangements for assessment of damage to the 
goods to file claim with the insurance company. 
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Thus, the C&F agent offers various services to the exporter. 
While planning for distribution logistics, the exporter should in  
the first instance, appoint C&F agent to provide him the  
required services. There are no standardized rates of charges  
taken by these agents. The exporter should negotiate with these  
agents the amount of fees payable to them in relation to the  
desired services. The selection of a good and reliable agent  
should be made keeping in view the agency commission, the  
services offered and his experience in the prod-uct/ country for  
transportation. 
Modes of Transport 
The exporter can send the shipment of goods using anyone of  
the fol-lowing modes of transport as specified in the export  
contract. 
The exporter can send the shipment of goods using anyone of  
the fol-lowing modes of transport as specified in the export  
contract. 
Ø Air transport. 
Ø Rail Transport 
Ø Pipeline transport 
Ø Road /Truck Transport 
Ø Sea transport 
Ø Multimodal transport 

Air Transport 
The least utilized and most costly (about 50 cents per ton-mile)  
freight mode is air shipment. The first large all-cargo air carrier  
was Flying Tiger. Other large airlines earn most of their revenue  
from passenger service. Airfreight is confined to high-value  
items, emergency shipments, and perishable products (such as  
cut flowers). One advantage of air shipment is that pilots tend  
to land gently. This is a benefit to business marketers who ship  
computers, electronic equipment, and other sensitive devices  
that might be damaged by’ truck or rail shipment.  
The air transport of the goods involves sending shipment of  
goods through one of the international airlines. The exporter  
need not directly approach the airline for booking of the cargo.  
The C&F agents who generally negotiate with the airlines lower  
freight fates as they provide bulk cargo to them do this job in a  
cost effective manner. Some of the C&F agents act as consoli- 
dators for the airlines. In practice, the airlines are known to offer  
huge amounts of discount to the C&F agents for booking of  
the cargo. Such discounts may not be available to an individual  
exporter, as the total cargo offered may not have the substantial  
load. While selecting the airline, the exporter should be guided  
by the considerations of cost and timely delivery of the goods.  
It should, however, be ensured that the cargo shall be carried in  
the manner as speci-fied in the export order. The export order  
may provide for direct shipment or transshipment. Direct  
shipment means that the same airline should carry the cargo  
from port of loading to the port of discharge. Transshipment  
of the goods permits change of plane on the way to the  
destination of the cargo. In this case, the loading and unloading  
takes place at least twice. The exporter may find transshipment  
attractive, as the cost of transportation is generally lower as  
compared to direct shipment. Against this cost advantage of 
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transshipment over direct shipment, the exporter runs the risk 
of delay in transportation of goods and possible damage to the 
goods during loading/unloading at the intermediate ports. The 
decision should be based mainly on the terms as given in the  
export contract. Transshipment should not be preferred unless the 
buyer permits it. The reason since in case there is a delay in shipment 
or damage to the goods, the importer may not accept the goods or 
even if he accepts, may raise a claim against the  
exporter for compensation for the damaged goods. This would 
spoil the reputation of the exporter, which would adversely  
affect the growth of his business. 
Various international conventions have laid down basic rules for the 
air freighting of the goods. The first international conven- 
tion was concluded in 1929 at Warsaw, known as 1929 Warsaw 
Convention. This convention relating to international air 
carriage was amended by the 1955 Hague Protocol and further 
supplemented by the 1961 Guadalajara Convention and the 
Montreal Additional Protocol of 1975. 

Choices & Issues for Air Transport 
�  Rapidly growing segment of transportation industry. �  
Lightweight, small items (Products: Perishable and time  
 sensitive goods: Flowers products, Electronics, mail,  
 emergency shipments, documents, etc.) 
�  Quick, reliable, expensive 
�  Often combine with trucking operation. 

Advantages of Air Transport 
The transportation of goods by air offers many advantages to the 
exporter. 
Some of them are as follows: 
1.  The movement of the goods is very fast. 
2.  The warehousing costs are reduced to the minimum.  
3.  It is suitable for the transportation of the perishable goods. 4.  
The risks associated with deterioration and obsolescence of  
 the goods are reduced. 
5 The insurance premium in the case of air transport is lower 

as compared to the sea transport in view of the reduced level of 
risks. 

6.  The losses due to rough handling, breakage and pilferage are  
 also reduced to the minimum. 
However, as against the many advantages, there is one disad- 
vantage too, that is, the freight cost is very high as compared to  
transport of goods by sea. However, this disadvantage should  
be assessed in comparison to the many advantages offered by  
air transport. 

Rail Transport 
Rail carry the greatest amount of freight (see Exhibit), typically  
because of the volumes of forest products, grain, chemicals,  
metals, and bulk materials that are handled over great distances.  



 
 

Percent of Ton -Miles 

Mode  1980 - 1990 - 
 
 

Rail  37.5  37.4 

Truck'  22.3  25.7 

Oil Pipeline  23.6  20.4 

Inland Water  16.4  16.2 

Air  0.2  0.4 
 
‘Truck traffic includes for-hire and private carriers, also mail and  
express. .Water traffic includes both domestic and foreign traffic  
moving through U.S. rivers, canals, and the Great Lakes, but 
excludes domestic coastal and intercostals movements. 
Source: From Transportation in America, December 1991 
Supplement, p. 10. ENO 

Foundation for Transportation 
Rail shipments can accommodate a wide range of types and  
sizes of goods—dry, liquid, frozen, controlled atmos-phere,  
and awkwardly shaped-in carload (CL) shipments of up to 
30,000 pounds or in less than carload quantities (LCL). At an  
average rate of just a few cents per ton-mile, rail is an inexpen- 
sive transport mode. However, rail shipments have lim-ited 
accessibility. Goods must be moved to and from railroad  
terminus points, un-less shippers or receivers have spur lines into 
their plants or warehouses. Railroads primarily are used to transport 
low-value, high-density, large-volume shipments over long 
distances. As an indication of the large scale of a rail  
shipment, manufac-tured goods shipments by rail average 36 tons, 
whereas forestry, mining, and min-ing products average 62 tons per 
shipment. Sensitive equipment may be damaged by the impact of 
rail cars being shunted in train assembly, so other modes are 
preferable for such shipments 

Choices and Issues for Rail transport 
�  Low cost, high volume (Products: Heavy 

industry,minerals,chemicals,Agriculture pro ducts Autos,etc.) �  
Improving flexibility 
�  International service. 

Pipe Line Transport 
Pipelines are limited to transporting gases, liquids, and slurries 
(sus-pensions of solid particles in a liquid), operate at a low speed 
(about 10 miles per hour), and have limited accessibility. Their 
third rank in ton-miles carried is mainly due to the huge volume 
of liquid petroleum products they carry. 

Issues and Choices for Pipeline Transport 
�  Primarily for oil and refined oil products. 
�  Slurry line carry coal or Kaolin 
�  High Capital investment 
�  Low operating cost 
�  Can cross difficult Terrain 
�  Highly reliable; Low Products losses 

Characteristics of Pipe Line Transport 
�  Not suitable for general commodity transportation, restricted  
 for movement of liquid petroleum products 
�  Limited accessibility 
�  In addition require another accessible mode of transport �  
Speed is quite low 
�  Longer transit time 
�  High Fixed cost (i.e. investment in line , terminals and  
 pumping stations) low Variable cost 

Road/Truck Transport 
The exporters from India can send their export shipments by  
road to Bangladesh, Nepal, Pakistan and Myanmar. Shipment  
to Bangladesh are sent b) road to Benapole (border) where the  
customs formalities are completed and cargo is handed over to  
Bangladesh Customs. Similar land customs stations have been  
set up for export of goods to Nepal, Pakistan and Myanmar.  
 The most popular mode of transportation is truck. Its impor- 
tance in shipment of selected industrial products can be seen in  
the fact that more than 80 percent of the weight of all machin- 
ery, fabricated metal products, and rubber and plastic products  
shipped in the United States, and more than 90 percent of the  
total weight of leather and leather products, moves by truck.  
Truck transport is the most available and accessible of the modes  
because motor vehicles are not re-stricted by terminal-to-termi- 
nal operation but can provide service from the ship-per’s loading  
point to the receiver’s dock. Highway transport is used mostly  
for short hauls of high-value manufactured goods, because  
trucks have higher operating costs and less capacity than trains. 

Issues and Choices for Road/Truck  
Transport 
�  Most used Mode of Transport 
�  Flexible, small load (Products: Medium and light  
 manufacturing, Food, Clothing, All retail goods)  
�  Trucks can go door-2 door as opposed to any other modes  
 of transport 

Characteristics of Road/Truck Transport 
�  Unit of loading as well as transport is a vehicle, which is self,  
 propelled. 
�  Automobile moves on metalled roads, contruction of which  
 is cheap, easy, and quick. 
�  Automobile are user friendly in design and can be made to  
 order 
�  Automobile mainly depend primarily on oil for its fuel and  
 earth has limited storage of same 
�  Automobile is considered as main source of environmental  
 pollution. 
�  Provides Door-2-Door service 

Sea Transport 
The prime advantage of water transport is its capability to move  
very large shipments. Water offers lowest-cost transport, but at  
a slow speed and restricted access. Deep-water shipments are 
primarily intercontinental, whereas domestic shipments move 
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along the coasts and through the Great Lakes, canals, and 
naviga-ble rivers such as the Mississippi, Ohio, and Missouri  
rivers and the St. Lawrence Seaway. Water carriers primarily move  
low-value, high-density cargoes such as ce-ment, chemicals,  
grain, mined items, and basic bulk commodities.  
Sea transport involves carriage of goods by ship to the port of  
discharge. The contract of carriage of goods by sea refers to the  
contract between the shipper and the shipping line (referred to  
as the carrier) for transportation of goods against payment of  
remuneration (i.e. freight) to the carrier. The shipper may be the  
seller (exporter) of goods or freight forwarder or any other  
person sending shipment on behalf of the exporter. One who  
sends the shipment is called the consignor / shipper and the  
person to whom the goods are shipped is called the consignee.  
The consignee may be the buyer, a clearing agent, or any other  
person acting for the importer. It may so happen that the buyer  
may be importing goods on behalf of a customer in his  
country and in such a case may request the exporter to consign  
the goods to the customer directly. In this case, the consignee  
would be different from the buyer who placed the export order.  
The carrier may be the owner of the ship or a charterer. The  
latter is an agent who books the cargo on behalf of the  
shipping line. The legal carrier of the goods is the party  
contracting with the shipper to carry the goods; the carrier may  
be the actual carrier or may arrange for shipment by another  
carrier. In the latter case, he is usually responsible for the acts  
and omission of the other carrier. The shipper may pay the  
amount of freight or the consignee of the goods may pay it.  
With the development of combined or multi-modal transport  
systems, many of the freight forwarders now contract as carriers  
even though they may not be personally involved in sea  
transport. 

Issues and Choices for Sea transport 
�  One of the oldest means of Transport 
�  Low- Cost, High Volume, Slow mode Of Transport.  
�  Bulky, Heavy and /or large items (Products: Non perishable  
 bulk cargo- Liquids, Minerals, Grains, Petroleum, Lumber, etc)  
�  Standardized shipping containers have improved the service �  
Combined with trucking/Road Transport &Rail transport  
 for complete system. 
�  International trade. 

Characteristics of Sea Transport 
�  Comparatively slow, depends on Tide 
�  Inflexible 
�  Reduces Door-2-Door capability 
�  Highly fuel-efficient system-Consumption of HSD is only  
 5.6 liters for 1000 Kms. 

�  Depends on availability of infrastructure, incase of Canals 

Forms of Shipping 
The forms of shipping represent the organization of shipping  
services. There are three basic forms of shipping as explained  
below: 
1. Liner Shipping 
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2. Tramp shipping 
3. Conference Shipping 

1. Liner Shipping 
In case of Liner Shipping, regular ship-ping lines carries the  
merchandise. These shipping lines provide the shipping service  
by calling regularly at specified ports irrespective of quantity of  
cargo available. Such ships usually carry general cargo i.e. an  
accumulation of small loads belonging to many shippers. Each  
shipper pays the freight in accordance with the tariff based on  
volume, weight or the value of the cargo. The Liner Shipping  
companies provide commitment of regular service on specified  
sea routes at specified freight rates. Thus, such liner services are  
very useful for small exporters. 

2. Tramp Shipping 
Tramps are those ships, which are usually used for transporta- 
tion of ho-mogenous cargo, which is moved in bulk quantities.  
The examples of such cargoes are grain, coal, are, phosphates,  
timber, sugar, wheat etc. Such ships operate on single (specific  
voyage) or consecutive voyages (i.e. one voyage after another is  
taken up to transport the cargo). Such ships work on induce- 
ment~ basis and ply indiscriminately between the ports of the  
world depending upon the laws of demand and supply in the  
market. The rates in the tramp market are determined purely by  
the free inter play of the forces of demand and supply. The  
shipment of goods through tramps is known as tramp  
shipping. The shipping lines operating as tramps can operate on  
any route for which the freight cargo is available. Thus, such  
shipping lines are not committed to any discipline in terms of  
service schedule and the freight rates. The market for shipping  
services for the carriage of bulk commodities is also referred to  
as the charter market and the shipping service is known as  
chartering. 

3. Conference Shipping 
A conference is an association of two or more liner shipping 
companies operating in a well-defined trade, plying on a fixed 
route or routes within certain geographical limits. The groups of 
liners in the conference operate based on common freight rates 
and tariffs as well as conditions of carriage. The shipping services 
provided by a conference are known as Conference  
Shipping. This form of shipping is for a particular trade only and 
represents specialization of the shipping companies to handle a 
particular type of cargo. 

Types of Ships 
There are primarily four types of ships as explained below: 
Single deck vessels 
The twin deck vessels 
Shelter deck vessels 
Miscellaneous category ships 

Multi Modal Transport 
When shipments are transferred among more than one mode, it 
may be possible to capitalize on the advantages of each mode. The 
most common intermodal ship-ment is placing a truck 
trailer on a railway flat car for a long haul, then hauling the trailer  
by truck from the train terminal for local delivery. Thus, door-2- 



 

door serv-ice is provided at a lower cost than by highway traffic 
alone. This is called trai1er--on-flatcar (TOFC), or “piggyback.”  
Other intermodal coordinated shipments are named  
“fishyback,” for trailers loaded on ships or barges, “trainship,”  
and “air-truck.” Most intermodal shipments are carried in  
containers. 
Containers are 8' x 8' x 20' or 8' x 8' x 40' standardized boxes  
into which pal-letized loads may be stacked, smaller items  
contained in corrugated boxes may be packed, and products that  
are awkward to handle may be blocked (braced by nail-ing  
blocks to the’ container floor). The standard sizes and fittings  
of containers make these, unitized loads easier and cheaper to  
handle and move. Containers also protect contents from in- 
transit and handling damage, pilferage (they can be locked), and  
the elements, and can thus reduce the amount of protective  
packaging for the items being shipped. Some containers are  
insulated; they may be fitted with refrigeration units or heating  
units. They can easily be carried on appropriately adapted truck  
trailers, train flatcars, and ships. Loading and unloading the  
various modes are accomplished with appropriately fitted cranes  
and lift trucks. Containers are ideal for intermodal shipment but  
are more popular in international freight than domestic  
shipments. 
Multi modal transport comprises of carriage of goods by more 
than one mode of transport namely, by sea and rail or by sea and 
road. The multi modal transport (MMT) is the same as 
combined transport. The multi modal or the combined  
transport is used in relation to shipment by sea. The need for  
combined transport or the multi modal transport had arisen  
due to the introduction of containers for transportation of  
goods in international trading. The Interna-tional Chamber of  
Commerce (ICC) had published the uniform rules for com- 
bined transport document. Even the uniform custom and  
practices for documentary credits published by the ICC have  
stipulated that the banks will not reject a transport docu- 
ment if it: 

1. Bears a title such as “Combined transport bill of lading.”  
 “Combined transport document “Combined transport bill  
 of lading or port-to-port bill of lading.” Or a title or a  
 combination of titles of similar intent and effect and / or  
2. Indicates some or all the conditions of carriage by reference to  
 a source or documents other than the transport document  
 itself and/ or 
3. Indicates a place of taking in charge different from the port  
 of loading and/ or a place of final destination different from  
 the port of discharge and / or 
4.   Related to cargoes such as those in containers or on pallets  
 and the like, and / or 
5. Contains the indication “intended” or similar qualification in  
 relation to the vessel or other means of transport, and / or  
 the port of loading and /or the port of discharge.  
In India, the Multi Modal Transportation of Goods Act, 1993  
defines Multi Modal transportation to mean carriage of goods  
by two or more modes of transport i.e. road, rail, inland  
waterways or sea from the place of acceptance of goods in India  
to a place 6f delivery of goods outside India. The Act also 

provides for the establishment of container freight stations and 
inland container de:’ pots at the points of origin and destina- 
tion. Under this system, the consignor entrusts the goods to the 
carrier or the body who undertakes to organize multi modal 
transport and also make the intermediate arrangements 
necessary for the through movement of goods and their  
delivery to the consignee. The person or the party, which  
performs this function, is known as multi modal transport 
operator (MTO). The multi modal transport is arranged based on a 
single contract with the MTO and as such, there is no need for a 
separate contract with different agencies involved in 
transportation. 

Advantages of Multi Modal Transport 
The main advantages of multi modal transport as against the  
traditional segmented transports are the following:  
�  Loss of time and risk of loss, pilferage and damage to cargo  
 incidental to the conventional segmented transport are  
 eliminated. 
�  The movement of the cargo is faster. 
�  The burden of documentation and other formalities  
 connected with segmented transport is reduced.  
�  The resultant cost savings tend to reduce the through freight  
 rates and the cost of cargo insurance. 
�  The consignor has to deal with only one agency - the multi- 
 modal transport operator (MTO) - in all matters relating to  
 the movement of his goods includ-ing settlement of claims.  
�  The through rates offered by MTO make it easier for the  
 exporter to ne-gotiate sales contracts with foreign buyers on  
 the basis of delivered prices. 

Characteristics of Road Transport 
�  Unit of loading as well as transport is a vehicle which is self  
 propelled 
�  Automobiles moves on metalled road, contruction of which  
 is cheap, easy and quick. 
�  Automobiles are very user-friendly in design and can be  
 made to order. 
�  An automobile depends primarily on oil for its fuel and  
 earth has limited storage of oil. 
�  Automobiles are considered as main source of  
 environmental pollution. 
�  Provides Door-2-Door transport. 

Selection of The Mode of Transport 
The choice as regards the mode of transport is confined to 
whether the goods should be sent by air or sea. The exporter 
should make this selection on the basis of the following 
factors: 
1. Cost of distribution 
2. Nature of the product 
3. Delivery time 
4. Value and volume of the cargo 
5. Speed, frequency, reliability, safety and appropriateness of the  
 mode of transport 
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6.Cost of Distribution 

Transport Cost Characteristics 
Fixed cost: 

��� Terminal Facilities 
��� Transport equipments 
��� Carrier Administration 
��� Roadway acquisition and maintenance 

(Infrastructure {Road,Rail,Pipeline,Navigation}) 
Variable Costs 

��� Fuel 
��� Labor 
��� Equipment 
��� Maintenance 
��� Handling, pickup & delivery, taxes 

Note: Cost Structure Varies By Mode 

Transport Cost Characteristics For Each  
Mode 
Rail 

��� High Fixed cost, Low variable cost 
��� High Volume result in lower per unit(variable)cost 

Road/Truck 
��� Lower fixed cost(don’t need to maintain roads) 
��� High unit cost than rail due to lower capacity per truck 
��� Terminal expenses and line haul expenses 

Sea Transport 
��� High terminal (port) costs and high equipment 

costs(both fixed) 
��� Very low unit costs 

Air Transport 
��� Substantial fixed cost 
��� Variable cost depend highly on distance traveled 

Pipeline transport 
��� Highest proportion of fixed cost of any mode due to 

pipeline ownership and maintenance and extremely 
low variable cost. 

Summing Up 
The successful execution of an export order depends a great deal  
on the timely shipment and delivery of the goods to the  
importer. Distribution logis-tics should therefore, be planned  
very carefully and proper selection of the mode of transport be  
made to achieve this objective. The transport by air and by sea has  
their distinctive applications and the mode of transport which is  
appropriate to the distribution cost, speed of movement, safety  
during trans-portation and reliability should be selected. The  
services of clearing and for-warding agents are very useful in this  
regard and enable an exporter to ensure smooth and timely  
customs clearance of the shipment. Once the decision regarding  
mode of transport has been taken, then the next step is to plan  
for and pre-pare the documentation required for customs 
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clearance of the export shipment. The next chapter deals with the 
pre-shipment export documentation. 

Questions For Self Analyzation 
Q1. What is Multi Modal Transportation of goods. What are  
 the advantages of multi modal transportation as compared  
 to segmented modes of transportation? 
Q2. Discuss the factors that you would consider in the selection  
 of modes of transport. 
Q3. Write notes on the following: 

1.  Liner Shipping 
2.  Tramp Shipping 
3.  Conference Shipping 

Q4  Discuss the cost characteristics for each mode used in  
 transport, and give your view to select a mode of transport  
 for company engaged in FMCG products 

Article 
Source:Internet, www.ohionuiversity/class/log.mark.edu 

Logistics Solutions Don’t Always Work 
The problem: Manufacturers typically buy grease in 400-pound 
drums, ten drums at a time. The drums require considerable 
physical handling, are nonreturnable, and create a dis-posal 
problem. On a production line, discard-ing partially empty 
drums at shift change rather than changing them during the 
shift wastes grease. 
The Solution: A grease supplier developed a logistically  
improved method for delivery, storage, and use of grease. The 
supplier pur-chased a tank trailer that would pump grease into the 
customer’s plant, where it would be stored in 5,OOO- 
pound-capacity vessels and then piped to greasing stations on the 
produc-tion line. 
The Logistics Savings: Bulk delivery was cheaper than drum  
delivery for the supplier. Customers could save 5 cents a pound in- 
grease purchase costs, and eliminate wastage,drum handling, and 
disposal costs. 
Market Resistance: Customer adoption was so slow that three 
years after introduction, the specially designed bulk grease delivery 
truck still was underutilized. 
The Causes: The logistically better system failed due to poor sales 
training by the grease supplier. On the buying side, resistance to 
an unfamiliar idea by customers’ engineering de- 
partments, misconceptions about the rela-tively small costs of 
adaptation to the new sys-tem, and fear of being tied to one 
supplier kept customers from switching over. 
The Moral: In evaluating a change to a lo-gistics system, more 
than cost tradeoffs must be considered. The perceptions of 
people us-ing the system are also important.  
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A wider range of transportation alternatives exists today for
product or raw material movement than ever before. For
example, a firm may consider for-hire transportation, private
transportation, or a variety of contractual arrangements with
different transport specialists. Service options include changes in
billing, infor-mation availability, product liability, and pickup
and delivery practices. Carriers and shippers now have the
flexibility to negotiate responsibility for all transporta-tion-
related activities.

Transport Functionality and Principles
Transportation is one .of the most visible elements of logistics
operations. As consumers, we are accustomed to seeing trucks
and trains moving product or parked at a distribution facility.
While this experience provides a good visual understanding of
transportation elements, it does not allow the necessary depth
of knowledge to understand transportation’s role in logistics
operations. This section establishes that foundation by
reviewing functionality provided by transportation and the
under-lying principles of transport operation.

Transport Functionality
Transportation functionality provides two major functions
1. Product movement
2. Product storage.

Product Movement
Whether the product is in the form of materials, com-ponents,
assemblies, work-in-process, or finished goods, transportation
is necessary to move it to the next stage of the manufacturing
process or physically closer to the ultimate customer. A primary
transportation function is product movement up and down the
value chain.Transportation utilizes temporal, financial, and
environmental resources, it is important that items be moved
only when it truly enhances product value.
The major objective of transportation is to move product from
an origin location to a prescribed destination while minimizing
temporal, financial, and environmental resource costs. Loss and
damage expenses must also be minimized. At the same time,
the movement must take place in a manner that meets cus-
tomer demands regarding delivery performance and shipment
information availability

LESSON 7 UNIT 3
TRANSPORTATION

1. Transport Functionality& Principles.

2. Participants in transport decisions.

3. Modal characteristics.

4. Modal comparison.

5. Legal classification.

6. Comparison of each mode with legal
classification

Product Storage
A less common transportation function is temporary storage.
Vehicles make rather expensive storage facilities. However, if the
in-transit product requires storage but will be moved again
shortly (e.g., in a few days), the cost of unloading and reloading
the product in a warehouse may exceed the per A second
method to achieve temporary product storage is diversion. This
occurs when an original shipment destination is changed while
the delivery is in transit. Tradi-tionally, the telephone was used
to direct diversion strategies. Today, satellite communication
between enterprise headquarters and vehicles more efficiently
han-dles the information.
In summary, although product storage in transportation
vehicles can be costly, it may be justified from a total-cost or
performance perspective when loading or unloading costs,
capacity constraints, or the ability to extend lead times are con-
sidered.

Principles
There are two fundamental principles guiding transportation
management and op-erations. They are economy of scale and
economy of distance.

Economy of Scale
It refers to the characteristic that transportation cost per unit of
weight decreases when the size of the shipment increases. For
example, truckload (TL) shipments (i.e., shipments that utilize
the entire vehicle’s capacity) cost less per pound than less-than-
truckload (L TL) shipments (i.e., shipments that utilize a
portion of vehicle capacity). It is also generally true that larger
capacity transportation vehicles such as rail or water are less
expensive per unit of weight than smaller capacity vehicles such
as motor or air. Transportation economies of scale exist because
fixed ex-penses associated with moving a load can be spread
over the load’s weight. As such, a heavier load allows costs to be
“spread out,” thereby decreasing costs per unit of weight. The
fixed expenses include administrative costs of taking the
transportation order, time to position the vehicle for loading or
unloading, invoic-ing, and equipment cost. These costs are
considered fixed because they do not vary with shipment
volume.

Economy of Distance
It refers to the characteristic that transportation cost per unit of
distance decreases as distance increases. For example, a shipment
of 800 miles will cost less than two shipments (of the same
combined weight) of 400 miles. Transportation economy of
distance is also referred to as the tapering principle since rates or
charges taper with distance. The rationale for distance economies
is similar to that for economies of scale. Specifically, the relatively
fixed expense incurred to load and unload the vehicle must be
spread over the variable expense per unit of distance. Longer
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distances allow the fixed expense to be spread over more miles,
resulting in lower overall per mile charges
These principles are important considerations when evaluating
alternative trans-portation strategies or operating practices. The
objective is to maximize the size of the load and the distance that
it is shipped while still meeting customer service expectations

Participants in Transportation Decisions
Transport transaction are often influenced by five parties: the
shipper(the original party),the consignee (destination party or
receiver), the carrier, the government, and the public.

Relationship between the shipper, the consignee, and the public
Above Figure illustrates the relationship between these parties.
They may be related by ownership in some situations, such as
when company-owned vehicles are used to transport goods
between two company locations. In many cases, however, the
parties are independently owned and operated. In order to
understand the com-plexity of the transportation environment,
it is necessary to review the role and perspective of each party.

Shippers and Consignees
The shipper and consignee have the common ob-jective of
moving goods from origin to destination within a prescribed
time at the lowest cost. Services include specified pickup and
delivery times, predictable transit time, zero loss and damage, as
well as accurate and timely exchange of information and
invoicing

Carriers
The carrier, as the intermediary, takes a somewhat different per-
spective. Carriers desire to maximize their revenue associated
with the transaction while minimizing the costs necessary to
complete the transaction. The perspective suggests that a carrier
wants to charge the highest rate that the shipper (or con-signee)
will accept and minimize the labor, fuel, and vehicle costs
required to move the goods. To achieve this objective, the carrier
desires flexibility in pickup and delivery times to allow indi-
vidual loads to be consolidated into economic moves

Government
The government maintains a high interest level in the transac-
tion because of transportation’s impact on the economy.
Government desires a stable and efficient transportation
environment to sustain economic growth. Transporta-tion
enables the efficient movement of products to markets
throughout the country and thus promotes product availability
at a reasonable cost. The situation in the Soviet Union prior to
its breakup demonstrates the impact of an inadequate trans-
portation system. Although not the only reason, the
transportation system was a contributing factor in the Soviet

economy’s inability to supply food to the market even though
adequate production existed.
A stable and efficient commercial economy requires that carriers
offer compet-itive services while operating profitably. Many
governments are more involved with carrier activities and
practices than with other commercial enterprises. In-volvement
may take the form of regulation, promotion, or ownership.
Governments regulate carriers by restricting the markets they can
service or by setting the prices they can charge. Governments
promote carriers by supporting research and devel-opment or
by providing rights-of-way such as roadways or air traffic control
systems. In countries like the United Kingdom or Germany,
some carriers are owned by the government, which maintains
absolute control over markets, services, and rates. Such control
allows government to have a major influence on the eco-nomic
success of regions, industries, or firms

The Public
The final participant, the public, is concerned with transporta-
tion accessibility, expense, and effectiveness, as well as
environmental and safety stan-dards. The public ultimately
determines the need for transportation by demanding goods
from around the world at reasonable prices. While minimizing
transportation cost is important to consumers, trade-offs
associated with environmental and safety standards also require
consideration. The effects of air pollution and oil spills remain a
significant transportation issue even though there have been
tremendous strides in pollution reduction and consumer safety
during the past two decades. The cost of reducing the risk of
environmental or vehicle accidents is passed on to consumers,
who must collectively judge how much safety is necessary.
The transportation relationship is complex because of the
interaction between the parties. This leads to frequent conflicts
between parties with micro interest -shippers, consignees, and
carriers-as well as parties with a macro interest-gov-ernment and
the public. These conflicts have led to duplication, regulation,
and restrictions of transportation services

Transport Infrastructure
Transportation infrastructure consists of the rights-of-way,
vehicles, and carrier organizations that offer transportation
services on a for-hire or internal basis. The nature of the
infrastructure also determines a variety of economic and legal
char-acteristics for each mode or multimodal system. A mode
identifies the basic trans-portation method or form.

Modal Characteristics
The five basic transportation modes are rail, highway,
water, pipeline, and air. The relative importance of each mode
can be measured in terms of system mileage, traffic volume,
revenue, and the nature of traffic composition. Each mode is
dis-cussed with respect to these measures.

Rail Network
Historically, railroads have handled the largest number of ton-
miles continental. As a result of the early establishment of a
comprehensive rail network connecting almost all cities and
towns, railroads dominated intercity freight tonnage until after
World War II. This early superiority resulted from the capability
to transport large shipments economically and to offer frequent
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service, which gave railroads a somewhat monopolistic posi-
tion. However, with the advent of serious motor carrier
competition following World War II, the railroads’ share of
revenues and ton-miles started to decline.
The capability to efficiently transport large tonnage over long
distances is the main reason railroads continue to handle
significant intercity tonnage and revenue. Railroad operations
incur high fixed costs because of expensive equipment, right-of-
way (railroads must maintain their own track), switching yards,
and terminals. However, rail experiences relatively low variable
operating costs. The replacement of steam by diesel power
reduced the railroads’ variable cost per ton-mile, and electrifica-
tion offers potential for more reductions. New labor
agreements have reduced workforce requirements, further
decreasing variable costs.

Motor Carriers
Highway transportation has expanded rapidly since the end of
World War II. To a significant degree the rapid growth of the
motor carrier industry results from door-to-door operating
flexibility and speed of intercity move-ment.
Motor carriers have flexibility because they are able to operate on
all types of roadways. In comparison to railroads, motor carriers
have relatively small fixed investments in terminal facilities and
operate on publicly maintained highways. Although the cost of
license fees, user fees, and tolls is considerable, these expenses
are directly related to the number of over-the-road units and
miles operated. The variable cost per mile for motor carriers is
high because a separate power unit and driver are required for
each trailer or combination of tandem trailers. Labor require-
ments are also high because of driver safety restrictions and the
need for substantial dock labor. In comparison to railroads,
motor carriers are best suited to handle small shipments
moving short distances.
The characteristics of motor carriers favor manufacturing and
distributive trades, short distances, and high-value products.
Motor carriers have made significant inroads into rail traffic for
medium and light manufacturing. Because of delivery flexibility,
they have captured almost all freight moving from wholesalers
or ware-houses to retail stores. The prospect for maintaining
stable market share in highway transport remains bright.
 The primary difficulties relate to increasing cost to replace
equipment, maintenance, driver wages, and platform and dock
wages. Although accelerating labor rates influence all modes of
transport, motor carriers are more labor-intensive, which causes
higher wages to be a major concern. To counteract this trend,
carriers have placed considerable attention on improved line-
haul scheduling that bypasses terminals, computerized billing
systems, mechanized terminals, tandem operations that pull
two or three trailers by a single power unit, and utilization of
coordinated intermodal systems. These enhancements reduce
labor intensity and, thus cost.
Specialty carriers include package haulers ‘such as Federal Express
and United Parcel Service. These firms focus on specific
requirements of a market or product. Despite the aforemen-
tioned problems, it is quite apparent that highway
transpor-tation will continue to function as the backbone of
logistical operations for the foreseeable future.

Water Transport
Water is the oldest mode of transportation. The original sailing
vessels were replaced by steamboats in the early 1800s and by
diesel power in the 1920s. A distinction is generally made
between deep-water and navigable inland water transport.
The main advantage of water transportation is the capacity to
move extremely large shipments. Water transport employs two
types of vessels. Deep-water vessels, which are generally
designed for ocean and Great Lakes use, are restricted to deep-
water ports for access. In contrast, diesel-towed barges, which
generally operate on rivers and canals, have considerably more
flexibility.
 Water transport ranks between rail and motor carrier in respect
to fixed cost. Although water carriers must develop and operate
their own terminals, the right-of-way is developed and main-
tained by the government and results in moderate fixed costs
compared to rail and highway. The main disadvantages of water
trans-port are the limited range of operation and speed. Unless
the origin and destination of the movement are adjacent to a
waterway, supplemental haul by rail or truck is required. The
capability of water to carry large tonnage at low variable cost
places this mode of transport in demand when low freight rates
are desired and speed of transit is a secondary consideration.
Typical inland water freight includes mining and basic bulk
commodities such as chemicals, cement, and selected agricultural
products. In addition to the restric-tions of navigable water-
ways, terminal facilities for bulk and dry cargo storage and
load-unload devices limit the flexibility of water transport.
Labor restrictions on loading and unloading at docks create
operational problems and tend to reduce the potential range of
available traffic. Finally, a highly competitive situation has
developed between railroads and inland water carriers in areas
where parallel routes exist.

Pipelines
It operates on a twenty-four-hour basis, seven days per week,
and are limited only by commodity changeover and mainte-
nance. Unlike other modes, there is no empty “container” or
“vehicle” that must be returned. Pipelines have the highest fixed
cost and lowest variable cost among transport modes. High
fixed costs result from the right-of-way, construction and
requirements for control sta-tions, and pumping capacity. Since
pipelines are not labor-intensive, the variable operating cost is
extremely low once the pipeline has been constructed. An
obvious disadvantage is that pipelines are not flexible and are
limited with respect to commodities that can be transported:
only products in the form of gas, liquid, or slurry can be
handled.

Air Transport
The newest but least utilized mode of transport is air freight.
Its significant advantage lies in the speed with which a shipment
can be transported. A coast-to-coast shipment via air requires
only a few hours contrasted to days with other modes of
transportation. One prohibitive aspect of air transport is the
high cost. However, this can be traded off for high speed,
which allows other elements of logistical design, such as
warehousing or inventory, to be reduced or eliminated.
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Air transport still remains more of a potential opportunity than
a reality. Although the mileage is almost unlimited, airfreight
accounts for significantly less than I percent of all intercity ton-
miles. Air transport capability is limited by lift capacity (i.e., load
size constraints) and aircraft availability. Traditionally, most
intercity airfreight utilized scheduled passenger flights. While
this practice was economical, it resulted in a reduction of both
capacity and flexibility. The high cost of jet aircraft, coupled with
the erratic nature of freight demand, has limited the assignment
of dedicated planes to all-freight operations.
However, premium air carriers such as Federal Express and
United Parcel Service Overnight provide dedicated global freight
operation. While this premium service was originally targeted at
documents. it has expanded to include larger parcels. For
example, both United Parcel and Federal Express have extended
their air freight service to include overnight delivery from a
centralized distribution center located at their air hub. This is an
ideal service for firms with a large number of high-value
products and time-sensitive service requirements.
The fixed cost of air transport is low compared to rail, water,
and pipeline. In fact, air transport ranks second only to highway
with respect to low fixed cost. Airways and airports are generally
developed and maintained with public funds. Likewise,
terminals are normally maintained by local communities. The
fixed costs of airfreight are associated with aircraft purchase and
the requirement for special-ized handling systems and cargo
containers. On the other hand, air freight variable cost is
extremely high as a result of fuel, maintenance, and the labor
intensity of both in-flight and ground crews.

Modal Comparison and Dominant Traffic Composition

Mode Nature of traffic Composition

Rail 
Extracting industries 
Heavy manufacturing 

Agricultural commodities 

Highway 
Medium and light manufacturing 

Distribution between wholesalers and retailers  
 

Water Mining and basic bulk commodities, Chemicals, 
Cement, Some agricultural products 

Pipeline Petroleum, Coal slurry 

Air No particular commodity 

Emergency rather than regular basis 

Operating      

Characteristics Rail Truck Water Pipeline Air 

Speed 3 2 4 5 1 

Availability 2 1 4 5 3 

Dependability 3 2 4 1 5 

Capability 2 3 1 5 4 

Frequency 4 2 5 1 3 

Composite score 
1

4 
10 18 17 16 

Lowest is the best      

So we have covered different modes of transportation, now we
are going to discuss the Legal classification of Carrier.
Can any one of you tell me that what is the difference between
the two?????O.K. let me explain you.
Before we start with legal classification ,we must know that
because of the following factors one is considering these
options:
1. Volume and regularity of business.
2. Cash flow position of firm.
3. Availability of funds for investment.
4. Historical background of the firm.

Common Carriers
The basic foundation of the public transportation system is the
common carrier. Common carriers have the responsibility to
offer service at nondiscriminatory prices to the public. The
operating authority received by a common carrier may include
the right to transport all commodities, or it may limit transport
to specialized commodities such as steel, household goods, or
computers. In addition, the operating authority specifies the
geographical area the carrier may service and indicates if such
service is to be on a scheduled or unscheduled basis.
A common carrier is required to publish the rates it charges for
transport service, supply adequate facilities, provide service to all
points prescribed in its certificate of authority (unless with-
drawal is authorized by the appropriate regulatory agency),
deliver the goods within a reasonable time, charge reasonable
rates, and refrain from discrimination against customers. In
many cases, these rates are published in computerized format to
facilitate reference and maintenance. In addition to base rates,
most carriers offer discounts for key customers.
A historical problem for common carriers has been that the
number of customers (and thus the volume of freight) is
difficult to forecast. Increased legal flexibility for common
carriers has encouraged the formation of strategic alliances and
formal long-term relationships in an attempt to remedy the
uncertainty of freight volume by providing financial and
planning stability for both common carriers and shippers.

Contract Carriers
Contract carriers provide transport services for select cus-tomers.
Although contract carriers must receive authorization, require-
ments are normally less restricted than common carrier
operating authority. The basis for the contract is an agreement
between a carrier and a shipper for a specified transpor-tation
service at a previously agreed cost. For example, the agreement
may be a contract to move a single load or a number of loads
over time. The business agreement becomes the basis for the
contract carrier to receive a permit to transport the specified
commodities.
A special legal class of contract transportation is the owner-
operator or inde-pendent trucker. The owner-operator typically
owns a tractor and may own a trailer. Using this equipment, an
owner-operator provides line-haul service on a regular or trip-by-
trip basis for other legal forms of transportation such as contract
carriers. Recent rulings authorize owner-operators to make
business arrangements with common, contract, exempt, and
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private carriers. Prior to the 1980s owner-operators were limited
to providing service to common and contract carriers only.

Private Carriers
 A private carrier consists of a firm providing its own trans-
portation. Private carriers are not for hire and are not subject to
economic regulation. although they must comply with regula-
tions concerning hazardous goods movement,employeesafety,
vehicle safety, and other social regulations established bygovern-
ment agencies such as the Department of Transportation.
The firm must own or lease the transport equipment and
provide managerial direction regarding transportation opera-
tions. The primary distinction between pri-vate and for-hire
carriage is that the transportation activity must be incidental to
the primary business of the firm to qualify as private carriage.
For example, Frito Lay owns the trucks that deliver its snack
products to retail stores. Frito Lay’s primary business is snack
food, not transportation. Prior to deregulation, the private
carrier was required to own the products it transported; that is
no longer the case: Now, a private carrier such as Frito Lay can
transport goods for another company to reduce” empty miles.”
As result, many firms have reduced their private carrier opera-
tions in order to refocus managerial skills and resources on the
core operations of their basic business. Competitive conditions
in many industries have encouraged firms to seek the talents
and leverage of for-hire carriers that specialize in transportation
planning and operations.
So after the discussion we can conclude that:

Common Carriers
Common carrier is a hire-for carrier.
Operates for general public: to serve, to deliver, at reasonable
charges without discrimination.
1. The common carrier must transport all commodities offered

to them.
2. Liable for damages.
3. The Govt. may intervene to safeguard public interest.
4. Discrimination is when a carrier charges different rate or

provides different service
    level for essentially similar movements of similar goods.
5. Permissible forms of discrimination are large volume

movements over low movements and cost differential of
volume over weight shipments.

Contract Carriers
1. Contract carrier is a hire-for carrier that do not serve general

public but rather serves one or limited number of shippers
with whom it is under specific contract.

2. The contract contains terms pertaining to the carrier’s rates,
liability, type of service and equipment.

3. They provide a specialized type of service to the shipper; it
can tailor its service to meet specific shipper’s needs by
utilizing special equipment and arranging special pickups and
deliveries.

4. A contract carriers rate are lower than common carrier.

5. The contract carrier is available only to shipper with whom
the carrier has signed the contract.

Private Carrier
1. A private carrier is essentially a firm’s own transportation
2. The basic reason for a firm to enter into private

transportation is cost and service.
3. Other advantages likes increase control and flexibility result in

lower inventory levels, greater customer satisfaction and
greater efficiency at loading and unloading docks.

4. Disadvantages are capital requirement and problems in
labour and management.

Exempt Carrier
1. The exempt carrier is a for-hire exempt from economic

regulation regarding rates and services.
2. The laws of the marketplace determine the rates and services.
3. An exempt carrier gains this status by the commodity it

hauls or by the nature of its operations.
4. Basically used for bulk movement like coal, ore, grains, etc.
Now in a simple format we can compare both of them

    Modes 

 

Legal 

Types 

 
 
 
Rail 

 
 
 
Road 

 
 
 
Water 
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Pipeline 
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Before ending the chapter after studying and discussing
important issues you can easily predict the carrier selection
determinant.
They are as follows:
1. Transportation cost-This include Rates, minimum weight,

loading and unloading charges.
2. Transit time- is the total time that elapses from the time the

consigner makes the goods       available for dispatch until
carrier delivers same to the consignee.

3. Reliabilty- Refers the consistency of the transit time a
carrioer provides.
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4. Capability-Refers to the carrier’s ability to provide the
equipment and facilities  that is required  for the movement
of particular commodity.

5.Accessibilty-Refers to carrier’s physical access or geographical
limits.

6. Security- Concern the arrival of good in the same condition.

Questions For Self- Analyzation
Q1. Describe the five modes of transportation, identifying

the most significant characteristics of each. What is the
basic concept behind intermodal movement?

Q2. Why have the railroad miles declined during a period
of national growth?

Q3. Railroads have the largest percentage of intercity freight
ton-miles, but motor carriers have the largest revenue.
How do you justify this relationship?

Q4. Why is motor carrier freight transportation the most
preferred method of product shipment?
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LESSON 8:
MULTI-MODAL TRANSPORT

1. Concept of Multimodal transport.

2. Features of Each category.

3. Transport Services.

4. Examples of Transport Services.

5. Value added Services.

6. Ranking of carrier selection determinants.

Multimode Transport means transport of cargo from premises
of shipper to those of consignee by more than one mode,
under a single contract evidence by a single transaction and
through freight rate of liability. Thus this is the transport of
merchandise using two or more means of transportation from
the location designated by the exporter to the location of the
importer, where the carrier is responsible for taking custody of
the merchandise.

Features of Multimodal Transport
System
• Goods mainly in International Trade pass through the hands

of more than one carrier and more than one mode of
transport.

• Under conventional system of segmented transport, the
consignee enters into separate contracts with each other.

• The liability of each carrier is limited to the carrier in limited
to the carriage performed by him.

• The consignor or his agent has to attend to all arrangements
required for trans-shipment of goods from one mode to
another, including warehousing.

Advantages of Multimodal Transport
• Minimizes time loss at trans-shipment points.
• Provides faster transit of goods.
• Reduces burden of documentation and formalities.
• Save cost
• Establishes only one agency to deal with.

Different Types of Operator

1. Sea/Air

• Economy of Sea Transport and speed of Air transport.
• Mainly for east or European route.
• Mainly used for high value goods like electronic, computer

and high seasonal ggds like fashion wear.

2. Air/Road (Truck)

• Though road transport in incidental to air transport i.e. pick
up delivery.

• Also used  across national boundaries to connect with main
bases of Airport.

3. Rail/Road/Inland Waterways-Sea-Rail/Road/Inland
Waterways:

• Inland mode of transport such as road rail waterways to
reach seaport in country of origin or from the seaport of
Country of destination to inland destination.

4. Minibridge

• Two international intermodal options are miniland bridge
(minibridge) and micro bridge.

• Mini bridge is a variant of land bridge in which freight
movements originates or terminates at a point within the
United States.

5. Macrobridge

• Terminates at an inland point rather than a port, otherwise
same as minibridge.

6. Landbridge

• Fit rate embrace two maritime tariff and surface transport
rate.

• Sea-Land-Sea
7. Microbridge

• Micro bridge refers to door- 2- door service available along
the west coast of United States rather than traditional port-
2- port.

Here friends tell me the difference between port -2- portservice
and door-2 door service
Door-2 –door service places the responsibility of shipment
movement and/or delivery on transportation carrier.

In El Salvador there is a group of companies that offers this
type of transport. The basic services available in the area of
import/export are:
1. Carrier by sea.

• Full container shipping (FCL).
• Shipping less than one container (LCL).

2. Overland carriage.
• Fully loaded trailers (FTL).
• Shipping less than a full trailer (LTL).

3. Air carriage.
4. Express carriage.

• Packages.
The available services in addition to the basic ones are:

• Customs procedures at destination and origin.
• Freight forwarder or shipping agent.
• Cargo consolidation.
• Door to door service.
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The points of destination may be considered to and from
any point in the world.
The frequency of departure is as follows:
1. Service by sea:

• Weekly arrivals and departures.
2. Overland:

• Daily arrivals and departures.
3. Air service:

• Daily arrivals and departures.
4. Express service:

Daily arrivals and departures.

Suppliers of Transportation Services
Transportation services are offered by a combination of
suppliers. Historically, government policy limited providers to
single-mode operation. This restriction was designed to
promote competition between modes and thus limit the
potential for monopoly practices experienced in the early railroad
era. The limitations were lifted following deregulation so that
carriers could develop integrated intermodal services to more
efficiently and effectively meet the needs of customers. The
following sections review the services that are offered by
different carrier types. The description also includes examples of
carriers that are representative of each category

Single-Mode Operators
The most basic carrier type is a single-mode operator that offers
service utilizing only one transport mode. This degree of focus
allows a carrier to become highly specialized, competent, and
efficient.
However, the approach creates significant difficulties for
intermodal transport because it requires negotiation and a
transaction with each individual carrier. Airlines are an example
of a single-mode carrier for both freight and passenger service
since they only offer service from airport to airport. The shipper
or passen-ger is responsible for movement to and from the
airport. A series of single-mode operations require more
management effort and, thus, increase cost.

Specialized Carrier
Over the past several decades a serious problem existed in
small-shipment trans-portation. It was difficult for a common
carrier to provide a reasonably priced small-shipment service
because of significant overhead cost associated with ter-minal
and line-haul service. This overhead forced motor carriers to
assign a minimum charge for handling any shipment. Railroads
do not offer small-shipment service. As a result of the mini-
mum charge and the lack of low-cost rail alternatives, an
opportunity existed for companies offering specialized service
to enter the small-shipment or package-service market.
Package services represent an important part of transportation
infrastructure, and the influence of carriers in this segment is
increasing because of their size and intermodal capabilities.
However, the variety of services offered do not fall neatly into

the traditional modal classification scheme since packages travel
by rail, motor, and air. Package-service classification provides
both regular and premium trans-portation, further blurring
modal distinction.

Basic Package Services
 Numerous carriers offer package delivery services within
commercial zones of metropolitan areas. As noted earlier, this
type of service is classified as exempt common carriage. Other
carriers offer package delivery service on an intrastate and
interstate basis. E.g. Indian Postal services, U.P.S.The original
service offered by UPS was contract delivery of local shipments
for department stores. Over the past two decades, UPS has
made substantial inroads into more diverse intercity package
movements. In fact, UPS has expanded its scope of overall
operating authority by shipping packages that conform to
specified size and weight restrictions nationwide and globally
for consumers and business enterprises. By specializing in small
packages, UPS has been able to provide cost-effective overnight
service between most cities within 300 miles

Example of Integrateq Parcel Carrier
Services
• Next-day air. Guaranteed overnight air delivery for letters and

packages
• Second-day air. Air delivery at substantial savings compared

to overnight
• Ground delivery service. Routine two-day delivery within 800

miles from origin
• Hundredweight service. Contract service for multipackage

shipments over 200 pounds
• sent to single consignee at one location on a single day
• Ground saver. High-volume business-to-business package

delivery between designated
• metropolitan areas. International air. Automatic daily pickup

and expedited delivery to more than 180 countries . Air cargo
service. Oversized/heavy domestic and international freight

• Service to Canada. Ground and air delivery with computer
linkup between both countries’

• Customs offices
• ’ Worldwide expedited package service. Multipackage

alternative to air freight . Worldwide document service.
Document delivery requiring minimal customs clearance .
Truck leasing. Full-service vehicle leasing and rental.

Value-added Services
•  Electronic tracking. Monitors shipments from pickup to

delivery
• Advanced label imaging system (ALlS). Bar code package

tracking labels for customer inquiry . Delivery confirmation
service. Automatic proof of delivery via bar coding

•  Customs clearance servioe. Expedited service for UPS
International Air

• systems for on-line delivery information.
• Consignee billing. Management anddirect payment of

inbound customer transportation charges .
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•  Inventory express. Logistical support (inventory control,
distribution, and reporting) for timesensitive products
requiring fast, reliable distribution.

• On-call air pickup. Same-day pickup for all UPS air services via
customer phone call . UPS properties. Facility development
for site leasing close to UPS operations.

Quality of service depends on various factors, some of them
are following:
1. Speed.
2. Door 2 Door Capability.
3. Reliability.
4. Security.
5. Safety.
6. Flexibility.
7. Availability.

Ranking of Carrier Selection Determinants

Rank                                Determinants

1. Transit time reliability or consistency.
2. Door-to-Door transportation rate or cost.
3. Total door-to door transit time.
4. Willingness of carrier to negotiate rate charges.
5. Financial stability of the carrier.
6. Equipment availability
7. Frequency of service.
8. Pickup and delivery service.
9. Freight loss and damage.
10. Shipment expedite.
11. Quality of operating personnel.
12. Shipment tracing
13. Willingness of carrier to negotiate service changes.14.
14. Scheduling flexibility.
15. Line haul services.
16. Claim Processing.
17. Quality of carrier salesmanship.
18. Special equipment.
Now dear students tell me what are the Logistics Channels
in International Distribution.

Yes you people are correct they are

• Landward movement to the Port or Airport.
• Air Transport.
• Ocean Shipping.
• Surface transport in other Country.
We have covered different types of transportation, advantages
and disadvantages of each,multimodal transport, ranking
determinant etc.
Now when we are talking about ranking determinant we must
know that ranking is also done on the basis of certain factors
which determines the rate and pricing of transport modes. So
we are today going to cover the same, and I hope that I would

get maximum contribution from all you while discussing each
factor.
Transport economics and pricing are concerned with the factors
and characteristics that determine transport costs and rates. To
develop an effective logistics strategy and to successfully
negotiate transport agreements, it is necessary to understand the
economies of industries.
 Firstly we will discuss the factors that influence transport
economics. Then secondly the cost structures that influence the
cost structure. Finally the rate structures that form the founda-
tion for actual customer charges.

Economic Factors
Transport economics is influenced by seven factors. While not
direct components of transport rate tables, each factor is
considered when developing rates. The specific factors are

Distance
Distance is a major influence on transportation cost since it
directly contributes to variable cost, such as labor, fuel, and
maintenance. First, the cost curve does not begin at the origin
because there are fixed costs associated with shipment pickup
and delivery regardless of distance. Second, the cost curve in-
creases at a decreasing rate as a function of distance. This
characteristic is known as the tapering principle, which results from
the fact that longer movements tend to have a higher percentage
of intercity rather than urban miles. Intercity miles are less
expensive since more distance is covered with the same fuel and
labor expense as a result of higher speeds and also because
frequent intermediate stops typical of urban miles add addi-
tional loading and unloading costs.

Volume
The second factor is load volume. Like many other logistics
activities, transportation scale economies exist for most
movements. Transport cost per unit of weight decreases as load
volume increases. This occurs because the fixed costs of pickup
and delivery as well as administrative costs can be spread over
additional volume.

Density
Since vehicle labor and fuel expenses are not dramatically
influenced by weight, higher density products allow relatively
fixed transport costs to be spread across additional weight. As a
result, these products are assessed lower transport costs per unit
of weight. In general, logistics managers attempt to increase
product density so that more can be loaded in a trailer to better
utilize capacity. Increased packaging density allows more units
of product to be loaded into the fixed cube of the vehicle. At a
certain point, no additional benefits can be achieved through
increased density because the vehicle is fully loaded.
For example, from a capacity perspective, liquids such as beer or
soda “weigh out” a highway trailer when it is about half full. As
such, the weight limitation is reached before the volume
restriction is met. Nevertheless, efforts to increase product
density will generally result in decreased transportation cost.

Stowability
The stowability factor refers to product dimensions and how
they affect vehicle (railcar, trailer, or container) space utilization.
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Odd sizes and shapes, as well as excessive weight or length, do
not stow well and typically waste space. Although density and
stowability are similar, it is possible to have products with the
same density that stow very differently. Items with standard
rectangular shapes are much easier to stow than odd-shaped
items.
For example, while steel blocks and rods have the same density,
rods are more difficult to stow because of their length and
shape. Stowability is also influenced by the shipment size;
sometimes large numbers of items can be “nested” that might
otherwise be difficult to stow in small quantities. For example,
it is possible to accomplish significant nesting for a truckload of
trash cans, while a single can is difficult to stow.

Handling
Special handling equipment may be required for loading or
unload-ing trucks, railcars, or ships. Furthermore, the manner in
which products are phys-ically grouped together (e.g., taped,
boxed, or palletized) for transport and storage also affects
handling cost.

Liability
Liability includes six product characteristics that primarily affect
risk of damage and the resulting incidence of claims. Specific
product considerations are:
• Susceptibility to damage
• Property damage to freight
• Perish ability
• Susceptibil-ity to theft
• Susceptibility to spontaneous combustion or explosion
• Value per pound.
Carriers must either have insurance to protect against possible
claims or accept responsibility for any damage. Shippers can
reduce their risk, and ultimately the transportation cost, by
improved protective packaging or by reducing suscep-tibility to
loss or damage

Market Factors
Finally, market factors, such as lane volume and balance,
influence transportation cost. A transport lane refers to
movements between origin and destination points. Since
transportation vehicles and drivers must return to their origin,
either they must find a load to bring back (‘ ‘back-haul’ ‘) or the
vehicle is returned empty (“deadhead”). When deadhead
movements occur, labor, fuel, and maintenance costs must be
charged against the original “front-haul” move. Thus, the ideal
situation is for “balanced” moves where volume is equal in
both directions. However, this is rarely the case because of
demand imbalances in manufacturing and consumption
locations. Demand directionality and seasonality result in
transport rates that change with direction and season. Logistics
system design must take this factor into account and add back-
haul movement where possible.

Cost Structures
The second dimension of transport economics and pricing
concerns the criteria used to allocate cost components. Cost
allocation is primarily the carrier’s concern, but since cost

structure influences negotiating ability, the shipper’s perspective
is important as well. Transportation costs are classified into a
combination of cate-gories
1. Variable Costs

 Variable costs are those costs that change in a predictable,
direct manner in relation to some level of activity during a
time period. Variable costs can be avoided only by not
operating the vehicle. Aside from exceptional circumstances,
transport rates must at least cover variable costs. The variable
category includes direct carrier costs associated with
movement of each load. These expenses are generally
measured as a cost per mile or per unit of weight. Typical
cost components in this category include labor, fuel, and
maintenance.

2. Fixed Costs
Fixed costs are those costs that do not change in the short
run and must be covered even if the company is closed
down (e.g., during a holiday or a strike). The fixed category
includes carrier costs not directly influenced by shipment
volume. For transportation firms, fixed components include
terminals, rights-of-way, information systems, and vehicles.
In the short term, expenses as-sociated with fixed assets
must be covered by contributions above variable cost on a
per shipment basis. In the long term, the fixed cost burden
can be reduced somewhat by the sale of fixed assets;
however, it is often very difficult to sell rights-of-way or
technologies.

3. Joint Costs
Joint costs are expenses unavoidably created by the decision
to provide a particular service. For example, when a carrier
elects to haul a truckload from point A to point B, there is an
implicit decision to incur a “joint” cost for the back-haul
from point B to point A. Either the joint cost must be
covered by the original shipper from A to B, or a back-haul
shipper must be found. Joint costs have significant impact
on transportation charges because carrier quotations must
include implied joint costs based on considerations regarding
an appropriate back-haul shipper and/or back-haul charges
against the original shipper.

4. Common Costs
This category includes carrier costs that are incurred on behalf
of all shippers or a segment of shippers. Common costs,
such as terminal or management expenses, are characterized
as overhead. These are often allocated to a shipper according
to a level of activity like the number of shipments handled
(e.g., delivery appointments). However, allocating overhead
in this manner may incorrectly assign costs. For! example, a
shipper may be charged for delivery appointments when it
doesn’t actually use the service (such as when the shipper’s
deliveries are unloaded on an “as available” basis).

Pricing Stategies
1. Cost-of-Service Strategy

The cost-of-service strategy is a “buildup” ap-proach where
the carrier establishes a rate based on the cost of providing
the service plus a profit margin. For example, if the cost of
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providing a transportation service is Rs200 and the profit
markup is 10 percent, the carrier would charge the shipper
Rs220. The cost-of-service approach, which represents the
base or minimum trans-portation charge, is a pricing
approach for low-value goods or in highly competitive
situations.

2. Value-of-Service Strategy
Value-of-service is an alternative strategy that charges a rate
based on perceived shipper value rather than the cost of
actually providing the service. For example, a shipper
perceives transporting 1,000 kgs of electronic equipment as
more critical or valuable than 1,000 kgs of coal since the
equipment is worth substantially more than the coal. As
such, a shipper is probably willing to pay more to transport
it. Carriers tend to utilize value-of -service pricing for high-
value goods or when limited competition exists.
Value-of-service pricing is illustrated in the premium
overnight carrier market. When Federal Express first
introduced overnight delivery, there were few compet-itors
that could provide the service, so it was perceived by shippers
as a high-value alternative. They were willing to pay $22.50 to
obtain the value of an overnight shipment. Once
competitors such as UPS and the United States Postal Service
entered the market, rates dropped to current discounted
levels of $5 to $10 per package. This rate decrease is more in
line with the actual cost for the service.

3. Combination Strategy
The combination strategy establishes the transport price at
some intermediate level between the cost-of-service
minimum and the value-of-service maximum. In standard
practice, most transportation firms use such a middle value.
Logistics managers must understand the range of prices and
the alternative strategies so that they can negotiate
appropriately.

Rating
1. Class Rates

 In transportation terminology, the price in Rupees and paisa
per hundredweight to move a specific product between two
locations is referred to as the rate. The rate is listed on pricing
sheets or computer files known as tariffs. The term class rate
evolved from the fact that all products transported by
common carriers are classified for pricing purposes. All
products legally transported in interstate commerce can be
shipped via class rates

2. Commodity Rates
When a large quantity of a product moves between two
locations on regular basis ,it is common practice for carriers
to publish a commodity rate. Commodity rates are special or
specific rates published without regard to classification. The
terms and conditions of a commodity rate are usually
indicated in a contract between the carrier and the shipper.

E.g. Exception Rates Exception rates, or exceptions to the
classification, are spe-cial rates published to provide shippers
lower rates than the prevailing class rate. The original purpose
of the exception rate was to provide a special rate for a specific

area, origin-destination, or commodity when either competitive
or high volume movements justified it. A limited service rate is
utilized when a shipper agrees to perform services typically
performed by the carrier, such as trailer loading, in exchange for
a dis-count. A common example is a shipper load and count rate,
where the shipper takes responsibility for loading and counting
the cases.
Not only does this remove the responsibility for loading the
shipment from the carrier, but it also implies that the carrier is
not responsible for guaranteeing the number of cases trans-
ported. Another example of limited service is a released value rate,
which limits carrier liability in case of loss or damage. Normally,
the carrier is responsible for full product value if loss or damage
occurs in transit. The quoted rate must include adequate
insurance to cover the risk. Often it is more effective for manufac-
turers of high-value product to absorb the risk in return for
lower transportation rates. Limited service is used when
shippers have confidence in the carrier’s capability, and cost can
be reduced by eliminating duplication of effort or responsibility.
3. Special Rates and Services

A number of special rates and services provided by for-hire
carriers are available for logistical operations. Several
important ex-amples are discussed:

1. Freight-All-Kinds Rates As indicated earlier,freight-all-kinds
(FAK) rates are important to logistics operations. Under
FAK rates, a mixture of different products is transported
under a generic rating. Rather than determine the
classification and applicable rate of each product, an average
rate is applied for the total shipment. In essence, F AK rates
are line-haul rates since they replace class, exception, or
commodity rates. Their purpose is to simplify the paperwork
associated with the movement of mixed commodities and
thus lower the costs. As such, they are of particular
importance in physical distribution.

2. Local, Joint, Proportional, and Combination Rates
Numerous special rates exist that may offer transportation
savings on specific freight movements. When a commodity
moves under the tariff of a single carrier, it is referred to as a
local rate or single-line rate. If more than one carrier is
involved in the freight movement, a joint rate may be
applicable even though multiple carriers are involved in the
actual transportation process. Because some motor and rail
carriers operate in restricted territory, it may be necessary to
utilize the services of more then one to complete a
shipment. Utilization of a joint rate can offer substantial
savings over the use of two or more local rates.

3. Proportional rates offer special price incentives to utilize a
published tariff that applies to only part of the desired
route. Proportional provisions of a tariff are most often
applicable to origin or destination points outside the normal
geographical area of a single-line tariff. If a joint rate does
not exist and proportional provisions do, the strategy of
moving a shipment under proportional rates provides a
discount on the single-line part of the movement, thereby
resulting in a lower overall freight charge.
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4. Combination rates are similar to proportional rates in that
two or more rates may be combined when no published
single-line or joint rate exists between two locations. The
rates may be any combination of class, exception, and
commodity rates. The utilization of combination rates often
involves several technicalities that are beyond the scope of
this discussion. Their use substantially reduces the cost of an
individual shipment. In most cases that involve regular
freight movements, the need to utilize combination rates is
eliminated with publication of a through rate. A through
rate is a rate that applies from origin to destination for a
shipment.

5. Transit Services Transit services permit a shipment to be
stopped at an inter-mediate point between its initial origin
and final destination for unloading, storage, and/or
processing. The shipment is then reloaded for delivery to the
final destina-tion. Typical examples of transit services are
milling for grain products and pro-cessing for sugar beets.
When transit privileges exist, the shipment is charged a
through rate from origin to destination plus a transit
privilege charge. Transit services are typically performed by
railroads. From the viewpoint of the shipper, the use of this
specialized service is restricted to specific geographical areas
once the product enters into transit service.
Therefore, a degree of flexibility is lost when the product is
placed in transit because the final destination can be altered
only at significant added expense or, at the least, with loss of
the through rate and assess-ment of the transit charge.
Finally, the utilization of transit privileges increases the
paperwork of shippers in terms of both meeting railroad
record requirements and ultimately settling the freight bills.
The added cost of administration must becarefully weighed
in evaluating the true benefits gained. During the last decade
railroads have generally discouraged use of transit services.

6. Diversion and Reconsignment For a variety of reasons, a
shipper or consignee may desire to change routing,
destination, or even consignee once a shipment is in transit.
This flexibility can be extremely important, particularly with
regard to the transportation of food and other perishable
products where markets quickly change. It is a normal practice
among certain types of marketing intermediaries to purchase
commodities with the full intention of selling them while
they are in transit. Diversion consists of changing the
destination of a shipment prior to its arrival at the original
destination. Reconsignment is a change in consignee prior to
delivery. Railroads and motor carriers for a specified charge
provide both services.

7. Split Delivery A split delivery is desired when portions of a
shipment need to be delivered to different facilities. Under
specified tariff conditions, pickup and delivery can be
extended to points beyond the initial destination. The
payment is typically structured to reflect a rate as if the
shipment were going to the farthest destination. In addition,
there is a charge for each delivery stop-off.

8. Demurrage and Detention Demurrage and detention are
charges assessed for retaining freight cars or truck trailers
beyond specified loading or unloading time. The term

demurrage is used by railroads for holding a railcar beyond
forty-eight hours before unloading the shipment. Motor
carriers use the term detention to cover similar delays. In the
case of motor carriers, the permitted time is specified in the
tariff and is normally limited to a few hours.

9. Accessorial Services In addition to basic transportation,
motor and rail carriers offer a wide variety of special or
ancillary services that can aid in planning logistical operations.
Table beolw provides a list.

Carriers may also offer environmental services and special
equipment. Environ-mental services refer to special control of
freight while in transit, such as refrig-eration, ventilation, and
heating. For example, in the summer, Hershey’s typically
transports its chocolate and confectionery products in refriger-
ated trailers to protect them from high temperature levels.
Special equipment charges refer to the use of equipment that
the carrier has purchased for the shipper’s economy and conve-
nience. For example, specialized sanitation equipment is
necessary to clean and prepare trailers for food storage and
transit when the trailer has been previously utilized for nonfood
products or commodities.

Typical Carrier Ancillary Services
• COD. Collect payment on delivery.
• Change COD. Change COD recipient.
• Inside delivery. Deliver product inside the building.
• Marking or tagging. Mark or tag product as it is transported.
• Notify before delivery. Make appointment prior to delivery.
• Reconsignment or delivery. Redirect shipment to a new

destination while in transit. . Redeliver. Attempt second
delivery.

• Residential delivery. Deliver at a residence without a truck
dock.

• Sorting and segregating. Sort commodity prior to delivery.
• Storage. Store commodity prior to delivery.

Questions
1. Compare and contrast variable, fixed, and joint cost.
2. How do carrier chares special rates and services?
3. Why are Freight of all kinds (FAK) rates important to an

enterprise engaged in delivery of  a broad product line to
customer?

4. Provide an example of how diversion and reconsignment
can be used to increase logistical efficiency and effectiveness.

Article
The Glass Partnership

Source “Libbey-owens-ford Company” Transport And
Distribution,Sept 1992.
Today’s shipper considers more than cost and service when
looking for a transportation supplier. Libbey-Owens-Ford
(LOF), an architectural and automotive glass manufacturer, faces
the challenge of handling and transporting a large and awkward
product. LOP’s cus-tomer service commitment demands that
the firm utilize competitively priced carriers that can also provide
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su-perior logistics service. These service demands require LOF
to seek innovative carriers and strong channel partnerships.
In the past, LOF utilized as many as 534 carriers for inbound
and outbound transportation. Glass transport often requires
specialized equipment to minimize dam-age. However, the
specialized equipment means that if LOF could not offer a
back-haul, either carriers back-hauled a competitive product or
LOF was charged for the empty load. The number of ship-
ments to and from LOF plants resulted in a large number of
empty back-hauls.
LOF solved this problem through alliances with two carriers.
All inbound and outbound L TL shipments were assigned to
Roadway Logistics Services (ROLS). ROLS does not necessarily
haul all shipments, although it is responsible for routing,
tracing, and payment for all of them. This arrangement allows
LOF to provide its suppliers with a toll-free telephone number
to co-ordinate all inbound-shipments. The “Rite Route” sys-
tem selects the lowest-cost mode and carrier for both internal
and external transport. The system has reduced a $3 million
freight budget by $500,000 and eliminated 70,000 pieces of
paper. Cass Logistics, a third-party payment service, handles all
billing information elec-tronically.
While cost is one consideration in LOF alliances, there is also a
strong quality concern for its TL archi- tectural glass move-
ments. Schneider National’s spe-cialty truckload operation
required eighteen months to qualify as one of LOP’s primary
TL carriers. Don Schneider, president of Schneider National,
claimed it was one of the toughest qualification processes that
he had been through. Schneider National, in partnership with
the trailer manufacturer Wabash National, pat-ented a special-
ized trailer to haul LOF glass. The trailer is an A-frame design
that converts to a standard flatbed truck. This design eliminates
the problem of specialized equipment that is unsuitable for
other back-hauls. Ex-clusive arrangements between LOF,
Schneider Na-tional, and Wabash National ensure that all
equipment is utilized for the three-way partnership and that one
company does not bear an inordinate amount of devel-opment
or financial risk. All three companies enjoy a competitive
advantage in their respective industries as a result of this unique
transportation partnership.
LOF establishes very high service expectations and requests
other commitments in addition to technology. Rather than
awarding business on the basis of price, LOF focuses on total-
cost reduction potential. While LOF recognizes that its partners
must have a sufficient return for their business, it believes that
excessive prof-its damage partnerships. LOF maintains
extensive com-munication between its partners at all organiza-
tional levels. This helps develop an understanding of
partner-ship values and conditions. Throughout this partner-
ship process, LOF believes that logistics creates significant value
for its customers.
technologies such as bar coding, on-line freight information
systems, and satellite communications. Bar coding provides
quick and error-free transfer of information that facilitates
shipment tracking at intermediate points. On-line freight
information systems allow shippers or consignees to dial

directly into the carrier’s computer to determine the status of a
particular delivery.
Libbey-Owens-Ford traces glass ship-ments throughout the
country via access to Roadway Logistics Services computers. In
addition, satellite tracking systems provide carriers with the
ability to monitor vehicle movement throughout the country.
Schneider National utilizes satellite tracking for its truck fleet in
order to identify potential problems and work with its custom-
ers in advance of problems to achieve acceptable solutions.



 
 
 
LESSON 9:  

INTERNATIONAL AIR TRANSPORT  
 
 
freight is handled on a emergency rather than a routine basis. 

�  Air Transport 

��� Advantages, 

��� Constraints 

�  Air Cargo Tariff structure 

��� I A T A 
 

Air Transport 
The appropriate mode of transaction generally depends on 
market location, speed and cost. 
Any cost-benefit study of air cargo evaluates itself in compari- 

son to alternative methods of distribution. The prime factor  
considered in any such analysis is the true value of the time 
saved by the delivery of goods by air. 
Among many factors of comparison while deciding upon the 

mode of transport, the following are some of the important 
points to be considered 
1.   Period of credit availed of 
2.   FOB value 
3.   Value of goods in transit (generally the final price) 4.   
Insurance cost percentage 
5.   Warehouse cost percentage 
6.   Duty payable 
7.   Economic order quantity 
8.   Reorder point 
9.   Stock out cost 
10. Packing cost 
11. Transport cost 
12. Average transit time 
13. Maximum transit time 
14. Minimum transit time. 
To move goods between continents, sea or air transport are  
resorted to in most cases. And when speed is essential air  
transport is preferred. A coast-to--coast shipment via air requires  
only a few hours constrasted to days with other modes of  
transportation when the need is urgent or when delivery must  
be quickly completed, air transport serves the purpose. But  
quick delivery costs more. So generally a trade-off between the  
two, speed and cost is taken up, which allows other elements of  
logistical design, such as warehousing or inventory, to be  
reduced or altered accordingly. Air Transport remains more of a  
potential opportunity than a reality. Air transport capability is  
limited by lift capacity (ie., load size constraints) and air craft  
availability. 
No particular commodity dominates the traffic carried by air  
freight operations. Perhaps the best distinction is that most air 
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Firms typically utilize scheduled or non scheduled air cargo 
movements when the situation justifies the high cost. Products 
with the greatest potential for regular air movement are those 
having high value or extreme perishability. When the marketing 
period for a product is extremely limited - such for Christmas items, 
high-fashion clothing, or fresh fish - air transport may be the only 
practical method for logistical operations. Routine  
logistics products such as parts or consumer catalog items are also 
candidates for air freight. 
The fixed cost of air transport is low compared to rail, water, and 
pipeline. In fact, air transport ranks second only to highway with 
respect to low fixed cost. The fixed costs of air freight are associated 
with aircraft purchase and the requirement for 
specialized handling system and cargo containers. On the other 
hand, air freight variable cost is extremely high as a result of fuel, 
maintenance, and the labour intensity of both inflight and ground 
crews. Since they require wide-open space, airports are generally not 
integrated with other modes of transporation, with the exception 
of highways. 
There is no one ideal transportation mode. Each mode has its  
own inherent or special hazards involved. Under the sea  
transport, hazards include the wave impact, exposure to sea,  
water damage, damage due to vessel movement (like rolling,  
pitching, surging and swaying). Hazards in air transit include  
ground handling, changes in atmospheric pressures and  
temperature. 

Advantages OD Air as Transport System 
Air cargo offers the following advantages in market 
exploitation 

�  It creates new markets or brings new markets within reach  
 and extends markets. For example, perishables market is  
 expanded on the availability of improved refrigerated air  
 cargo service. 
�  Air transport extends the use of mobile production  
 facility. There are instances when it is more economical to  
 move a production centre from one distribution area to  
 another than it is to move bulky goods from a central  
 production centre. 
�  Air transport spreads seasonal demand. With the  
 introduction of air cargo, the whole world can be regarded as  
 the home market and the peak demand spread over a larger  
 period. 
�  Packing cost for air transit are relatively lesser than ocean  
 transport, since the goods are in transit for a lesser time, and  
 also the hazards are relatively lower. 
�  Apart from providing a high level of customer service, air  
 transport, particularly helps in savings in distribution costs.  
 The minimization of distribution costs is linked with  



 

quicker delivery, which results in economies in the cost of 
financing and stock holding. 

��Significant packaging cost savings can be realised to offset the 
higher air freight rate compared with surface transport. Being 
ideal for palletized consignments, a substanital volume of 
merchandise is now moving by air on pallets which aids 
handling, reduces packing needs, facilitates stowage and 
lessens risk of damage/pilferage. 

��Because of the lesser time in transit, the locking of funds in 
the inventory in transit is minimized and inventory turnover  
is also fast. Quick transport reduces amount of capital tied  
up in transit and in stock provision. This facilitates prompt 
financial settlement eliminates need for extensive warehouse 
reduces risk of stock piling, and thereby obsolescence and 
deterioration. 

��Air transport comes handy in delivering perishables in 
prime condition. Sending of samples for quick decision  
making, high fashion clothing, parts, consumer catalog  
items, perishable like fresh fish, quick replacement of broken  
machinery and other such urgent demands can be fruitfully met  
out by using air transit. In cases of opportunity costs like  
lost sales and customer dissatisfaction, which adversely affect  
profit, these costs can be minimized with air transport. 

��Simplified documentation system is followed with 
importance given for one document namely, air waybill. The 
lATA air waybill is, acceptable on any lATA airline thereby 
permitting flexibility. There is common code of liability 
conditions to all lATA accredited airlines. 

��Major airports world wide tcnd to be situated in the centre 
of commercial/industrial areas compared with the major  
seaport. In consequence the airport can in many situations be 
closer situated to the industrial/commercial market which  
has a competitive advantage in terms of lower collection/  
distribution cost. 

Constraints 
Constraints in Air Transit: 
�  Limited capacity of air freighter and overall dimensions of  
 acceptable cargo together with weight restrictions are  
 constraints on air cargo. 
�  Very high operating expenses and initial cost of aircraft  
 when related to overall capacity. 
�  Service is vulnerable to disruption when fog prevails,  
 particularly in airports with less modem traffic control  
 equipment. 
�  Air freight relies on road primarily as feed distributor services.  
 Moreover, airports are sparsely located and not all have  
 Customs clearance facilities as they only serve domestic flights.  
Traditionally, airlines have considered the cargo as a byproduct  
of passenger transportation. The advent of freighter and combi  
aircraft saw this industry assuming a new status. Today, there are  
several airlines which are dedicated exclusively for the movement  
of domestic and international freight by air. Airfreight, there- 
fore, has assumed great significance in the physical distribution  
and logistics process. 

The total exports and imports of India in 1995 and 96 by air was 
286000 and 129000 tonne respectively, which clearly highlights the  
substantial imbalance in the movement of goods by air.  
For air exports, Delhi continues to be the main gateway, but as  
far as imports are concerned Mumbai emerged as the hub.  
In keeping with the growth of the airfreight movement, airlines  
have dedicated substantial capacity in their fleet for the move- 
ment of freight. The country’s national carrier - Air India - with  
its modem fleet of Boeing and Airbus aircrafts, carries around  
1,000 tonnes of freight ex-India per week to various destina- 
tions worldwide. 
Apart from their passenger flights, many international airlines  
such as Cathay Pacific, Ethiopian Airlines, Singapore Airlines,  
British Airways, Swissair, Saudia Cargo, KLM Royal Dutch 
Airlines and exclusive cargo carriers like FedEx and UPS are 
operating dedicated scheduled freighter services from and to 
important hub airports in India. 
Cargo handling infrastructure at the major airports in India is  
severely affected by lack of modernisation, particularly inad- 
equate space, lack of proper proper cold storaging facilities, 
outdated equipment, pilferage and theft. For instance, in  
Mumbai and Delhi, which are the major hubs for airfreight, the 
space provided for customs examination is extremely limited, 
thereby hampering the process of speedy clearance and move- 
ment of goods. The prospective growth areas for the  
movement of airfreight are the inland airports like Bangalore, 
Ahmedabad, Hyderabad, among others. 

Air Cargo Tariff Structure 
As We all Know 
Freight is the reward payable to the carrier for the carriage and 
arrival of goods in a mercantile or recognized condition, ready to 
be delivered to the merchant. 
The freight charge depend on the forces of supply and demand. 
The demand for a particular international transport service  
mode is basically derived from the demand for the commodi- 
ties carried, and is, therefore affected by the elasticity of demand for 
these commodities. 
Airfreight operative on regular scheduled international services are 
decided collectively by the airlines attending their usual twice- 
yearly traffic conferences. These are held under the aegis of the 
International Air Transport Association (lATA) which adopts a 
policy of parity on level ofrates on individual services/ routes. The 
rates reflect market conditions and service cost. 
A major share of the air freight market is now conveyed under  
agent sponsorship involving consolidation arrangements.  
A properly compiled tariff should encourage the movement of  
all classes of cargo to ensure the best balance between revenue  
production and the full utilization of the transport unit.  
IATA controls airfreight rate formulation insofar as major  
world airlines are affiliated to it, which represents about 98 per  
cent of international airfreight services. lATA has no influence  
on internal domestic flight airfreight tariffs or charter flights.  
The significant aspect of lATA affiliated airlines is that no  
competition is permitted on air freight rates, that i.e., parity 
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prevails, and competition. is permitted only on service quality, 
frequency etc. 

Air Freight Rate Classification 
Air Freight Rate Classification: Basically, there are six types of 
airfreight rates in existence. 
Air cargo is charged by weight except where the volume is more 
than 366 in3/Kg. In such cases, volumetric charges apply and each 
unit of 366 in3 is charged as 1 Kg. 
Same individual rates do not necessarily apply in both direc- 
tions, thereby reflecting the differing market situations.  
Changes in rate level are normally negotiated through the lATA 
machinery. The exceptions are the Government Mandatory  
Rates which are introduced through bilateral/multilateral  
negotiations by the Governments, on the basis of national  
considerations and regulations and if export of certain com- 
modities is to be encouraged. 

1. Specific Commodity Rates 
They are heavily discounted rates applicable on specific com- 
modity, between two points, say Bombay and Paris. It is not 
possible to send goods at these preferential rates to alternative 
destination even where the alternative airport is on the same route 
and nearer to the airport of origin. 
Against this, freight all kinds rates carry a combination of  
different commodities. These rates favour consolidation.  
SCR also called as “Co-Rates” account for seventy five per cent  
of the cargo carried out of India. This type of rate has done  
much to stimulate air freight development and by encouraging  
quantity shipments has produced cost savings  in documenta- 
tion/handling packaging. The rates are market oriented and take  
into account actual demand requirements. They recognise the  
varying ability of the user to pay for air transportation according  
to his requirements. This approach results in discrimination and  
is not always related to the cost of transportation.  
The minimum quantity allowed at each rate is 100, 300, 500 and  
1000 Kg. Hence a consignment of 85 Kg will be charged at 100  
kg rate. 

2. Classification Rates (Surcharges and  
Rebates) 
1.  Newspapers, periodicals and books are carried at  
 reduced rates. Special rates are available on application to the  
 airline. 
2.  For Human remains, regulations vary from route to route.  
 Prior application is necessary to the airline. 
3.  Valuable Cargo - gold, platinum, diamond, legal bank notes,  
 securities,share coupons, travellers cheques, are charged at  
 ‘under 100 kg’, air  cargo rate plus a 100 per cent 

surcharge. 
4.  For live animals, prior arrangements must be made.  
 Stringent regulations apply regarding documentation / travel  
 facilities and  conditions. A shipper’s certificate for live 

animals is required. 

3. Valualation Charge 
A declaration of value must be made. Where goods have  
declared value for carriage per kilogram higher than a certain 
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level, a valuation charge will apply in addition to freight charges. 
For example, if declared value is more than certain 11.80 / kg, 
charges for carriage will be on a weight or volume basis plus a 
valuation charge based on the amount by which the value for 
carriage exceeds the value limit in £ / kg., that is, per £ 100 pro rata 
of declared amount. 

4. General Cargo Rates 
These are the basic rates and fall into three categories as below: 1.  
Minimum charges 
2.  Normal rate - the “upto 100 kg.” rate 
3.  Quantity rate - applicable on the various minimum  
 quantities called break -points. 

5. Cabotage 
Term used for goods carried when points of origin and 
destination are both within the sovereignty of UK, where 
special non-international rates may apply. 
The carriage of U.K. cabotage traffic cannot be carried by foreign 
airlines without special permission. 
The listed territories under U.K.cabotage are, Anguilla, Ascen- 
sion Islands, Bentluda, British Virgin Islands, Brunei, Caicas 
Islands, Cayman Islands, Dominica, Falklands Islands, 
Gibraltar, Montserrat, Nevis, St.Christopher, St.Helena, 
St.Vincent, Turks Islands. 

6. Unit Load Device (ULD) Rates: 
This applies to any type of container, container with an integral pallet, 
or aircraft pallet whether or not owned by an lATA  
member, and whether or not considered to be aircraft equipment. 1.  
Aircraft ULDs - Such units are integral part of the aircraft.  
 Aircraft ULDs can be loaned to shippers and agents for  
 loading purposes provided the shipper or agent can prove  
 that he is equipped to handle them. 
2. Non Aircraft ULDs - They must be registered with lATA  
 and conform to lATA standard specifications. Non aircraft  
 ULDs in order to be eligible for rating incentives must be  
 owned by a shipper or agent. 

Rating of ULDs - Two methods exist - 
Method A and Method B 
Method A 
In order to qualify for bulk unitization rates, the cargo must be 
carried from origin to destination in the same ULD. The charge for 
the consignment shall consist of a flat minimum (pivot) charge 
for a specified pivot weight above which an additional charge (over-
pivot rate) ner kilo will apply. Charges for airlines owned aircraft 
ULDs shall be based on the actual gross weight less the actual tare 
weight of the ULD. 
Charges for non-aircraft ULDs shall be based on the actual gross 
weight less the actual tare weight, but not more than the lATA tare 
weight allowance for the particular ULD. 

Method B 
Charges are based on actual weight of the shipment, but not 
less than the minimum chargeable weight for the particular 
container used. Tare weight allowance is applicable.  



 

A discount is also granted under this programme, which refers 
to each type of non-aircraft ULD. The amount of discount can be 
deducted from the weight charge, but shall not exceed 10% of the 
charges applicable to the consignment carried in the ULD. 
Discounts and tare weight allowances only apply when ship- 
ments are delivered to the airline packaged in registered shipper 
owned, standard size non-aircraft units. 
In no case shall the charges established under Method A be  
applied cumulatively with the discount authorized under rating 
Method B. 
Dangerous goods, live animals, or human remains will not be 
accepted in a ULD rated either under Method A or B. 

Charges 
1.  Payment of Charges: Paid at the time of despatch, by cash,  
 cheque or credit card. Regular shippers make use of credit  
 facilities, which are usually available from most major airlines.  
 This enables freight charges to be billed for settlement on  
 monthly basis. 
2. Charges Forward: Goods dispatched to most countries  
 may be sent,”Charges Forward”,i.e. cartage, export fees,and  
 freight payable by the consignee. 

Goods cannot be sent,charges partly preaid and partly 
forward. Charges forward are not available on 
domesticroutes, where all charges must be prepared. 3. 

Disbursements - Most airlines will charge 10% with a basic  
 minimum fee for collection from a consignee of any  
 disbursement shown on the airway bill. 

Disbursements will not usually exceed the freight charges  
shown on the air waybill. When the issuing carrier cannot  
collect the amount from the consignee, it will be charged to 
the shipper or agent. 

4. Perishable Cargo - Prepaid freight is charged for perishable  
 cargo. Cargo subject to regulations relating to carriage of  
 dangerous goods must be offered separately and clearly  
 indicated in the shippers declaration. 
All these air freight rates exclude customs clearance charges,  
road/rail collection, distribution, warehousing, demurrage etc.  
For special/large consignments an aircraft can be chartered. Rat e  
s vary according to market conditions and other factors. The  
shipper conducts his negotiations through an air charter broker  
found on the Baltic Exchange or direct with an airline or  
airfreight forwarder. 

Air Freight Consoidation 
Air Freight Consolidation: There has been a substantial  
development of airfreight consolidation over the years.  
Freight forwarder (usually referred to as the agent) has a contract  
with an airline on specified flight to provide consolidated cargo  
for allocated cargo hold space which he undertakes to fill. The  
consolidated consignment may involve upto thirty consign- 
ments including differing consignees and consignors.  
Each consignment is destined to be for same area / region.  
Cargoes are mixed subject to their compatibility. Limitations are  
imposed on weight and general dimensions of the cargo. Agent  
prepares a cargo manifest to accompany the air waybill through- 

out the flight and issues house airway bills to individual 
shippers. The agent is able to charge an inclusive rate, which is 
much lower than consignment sent as an individual parcel. 

Details of the Scheme are 
1. It is ‘particularly attractive to exporter who despatches small 

consignments. 
2. The agent usually takes care of documentation. 
3. Airline is able to concentrate on providing a quality airfreight 

flight service and becomes less involved in marketing the  
 service involving contact with individual shippers.  
4. The agent promotes the service- a feature of it is the 

competitive inclusive rate structure compared with an 
individual package despatched under lATA fare structure 
arrangements 

5. It enables airline to obtain the maximum income from the 
allocated accommodation earmarked for the agents. 6. It 

enables the airline to plan ahead since consignment 
collection is duty of the freight agents. 

7. The airline usually permits the cancel/change of pre-booked 
cargo space upto 36 hours before departure time. 8. It 

permits the shipper to avoid the minimum freight rate 
regulations found in the airline (lATA) approved rate 
structure. 

9. Packing cost is substantially reduced. 
10. Consolidated consignments tend to result in quicker 

customer clearance. 
11. Encourages freight forwarder to maximize profitability 

through an equal spread/mix of high and low-density 
cargoes. 

12. Encourages use of ULDs. 
13. Its general competitiveness and favourable quality of service 

facilitates the development of international trade. 
IATA 
The International Air Transport  
Association 
IATA was founded in 1946 by the airlines of many countries to 
meet the problems created by the rapid expansion of civil air 
services at the close of the second World War in 1946.  
It is the successor in function of the previous International Air 
Traffic Organization arranged at “The Hague” at the very dawn of 
regular air transport in 1919. 
As a non-governmental organization it draws its legal existence 
from an Act of the Canadian Parliament given Royal Assent in 
December 1945. 
In both its organization and activity, lATA has been closely  
associated with the International Civil Aviation Organization  
(lCAO) also established in 1945, the international agency of 
governments which creates world standards for the technical 
regulation of civil aviation. 
IA T A is a voluntary, non-exclusive, non-political and demo- 
cratic organization. 
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Membership is automatically open to any operating company, 
which has been licensed to provide scheduled air services by a 
government eligible for membership of ICAO. 
Airlines directly engaged in international operations are active 
members, while domestic airlines are associate members.  
The voting procedure of lATA are unusual when compared with 
those of other international organisations. Each airline has a single 
vote regardless of its size. All decisions must be  
unanimous. No decisions are effective without the approval of the 
interested governments. Thus any single airline or any single 
government has the power to veto any decision. 
IATA is concerned with much more than traffic matters. It has 
committees dealing continuously with technical, legal and  
financial issues. IATA, through these committes, promotes  
standards of safety, comfort and efficiency. Rules and proce- 
dures govern airlines in all parts of the world. An effort is made to 
simplify and standardize the documents which must flow  
from one airline to another. The Association publishes manuals of 
Revenue Accounting Practices which aim at the standardiza- 
tion of the reporting of costs, profits and losses. The IATA  
Clearing House in London settles monthly accounts for  
interline revenue transactions, making it possible for each airline to 
pay and collect debts in a single settlement. 
The airlines have achieved a great dealof standardization  
through IATA.IATA member airlines adopted the first  
standard procedures for handling interline traffic at an lATA  
Traffic Conference in 1947, and these have been developed  
further over the years through the extensive lATA Traffic  
Services machinery. 
The agreements are now the responsibility of the Passenger and 
Cargo Service Conferences respectively. 

IATA Traffic Conferences 
The lATA Traffic Conferences: The steps in establishing traffic  
on international routes are different from those of domestic  
routes. Before the tariffs are filed with the respective governments  
for approval, the airlines meet together to agree on a pattern of  
rates. These rates apply to all the carriers concerned. Unless all  
agree, no decision is binding. And the government have the final  
say qn whether the agreements can be maintained. The normal  
practice is for the airlines to reach an agreement after considerable  
give-and-take in the Traffic Conferences and for the governments  
to approve those agreements. OccasionaIly the conferences fail to  
reach an agreement or one or more governments fail to sanction  
the agreements, but such failures of agreement are the exception  
rather than the rule. Furthermore, soon after a conference has  
failed to achieve an agreement, the airlines and governments  
become quite uncomfortable with the possible anarchy in rates  
which might ensue; thus they soon reconvene to avoid this  
possibility. It is also the practice of each airline to refrain from  
vetoing an agreement affecting territories outside its main routes. 
The world is divided into three areas for the purpose of the  
Conferences Area No.1 covers the Americas, Area No.2  
covers Europe, the Middle East and Africa and Area No.3  
covers the rest of the world. Meetings deal separately with the  
relations between Area No.1 and Area No.2, No.2 and No.3 and  
No.3 and No.1. But the most important work takes place in the 
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Composite Conference covering the whole usually held every 
two years. Individual airlines make recommendations of tariff 
changes at these conferences. Traffic working groups and cost 
committees make careful studies of prospective traffic and cost of 
operation. The agreement reached by past conferences 
consists of over 1000 resolutions covering rates between 60,000 
pairs of points in the world network. 
Among the criteria of rate-making considered by the Confer- 
ences are the following: 
a.  Operation costs 
b.  Traffic potential 
c.  Local economic conditions 
d. Type Qf traffic to be moved 
e.  Seasonal nature of the traffic 
f.  Competition from non-IATA carriers such as the Steamship  
 Companies. 
The work of the Traffic Services is grouped under 3 main 
functions as detailed below: 

1. Passenger Services Conference 

This conference of all IATA Trade Association members  
meets annuaIly for the purpose of approving industry  
developed new standards and changes to existing standards  
in all passenger service fields, and directing the policies and  
activities of the committees, boards and working groups  
which report to it. 

2. Cargo Services Conference 

This conference of all IATA Trade Association Members 
meets annually for the purpose of approving industry- 
developed new standards and changes to existing 
standard in all cargo service fields, and directing the policies and 
activities of the committees, boards and working groups which 
report to it. 

3. Airport Handling Committee 

This committee holds annual meeting, which all lATA Trade  
 Association members may attend for the purpose of  
 approving industry developed new procedure and changes to  
 existing procedures in all airport handling matters, and  
 directing the policies and activities of its sub committees.  
A major post war accomplishment was the integration of the  
routes of individual airlines into a coordinated world air  
network over which passengers, baggage and cargo, with very  
complicated itineraries, can be carried with a minimum of  
documentation. 
The smooth functioning of this network depends on standard- 
ization and inter-line arrangements among the world’s airlines. 
Today 25 to 30 per cent of passengers and cargo moving 
internationally are carried interline at the applicable through fares or 
rates from origin to final destination. This is made possible 
through the detailed provisions of the IATA Multilateral 
Interline Traffic Agreements - Passenger and Cargo.  
These Agreements provide for the mutual acceptance of 
documents, the most important of which are the standard 
IATA ticket and airway bill.  



 

As a result, all points on many individual airline routes are  
integrated into one vast worldwide air transport system.  
Airfreight has become increasingly important, not only in the  
overall operations of IATA Member airlines, but also as a factor in 
international commerce.  
Apart from the inherent advantage of speed, its unique characteristic is 
simplicity. Not only do the goods move in a matter of hours between 
any two points in the world, they also move on a single airway bill by 
any combination of services, at a known price, in one currency and 
subject to standard conditions.  
The legal and regulatory-framework of air cargo transpor- 
tation is also under constant development, particularly with  
regard to greater consumer protection and establishment of  
multimodal possibilities.  
IATA administration is headed by a Director General. The  
Association has two main offices, one in Montreal and another  
in Geneva.  

Regional Technical Directors are based in - Bangkok, Geneva,  
London,Nairobi and Rio-de-Janeiro  
Regional Directors (Special Arrangements) - in Singapore,  
Buenos Aires.  
IA T A Traffic Services Office- New York and Singapore IATA 
Membership airline services system has the unique feature of 
complete interchange ability of traffic worldwide among some 230 
airlines carrying over 95 per cent of world’s passenger and cargo air 
traffic. If not for it, passengers and shippers would be less well saved 
than they are today.  

Questions For Self Analyzation  
Q1 Explain in brief about the various advantages and 

disadvantages of Air as medium of transport . 
Q2 Classify Air Freight rates. 
Q3 Write a note on IATA. 
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(Source: http://www1.iata.org/about/priorities.htm) 

2004 IATA Priorities 
Safety 
Implement the Six Point Safety Programme involving auditing, 
infrastructure safety, data management, training, dangerous goods 
and cabin safety. 
Ensure 80 Member airlines become IOSA Registered in 2004, and 
40 Members implement Safety Management Systems. 

Financial 
Achieve savings/cost avoidance of $900 million in fees/charges, 
including at least $300 million in real cost reductions.  
Launch 4 major infrastructure cost reduction initiatives.  
Implement 4 new industry services/programmes (e.g. Euro- 
pean BSP, audits,  etc.) to reduce costs 
Gain agreement on implementing target cost-efficiencies by the  
ten EUROCONTROL states with the greatest potential for  
savings. 
Develop a strategy for simplifying the business systems of  
network carriers, with initial priority on eliminating paper tickets and 
invoices. 

Security 
Ensure that new security measures are operationally effective,  
globally co-ordinated and meet throughput performance  
targets. 
Ensure that government measures on MANPADS align with 
industry economic, operational and technical requirements. 

Regulatory 
Maintain effective passenger and cargo agency systems in 
Europe in the face of changing competition law. 
Ensure that the privatisation of airports and ANS providers is 
accompanied by effective economic regulation. 

Operations 
Ensure that appropriate global standards for Flight Time 
Limitations are developed. 
Develop major capacity enhancement programmes, and increase 
efficiencies on at least 15 international routes. 

*Contributing to Industry Efficiency 
Financial viability - achieving adequate levels of profitability for the 
industry - is one of IATA’s top goals. 
Before September 11, 2001, the global industry was showing a net 
loss on international services of around (US) $3 billion. The 
impact of the tragic events of Sept. 11 was extremely harsh on  
an already frail operating environment. A full and rapid return 
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to normal operating conditions is crucial to the aviation 
industry and to the global economy. 
Therefore, IATA gives the highest priority to 

Costs 
Cutting the level of costs incurred from rates charged by  
governments and third-party service providers, and to achieve  
savings/cost avoidance of (US) $700 million 

Fuel Services 
IATA Fuel Services represent and promote the interests of the 
Members in all commercial and technical aspects of Jet Fuel 
management. 

Insurance 
Ensuring that the government role in third-party war risk is 
fully defined and that necessary coverage is widely available, 
stable and affordable 

Taxation 
IATA Taxation works to reduce the foreign tax burden on the 
airline industry to a minimum. 

User Charges: Aviation and Security 
Since Sept. 11, governments around the world have undertaken to 
strengthen existing aviation security measures and authori- 
ties, generally resulting in increased, or entirely new, security 
charges imposed on the passenger. 

*Distribution and Financial Systems 
Integrate IATA Settlement Systems with industry financial  
systems to provide an end-to-end treasury service  
Introduce new Agency programmes, as necessary, for passengers  
and cargo 
Implement, promote and enhance e-business solutions for  
industry financial, distribution and other services  
To assist the industry in achieving adequate levels of profitabil- 
ity and in consultation with our Members and external experts,  
IATA has developed a wide range of financial tools and  
services, including those listed below. Members receive prelimi- 
nary notification of all enhancements and new offerings. 

Agency Programmes 
IATA accredited travel and cargo agents are the marketplace 
intermediaries who make it possible for airlines to sell their 
services worldwide. 
Airline sales revenue that is generated by individual agents is sent 
to the airlines that earned it, via the Billing & Settlement Plan 
(BSP) for passenger agents and Cargo Account Settle- 
ment Systems (CASS) for cargo agents. 
Since travel industry suppliers other than airlines now account  
and collect revenue via the BSP, IATA has developed a Travel  



 

Industry Designator Service (TIDS) to give them unique 
numeric codings for reservations and commission tracking. 

Billing & Settlement Plan (BSP) Data  
Interchange Standards 
With more than 292 million transactions processed annually by the 
BSPs, the automated transfer of data can provide substan- 
tial cost savings to the participating airlines. 
Revision 20 of the BSP Data Interchange Specifications  
Handbook (DISH Revision 20) is the global IDFS data  
interchange standard to be implemented by all BSPs. 
Integrated IATA Card Services solutions permit airlines to 
minimise global credit card settlement costs and maximise 
management control of settlement. 

IATA Clearing House 
Provides for the netting and settlement of inter-company 
payables and receivables to over 300 participants 
CRS Harmonization develops standards for current and future 
reservations tools and procedures by reviewing system activities 
between airlines and CRS suppliers, including govern- 
ment regulations, as they impact industry reservations systems’ 
communication standards and technical procedures. 

IATA Currency Clearance Service 
This is a global cash management tool designed to assist airlines  
and travel partners in the centralised management of their  
world-wide sales proceeds, which are collected via local Billing  
and Settlement Plans (BSPs), Cargo Account Settlement  
Systems (CASSs) and, most recently, direct General Sales Agent  
(GSA) settlements. 
ICCS enables airline treasurers to do this quickly and at low cost, 
while obtaining attractive interest and market exchange rates. Airlines 
are able to use their treasury staff more efficiently, thus saving 
personnel cost. 
IATA’s Enhancement and Financing Services addresses  
problems in the invoicing and collection of charges levied by Air 
Traffic Control (ATxC) and airport authorities. It also assists in the 
financing of various aviation infrastructure projects.  
Members benefit from consolidated invoicing and more  
efficient payment methods. 
Exchange Rates 
Tariff Services and Interline Settlement are supported through the 
provision of a series of Exchange Rates, namely: IATA Rates of 
Exchange (IROE), Five-Day Rates (FDR), Monthly Mean Average 
Rates (MMR), Call Day Rates (CDR) and euro rates of exchange. 

eXtensible Markup Language (XML) Standards 
Internet standards and procedures to support e-business and e-
commerce solutions for the airline industry 

IATAlink Family of Products 
Since 1999, IATA has progressively implemented an extensive  
business improvement programme, introducing Web-based  
technologies to streamline its distribution and financial services.  
The IATAlink banner brings together several of these newly  
launched services which are founded on flexible interactive 

features. Each service is designed to improve the way in which 
IATA and the airlines interact with their industry partners.  
AUDITlink is an outsourced ticket audit and refund processing  
service designed to help airlines and agents to manage recoveries  
and optimise cash flow. Retrieval of ticket images, audit data,  
management information and ADM copies are all available to  
the user via the internet. For further information, please contact  
auditlink@iata.org . 
BSPlink is an innovative, Internet-based system to facilitate 
interaction and exchange of information between all BSP  
participants. Linking all the agents, airlines and BSP offices via an 
electronic infrastructure that gives all parties effective  
communication and information exchange, BSPlink is currently 
being implemented on a worldwide basis. For more informa- 
tion, contact bsplink@iata.org. 
CASSlink is designed to improve workflow among the major 
players in the cargo settlement process - a triangle of carriers, 
forwarding agents and CASS offices working together to deliver a 
high-quality and efficient settlement system. 
CASSlink is being implemented in phases to progressively 
address three main areas: 
Step 1: Electronic output (invoices, volume reports, data  
validation reports, irregularity reports) from the CASS offices to our 
customers 
Step 2: Global data gateway to the CASS offices (electronic 
data submission from carriers, with validation checks and 
immediate error reports) 
Step 3: Online presentment of invoices and statements with 
enchanced functionality in the form of online correction features 
that would auto-generate DCM transactions. A direct bank 
interface would also be incorporated to facilitate agent simplified 
payment processing. 
IATA Treasurylink, a new Web-based cash and treasury  
management system, will be of prime benefit to the IATA  
Settlement Systems (BSP and CASS), providing scope for 
internal efficiencies through better visibility, control and  
reconciliation of settlement activity. This system has been  
developed in cooperation with Alterna Technologies, with 
support from Citibank. 
RESlink In partnership with Aumtech Inc., IATA has introduced 
RESlink - a suite of automated CRM solutions for airline flight 
notification and rebooking. 
iiNET 
Accessible worldwide, iiNET is the most comprehensive, flexible 
and reliable electronic data exchange and data distribu- 
tion service. Managed and coordinated by IATA, it is also the 
most widely used in the industry. 
IATA Industry Financial Services provide financial and  
revenue management, including the restructuring and consoli- 
dation of banking services for the worldwide network of IATA  
Settlement Systems, and manage several of IATA’s major  
financial services for the airline industry and associated parties. 
IATA Industry Currency Services 
Provides cash management services to airlines and associated  
parties through the IATA Currency Clearance Services (ICCS). 
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It also assists airlines in the repatriation of their sales funds 
from countries with stringent exchange controls by coordinating 
industry response relating to various regulatory and currency 
repatriation issues. 
Interline Data Exchange Centre (IDEC) 
Allows airlines to exchange interline billing data relating to  
passenger tickets and cargo air waybills. It also provides cost  
savings through avoidance of duplicated data processing. In 
2000, 96 airlines exchanged 94 million electronic billing transac- 
tions. 
IATA Interline Revenue Management 
Coordinates the activities of airlines in tariff-related matters to 
ensure that interlining is a convenient and seamless procedure. 
The multilateral IATA Tariff Coordinating forum is the 
economic backbone of interlining. Tariff Services manages the 
tariff coordination process and associated activities, including 
implementation of changes. 
Passenger Tariff Coordinating Conferences passenger 
meetings 
Cargo Tariff Coordinating Conferences cargo meetings  
PADIS (Passenger and Airport Data Interchange Standards)  
develops Electronic Data Interchange message standards for 
passenger travel and airport related passenger service activities. 
Development has been completed in the Check-in, Baggage 
Services, and Weight & Balance areas. 
Messages for Reservations, Electronic Ticketing, and Airport 
Services are under development. 
Prorate Agency administers agreements for the settlement of 
interline revenues, and it publishes the Prorate Manual. IATA 
Revenue Accounting 
Supports and participates in the development of revenue  
accounting standards and interline billing procedures. Through  
the IDEC, it provides a common set of standards for the  
exchange of interline billing data. In addition, IATA Revenue  
Accounting assists in the management of the Interline Sam- 
pling procedure. 
Scheduling Data Standards 
IATA Schedules Information Manual (SSIM) publishes  
recommended practices for industry-wide, compatible schedule data 
handling procedures and associated industry code sets  
(such as Aircraft Types, Passenger Terminal Indicators and UTC- 
Local Time Comparisons). 
IATA Settlement Systems (ISS) provides global, cost-effective 
settlement services to the airline industry and to other travel, 
transportation and tourism industry sectors. 
The ISS network is made up of Billing and Settlement Plans  
(BSP) on the passenger side and Cargo Accounts Settlement  
Systems (CASS) for cargo operations. The BSPs and CASSes  
provide simplified selling, reporting and settlement of sales  
made by IATA Agents and certain other sales intermediaries, as  
well as improved financial control and cash flow for participat- 
ing airlines. 
IATA Travel Settlement Service (ITSS) is a new, fully 
electronic settlement system that facilitates the exchange of all 
financial transactions between travel and tourism industry 
providers and any travel agent worldwide. 
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*Environment 
A Responsible and Essential Industry 

Air transport makes a valuable and unique contribution to the 
sustainable development of our global society.  Efficient and 
affordable access to regional and global markets helps improve 
living standards and economic growth, which in turn alleviates 
poverty and is conducive to less environmental degradation.  
 Significant investments in air transport technology and 
infrastructure have enabled vast reductions in noise annoyance  
and emissions to be achieved over the years.  Aircraft entering  
today’s fleets are typically 20 decibels quieter than comparable  
aircraft 30 years ago. In practice, this corresponds to a reduction  
in noise annoyance of about 75%.    Today’s world fleet is 
around 65% more fuel efficient than in 1970. Between 1990 and 
2000, fuel efficiency improved by 17%. 

Challenges 
The industry is faced with the challenge of reconciling the  
growing demand for air transport and the need to mitigate its  
environmental impact.    Despite continuous improvements in  
the environmental performance of the air transport industry,  
some specific noise and emissions concerns still exist.  In  
response to these concerns, some regulatory bodies have shown  
a tendency to impose operational constraints and financial  
burdens on air transport. 

The Role of IATA 
IATA supports its Member airlines by focusing on the activities 
summarised below.  These are led by the Aviation Environment 
department, which is part of the Safety, Opera- 
tions and Infrastructure division. 
Developing and Promoting Industry Strategies for Improving  
the Environmental Performance of Air Transport, whilst  
Enhancing its Role in the Sustainable Development of Society  
IATA brings together industry experts, working to improve  
environmental performance, through its Environment Task  
Force (ENTAF).  ENTAF Members are appointed by IATA’s  
Director General.  ENTAF provides advice to the Board of  
Governors on environmental developments and policies.  
IATA stimulates and supports the dissemination of environ- 
mental good practice guidelines.  The publication Flight Path to  
Environmental Excellence provides practical examples of airline  
environmental management that are applicable during the  
course of a typical flight sequence.  In addition, IATA is  
currently developing an industry-wide database of environmen- 
tal good practice.  Contact environment@iata.org for further  
information. 
IATA’s Aviation Training and Development Institute provides a 
course for those wishing to learn more about issues related to 
aviation and the environment.  The next course will take place from 
12 to 16 July 2004, in Geneva. 
IATA is a funding member of the Air Transport Action  
Group, with whom we work closely on issues such as  
sustainability and promoting infrastructure capacity improve- 
ments in an environmentally responsible manner.  
IATA acts as a catalyst for environmental studies and research.  
In 2001, IATA commissioned a study on the potential for  



 

greenhouse gas emissions trading schemes involving the air 
transport sector. 
Working to Promote Global Solutions to Environmental  
Concerns whilst Protecting the Interests of Member Airlines  
IATA promotes and supports the International Civil Aviation 
Organization (ICAO’s) leadership in developing global  
solutions and uniform standards and seeks to ensure recogni- 
tion by ICAO of the industry’s needs and views.  
IATA is an observer to ICAO’s Committee on Aviation  
Environmental Protection (CAEP). As such, we provide input and 
support to CAEP’s working groups, which cover matters such as 
noise and emissions technical and operational issues; market based 
options; and forecasting and economic analysis. IATA successfully 
defended industry views at the sixth meeting of CAEP, which took 
place in February 2004. 
One of IATA’s industry priorities in 2003 was to “formulate an  
industry position on climate change, including emissions  
trading and voluntary agreements”.  This was in preparation for  
CAEP/6 and for the 35th ICAO Assembly (September /  
October 2004).  IATA’s Board of Governors unanimously  
endorsed the finalised position in December 2003.  
Assessing the Potential Impact of Regulatory Initiatives on the  
Industry, Formulating Strategies and Co-ordinating Lobbying  
Efforts 
IATA monitors and evaluates regional, local and international 
regulatory developments, working with airlines and other industry 
stakeholders to formulate strategies and co-ordinate lobbying 
efforts, when necessary. 

*Industry Information and Analysis 
IATA provides to its Members and to other representatives of the 
air transport industry the most comprehensive aviation industry 
traffic and airport forecasts and statistics, market and economic 
analyses, market research, data collection and surveys. Aware that 
staying abreast of change is crucial to the industry, IATA organizes 
conferences, meetings, roundtables and  
briefings, and develops an array of publications and newsletters 
focused on specific sectors of the industry. 
The IATA Web site is another medium through which IATA 
keeps its Members and the industry informed of recent  
developments and progress in numerous technical areas. It also 
provides links to relevant government and non-government 
sources of information. 
The Director General regularly addresses the CEOs of Member 
airlines on current topics and issues of importance to the industry, 
as well as IATA’s role in each area. 
Whenever major regulatory developments are announced,  
IATA publishes Aeronews for Government Affairs contacts in the 
industry. In addition, it makes available selected papers and 
background material relating to current aeropolitical issues. IATA’s 
unique industry position and access to data from IATA Member 
airlines and industry associates permits IATA to  
produce aviation information and research products and  
services of premium quality and timeliness. 

Products 
Ready-Made Reports provide the latest statistics, trends and 
analyses of the air cargo and passenger markets  
Syndicated benchmarking programmes enable clients from airlines, 
airports and industry suppliers to benchmark their performance or 
review their market position and strategies Traffic statistics and 
forecast collections provide participants with valuable information 
that is not in the public domain 

Customised Services Include 
Air Transport Consultancy Services 
IATA’s Air Transport Consultancy Services responds to the air  
transport industry’s needs for consultancy services. We offer a  
wide range of airport consultancy services, including Air Traffic  
Forecasts, Airline/Airport Strategy and Development, Eco- 
nomic and Statistical Studies, and Airport Planning and  
Development. 
We are uniquely qualified to bring a global perspective to  
projects and clients, as we have access to airline experts and other  
specialists. We also have access to privileged data from airlines,  
which enables us to carry out unbiased consultancy research. 

Custom Analysis and Statistical Services 
We offer a special data extract service that enables us to provide 
tailored reports to meet your requirements. These customised 
reports are an ideal tool for the industry professional, as they take 
the effort out of data report compilation. This leaves you more 
time to analyse key results and trends. 

Market Research 
We offer a full range of research agency services, with a full range of 
traditional and innovative research techniques. Personnel in this 
group consists of quantitative and qualitative research 
specialists with extensive experience in conducting research 
across the world. 
With continuous development of existing and new research 
products, the market research group provides comprehensive 
research expertise to the industry. 

*Safety 
IATA’S Coordinated Safety Strategy 
As the premier organisation in global safety for the air transport 
industry, IATA provides leadership solutions in the following six 
critical segments: 

Auditing 
The IATA Operational Safety Audit (IOSA). The only safety 
audit recognised by airlines and regulators. 

Cabin Safety 
Standards and procedures have been established to ensure safe cabin 
operations, while taking new regulatory initiatives into account. 

Dangerous Goods 
The safe, efficient and timely delivery of a broad array of 
dangerous goods is based on standards established in conjunc- 
tion with numerous international industries. 

Data Management and Analysis 
Exclusive provider of global safety incident data collection and 
analysis. 
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Infrastructure 
The safety of airside operations has been improved using  
standards and procedures developed with carriers, ground  
handling companies and airport authorities. Enhanced safety of  
air traffic management (ATM) is among the essential areas of  
involvement. 

Training 
Comprehensive course and conference offerings relating to all 
aspects of operational safety. 

*Security 
IATA’s mission is to represent and serve the airline industry.  
IATA’s principal goal is to promote safe, reliable and secure air  
services. 
On behalf of its Members and the entire aviation industry,  
IATA works to ensure that new and enhanced security mea- 
sures are effective, internationally harmonised and minimise 
disruption to passengers and shippers. 
To do this, IATA collects, analyses and disseminates informa- 
tion about international civil aviation security to its Members. It 
also assists in developing industry policies and procedures to 
combat unlawful acts against civil aviation. 
The 58th IATA Annual General Meeting, held in June 2002,  
adopted a Security Resolution calling on all Member Airlines to  
ensure that effective airline security programmes are in place, 
consistent with ICAO Annex 17 requirements and the IATA  
Recommended Security Standards. All Member airlines are now  
required to have a Security Programme in place which meets or  
exceeds the requirements of the IATA Recommended Security  
Standards. 
IATA’s Security Committee (SEC), composed of 25 heads of  
security from IATA Member airlines, meets twice a year to  
address aviation security issues and to propose and implement  
solutions. 
Following the tragic events of 11 September 2001, and in  
accordance with SEC recommendations, the Global Aviation  
Security Action Group (GASAG) was formed. This  forum of  
worldwide aviation industry organisations has reached consen- 
sus on a number of security issues. These industry positions  
are described fully in the GASAG position paper.  
Key Issues being currently addressed by IATA and Product/  
Servcies offered to Members/Industry Partners are as follows:  
Global Harmonisation - The need for effective globally  
harmonised Security Measures is a priority issue for IATA.  
IATA meets regularly with key regulators to emphasise the need  
for global harmonisation when developing their respective  
regulations and participates in appropriate ICAO fora discuss- 
ing security measures. 
MANPADS - The threat of Man-Portable Air Defense Systems 
(MANPADS) has been highlighted recently following attacks  
against civil aviation. IATA established the OPC MANPADS  
Task Force to develop industry positions and provide guidance for 
implementation of appropriate countermeasures. Due to  
the sensitive nature on the subject, the web site for this Task  
Force is a password protected site restricted to Security represen- 
tatives of Member Airlines. 
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Air Cargo Security - IATA has initiated an industry-driven 
project to develop enhanced air cargo security procedures and  
quality assurance systems which can be promoted to govern- 
ments as a model to ensure enhanced security while minimizing  
disruptions to international trade.  IATA also monitors  
regulatory initiatives worldwide including several led by  
Customs Administrations to enhance supply chain security.  
IATA Airport Consultancy Services offer airport security  
expertise that is required at the planning and design stages of  
airports 
The IATA Security Manual, 3rd Edition assists Member  
airlines to develop or enhance their Security Programmes to  
conform to IATA Standards. The Manual is restricted to 
security professionals. 
IATA Security Partners - The IATA Partnership Programme 
enables non-airline companies to work alongside IATA  
Member airlines in the standards and policy-setting processes for 
the airline industry. Securit Partners can attend Security Committee 
meetings; participate in AVSEC World; and enroll in IATA 
Aviation Security Training courses. 
Simplifying Passenger Travel (SPT) is an industry initiative 
established to safely and securely use new technologies to  
simplify the passenger travel experience. This work is under- 
taken by the SPT Interest Group whose members include  
airlines, airports, customs and immigration authorities, industry 
suppliers, system integrators and consultants. IATA contrib- 
utes project management support. 
Security Training courses are designed by IATA experts for 
airlines, airports cargo and civil aviationb staff to enable them to 
develop, implement and manage aviation security programmes that 
meet international standards. All courses are based on the most 
recent regulations, technology and standards.  



 
 
 

LESSON 10: 
FREIGHT 

 
 

1.  Freight introduction 

2. Simple definition of Freight 

3. Definition by National Economic Survey. 

4. Concept of Freight Rate. 

5. Different types of Freight Rate. 

6. Factors involved in Ratemaking. 

Hello friends Goodmorning!,I hope all of you must be 
prepared for the class in advance itself 
Let’s start with the class with definition of FREIGHT. 
Yes can anybody tell me the same!!!! 
O.K. Let Me explain you. 

Freight is 
“Goods carried by a large vehicle” 
“Transporting goods commercially at rates cheaper than express  
rates.” 
“1) Goods moved for another or, (2) The remuneration earned by 
a shipowner or manager for the carriage of       goods; including the 
profit derived from carrying his own goods.” Now Let’s elaborate 
these terms,Freight is 

According to National Economic and Development 
Authority 

“The price paid to a ship owner for the transportation of goods or 
merchandise by sea from one specific port to another. The word 
“freight” is also used to denote goods, which are in the process of 
being transported from one place to another. The cost to transport 
supplies, materials, or equipment via a 
commercial carrier; also may include packing, crating, and 
handling costs. 
Freight may be paid as a direct charge as shipping/handling for a 
direct payment to a vendor (ex: a payment against a purchase 
authorization), or when the freight bill is received after a 
purchase order has been closed. 
The remuneration earned by a ship owner or manager for the 
carriage of goods; including the profit derived from carrying his 
own goods. Freight Forwarder - An independent business that 
dispatches shipments for exporters for a fee. 
The firm may ship by land, air, or sea, or it may specialize. Usually it 
handles all the services connected with an export shipment, 
including preparation of documents, booking cargo space, 
warehousing, pier delivery, and export clearance.  
Thus we can conclude that freight is 
1.  Price paid to ship—owner. 
2.  Freight may be transported by Air, Rail or Water transport  
 system. 

3.  The cost of freight may include packaging, material handing 
etc. 

So Friends we can say that the freight is the remuneration payable 
for safe carriage and delivery of goods in a merchandis- 
able condition when; 
1.  There is safe carriage of goods. 
2.. The carrier is ready to deliver the cargo. 
So Friends from the above discussion can anyone of you tell me 
that what are the parties that are involved in Freight????? O.K. 
let me tell you 
They are 
1) Shipper. 
2) Consignee. 
3) Endorsee of B/L 
4) Unpaid seller of good. 

Freight or Tariff Rates 
Contacting the carrier directly or the carrier’s agent or the freight 
forwarder or consolidator can obtain the freight rates for export 
shipments. 

The Tariff 
Ocean and air carriers have freight rates published in a rate book 
called the tariff, which gives the rates for different kinds of cargo 
between specific ports worldwide. 
The freight conference publishes its ocean cargo rates, while IATA 
(International Air Transport Association) publishes the air cargo 
rates. There is no price competition among members within the 
conferences and the IATA. 
Land (road and rail) carriers also have their tariffs, but the cargo rates 
are often published independently. Hence, a wider range of rates is 
often applied among the competing carriers, especially in the highly 
competitive road transports. 

Freight Rate Tariff is Based upon 
1. Per weight Ton (W) 
2. Per Measurement Ton (M) 
3. Value in case of Diamonds. 
4. Per weight ton or Per measurement ton, whichever gives  
 higher revenue. 

Applicable Tariff Rates 
The volume of traffic on a given route often influences the  
freight rate. When an exporter contacts the carrier or carrier’s  
agent for the freight rate, the information normally required of  
an exporter is the kind of cargo and its intended destination.  
Information such as the gross weight and total cube of the  
consignment, the expected date of shipment, and whether the  
freight will be prepaid or collect may also be required. Then, 
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the carrier or carrier’s agent refers to the tariff for the applicable 
freight rate. 
Now Let’s discuss the terms related with freight used in 
international shipments. 

Different Freight Rates and Terminology 
Used in International Shipments 

General Cargo Rates 
The general cargo rate applies to a shipment of mixed products. 

Specific Commodity Rates 
The specific commodity rate applies to the shipment of a  
specific product between specified ports. It is lower than the  
general cargo rate. In practice, most export goods are trans- 
ported under the specific commodity rate. 

NES Rates 
The NES rate (not elsewhere specified rate) or the NOS rate (not 
otherwise specified rate), sometimes referred to incorrectly as the 
FAK rate (freight all kinds rate), applies to a product that is not 
specifically listed in the tariff for a given route, that is, a product not 
found under the specific commodity or the general cargo 
classifications. The NES rate is higher than the specific commodity 
and the general cargo rates. 
In case an exporter has a special product that is not listed in the 
tariff, he/she may apply with the carrier or the freight conference for 
a specific commodity rate for the product for the specified route. 
Once the product is listed in the tariff, the exporter can save 
considerable freight costs in future shipments of such  
product in the specified route. 

Box Rates 
Most ocean freight in modern shipping is containerized. Hence, 
there is a trend towards the flat rate per container for FCL (full 
container load) shipments, known as box rate, at times also 
referred to as FAK rate (freight all kinds rate), instead of the 
weight or measure that is commonly applied in the LCL (less than 
container load) shipments. 
The box rate is convenient in simplifying the freight cost  
calculation in consignments consisting of a wide range of  
products. The box rate is commonly used between the ocean carrier 
and the NVOCC (non vessel operating common carrier), large 
shipper (e.g. the giant trading company), or large importer (e.g. the 
chain store). 

Deck Rates 
Applicable on cargos loaded on deck of Ship. 

Ad Volerum Rate 
Value based rates 

Minimum Rates 
The minimum rate, which a customer has to pay. 

Arbitary Rates 
These rates are for specialized services that a freight forwarding 
company is offering.E.g.A Cargo which needsspecialised handling 
then special rate are being charged. 

Refrigerated Rates 
Applicable on any cargo, which needs refrigeration. 
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Parcel Rate 
E.g. DHL comes with scheme of Jumbo Box, there they are charging 
parcel raters. these rates are applicable usually on small parcel . 

Through Freight Rates 
The through freight rate is used in multimode transport and 
transshipment. It covers the specified route and mode(s) of 
transportation to the final destination. 

Conference and Non-Conference Rates  
The term conference rate refers to the rate of the conference  
carrier. The term non-conference rate refers to the rate of the  
independent or non-conference carrier. The freight rate from  
members of a conference is uniform, but it may differ between  
the conferences. The non-conference rate varies among the  
independent carriers. The non-conference rate is lower than the  
conference rate. 

Charter Rates 
The charter rate used in the charter industry varies greatly among  
the charter operators. It is the lowest rate per weight or measure.  
The operator may offer a very low rate on a return trip in order  
to secure the cargo, for example, in the return trip from a voyage  
charter. 

Freight Rate Breaks 
Air carriers and some road carriers’ use a sliding scale of rates or a 
discount schedule in charging freight. The sliding scale of rates in the 
airfreight may break at 100, 200, 300, 500, and 1000 kilograms (kgs.). 
As such, an air consignment of 200 kgs. to 299 kgs. has a lower rate 
than the 100 kgs. to 199 kgs.. The freight rate breaks in road transport 
may vary greatly among carriers. 

Freight Rebates 
The granting of a freight rebate to the shipper is not uncom- 
mon in the highly competitive transport industry. The grant can be 
legal or illegal. 
The commission of the freight forwarder is about 2% to 5% in  
ocean freight and about 10% in airfreight. It is legal for the  
forwarder in airfreight to pay back the shipper portion of the  
commission it earns from the carrier, but such a payback may be  
deemed illegal in ocean freight. For example, if an airline quotes  
a freight rate of US$1,000 for a consignment and the commis- 
sion of a forwarder is 10% (or US$100), the forwarder may  
quote the shipper US$950, the US$50 (or 5% of US$1,000)  
difference represents the payback by such forwarder.  
In countries where exporters customarily deal directly with the  
shipping line in ocean freight instead of dealing with the  
forwarder, it is not surprising that most exporters prefer to deal  
with the forwarder in air freight instead of dealing directly with  
the airline, in order to take advantage of the payback. 

Conference Discounts and Contract  
Shippers 
The freight conference offers discounts or rebates to the ‘loyal’  
shipper, known as contract shipper , who gives its entire  
support to members of the conference. When a general cargo  
contract is signed between shipper and conference, the contract  
shipper is prohibited from participating directly or indirectly in  
any arrangements relating to the carriage of cargo by any vessel  
not operated by one of the conference carriers. The contract  



 

shipper usually enjoys a 9.5% immediate discount on the 
amount of freight ruling at the time of shipment. Some contracts 
may grant a 10% rebate, instead of an immediate discount on each 
shipment, after a required period (six months or more usually) of 
‘loyalty’ to the conference. 
Now be ready to have a Brainstorming session as I would just be 
helping you identify the following terms! 
Factors Involved in Ratemaking 
1.  Character of Cargo. 
2.  Volume of Cargo. 
3.  Availability of Cargo. 
4.  Susceptibility to damage. 
5.  Susceptibility to pilferage. 
6.  Value of goods. 
7.  Packing. 
8.  Storage. 
9.  Relationship of weight and measurement. 
10. Heavy lifts. 
11. Extra Lengths. 
12. Competition with goods coming from other carriers. 
13. Cargo via competitive ports. 
14. Direct cost of Operation. 
15. Distance. 
16. Cost of Handling. 
17. Lighter age. 
18. Special Deliveries. 
19. Fixed charges. 
20. Insurance. 
21. Port Facilities. 
22. Port Regulation. 
23. Port charges and Dues. 
24. Canal tolls. 
25. Port Location. 
26. Possibility of securing return Cargo. 

Questions For Self Analyzation 
Q1 Define freight. 
Q2 What are the different types of Freightand justify each of  
 them 
Q3 What do you understand by Freight rate. Explain the  
 terminology used international shipments. 

Article 
Source www.niagara.edu/ltmcenter 

Freight Rates 
The terms “Rate” and Price are essentially equivalent terms in 
Freight Transportation 
When management thinks about cutting distribution costs, 
“getting better rates” is often their first thought. 

Due to the amount of money involved, it is very important 
that a Traffic Manager understand rate structures and techniques for 
reducing freight bills. 
Why is the rating system so complicated? 
Why are Rates so Complicated? 
1.  Historical: Regulation demanded a transparent system 2.  
Transportation movements vary in complexity and cost 3. 
“Good” and “Bad” Freight 
First Reason—Regulatory History 
The Motor Carrier Act of 1935 required “Motor Carriers to 
establish, observe, and enforce just and reasonable rates,  
charges, and classifications, and just and reasonable regulations 
and practices thereto.” 
Means: to achieve non-discrimination, rates and practices had to be 
transparent—a system had to be created. 
A 100 person committee was established, and developed the 
National Motor Freight Classification system 
The “filed rate doctrine” required legal rates be filed with the  
ICC 
2nd Reason—Different Types of Shipments and Costs.  
Each of the following represents 20,000 ton-miles of transpor- 
tation service, but think about the costs to the transportation  

firm of : 

a truckload of 20 tons of plywood carried 1000 miles to a single 
destination. 
1000 forty pound boxes of glassware each moved an average of 
1000 miles to 75 different destinations. 
So it is obvious that we must have different rates based on the 
type of shipment: 
Reason #3: Good and Bad Freight 
Where rates are most complicated is in the LTL trucking 
market’s use of Class Rates. 
“Good Freight” and “Bad Freight” based on: 
How easily is it handled? 
How easily is it damaged? 
How valuable is it? If lost or damaged carrier is liable.  
What is the product’s density?—How many pounds can be fit  
into a truck—less dense freight will have to be charged more per  
pound. 
Simple Way to Think of Rates 
1. Truckload (Miles X Lane Per Mile Rate) 
2. LTL Class Rates based on type of good. 
3. Negotiated Contract Rates 

Reminder : Accessorial Charges Too! 
Reminder: Many other service charges which may apply on top of 
a rate calculation. 
Stop-off in transit 
Pallet Exchange/loss 
Detention of Equipment 
Driver Load/unload 
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Weekend Delivery 
Temperature control 
Minimum rate 

Information you Need for LTL Rating  
Distance: O & D zip codes 
Weight being shipped (per CWT rates will go down as 
shipment size increases—weight breaks) 
Class of shipment (from NMFC book or as negotiated with 
carrier) 
This will give you the official price quote 
Now your negotiated DISCOUNT (40-70%) 

Freight Classification System 
A system has been developed to classify each type of freight— the 
National Motor Freight Classification (NMFC) book lists all 
commodities and their “class.” 
Class ratings go from 50 for a dense, easily moved commodity 
(some heavy piping) to 500 for light weight, easily damaged 
products (Styrofoam cups) 
This class is a necessary and key ingredient in calculating an LTL 
rate. But it may be subject to interpretation and negotiation. 

General Tips to Reduce Freight Costs 
If possible, ship in larger quantities. 
Know “Weight Breaks” where rates decline 
Negotiate, Negotiate, Negotiate. 
Audit Freight Bills for agreed to rates, etc. 
Regularly review rates and carrier options 

LIABILITY: Who Pays for Goods that 
Don’t Make it? 
Tradition holds that a common carrier, going back to court cases in 
England in 1703, is “Chargeable with the highest degree of care.” 
and is liable for loss or damage en-route. 
The Bill of Lading implies this liability 
Liabilities under contracts, international shipments can differ.  
Laws governing water transportation liability are also different. 

‘The carrier is Always Liable.” 
This is the general liability rule, unless one of the following is  
the DIRECT and SOLE cause of loss/damage. EXCEP- 
TIONS: 
Acts of God: Tornadoes, non-anticipated natural events. 
Occurrence in a war zone 
Nature of the product—Fruit rots 
Seizure by public authority 
Improper care taken by the SHIPPER:Goods improperly 
packaged, wrong container, etc. 

It’s Not Always the Trucker’s Fault 
As a shipper, you must package product properly and load 
trucks securely for “normal” transit stress. 
Think about the path that your goods travel. 
 
 
 
 

77

Industry Loss and Damage Claim Ratio Average - 1.3% of 
Shipments* 
*(National Freight Claims and Security Council) 

What is a Claim? 
A claim is a demand in writing for payment by the owner of the 
product upon the carrier for damages to or loss of the product 
while in transit. 
When a claim is filed against the carrier it must identify the 
following: 
The shipment 
Assert liability 
Demand specific amount of money 
Have proper documentation 
Bill of Lading 
Original Invoice 
Paid Freight Bill 

Common Rules 
Who ever has title (owner of the goods) to the freight may file a 
freight claim. The shipper, consignee or third party.  
The claim can be filed against one or more carriers. (If more that one 
carrier is involved in the transportation.) 
The claim must be filed within 270 days (9 months).  
If the carriers denies claim the claimant has two years from date of 
denial to file a lawsuit.  
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Freight Rates Principles 
Freight rates should cover the costs incurred in the general 
operation of the transport company and those particular costs 
which are incurred in connection with a particular consignment, like 
certain special handling charges. 
Freight rates for any mode of transport are based on the follow- 
ing principles. 
1.  Actual Costs: Freight should cover the actual cost of  
 transportation. The actual cost depends on the following  
 factors: 
a. Fixed Cost 

Freight should cover interest on capital, depreciation,  
registration, maintenance charges, administrative overheads,  
expenditure of other fixed facilities, insurance expenses and  
the like. 
Many Transport companies depending on their decision on  
how much to spend on each of the above stated expenditure  
items can bring a difference in the actual costs incurred them 
in comparison to the actual costs incurred by the competitor 
transport company. 

b.  Semi-fixed Cost 

Freight should cover the salary of the crew employed on the 
vessel! vehicle and other miscellaneous maintenance  
expenses, which vary partially with the running of the vehicle. 
Many a times, shipping companies by employing staff who 
command lesser salary try to have a competitive edge over other 
transport corporations. 

c. Variable Cost 

These are cost of fuel, lubricating oil and accessories which  
are incurred when the vehicle is on the move and the cost of  
repairs and maintenance directly attributable to a particular 
journey. For example, Tramp chartering rates will be fixed  
taking into account the unique variable cost to be incurred for  
each contract. Damage to the vehicle and consignment  
enroute must also be taken into account. Sea rates for  
consignments passing through hazards or war-tom areas are  
higher. 

A transporter is interested in getting the maximum mileage 
out of his vehicle. He generally avoids his vehicle being held up 
anywhere during the journey and aims at top speed to cover 
the journey in as short a time as possible. 
Higher rates are quoted when vehicles are detained due to  
terminal congestion in busy ports. Freight rates also take into  
account the expectation of obtaining a return trip with a  
load. 
Vehicle utilisation is affected by the nature of goods. 
Hazardous goods attract higher freight rates. 

2.  Traffic Bearing Capacity 

Transportation adds place utility to goods. However after 
addition of the cost of transport, the price of goods should be 
such that it is still attractive to the buyer. 

3. Public Use 

Consignments required for public use will be carried at lower 
rates than others. For example, foodgrains and salt are carried at 
rock-bottom prices, sometimes do not even cover the 
actual cost of operation. 

4. Government Policy 

Freight rates are often legislated upon, or framed on the  
basis of government directive which aims at serving one or  
the other stated objectives, such as promotion of certain 
types of trade, development of certain industries. 

5. Reasonable Profit 

After covering the cost of operations and capital investment, 
there should be reasonable profit to compensate for  
entrepreneurial time and effort and for future sustenance and 
development of the enterprise. 

Contracts of Affreightments 
The word “affreightment” is derived from the french word  
“affretement”,which means the leasing of a vessel. Today the  
term is applied to all contracts of carriage by sea and is also 
extended to contracts of carriage by other modes of transport. The 
contract may be concluded between the carrier and a shipper for the 
carriage of goods from one port to another port, subject to certain 
terms evidenced in a bill of lading, or a contract may be arranged 
between the ship owner and a shipper (termed as 
charterer) for the hire of the whole or part of a vessel for a period of 
time, in the terms of a charter party. In every contract there must be 
some consideration for its performance, and in the  
contract of affreightment this consideration is termed as freight. 
Every contract of affreightment imposes on both parties to the 
contract specific obligations, rights, and immunities either  
implied by common law or expressed by statute or by the  
written terms of the contract itself. 
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Sea Freight 
Sea Freight is the most cost effective and a very high percentage of 
international transportation (in terms of tonnage) is done by this 
mode. Sea freight is used for transporting comparatively low value 
cargo where speed of delivery is not so crucial. 
Its main strength is that, least freight expenses are incurred 
when compared with air and courier services, and are more 
suitable for carrying bulk items. 
Its important weaknesses are that, it is costlier for those 
products which are small and tiny in nature and the time 
duration is long, when compared to air service. 

Sea Tariff Rates 
Liner rates are based partly on cost and partly on value. any  
freight rates are quoted on a basis of weight or measurement at 
ships option. This means that the rate quoted will be applied either 
per ton of 2240 lb (weight) or on 40 ft (cubic measure- 
ment) per ton, whichever will produce greater revenue.  
Cut off point: In most trades, cargo measuring under 40ft / ton 
weight is charged on weight basis and cargo measuring  
more than 40ft /ton is charged on a volume measurement  
basis. With the spread of the metric system, many freight rates are 
quoted per 1000 kg or m3 (35.3 ft). 

Liner rates are based on 
a)  The storage factor (rate of bulk to weight) 
b)  On the value of the cargo and c) 
c)  On the competitive situation. Many tariffs publish class rates  
 for general cargo not otherwise specified. Commodities are  
 grouped for charging into several classes. On commodities  
 of very high value, ad valorem rates are charged. 
When commodities move in large quantities, and are suscep- 
tible to tramp competition, ship owners after employ ‘open  
rates’ ie., rate is left open, so that the shipping line can quote 
whatever rate is determines 
As far as, chartered vessels are concerned, the negotiation is  
usuall) undertaken by a ship broker who may be on the Baltic  
Exchange communicating with other ship broker having a 
vessel available on hire. The rate are not pre-determined but are 
based on economic forces of supply and demand. A voyage charter 
is a contract for a special voyage, while a time charter is for a period 
of time which may cover several voyages. 
Now the tendency on liner cargo trade is to impose a surcharge on 
the basic rate. This includes bunkering or fuel surcharge, currency 
surcharge and surcharge raised on heavy lifts necessary or on 
excessive height of individual consignments. 

Types of Sea Freight Rates 
1.  Advance freight: - Payable in advance, before delivery of  
 goods. Extensively used in liner cargo trade and tramping. (it  
 must not be confused with “Advance of freight” which is  
 payment on account of disbursements, or an advance to the  
 Master, in which case the charterer is entitled to return of  
 money advanced) 
2. Lump sum freight: - Payable for use of whole or portion of  
 a ship. calculated on actual cubic capacity of the ship offered.  
 Payabic irrespective of the actual quantity delivered. 
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3. Dead freight: - Is a damage claim for breach of contract by 
the charterer to furnish a full cargo to a ship. The ship owner  

 is entitled to claim dead freight for unoccupied space.  
4. Back freight - Goods have been deputed to a certain port  
 and on arrival are refused then the freight charged for the  
 return of the goods constitutes back freight. 
5. Pro-rata freight - Arises when the cargo has been carried only  
 part of the way and circumstances make it impossible to  
 continue the voyage further (eg. ice formation at delivery port  
 may hamper voyage and hence owner may decide to accept  
 delivery at an intermediate port). 
6. Ad valorem freight: - Arises when cargo is assessed for rate  
 purposes on a percentage of its value. 

Conference Liner Staff 
A liner conference is a group of two or more Carriers. It  
provides international liner services for a particular route or  
routes within specified geographical limits on uniform or 
common freight rates and on other mutually agreed conditions. A 
liner service provides regular sailing to scheduled ports of call. 
Freight rates are stable for relatively long period of time and as such 
enables shippers to quote CIF prices. There is coverage of a wide 
range of ports under liner services. 
In determination of liner freight rates, three basic principles are 
followed: 
1.  Cost of Service Principle: 

The cost of the voyage is averaged out over all the items 
carried by the ship. All items are charged equally, irrespective of 
whether they are low value or high value items. 

2. Value of Service Principle 

Transportation makes a product available to the consumer at  
 the right place and at the right time. Process of  
 transportation adds value to a product. The difference  
 between the f.o.b. value of a product and the price in the  
 international market is regarded by ship owners as value  
 added as a result of the transportation system and on the  
 basis of this difference freight charges are fixed.  
3.  “What the traffic can bear” principle - 

The liner operator classifies traffic/cargo according to f.o.b. values. The 
liner operates along a fixed route and therefore knows the 
commodities or products that move out and come in. 
On the basis of this information, the liner operator can  
structure general cargo rates and specific commodity rates.  
These rates may be based on weight (per 1000 kg), on 
volume (per cubic metres) or weight/volume ratios, 
whichever gives the carrier a higher return. 

Liner Freight Rebate System 
Based on loyalty agreements, rebates on freight rates are worked 
out. The rebate systems in operations are 

a.  Deferred Rebate System 
b.  Dual Rate System 
c.  Immediate Rebate System. 

a. Deferred Rebate System 

When a shipper utilises exclusively only the vessels of the  
member liners of the conference for the transportation of  



 

his cargo between the ports covered by the conference, he 
then receives a rebate of a certain percentage (normally ten per 
cent of his freight payments). 
The rebate is calculated for a designated period (shipment period) 
which is normally three to six months, but is paid after the same 
period (deferred period) of time following the shipment period, 
on the condition that the shipper will continue to contact the 
conference line for all his shipments during the shipment period 
and deferred period. 

b. The Dual Rate System 
If the shippers sign a contract with the conference for  

 exclusive patronage, they get the benefit of rates which are  
 lower than the rates applicable to non-contract shippers.  
c Immediate Rebate System 

Under this system, the contract shippers are given cash or  
immediate rebate (usually 9.5 per cent) of freight on  
shipment of their cargoes. So shippers get their rebate,  
without blocking money, as is the case in the deferred rebate  
system. 

d Factors affecting the fixation of conference Liner Rates: 
In liner trade, the freight rates are determined after taking into 
account the cost factors and a number of other factors. The 
general cost structure consists of: 
1.  Overall fixed costs or overheads, 
2.  Voyage specific fixed costs 
3  .Voyage specific variable costs 

The following factors are normally considered while deciding on 
Liner tariff rates: 
a. Basic Features of  the Cargo 

1.  Nature of cargo 
2.  Volume of cargo 
3.  Relationship of weight to measurement or density 

b. Special Features of the Cargo 

1.  Susceptibility to damage 
2.  Susceptibility to pilferage 
3.  Packing 
4.  stowage factor 
5.  Heavy lifts, if any, needed 
6.  Extra length 

c. Market Condition of the Cargo 

1.  Availability of cargo 
2.  Competition with goods from other sources 
3.  Cargo via competitive ports 

d Market Condition for the Carrier 

1.  Competition from other corners 
2.  Rates attractive enough to get cargo from shippers. 

e. Transportation Cost Factors 

1.  Direct cost of operation 
2.  Distance 
3.  Cost of handling 

4.  Special deliveries 
5.  Fixed charges 
6  Insurance 

Port Condition 

1.  Port facilities 
2.  Port regulations 
3.  Port charges and dues 
4.  Port locations 
5.  Possibility of securing return cargo 

Liner Freight Rates—Delibrate  
Arrangements 
Liner freight rates are subject to deliberate arrangements. Supply 
and demand position are also considered but ultimately the 
conferences decide upon the freight rates, based on discussions on 
various considerations. 
The conferences lay down freight rates between ports or groups of 
ports and in respect of commodities and group of com- 
modities and taken into account, various considerations, such as, 
Port and distance determinants, Cargo type determinants, and 
many others. 

Ports and Freights Rates 
Many liner, schedule operations will include one or more  
outward-looking ports in one region of the world, an ocean  
crossing and one or more discharging ports in another part of  
the world. 
Which port is visited first can depend on the amount of cargo to  
be loaded/ unloaded in each port rather than geographical  
order. 
Hence, in certain cases there will be little difference in the basic 
freight charged for the various ports. In case of certain ports, 
certain surcharges might be added to the freight where there is 
special towage requirement or any other such additiional 
features due to poor conditions at the port. Differences in 
distance generally are thus not a major determinant of differ- 
ences in tariff in liner operation. 

Cargo Types and Freight Rates  
Cargo type is another determinant of freight rates. The spread  
of rates between cargo types over the same distance is greater  
than the spread of rates for the same cargo over  different  
distances. 
Cargo type determinants of freight rates are of two kinds, those  
which are cost based and those which are revenue based.  
In case of cost based cargo, freight rates may be higher or  
lower because of special handling or carrying problems such as  
dirtiness, fragility, volatility, awkwardness of shape for handling  
and stowage. 
Revenue based determinants arise from the principle of  
charging of “what the tariff will bear” and generally results in  
higher freight for commodities with a high ratio of value to 
weight/size as compared with low values in proportion to size. 
One hundred pounds in weight of watches, is more valuable, than 
several tons of raw materials. 
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For such high value commodities, the demand for shipping 
space is inelastic, and a significant increase in rates is unlikely to 
reduce the cargoes offering because transport costs are a small part 
of the total value. 
These cargoes are important revenue-earners for liner compa- 
nies, whose known standards and regular scheduling are  
particularly attractive to shippers of high valued products. It is  
in this carriage of high value to weight cargoes that airline  
competition with ship liners is most intense. Another reason  
for competition from airlines is that, wheres airlines charge by  
the pound or kilo in respect of actual amount carried, shipping  
companies adhere to “minimum bill of lading” principle, in  
which the minimum payable is for a ton or half a ton, weight  
or measurement. So, from the shipping point of view services  
to small shippers of valuable cargo need to be improved and  
promoted if this business is not to be lost to airlines. 

Cost of Transportation 
In liner trade, vessel costs are not attributable to any particular part 
of the cargo. Costs are related to the service provided rather than 
being identified with individual consignments. 
Handling costs can be identified towards individual consign- 
ments. Freight rates are aimed to cover the variable costs of  
individual consignments and a share of overhead charges. 

Inward - Outward Freights 
On many liner operations, it may be noted that inward freights  
for the same commodity and the same distance are different  
from outward freights. United States and Australia had accused  
in the past that European dominated liner conferences have  
discriminated against exports of U.S. and Australia by charging  
higher rates to carry their manufactures over equivalent distances  
than those which they charge to European manufacturers.  
But the difference in freight rates had been based on the supply  
and demand position. Europe, imports in weight twice as  
much as the exports in weight. 
So there will be plentiful supply of shipping space outward 
from European ports on average and shipping space into 
European ports will be at a premium on average. 
In the case of Australia, in the trade of motor cars, issue was raised 
that freight charges from Australia to Europe was higher than those 
for European cars sent out on similar distances. But this difference 
arises depending on the number of cars trans- 
ported. In the case of motor cars it is difficult to stow them in a 
vessel operating at near full capacity. But are income generating cargo 
for the transport company, in terms of their high measure- 
ment tonnage per handling unit and can be readily stowed in an 
uncrated or semi packed state in a near empty vessel. 

Cross - Subsidization 
In all conference tariffs there is a degree of cross-subsidization in  
that surpluses over total costs of carrying high rate cargo may be  
partly used to subsidize cargoes at rates which do not cover full  
cost. Whilst this cross-subsidization falls from other considerations  
in rate fixing there is no evidence that its extent is measured or  
accounted for in rate fixing, it being the main principle of liner  
operation to consider costing in the light of the provisions of a  
given scheduled service rather than in relation to the marginal  
costs of individual cargoes. 
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Price Discrimination 
Although liner conferences cannot discriminate against any  
shippers in respect of specified ports or cargoes, a liner tariff can 
include price discrimination as between cargoes for the same  
port in that cargoes of different types but with identical carrying and 
handling costs can have different rates; or in that the rates for the 
same cargo can be different in respect of different ports, even when 
the distance factor or port-costs factor is negligible. Price 
discrimination is an important part of the economics of pricing in 
most transport industries and although the economic theory 
relating to it appears somewhat abstract because it  
involves the psychology of preference it is relevant and of  
interest to the analysis of freight determination. 

Changes in the Liner Rates 
When there is a increase in cost, there is uniform increase in  
freight rates without changes in the pattern. Likewise when  
there is severe competition from tramp vessels, liner rates are  
lowered. Hence cost changes and tramp competition effect are  
relatively dynamic elements in liner freight rates. whereas 
distance and type of cargo bring in relatively lesser changes and  
are relatively static element in liner freight rates.  
 Sensitivety to changes in market rates is less in liner rates,  
because changes in tariffs can be achieved only after all the  
members of the conference have met and agreed on the change.  
So when commodities move in large quantities and are  
susceptible to tramp competition, liner conferences advertise  
“open” rates i.e., rate is left open, so that the shipping line can  
quote whatever rate it determines and follow the market trend  
without delay. 
Liner companies are usually in fairly close contact with the more 
important shippers and rates are frequently altered to accommo- 
date special problems of particular customers, such as the 
establishment of a new export or import line, or the carriage of 
emergency supplies in times of national crisis at special rates or with 
schedule concessions. 

Freight Rate Indices 
Comprehensive freight rate trends are generally kept track of for the 
three principal shipping markets 
1 Selected liner rates 
2.  Dry Cargo tramp rates 

a.  Time charter 
b.  Voyage charters 

3 World scale indices - tankers for five sizes of crude and 
product tankers 

Trend index is maintained in comprison with the rates of the 
base year(whose index is fixed to be 100). 

Responsibilities of the Shipper 
The first most responsibility of the shipper is his liability to pay the 
freight. In modem practice, freight will be payable in advance and 
will not be recoverable even if ship and cargo are lost at sea. If the 
cargo cannot be discharged at the designated destination port due 
to a reasonable cause, the shipper shall also be liable to pay back-
freight. The freight cannot be adjusted against any other claim for 
loss or damage of cargo.  



 

Shipper should not ship dangerous goods without expressly 
informing the carrier of their nature. If dangerous goods are 
shipped without the knowledge and consent of the carrier, then the 
carrier has the right to destroy or render them harmless and the 
shipper remains liable for all damages and expenses incurred as a 
result of the shipment. 
The shipper shall be liable to pay his share under general average  
contribution with regard to expenses incurred in averting  
dangers common to and threatening the whole marine  
adventure. 

Tramp Freights 
Freight means the sum payable to the shipowner or his agent for 
the carriage of goods from the port of shipment to the port of 
destination. 
The Marine Insurance Act 1963 provides that the term “freight” 
includes the profit desirable by the shipowner from the  
employment of his ship to carry his own goods as well as freight 
payable by third party. 
Freight is payable in a variety of ways, it may be per ton or per  

package. Sometimes, the freight agreed is a lumpsum and  
sometimes it is by measurement. When it is by measurement, a  
ton by steamer is generally 40 cubic feet. Some charter parties  
provide for the payment of freight on a unit basis, for example,  
St.Petersburg standard of 165 cubic feet in the timber trade. 

Tramp Trade 
Many trades are seasonal, especially those relating the com- 
modities produced, because the major part of such production  
is available for sale soon after its harvesting. In consequence, the  
demand for shipping space is often irregular in sequence.  
Moreover many commodities and merchandise are produced in  
areas, off the regular routes of the liner concerns. This type of  
cargo, can be more readily shipped by the tramp vessel under  
charter. In addition, certain commodities are, by their very  
nature, more suitable for bulk carriage in the tramp type of  
vessel.Some trades where chartering is fairly common are:  
Coal:  From Great Britain, U.S.A., Germany, 

India, South Africa, Poland. 
Grain:  From U.S.A., Canada, Australia, Black Sea 

ports. 
Timber:  From U.S.A., Canada, Russia, Australia, 

Baltic ports. 
Phosphate:  From North Africa, Pacific Islands 
Nitrate:  From Chile 
Cotton and 
Cotton Seeds  From U.S.A., Egypt, Brazil. 
Fruit:  From Spain, Italy, Greece, Israel, Australia. 

From Canada, Finland 
Wood pulp:  From West Indies, Java, Philippines, 

Australia. 

Tramp Market and Freight Rates 
The market for the voyage chartering of tramp shipping is near  
to being a perfectly competitive freight on an intenational scale  
and its freight rates are therefore subject to the laws of supply  
and demand: hut for some purposes it is necessary to think as a 

number of separate markers according to the commodities, 
areas or types of ships, although because of the versatility and 
ubiquitousness of the average \ramp, given sufficient time, there 
is considerable overlapping between these’ ‘. 

In theory, the minimum freight rate in the short term is that,  
at which the lowest cost vessels will lay-up in preference to  
operating, and is equal to the variable costs minus lay-up costs;  
and this would imply that in all times except those of full  
employment for ships there is a tendency for newer lower-cost, .  
and probably, faster vessels to be driving the older high-cost  
vessels into the breakers’ yards. There are a number of factors,  
which keep older ships in operation in the low freight trades. To  
begin with, older ship may not be more costly, if their higher  
maintenance costs are offset by, for instance, the employment  
of crews from low-wage countries or operation at lower  
standards of safety for some cargoes, time is relatively unimpor- 
tant from the charterer’s point. Old ships frequently  
monopolize the sale and scrap trades which owners of new  
ships avoid because of harmful effects of these cargoes on  
hulls. 
An important measure to reduce the threat to high standards from 
low standard competition is the steady increase of insurance rates 
which has taken place not only on the vessels but on the cargoes 
carried in older ships. 
As supply is relatively inelastic in the short run, sudden changes  
in demand appear to have the most intense effect on freight  
rates. 
Over the long period any tendency. the long-term increase in  
world trade may have to raise freight , has been swallowed up  
not only by increased tonnage but about that technical innova- 
tion has reduced the level of freight rates in the long term, 
relatively to the price for most other goods and services. It is. Any  
case, the short-term fluctuations which are most relevant to freight 
rates. Different rates prevail according to whether the charter is 
under bareboat. time or voyage conditions. 
Time rates and voyage rates tend to move together but as  
time rates are in respect of a longer period they tend to reflect  
expectations of the state of the market during the future period  
concerned. When it is expected that the voyage rate will increase,  
owners do not wish to tie up tonnage in time charters and there  
may be a shortage of tonnage in the time charter market, so that  
time charter rates tend to increase before voyage rate and  
sometimes in excess of voyage rates in a market which is  
believed to be rising and will fall first and frequently to a greater  
degree, in markets where the voyage rate is expected to be falling.  
On average, it is more profitable for owners if they can time- 
charter on a falling and voyage-charter on a rising market.  
 Because of the openness of competition and the special  
problems of reducing the supply of tonnage operating in low  
markets and increasing the supply at short notice in booms,  
tramp shipping has suffered severe cyclical fluctuations. 

Time for Payment 
When the contract of carriage is silent as to the time for  
payment of freight, the law implies an Agreement to pay  
concurrently with delivery of the goods at the port of discharge. 
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��If the ship does not reach her port of discharge, but stops 

short at an intermediate port or place, then under English Law  
the ship owner cannot claim pro rata freight for the transit  
actually completed, even if the abandonment of the voyage  
has been caused by a peril or risk for which the ship owner is  
not responsible. However, if he tranships or otherwise  
arranges for the forwarding, he may thus earn his freight. 

��If the owner of the goods voluntarily accepts delivery at an 
intermediate port in such a manner as to. that he  
intentionally dispenses with the further carriage of goods, he 
becomes liable to pay pro rata freight. 

��Certain goods, where there increase in weight from sea water 
damage, in such a case, unless otherwise agreed, freight is 
payable on the lesser quantity shipped (or on the weight at the 
time of loading). 

��Certain goods get compressed during voyage, but expand on 
unloading, n such cases freight is payable on the compressed 
and not on the expanded measurements (that is, on the  
measurements that has been shipped and carried and not on 
that delivered). 

��If less has been delivered than shipped, as where part of the 
cargo has been lost during the voyage, freight is payable only on 
the quantity delivered. 

��The ship owner is entitled to be paid his freight even if the 
goods are so badly damaged as not to be worth the amount  
of it, provided always that the goods still retain their specie. 

��Full freight is due on goods which or arrival at their 
destination are in damaged or deteriorated condition, but 
freight is not, however, payable on goods which on final 
delivery have suffered a change and have ceased to be a thing of 
the kind shipped (loss of specie). 

��When freight is payable at destination, the acceptance of 
delivery after presentation of the bills of lading by the  
consignee given evidence of an implied undertaking to pay the 
freight. 

Sec. I of the Bills of Lading Act 1855, imposes a liability upon the 
consignee, to pay the freight if the property in the goods shipped 
has passed to him. 
In a charter party (C/P), the charterer is liable for the freight  
there under, unless the contract clearly expresses the contrary.  
Where the benefit of the chiArt, erpasses by assignment, the  
liability of the charterer for freight depends whether or not the  
ship owner has accepted the substitution of the assignee as a  
contracting party. 

Tyes of Freight 
1.  Freight payable on right and true delivery of the cargo at  
 destination. 
2.  Freight payable wholly or partly in advance on shipment of  
 cargo. 
3.  Freight payable either at port of shipment or destination  
 “ship or cargo lost or not lost”. 
4.  Lump sum freight. 
5.  Time charter hire. 
6.  Other types. 
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1.  Freight Payable on Right and True Delivery of the 
Cargo at Destination 

This refers to freight payable at destination. It is also known as 
“COLLECT FREIGHT”. This type of freight makes allowance 
for the cargo owner to refuse payment of freight if his goods 
arrive damaged or reduced in worth though the default of the 
carrier. However, for the cargo owner to  
demand payment, the contract of carriage should not have any 
clause that may prove protective to the carrier. 

2. Advance Freight (or prepaid freight) 

As suggested by the term in this type, the freight is paid for  
in advance. This method is adopted even in voyage charters,  
where a part of the freight is prepaid. The disadvantage is 
that, if during the voyage, the cargo is lost, the prepaid sum  
is not recoverable. So, we understand that when a person pay  
in advance, he is at a risk and in order to protect himself, the 
sum is insured as part of the value of the goods that is  
being loaded. Where any portion of the freight is paid in  
advance “subject to insurance” , it is for the merchant, and 
not for the ship owner, to insure the advance.  
 If the weight or measurement of cargo, as determined at the  
loading and the discharging ports differs freight should - in the 
absence of evidence clearly indicating error - be calculated on the 
lesser weight or measurement. 

3. Freight payable “lost or not lost” 

This type applies particularly to certain trades such as those  
involving the carriage of perishable goods such as frozen  
meat or fruit. In this type a provision is made in the Bill of 
Lading for payment of freight, either at port of shipment or 
destination, irrespective of goods being delivered intact or being 
lost. 
This means the owner of goods is at risk and as in prepaid 
freight, the freight is usually included in the insured value of 
the goods. 

4. Lump Sum Freight 

In this type, an agreement is entered into, whereupon a 
lumpsum freight is paid at the destination when a  
substantial (not necessarily the entire) part of the original cargo 
arrives. It is also not necessary for the entire shipment to arrive 
on the original ship. The cargo may arrive in parts, (ie.,) the 
carrier is entitled to tranship, if the original vessel becomes 
incapable of completing the voyage. 

5. Time Charter Hire 

This type is more like rent than freight. Here the charterer  
pays the shipowner, monthly in advance for a certain period  
of time. If the charterer is subjected to loss of time either 
through inefficient crew or deficient stores or breakdown of 
machinery or damage, which prevents the vessel from  
working for more than 24 consecutive hours the hire will lease 
until the vessel becomes fit to resume services. In this case the 
hire prepaid, but which didn’t provide returns shall be returned 
by the ship owner. 

6. Other Types 
Anticipated Freight  



 

It is apparent that if a ship owner loses his vessel - even when 
she has no immediate cargo engagements - he has lost the  
potential earning capacity of his ship. Therefore, the ship owner 
may insure as “anticipated freight” an amount, reasonably  
estimated on the basis of current freight at the time of  
insurance. This amount will also represent the anticipated gross 
freight on the next cargo passage after making allowances for freight 
insurance already taken. 

Back Freight 
If for any reason the cargo cannot be delivered at destination, and 
has to be brought back, the ship owner is entitled to charge back 
freight for the return carriage of the goods, except when threre has 
been failure of delivery at the agreed destination by negligence of 
the carrier. 

Transhipment 
If on a voyage a carrier runs into unexpected peril making it  
impossible to complete the voyage, there is no legal obligation  
imposed on the carrier to forward the cargo to destination for the  
purpose of earning the freight. However, if the cargo can be  
forwarded at an expense less than the freight at risk it becomes the  
duty of the assured to forward it and ~am the freight, or by  
abondonment give his underwriters the opportunity of doing so. 

Dead Freight 
When a person who has chartered a ship doesn’t make use of the 
entire cargo space the shipowner is entitled to dead freight. Dead 
freight can be calculated in either of the following manner. 1.  The 
contract of affreightment which will stipulate the basis  
 for the payment of dead freight 
2.  Ascertaining the difference between the amount of space  
 which was available, and that actually utilised. The freight is  
 assessed on this difference and the shipowner paid his due. 

Freight Pro Rata Itineris Practice 
English law, except in special circumstances, does not allow the  
ship owner to claim pro rata freight for a partial performance of  
the contract of carriage, i.e., when delivery of the cargo occurs at  
any port short of destination. If an English vessel ships cargo  
at London for delivery at Buenos Aires, in consideration of an  
agreed freight payable on delivery at destination, delivery of the  
cargo at any intermediate port, for example, Rio De Janeiro, will  
not entitle the ship owner to any freight. If a German vessel  
underakes the voyage from Hamburg and tenders the cargo at  
Rio De Janeiro, but is unable to proceed further on the voyage,  
the owner of the vessel is entitled, under the law of his flag, to  
claim the same proportion of the full freight as the distance  
from Hamburg to Rio de Janeiro bears to the distance from  
Hamburg to Buenos Aires. This is called “distance freight” or  
“freight pro rata itineris peracti” and is an established feature of  
some foreign countries maritime laws. 

Ship Owner’lien for Freight 
a.  Until the freight is paid, the ship owner has a right to retain  
 possession of goods carried as security for the freight. In  
 legal language this means that he has a lien on such goods  
 for the amount of the freight. This lien, however, is  
 confined to freight due upon the particular goods carried. 

b. All goods in respect of which freight is payable may be 
retained by the shipowner until all the freight has been paid, but 
he may, and often does in practice, retain only enough in value 
reasonably to satisfy his claim. 

c. Where the consignee fails to pay the freight due at 
destination, the shipowner must - to enforce his lien - retain  

 continuous possession of the goods. He can retain the  
 goods on the vessel, although usually he places the goods  
 with a wharfinger for safe custody. When taking such action  
 he must notify the wharfinger in writing that a lien attaches.  
d. If the correct amount of freight due is in dispute, but it is 

imperative for the consignee to obtain immediate possession  
 of the goods, the latter can obtain delivery by depositing  
 with the wharfinger the amount claimed by the shipowner.  
e. When no further notice from the consignee is received by the 

wharfinger within a period of 15 days, the latter may then 
pay the shipowner. 

f. If, however, notice is given within the limit of 15 days, the 
shipowner must be advised. The amount of freight  
admitted to be due is then paid to the shipowner, and at the 
expiry of 30 days - unless the shipowner - has meanwhile  
commenced legal proceedings and has advised to wharfinger to 
this effect - the balance of freight may be repaid to the  
owner of the goods. 

g. If the lien for freight is not discharged within 90 days (or less 
for perishable goods) the wharfinger may sell the goods by  
public auction. The money from the sale is disbursed as  
follows:- 
1.  In payment of any customs or excise duties on the 

goods. 
2.  In payment of the expenses of sale. 
3.  In payment of the rent and charges due to the 

wharfigner. 
4.  In payment of the freight due to the shipowner. 
5.  The surplus, if any, is handed over to the owner of 

the goods. 
h. Where the adventure has been abandoned by the shipowner 

before arrival of the vessel at destination, but the cargo is 
afterwards carried forward by salvors or a third party, the 
shipowner has non lien for freight. 

i. When a vessel is hired by a charterer in such circumstances 
that the shipowner gives up possession and control of the 
vessel no lien of the goods carried exists in favour of the 
shipowner. 
In essence it stands that, a ship owner has the right to posses  
the goods relevant to the amount of freight that hasn’t been  
paid for. 

j  At the destination if the owner of goods fails to pay, the 
shipowner can opt to retain the goods either on his vessels  
or at the wharf in safe custody. Usually, the latter option is  
preferred. When he leaves it at the wharf he has to notify the 
wharfinger about the legal implication in writing.  

If there is a dispute between the consignee and the shipowner  
regarding the correct amount of freight that is due, the con- 
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signee can take possession of his goods (provided it is abso- 
lutely necessary for the consignee to take immediate possession of 
his goods) by depositing the disputed amount as claimed by the 
shipowner, at the wharfinger. If the consignee fails to give further 
notice within 15 days the wharfinger forwards the 
amount to the shipowner. If the notice is given however the 
shipowner is notified and he is paid what the consignee claims to 
be the due amount. The shipowner can take legal action 
within 30 days, failing which the balance is paid back to the 
consignee. It is also the shipowners duty to inform the  
wharfinger of the legal action he is taking. If the consignee doesn’t 
pay for his goods by 90 days (less for perishable goods) the 
wharfinger has authority to sell the goods by public auction and 
disburse the proceeds as seen above. 
If the shipowner abandons his ship for some reason and the cargo 
reaches its destination through others he has no rights over the 
goods. Similarly, if the shipowner enters into a contract with a 
charterer, wherein he gives up possession and control of his vessel, 
he has no rights over the goods. 

Questions For Self-analyzation 
Q1 What do you understand by Freight? What are the  
 principles for freight rating. 
 

Q2 What are the different rebate system under liner Freight  
 rebate system. 
Q3 What are the principles followed by Conference Liner. 
Q4 Write short note on: 

a.  Shipowner’s lien for freight 

Article 
Freight Market Fluctuations—Example Of Incidents  

 (Source: Express Exim Review, Jan 12, 1998) 

As on Jan ’98 Indian Freight Rates 
Freight rates in India which had plummeted to an all-time low 
during Oct’97 - Dec’97 are likely to shoot up in Feb’98. Shipping 
agents reveal that the present freight rates are too low for their 
survival. Following are the current (as on Jan’98) freight rates, ex-
JNPT, per TEU in US Dollars: 
��350 to 375 for Dubai / Jebal Ali / Khor Fakkan 
��450 fro Abu Dhabi 
��700 for Ruwait / Bahrain / Dhammam / Muscat 
��850 for Bandar Abbas 
��950 for Doha 
��750 for Karachi 
Rates to Europe are fluxcuating sharply. Agents are quoting 700 to 
775 dollars for base ports like Rotterdam, Antwerp,  
Felixtowe, Hambury etc. and for Mediterranean ports the charges 
are from 700 to 750 dollars. 
The Mumbai - far East sector is said to be the most affected. 
Carriers aresaid to charge US Dollars 
400 for Singapore 
450 for Port Klang / Penang 
500 for Jakarta / Surabaya 
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650 for Manila 
600 for Kaoziung / Keelung 
550 for Hong kong / Busan / Bangkok/Semarang 850 for Ho 
Chi Mish 
On the Australian sector, around 1150 US dollars per TEU is 
quoted for Melbourne / Sydney / Adelaide / Fremantle. To the 
U.S., agents are reportedly quoting 1250 U.S.Dollars per TEU to 
Newyork / Charleston. 
Mumbai market sources indicate that the freight rates were pulled 
down by around 20 per cent over those prevailing some five 
months back. 
As is the general practice, the freight rates are market-driven and 
totally depend upon supply - demand position. Todays  
shipping is experiencing an imbalanced supply demand  
position which has thrown the freight business out of gear. 
Sources in Mumbai say that “sickness” in the freight industry has 
paved the way for further undercutting, enhanced discount and 
even a demand for credit. 
Freight forwarders margin are dropping vessel to vessel, even  
the 7 per cent Bunker Adjustment Factor (BAF) and Currency  
Adjustment Factor (CAF) are mostly not charged from the 
shippers. 
As this is the scenario in container traffic, freight rates in bulk trade 
is also fluctuating. No fixed rate is being quoted by agents or even 
by carriers. Flat rates are, however, said to be fixed 
depending on the availability of vessels and prevailing supply - 
demand position. 
In the case of liquid cargo, rates are fixed, based on world scale 
tariff taking into account the factors relating to waiting time of 
vessels at ports, transit time, canal transit and empty return 
voyage. 
As freight market position has turned quite unpredictable in 
India, reports coming from Singapore said that the container 
liner operators between Europe and Far East have decided to 
introduce a sharp increase in the freight rates. 
The revised freight rates are said to come to effect from January 
1998. Sources indicate that the proposed rise in freight rates will be 
not less than US dollars 100 per TEU and US dollars 200 per 40 
foot container, on the Far East Europe Sector or vice versa. Several 
attempts by shipping companies and conferences to  
push up the prices have failed in the past. Now the Far East  
Freight Conference (FEFC) which controls over 65 per cent of 
container trade between Asia and Europe feels that with  
determination and discipline the operators will be able to push up 
the prices to a satisfactory level 

ii) As on Feb. 98 
Source: Export import Trade Flash 1-15 February 1998 

Bunker Surcharge increased by ‘8900 lines’ 
In 1998 shipping cost is likely to go up as one after another 
conferences are increasing rates. Ship owners are making cartel for 
not to undercut rates. 
Now carriers from Indian sub continent, Mid East and US  
which are represented by ‘8900 lines’ have increased their bunker  



 

surcharge for first quarter. Increased charges FCL cargo will be  
US $ 81 per TEU and US $ 161 per FEU, for LCL cargo it will  
be US $ 3.11 per CBM (cubic metre) or US $ 4.36 per metric ton,  
whichever is higher.  
Refrigerated cargo is also subject to a minimum of US $ 81 per  
TEU and US $ 161 per TEU.  
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LESSON 12: UNIT 4

WAREHOUSING 
 
 
1.  Introduction. 

2. Definitions of Warehousing 

3. Evolution of Warehousing. 

4. Importance and Benefits. 

5. Operating Principles. 

6. Warehouse alternatives 

Hello Friends! So we starting a new topic Warehouse. At your 
home all of you must have observed that monthly groceries are 
stored for a month/year. This concept in simple terms is 
known as warehousing the groceries. 
A warehouse is typically viewed as a place to store inven-tory.  
However, in many logistical system designs, the role of the  
warehouse is more properly viewed as a switching facility as 
contrasted to a storage facility. This chapter offers a unified  
treatment of strategic warehousing throughout the logistical 
system. The discussion is relevant for all types of warehouses as 
well as distribution centers, consolidation terminals, and break bulk 
and cross-dock facil-ities. 
Productivity is the ratio of physical output to physical input. To 
increase productivity, it is necessary either to obtain greater output 
with the same input or to maintain existing output with a 
reduction of input factors . 
When business is extremely good and the economy ap-proaches  
full employment, output per worker-hour falls as marginal  
productive workers are employed. Warehousing operations get  
more than their fair share of such new employees because few,  
if any, skills are required to perform many of the manual tasks.  
When business activity plummets, union labor contract  
provisions often prohibit a rapid reduction in payrolls. While  
not all distribution facilities are unionized, logistics activities  
have traditionally been a union strength. Although separate  
productivity figures for warehouse workers are not available, it  
may be assumed that warehouse labor productivity has lagged  
most other areas in the private sector. 
Let’s concentrate on the basic concept and then the definitions 
propagated by Bombay Warehouse act, 1959. 
�  Warehousing is the function of storing goods to bridge the  
 time gap between their production and demand and thus  
 leads to time and place utility. 
�  As a part of marketing strategy, warehousing offers better  
 customer service that competitors who rely on price competition.  
�  The creation and strategic location of warehouse are justified of  
 the marginal cost of warehousing is less than marginal revenue 

Definitions as Per Bombay Warehouse  
Act,1959 
1.  Warehouse means any building structure or other protected  
 enclosure which is used or may be used for the purpose of 
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storing goods on behalf of the depositors but doesn’t 
include cloakroom attached to Hotels, railway station the 
premises of other public carrier alike. 

2.  Depositor means aperson who deposits goods with a  
 warehouseman for storing in his warehouse and includes any  
 person who lawfully holds the receipt issued by the  
 warehouseman inrespect of the goods and derives title too  
 by endorsement or transfer from the depositor or his lawful  
 transferee. 

Evolution of Concept of Warehousing 
Manufactures were able to recognize the fact that the customer 
needs need to fulfill as soon as he is asking for the product in 
order to retain him.  This perspective of storage created a 
tendency to consider warehouses’ ‘a necessary evil” that added costs 
to the distribution process and that resulted in creation of 
operating expenses with little appreciation of the broader 
logistical spectrum in which warehousing played a vital role. 
Warehousing capability used to group products into assort- 
ments desired by customers was given little emphasis. Internal 
control and maximum inventory turnover received little 
managerial attention. 
Literature of the early era correctly described the situation. Firms 
seeking to operate effectively between points of procurement, 
manufacturing, and consump-tion gave little attention to 
internal warehouse operations. The establishment of ware- 
houses was essential for survival, but little emphasis was placed  
on improving storage and handling effectiveness. Engineering  
efforts were centered on manufac-turing problems.  
 Operation of early warehouses illustrated the lack of concern  
with material handling principles. The typical warehouse  
received merchandise by railcar or truck. The items were moved  
manually to a storage area within the warehouse and hand-piled  
in stacks on the floor. When different products were stored in  
the same warehouse, merchandise was continually lost. Stock  
rotation was handled poorly. When customer orders were  
received, products were handpicked for placement on wagons.  
The wagons or carts were then pushed to the shipping area  
where the merchandise was reassembled and hand-loaded onto  
delivery trucks. 
Because labor was relatively inexpensive, human resources were 
used freely. Little consideration was given to efficiency in space 
utilization, work methods, or material handling. Despite their 
shortcomings, these early warehouses provided the necessary 
bridge between production and marketing. 
Following World War II, managerial attention shifted toward  
increasing ware-house efficiency. Management began to question  
the need for so many warehouses. In the distributive industries  
such as wholesaling and retailing, it was not unusual for every  
sales territory to have a dedicated warehouse and inventory. As  
fore-casting and production scheduling techniques improved,  



 

the need for extensive inventory buildup was reduced. Produc- 
tion became more coordinated as time de-lays during the  
manufacturing process decreased. Seasonal production still  
required warehousing, but the overall need for storage to 
support manufacturing was reduced. 
However, changing requirements of the retail environment  
more than offset any reductions in warehousing gained through  
manufacturing improvements. The retail store, faced with the  
necessity of stocking an increasing variety of products, was  
unable to order in sufficient quantity from a single supplier to  
enjoy the benefits of consolidated shipment. The cost of  
transporting small shipments made direct ordering prohibitive.  
This resulted in a need to utilize warehouses to provide timely  
and economical inventory assortments to retailers. At the  
wholesale level of the channel of distribution, the warehouse  
became a support unit for retailing. Pro-gressive wholesalers and  
integrated retailers developed state-of-the-art warehouse  
systems capable of providing necessary retail support.  
Improvements in wholesale warehousing efficiency related to  
retailing soon were adopted in manufacturing. For manufactur- 
ers producing products at multiple locations, efficient  
warehousing offered a method of reducing material and parts  
storage and handling costs while optimizing production.  
Warehousing became an integral part of JIT and stockless  
production strategies. While the basic notion of JIT is to reduce  
work-in-process inventory, the concept of manufacturing must  
be supported by highly dependable delivery. Such logistical  
support, in a nation as geographically vast as the United States,  
may be possible only through the use of strategically located  
warehouses. A basic stock of parts can be staged at a central  
warehouse, thereby reducing the need to maintain inventory at  
each assembly plant. Using consolidated shipments, products  
are purchased and transported to the supply warehouse and  
then distributed to manufacturing plants as needed. When fully  
integrated, the warehouse is a vital extension of manufacturing.  
On the outbound side of manufacturing, warehouses created  
the possibility of direct customer shipment of mixed products.  
The capability to provide factory- direct mixed product ship- 
ments appealed to marketers because it enhanced service  
capability. For the customer, direct mixed shipments have two  
specific advantages. First, logistical cost is reduced because full  
product assortment can be delivered while also taking advantage  
of the benefits of consolidated transportation. Second,  
inventory of slow-moving products can be reduced because  
they can be received in small quantities as part of consolidated  
shipments. As the level of competition in the marketplace  
increases, manufacturers capable of rapidly providing direct  
mixed shipments gain a competitive advantage. 
During the 1960s and 1970s em-phasis in warehousing focused  
on the application of new technology. Technology based  
improvements affected almost every area of warehouse  
operations and cre-ated new and better techniques and proce- 
dures to perform storage and handling activities. In the 1980s,  
central focus was on improved configuration of warehouse 

ity is necessary to respond to expanding customer demands in 
terms of product and shipment profiles. Advanced informa- 
tion technology offers some of this flexibility by allowing 
warehouse operators to quickly react to changes and measure 
performance under a wide range of condi-tions. 

Importance /Benefits of Warehousing 
Benefits realized from strategic warehousing are classified on the  
basis of econom-ics and service. From a  conceptual perspective,  
no warehouse should be included in a logistical system unless it  
is fully justified on a cost-benefit basis. While there is some  
overlap, the major warehouse benefits are reviewed individually. 

Economic Benefits 
Economic benefits of warehousing result when overall logistical 
costs are directly reduced by utilizing one or more facilities. It is not 
difficult to quantify the return on investment of an 
economic benefit because it is reflected in a direct cost-to-cost  
trade-off. For example, if adding a warehouse to a logistical  
system will reduce overall transportation cost by an amount 
greater than the fixed and variable cost of the warehouse, then  
total cost will be reduced. Whenever total-cost reductions are  
attainable, the warehouse is economically jus-tified. Four basic  
economic benefits are consolidation, break bulk and cross dock,  
processing/postponement, and stockpiling. Each is discussed  
and illustrated. 
1. Consolidation 

Shipment consolidation is an economic benefit of  
warehousing. With this arrangement, the consolidating  
warehouse receives and consolidates materials from a  
number of manufacturing plants destined to a specific  
customer on a single transportation shipment. The benefits  
are the realization of the lowest possible transportation rate  
and reduced congestion at a customer’s receiving dock. The  
warehouse allows both the inbound movement from the  
manufacturer to the warehouse and the outbound  
movement from the warehouse to the customer to’ be  
consolidated into larger shipments. 
In order to provide effective consolidation, each  
manufacturing plant must use the warehouse as a forward  
stock location or as a sorting and assembly facility.  
The primary benefit of consolidation is that it combines the  
logistical flow of several small shipments to a specific market  
area. Consolidation warehousing may be used by a single  
firm, or a number of firms may join together and use a for- 
hire consolidation service. Through the use of such a  
program, each individual manu-facturer or shipper can enjoy  
lower total distribution cost than could be realized on a  
direct shipment basis individually. 

PLANT A 

PLANT B  CONSOLIDATION 
A            B           C  

WAREHOUSE  
systems and handling technologies. 
During the 1990s, the primary focus of warehousing is  
flexibility and effective use of information technology. Flexibil- 
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2. Break Bulk and Cross Dock 

Break bulk and cross-dock warehouse operations are similar  
to consolidation except that no storage is performed. A  
break bulk operation receives combined customer orders  
from manufacturers and ships them to individual customers.  
Figure 13-1a illustrates the break bulk flow. The break bulk  
warehouse or terminal sorts or splits individual orders and  
arranges. for local delivery. Because the long-distance  
transportation movement is a large shipment, transport  
costs are lower and there is less difficulty in tracking. 
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A cross-dock facility is similar except that it involves multiple  
manufacturers. Retail chains make extensive use of cross- 
dock operations to replenish fast-moving store inventories.  
E.g. Full trailerloads of product arrive from multiple  
manufacturers. As the product is received, customer either  
sorts it if it is labeled or allocated to customers. If it has not  
been labeled, Product is then literally moved “across the  
dock” to be loaded into the trailer destined for the  
appropriate customer. The trailer is released for transport to  
the retail store once it has been filled with mixed product  
from multiple manufacturers. The economic benefits of  
cross docking include full trailer movements from  
manufacturers to the warehouse and from the warehouse to  
re-tailers, reduced handling cost at the cross-dock facility since  
product is not stored, and more effective use of dock  
facilities because all vehicles are fully loaded, thus maximizing  
loading dock utilization. 

3. Processing/Postponement 

Warehouses can also be used to postpone, or delay, 
production by performing processing and light 
manufacturing activities. A ware-house with packaging or  
labeling capability allows postponement of final produc-tion  
until actual demand is known. For example, vegetables can  
be processed and canned in “Brights” at the manufacturer.  
Brights are cans with no preattached labels. The use of  
Brights for a private label product means that the item does  
not have to be committed to a specific customer or package  
configuration at the man-ufacturer’s plant. Once a specific  
customer order is received, the warehouse can complete final  
processing by adding the label and finalizing the packaging.  
Processing and postponement provide two economic  
benefits. First, risk is min-imized because final packaging is  
not completed until an order for a specific labeland package  
has been received. Second, the required level of total  
inventory can be reduced by using the basic product (brights)  
for a variety of labeling and packaging configurations. The  
combination of lower risk and inventory level often reduces  
total system cost even if the cost of packaging at the 
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warehouse is more expensive than it would be at the 
manufacturer’s facility. 

4. Stockpiling 

The direct economic benefit of this warehousing service is  
sec-ondary to the fact that seasonal storage is essential to  
select businesses. For ex-ample, lawn furniture and toys are 
produced year-round and primarily sold during a very short 
marketing period. In contrast, agricultural products are  
harvested at specific times with subsequent consumption 
occurring throughout the year. Both situations require  
warehouse stockpiling to support marketing efforts.  
Stockpiling provides an inventory buffer, which allows  
production efficiencies within the con-straints imposed by 
material sources and the customer. 

Service Benefits 
Service benefits gained through warehouses in a logistical  
system mayor may not reduce costs. When a warehouse is  
primarily justified on the basis of service, the supporting 
rationale is an improvement in the time and place capability of  
the overall logistical system.. For example, placing a warehouse  
in a logistical system to service a specific market segment may  
increase cost but might also increase market share, revenue, and  
gross margin. At a conceptual level, a service-justified warehouse  
would be added if the net effect was profit-justified. At an  
operational level, the problem is how to measure the direct  
revenue impact. 
Five basic service benefits are achieved through warehousing: spot 
stock, as-sortment, mixing, product support, and market 
presence. Each is discussed and illustrated. 
1. Spot Stock 

Stock spotting is most often used in physical distribution. In  
par-ticular, manufacturers with limited or highly seasonal  
product lines are partial to this service. Rather than placing  
inventories in warehouse facilities on a year-round basis or  
shipping directly from manufacturing plants, delivery time  
can be sub-stantially reduced by advanced inventory  
commitment to strategic markets. Under this concept, a  
selected amount of a firm’s product line is placed or “spot  
stocked” in a warehouse to fill customer orders during a  
critical marketing period. Utilizing warehouse facilities for  
stock spotting allows inventories to be placed in a variety of  
markets adjacent to key customers just prior to a maximum  
period of seasonal sales. 
Suppliers of agricultural products to farmers often use spot 
stocking to position their products closer to a service- 
sensitive market during the growing season. Following the 
sales season, the remaining inventory is withdrawn to a  
central warehouse. 

2. Assortment 

An assortment warehouse-which may be utilized by a  
manufac-turer, wholesaler, or retailer-stocks product  
combinations in anticipation of cus-tomer orders. The  
assortments may represent multiple products from different  
manufacturers or special assortments as specified by  
customers. In the first case, for example, an athletic  
wholesaler would stock products from a number of clothing  



 

suppliers so that customers can be offered assortments. In 
the second case, the wholesaler would create a specific team 
uniform including shirt, pants, and shoes. 
The differential between stock spotting and complete line  
assortment is the degree and duration of warehouse  
utilization. A firm following a stock spotting strategy would  
typically warehouse a narrow product assortment and place  
stocks in a large number of small warehouses dedicated to  
specific markets for a limited time period. The distribution  
assortment warehouse usually has a broad product line, is  
limited to a few strategic locations, and is functional year- 
round. 
Assortment warehouses improve service by reducing the 
number of suppliers that a customer must deal with. The 
combined assortments also allow larger ship-ment 
quantities, which in turn reduce transportation cost. 

3. Mixing 

Warehouse mixing is similar to the break bulk process except  
that several different manufacturer shipments may be  
involved. When plants are geo-graphically separated, overall  
transportation charges and warehouse requirements can be  
reduced by in-transit mixing. In a typical mixing situation,  
carloads or truckloads of products are shipped from  
manufacturing plants to warehouses. Each large shipment  
enjoys the lowest possible transportation rate. Upon arrival  
at the mixing warehouse, factory shipments are unloaded  
and the desired combination of each product for each  
customer or market is selected. 
The economies of in-transit mixing have been traditionally 
supported by special transportation tariffs that are variations of 
in-transit privileges. Under the mixing warehouse 
concept, inbound products may also be combined with  
products regu-larly stored in the warehouse. Warehouses that 
provide in-transit mixing have the net effect of reducing  
overall product storage in a logistical system. Mixing is  
classified as a service benefit because inventory is sorted to precise 
customer specifications. 

4. Production Support 

The economics of manufacturing may justify relatively long  
production runs of specific components. Production  
support warehousing provides a steady supply of  
components and materials to assembly plants. Safety stocks  
on items purchased from outside vendors may be justified  
because of long lead times or significant variations in usage.  
In these, as well as a variety of other situations, the most  
economical total-cost solution may be the operation of a  
production support warehouse to supply or “feed”  
processed materials, compo-nents, and subassemblies into  
the assembly plant in an economic and timely man-ner. 

5. Market Presence 

While a market presence benefit may not be as obvious as other 
service benefits, it is often cited by marketing managers as a 
major advantage of local warehouses. The market 
presence factor is based on the perception or belief that local  
warehouses (and presumably local inventory) can be more  
respon-sive to customer needs and offer quicker delivery than 

more distant warehouses. As a result, it is also thought that 
a local warehouse will enhance market share and potentially  
increase profitability. While the market presence factor is a  
frequently discussed strategy, little solid research exists to 
confirm its actual benefit impact.. 

Warehouse Operating Principles 
The previous discussion has provided the justification for using 
warehouses as intermediaries between manufacturers and  
customers. Once it has been determined to use a warehouse, the 
next step is designing it. The following discussion reviews basic 
warehouse design principles. Whether the warehouse is a small 
manual operation or a large automated facility, the following three 
principles are relevant: design criteria, handling technology, and 
storage plan. Each is discussed and illus-trated. 
1. Design Criteria 

Warehouse design criteria address physical facility charac- 
teristics and product movement. Three factors to be  
considered in the design process are the number of stories in  
the facility, height utilization, and product flow.  
The ideal warehouse design is limited to a single story so  
that product does not have to be moved up and down. The  
use of elevators to move product from one floor to the next  
requires time and energy. The elevator is also often a  
bottleneck in product flow since many material handlers are  
usually competing for a limited number of elevators. While  
it is not always possible, particularly in central business  
districts where land is restricted or expensive, warehouses  
should be limited to a single story. 
Regardless of facility size, the design should maximize the  
usage of the available cubic space by allowing for the greatest  
use of height on each floor. Most ware-houses have 20- to 
30-foot ceilings, although modem automated and high-rise  
facilities can effectively use ceiling heights up to 100 feet.  
Through the use of racking or other hardware, it should be  
possible to store products up to the buil-ding’s ceiling.  
Maximum effective warehouse height is limited by the safe  
lifting capabilities of material-handling equipment, such as  
forklifts, and fire safety reg-ulations imposed by overhead  
sprinkler systems. 
Warehouse design should also allow for straight product  
flow through the facility whether items are stored or not. In  
general, this means that product should be received at one  
end of the building, stored in the middle, and then shipped  
from the other end. Figure 13-2 illustrates this flow principle.  
Straight-line product flow minimizes congestion and  
confusion. Handling Technology The second principle  
focuses on the effectiveness and efficiency of material- 
handling technology. The elements of this principle concern  
movement continuity and movement scale economies 

2. Handling Technology 

The second principle focuses on the effectiveness and  
efficiency of material-handling technology. The elements of 
this principle concern movement continuity and movement 
scale economies 
Movement continuity means that it is better for a material  
handler or piece of handling equipment to make a longer 
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move than to have a number of handlers make numerous, 
individual, short segments of the same move. Exchanging the 
product between handlers or moving it from one piece of 
equipment to another wastes time and increases the 
potential for damage. Thus, as a general rule, fewer longer 
movements in the warehouse are preferred. 

Movement scale economies imply that all warehouse activities  
 should handle or move the largest quantities possible.  
 Instead of moving individual cases, ware-house activities  
 should be designed to move groups of cases such as pallets  
 or containers. This grouping or batching might mean that  
 multiple products or orders must be moved or selected at  
 the same time. While this might increase the com-plexity of  
 an individual’s activities since multiple products or orders  
 must be considered, the principle reduces the number of  
 activities and the resulting cost. 
3. Storage Plan 

According to the third principle, a warehouse design should 
consider product characteristics, particularly those pertaining to 
volume, weight and storage. 
Product volume is the major concern when defining a  
warehouse storage plan. I High-volume sales or throughput 
product should be stored in a location that minimizes the 
distance it is moved, such as near primary aisles and in low 
storage racks. Such a location minimizes travel distance and the 
need for extended lifting. Conversely, low-volume  
product can be assigned locations that are distant from  
primary aisles or higher up in storage racks. 
Similarly, the plan should include a specific strategy for  
products dependent on weight and storage characteristics.  
Relatively heavy items should be assigned to locations low to  
the ground to minimize the effort and risk of heavy lifting.  
Bulky or low-density products require extensive storage  
volume, so open floor space or high-level racks can be used  
for them. On the other hand, smaller items may require  
storage shelves or drawers. The integrated storage plan must  
consider and address 

Developing The Warehouse Resource 
This section discusses strategies and considerations for acquiring and 
developing warehouse space. First, alternative warehouse strategies 
are identified and com-pared. These include (1) 
private, (2) public, and (3) contract warehouses. Second, the  
major considerations for each type are presented and illustrated.  
Finally, a sample integrated warehousing strategy is described. 

Warehousing Alternatives 
This chapter focuses on the options of private, public, and  
contract warehousing. A private warehouse facility is owned and  
managed by the same enterprise that owns the merchandise  
handled and stored at the facility. A public warehouse, in  
contrast, is operated as an independent business offering a  
range of services-such as storage, handling, and transportation- 
on the basis of a fixed or variable fee. Public warehouse  
operators generally offer relatively standardized services to all  
clients. Contract warehousing, which is evolving from the public  
warehouse seg-ment, provides benefits of both the private and  
public alternatives. Contract ware-housing is “a long term, 
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mutually beneficial arrangement which provides unique and 
specially tailored warehousing and logistics services exclusively  
to one client, where the vendor and client share the risks  
associated with the operation.Im-portant dimensions that  
differentiate contract warehousing operators from public  
warehouse operators are the extended time frame of the service  
relationship, tai-lored services, exclusivity, and shared risk. The  
benefits of private, public, and contract warehouse options are  
reviewed next. 
1.  Private Warehouses 

A private warehouse is operated by the firm owning the  
product. The actual facility, however, maybe owned or leased.  
The decision as to which strategy best fits an individual firm  
is essentially financial. Often it is not possible to find a  
warehouse for lease that fits the exact requirements of a firm.  
For example, a warehouse requires substantial material- 
handling activities. Existing or leased facilities may not be  
adequately designed. As a general rule, an efficient warehouse  
should be planned around a material-handling system in  
order to en-courage maximum efficiency of product flow.  
Real estate developers are increasingly willing to build  
distribution warehouses to a firm’s specifications on a leased  
basis. Such custom construction is available in many markets  
on lease arrangements as short as five years. 

Benefits of Private Warehousing 
The major benefits of private warehousing include control,  
flexibility, cost, and other intangible benefits. Private ware- 
houses provide more control since the enter-prise has absolute  
decision-making authority over all activities and priorities in the  
facility. This control facilitates the ability to integrate warehouse  
operations with the rest of the firm’s internal logistics process.  
Private warehousing is usually considered less costly than public  
warehousing because private facility costs do not have a profit  
markup. As a result, both the fixed and variable cost compo- 
nents should be less. This perceived benefit, however, may be  
misleading since public warehouses often are more efficient or  
may operate at lower wage scales. It is important to develop an  
accurate assessment of total warehouse-related costs prior to  
making a decision regarding warehouse strategy.  
Finally, private warehousing has some intangible benefits,  
particularly with respect to market presence. A private warehouse  
with a firm’s name on it may produce customer perceptions of  
responsiveness and stability. This perception sometimes provides  
a firm with a marketing advantage over other enterprises. 
2. Public Warehouses 

Public warehouses are used extensively in logistical sys-tems.  
Almost any combination of services can be arranged with  
the operator either for a short term or over a long duration. 
A classification of public warehouses has been developed. 
On the basis of the range of specialized operations 
performed, they are classified as 
1.  General merchandise 
2.  Refrigerated, 
3.  Special com-modity, 
4.  Bonded, and  



 

5.  Household goods and furniture. 
Each warehouse type differs in its material handling and 
storage technology because of the product and 
environmental characteristics 
General merchandise warehouses are designed to handle  
general package com -modities such as paper, small  
appliances, and household supplies. Refrigerated warehouses 
(either frozen or chilled) handle and maintain food, medical 
items, and chemical products with special temperature  
requirements. Commodity warehouses are designed to  
handle bulk material or items with special handling  
considerations, such as tires or clothing. 

3. Contact Warehouse 
 

public warehouse. the long-term relationship and shared risk  
will result in lower cost than typical public warehouse  
arrangement although minimum fixed assets are required for  
facilities. At the same time, contract warehouse operations  
can provide benefits of expertise, flexibility, and economies  
of scale by sharing management, labour, equipment, and  
information resources across a number of clients.  
Contract warehouse operators are also expanding the scope  
of their services to include other logistics activities such as  
transportation, inventory control, order processing, customer  
services, and return processing. There are contract warehouses  
capable of assuming total logistics responsibility for  
enterprises that desire only to manufacture and market. 

Warehousing Strategy 
As would be expected, many firms utilize a combination of  
private, public, and contract facilities. A private or contract facility  
may be used to cover basic year -round requirements, while  
public facilities are used to handle peak seasons. In other  
situations, central warehouses may be private, while market area  
or field warehouses are public facilities. A contract facility could  
be used in either case. Each use of warehouse combinations is  
discussed and illustrated. 
Full warehouse utilization throughout a year is a remote  
possibility. As a plan-ning rule, a warehouse designed for full- 
capacity utilization will in fact be fully utilized between 75 and 85 
percent of the time. Thus from 15 to 25 percent of the time, the 
space needed to meet peak requirements is not utilized. In such 
situations, it may be more efficient to build private facilities to cover 
the 75 percent require-ment and use public facilities to 
accommodate peak demand. 
The second form of combined public warehousing may result  
from market requirements. A firm may find that private  
warehousing is justified at specific locations on the basis of  
distribution volume. In other markets, public facilities may be  
the least-cost option. In logistical system design the objective is  
to deter-mine whatever combination of warehouse strategies  
most economically meets cus-tomer service objectives.  
An integrated warehouse strategy focuses on two questions.  
The first concerns how many warehouses should be employed.  
The second question concerns which warehouse types should  
be used to meet market requirements. For many firms, the  
answer is a combination that can be differentiated by customer 

and product. Specifically, some customer groups may be best 
served from a private warehouse,while public warehouse may be 
appropriate for others. 

Presence Synergies 

Industry Synergies 

Operating Flexibility 

Location Flexibility 

Scale of Economies 

Pvt.  Contract     Public 

Above Figure illustrates other qualitative factors that  
should be considered and their likely influence. Across the  
top, the figure presents a strategy continuum ranging from  
private to contract to public. Qualitative considerations, listed  
on the vertical dimension, are (1) presence synergies, (2) industry  
synergies, (3) operating flexibility, (4) location flexibility, and (5)  
scale economies. Each consideration and its rationale are  
discussed. 

Presence Synergies 
It refer to the marketing benefits of having inventory located  
nearby in a building that is clearly affiliated with the enterprise  
(e.g., the building has the firm’s name on the door). It is widely  
thought that customers are more comfortable when suppliers  
maintain inventory in nearby locations. Products and customers  
that benefit from local presence should be served from private  
or contract facilities. 

Industry Synergies 
It refer to the operating benefits of collocating with other firms  
serving the same industry. For example, firms in the grocery  
business often receive substantial benefits when they share public  
warehouse facilities with other suppliers serving the same  
industry. Reduced transportation cost is the major benefit since  
joint use of the same public warehouse allows frequent delivery  
of consolidated loads from multiple suppliers. Public and  
contract warehousing increases the po-tential for industry synergy. 

Operating Flexibility 
It   refers to the ability to adjust internal policies and procedures  
to meet product and customer needs. Since private warehouses  
operate under the complete control of the enterprise, they are  
usually perceived to demonstrate more operating flexibility. On  
the other hand, a public warehouse often employs policies and  
procedures that are consistent across its clients to minimize  
operating confu-sion. While conventional wisdom would  
suggest that private warehouses can offer more operating  
flexibility, there are many public and contract warehouse  
operations that have demonstrated substantial flexibility and  
responsiveness. 

Location Flexibility 
It   refers to the ability to quickly adjust warehouse location and 
number in accordance with seasonal or permanent demand 
changes. For example, in-season demand for agricultural 
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chemicals requires that warehouses be located near markets that 
allow customer pickup. Outside the growing season, however, these 
local warehouses are unnecessary. Thus, the desirable  
strategy is to be able to open and close local facilities seasonally. Public 
and contract warehouses offer the location flexibility to accomplish 
such requirements.  

Scale Economies  
It   refer to the ability to reduce material handling and storage co  
through application of advanced technologies. High-volume  
warehouses generally have a greater opportunity to achieve these  
benefits because they can spread technology’s fixed cost over  
larger volumes. In addition, capital investment in mechanized  
or automated equipment and information technology can  
reduce direct variable cost. Public and contract warehouses are  
generally perceived to offer better scale economies since they are  
able to design operations and facilities to met higher volumes  
of multiple clients.  
In recent years, the traditional role of public warehouses as 
supplemental storage facilities has changed dramatically. The nature 
of modem business places considerable emphasis on inventory 
turnover and the ability to satisfy customer order: rapidly. To 
achieve these two requirements, flexibility must be maintained 
within the logistical structure. Many public ware- 
houses have formed partnerships that allow a firm to purchase total 
order processing and local delivery systems in a number of cities 
across the United States. In addition to basic warehousing, these 
associations provide specialized services such as inventory control and 
billing.  
Now we are going to going to discuss the Planning of  
Warehouse in brief:  
1.  Site Selection  
2.  Product Mix Consideration.  
3.  Expansion.  
4.  Selection of Material handling.  
5. Warehouse layout.  
So for these above points I want all of you to give me the  
answers.  

Questions For Self-analization:  
Q1 Provide a definition and an example of strategic 

storage from a logical system you are familiar.  
Q2  Discuss and illustrate the economic justification for  
 establishing a warehousing. What is logic for  
 considering a warehouse a “necessary evil”?  
Q3  What is the concept of market presence and how does  
 it relate to the functionality of warehousing?  
Q4 Explain and comment of the statement:” A 

warehouse should merely consist of a set of walls  
enclosing an efficient handling system.  
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MATERIAL HANDLING 
 
 

1.  Managing Warehouse Resources 

��� Handling Requirements 

��� Storage Requirements 

2.Material Handling 

��� Basic handling Considerations 

��� Mechanized System 

��� Semiautomated Handling 

��� Automated Handling 
 

This chapter develops greater understanding of the principles of 
material handling. The handling of products is a key to 
warehouse productivity for several important reasons. 
First, the relative number of labor hours required to perform 
material handling creates a vulnerability to any reduction in the 
output rate per labor hour. Ware-housing is typically more 
sensitive to labor productivity than manufacturing since material 
handling is highly labor-intensive. 
Second, the nature of warehouse ma-terial handling is limited in 
terms of direct benefits gained by improved information 
technology. While computerization has introduced new 
technologies and capabil-ities, the preponderance of material 
handling requires significant manual input. 
Third, until recently, warehouse material handling has not been  
managed on an integrated basis with other logistical activities,  
nor has it received a great deal of top management concern. 
Finally, automation technology capable of reducing material- 
handling labor is only now beginning to reach full potential. 
Within the warehouse system, material handling is the prime 
consumer of labor. The application of labor to product 
selection and handling represents one of logis-tics highest  
personnel cost components. The opportunity to reduce this  
labor inten-sity and improve productivity lies with emerging 
handling technologies. In logis-tics, the primary emphasis is  
placed on material and product inbound and outbound flows  
rather than inventory storage. The warehouse represents the 
primary arena for material-handling operations. Therefore,  
warehouse design is an integral aspect of overall handling  
efficiency and is also of vital concern in obtaining increased labor  
productivity. 
First, this chapter introduces issues related to managing the  
warehouse in terms of handling and storage requirements.  
Handling requirements are discussed as they pertain to receiving,  
instorage handling, and shipping. Storage requirements are  
presented for both planned and extended storage.  
Next, the chapter provides an overview of material handling in  
terms of basic to special requirements. Degrees of automation  
are discussed along with levels of flexibility. Finally, the chapter  
describes how warehouse design and operations affect material 

handling. It focuses on considerations for receiving, storage, 
shipping, and order selection. The opera-tions discussion  
emphasizes the activities and the options for material-handling 
automation 

Managing the Warehouse Resource 
The warehouse contains materials, parts, and finished goods on the 
move. Operating procedures consist of breaking bulk and 
regrouping merchandise in accordance with customer require- 
ments. The objective is to efficiently move large quantities of 
inventory into, and specific customer orders out of, the 
warehouse. The ideal arrangement would be for products to arrive 
and depart the warehouse during a single working day. This section 
describes basic handling and storage requirements, discusses alter-
native material-handling technologies, and 
presents the steps to plan a warehouse. 
The functions performed in a warehouse are classified as  
movement and storage. Movement is emphasized; storage is  
secondary. Within these two broad categories, movement is 
divided into three activities and storage into two activities. 

Handling Requirements 
The primary handling objective in a warehouse is to sort 
inbound shipments ac-cording to precise customer require- 
ments. The three handling activities are receiv-ing, in storage 
handling, and shipping. Each is discussed 

Receiving 
Merchandise and materials typically arrive at the warehouse in  
larger quantities than when they depart. The first handling  
activity required is unloading the transportation vehicle. In most 
warehouses, unloading is manual. Limited automated and  
mechanized methods have been developed that are capable of 
adapting to varying product characteristics. Generally, one or two 
people unload a shipment. The product is hand-stacked on  
pallets or slip sheets to form a unit load for movement  
efficiency. In some cases, conveyors are employed to unload  
vehicles more rapidly. Larger types of merchandise may be  
unloaded directly from the car or truck to be moved into the  
warehouse. As discussed previously, contain-erized or unit-load 
shipments dramatically reduce unloading time. 

Instorage Handling 
In storage handling consists of all movement within a ware- 
house facility. Following product receipt, it is necessary to  
transfer merchan-dise within the warehouse to position it for 
storage or order selection. Finally, when an order is received, it is 
necessary to accumulate the required products and to transport 
them to a shipping area. The two types of in storage handling are 
transfer and selection. 
There are at least two and sometimes three transfer movements  
required within a typical warehouse. The merchandise is first  
moved into the building and placed at a designated storage 
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location. The inbound movement is handled by forklift trucks 
when pallets or slip-sheets are used or other mechanical traction  
for larger unit loads. A second internal movement may be  
required prior to order assembly depending on the operating  
procedures of the warehouse. When products are re-quired for  
order selection, they are transferred to an order selection or  
picking area. When the merchandise is physically large or bulky,  
such as a stove or washing machine, this second movement  
may be omitted. In the final transfer, the assortment of  
products required for a customer shipment is moved from the  
warehouse to the shipping dock 
Selection is the primary function of the warehouse. The selection 
process groups materials, parts, and products into customer  
orders. It is typical for one section of the warehouse to be  
established as a selection area to minimize travel distance. The 
typical selection process is coordinated by a computerized  
control system. The primary focus for warehouse automation is the 
selection process. Various forms of automation are  
discussed later in this chapter. 

Shipping 
Shipping consists of checking and loading orders onto  
transportation vehicles.As in receiving,shipping is manually  
performed in most systems.Shipping with units loads is  
becoming increasing popular because considerable time can be  
saved in vehicle loading.A unit load consists of grouped  
products,while a dead-stack or floor-satack load consists of  
boxes loaded directly from the floor. A checking operation is  
required when merchandise changes ownership as a result of  
shipment. Checking generally is limited to carton counts,but in  
some situations a piece- by- piece check for proper brand, size,  
and so on, is necessary to ensure that all items ordered by the  
customer are being shiping. 

Storage Requirements 
The warehouse performs two types of storage: 
�  Planned 
�  Extended 

Planned Storage 
As previously noted, primary emphasis is placed on product flow 
in the warehouse. Regardless of inventory turnover  
velocity, all goods received must be stored for at least a short time. 
Storage for basic inventory replenishment is referred to as planned 
storage. Its duration varies in different logistical  
systems depending on performance cycles. I Planned storage must 
provide sufficient inven-tory to fulfill the warehouse’s function 
within the logistical system. 

Extended Storage 
Extended storage, a somewhat misleading term, refers to  
inventory in excess of that planned for normal warehouse  
operation. In some special situations, storage may be required  
for several months prior to customer shipment. A warehouse  
may be used for extended storage for other reasons as well. In  
controlling and measuring warehouse performance, care should  
be taken to separate inventory turnover according to the type of  
storage used. 
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The basic nature of some products, such as seasonal items, 
requires that they be stored to await demand or to spread  
supply across time. When extensive storage is needed to match 
supply and demand, very little turnover results. One justifica- 
tion of warehousing is to accommodate seasonality in the  
logistical system. Other extended storage rationales include  
erratic demand items, product conditioning, speculative  
purchases, and discounts. 
When a product has erratic demand fluctuations, it may be  
necessary to carry additional supplies or safety stocks to satisfy  
customer service standards. An ex-ample is air conditioners. 
Because air conditioners are expensive items, dealers prefer to  
carry small inventories. When a period of high temperature  
begins, man-ufacturers have limited time to distribute addi- 
tional units. 
Product conditioning is sometimes required (such as to ripen 
bananas), and this can be accomplished at the warehouse. Food 
distribution centers typically have ripening rooms to hold items 
until they reach peak quality. 
The warehouse may also contain goods purchased for specula- 
tive purposes. The degree to which this activity takes place will 
depend on the specific materials and industries involved. For 
example, it is not unusual to store grain for this reason. 
The warehouse often is used to realize special discounts. Early 
purchase dis-counts may justify extended storage. The purchas- 
ing manager may be able to realize a substantial reduction 
during a specific period of the year. Under such conditions, the 
warehouse holds inventories in excess of planned storage. 
Manufacturers of fertilizer, toys, and lawn furniture often attempt 
to shift the warehousing burden to customers by offering off-
season storage allowances. 

Material Handling 
One extremely encouraging aspect of contemporary logistics is the 
productivity potential that can be realized from capital  
investment in material-handling equip-ment. Material handling 
cannot be avoided in the performance of logistics. It should, 
however, be minimized. The technical aspects of material  
handling are extensive and beyond the scope of this text.  
However, the following section will discuss handling methods and 
efficiency. Then the discussion will focus on recent develop- 
ments in automated handling. 

Basic Handling Considerations 
Material handling in the logistics system is concentrated in and 
around the ware-house facility. A basic difference exists in the 
handling of bulk materials and master cartons. Bulk handling is a 
situation where protective packaging at the master carton level is 
unnecessary. Specialized handling equipment is required for bulk 
unloading, such as for solids, fluids, or gaseous materials. The 
following discussion focuses on master carton handling  
within the logistical system. 
Over the years a variety of guidelines have been suggested to assist 
management in the design of material-handling systems. These are 
representative: 
1 Equipment for handling and storage should be as 

standardized as possible.  



 

2 When in motion, the system should be designed to provide 
maximum con-tinuous product flow. 

3 Investment should be in handling rather than stationary 
equipment. 

4 Handling equipment should be utilized to the maximum 
extent possible. 

5 In handling equipment selection, the ratio of deadweight to 
payload should be minimized. 

6 Whenever practical, gravity flow should be incorporated in 
system design. 

Handling Systems are Classified as 
1.  Mechanized 
2.  Semi automated 
3.  Automated 
4 .Information-directed. 
A combination of labor and handling equipment is utilized in  
mechanized systems to facilitate receiving, processing, and/or  
shipping. Gener-ally, labor constitutes a high percentage of 
overall cost in mechanized handling. 
Automated systems, in contrast, attempt to minimize labor as  
much as practical by substituting capital investment in equip- 
ment. An automated handling system may be applied to any of  
the basic handling requirements depending on the situation.  
When selected handling requirements are performed, using  
automated equipment and the remainder of the handling is  
completed on a mechanized basis, the system is referred to as  
semi automated. 
An information-directed system uses computers to maximize 
control over mechanized handling equipment. Mechanized  
handling systems are the most common. However, the use of 
semi automated and an automated system is rapidly increasing. As 
noted earlier, one factor contributing to low logistical  
productivity is that information-directed handling has yet to 
achieve its full potential. This situation is predicted to dramati- 
cally change during the 1990s. 

Mechanized Systems 
Mechanized systems employ a wide range of handling equip- 
ment. The types of equipment most commonly used are 
1.  Forklift trucks 
2.  Walkie-rider 
3.  Pallet trucks 
4.  Towlines 
5.  Tractor-trailer devices 
6.  Conveyors 
7.  Carousels. 
Figure provides examples of a variety of mechanized handling 
equipment 

1. Forklift Trucks 
Forklift trucks can move loads of master cartons both hori- 
zontally and vertically. A pallet or slip sheet forms a platform  
upon which master cartons are stacked. A slip sheet consists of  
a thin sheet of material such as solid fiber or corrugated paper. 

Slip sheets are an inexpensive alternative to pallets and are ideal 
for situations when product is handled only a few times. A 
forklift truck normally transports a maximum of two unit loads 
(two pallets) at a time. However, forklifts are not limited to unit-
load handling. Skids or boxes may also be trans-ported depending 
on the nature of the product. 
Many types of forklift trucks are available. High-stacking trucks 
capable of up to 40 feet of vertical movement, palletless side- 
clamp versions, and trucks capable of operating in aisles as 
narrow as 56 inches can be found in logistical warehouses.” 
Particular attention to narrow-aisle forklift trucks has increased in 
recent years, as warehouses seek to increase rack storage 
density and overall storage capacity. The forklift truck is not  
economical for long-distance horizontal movement because of  
the high ratio of labor per unit of transfer. Therefore, forklifts  
are most effectively utilized in shipping and receiving, and to  
place merchandise in high cube storage. The two most common  
power sources for forklifts are propane gas and electricity 

Many forklift operations are utilizing new forms of communi- 
cation technology to increase their productivity. For example, radio 
frequency data communication (RFDC)  is utilized to 
speed load put away and retrieval assignments for forklift truck  
operators in warehousing, manufacturing, and distri-bution  
operations. Instead of following handwritten or preprinted 
instructions, workers receive their assignments through either 
handheld or vehicle-mounted RF terminals. Use of RF 
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technology provides real-time communication capability to 
central data processing systems, and when combined with bar  
code scanning of cartons and pallets, it allows forklift truck  
operators to receive and update item status inquiries, material  
orders and movements, and inventory adjustments. The 
Pioneer Hi-Bred International Company exhibits this applica- 
tion of technology to forklift operations (see box1). 
2. Walkie-Rider Pallet Trucks 
Walkie-rider pallet trucks provide a low-cost, effective method of 
general material-handling utility. Typical applications include loading 
and unloading, order selection and accumulation, and shuttling 
loads over longer transportation distances throughout the 
warehouse. Electricity is the typical power source. 
3. Towlines 
Towlines consist of either in-floor or overhead-mounted drag  
de-vices. They are utilized in combination with four-wheel  
trailers on a continuous -power basis. The main advantage of a  
towline is continuous movement. However, such handling  
devices do not have the flexibility of forklift trucks. The most  
common application of towlines is for order selection within  
the warehouse. Order selectors place merchandise on a four- 
wheel trailer, which is then towed to the shipping dock. A  
number of automated decoupling devices have been perfected  
that route trailers from the main line to selected shipping docks.  
A point of debate involves the relative merits of in-floor and  
overhead towline installation. In-floor installation is costly to  
modify and difficult to maintain from a housekeeping view- 
point. Overhead installation is more flexible, but unless the  
warehouse floor is absolutely level, the line may jerk the front  
wheels of the trailers off the ground and risk product damage. 
4. Tow Tractor with Trailers 
A tow tractor with trailer consists of a driver- guided power  
unit towing a number of individual four-wheel “trailers” that  
hold several palletized loads. The typical size of the trailers is 4  
by 8 feet. The tow tractor with trailer, like the towline, is typically  
used to support order selection. The main advantage of tow  
tractor with trailers is flexibility. It is not as economical as the  
towline because it requires greater labor participation and is  
often idle. 
Considerable advancements have been made in automated- 
guided vehicle systems (AGVS). These are discussed under 
semiautomated material handling. 

Look Mom, No Hands 
Pioneer Hi-Bred International, located in Durant, Iowa, is the 
world’s largest seed company. It produces 600 genetic products 
that represent thousands of SKUs. 
As well as being a leader in agricultural genetics and seed  
production, Pioneer has a reputation for experi-menting with  
warehouse technologies to support its op-erations. In recent  
years, as the number of specialized products increased, the  
company decided to explore some of the newer warehouse  
technologies to increase efficiency. Several years ago, Pioneer  
replaced its man-ual inventory tracking methods with a  
customized ware-house management system that allowed  
personnel to collect data with handheld terminals. However,  
ware-house personnel were not comfortable with the need to 
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key in data. Management initially considered bar codes and RF 
identification tags in order to eliminate the need for a keyboard, 
but ultimately it determined that either option would require too 
many major systems changes. 
In late 1993, Pioneer began testing a “hands-free” mobile  
terminal-data collection system that utilized voice recognition  
technology at one of its seed produc-tion locations. “We were  
looking for a system we could work into an existing warehouse,  
and we felt our way into keyless data collection might be with  
voice rec-ognition systems,” explains Mike Doty, Pioneer’s in- 
formation systems manager. How does the system work? It  
consists of a headset equipped with a micro-phone, speaker,  
and a miniature head-mounted display terminal that measures  
1.2 by 1.3 inches. Although the display terminal is very tiny, to  
the mind it looks like a full-screen computer monitor-similar to  
the way a viewfinder operates. Voice is used to collect data and  
send the information via RF link to a host computer. The  
system directs a warehouse order selector to each picking  
location by displaying one line item at a time.. As the order  
selector retrieves an item, he/she reads aloud the storage  
location. The system verifies that the right pallet of merchandise  
has been selected by re-peating the information back to the  
operator and flashing it on the display terminal.  
The rationale for the system was to give the ware-house forklift  
operators the ability to collect inventory data in real time while  
simultaneously providing the mobility to perform routine  
warehouse activities such as storing and selecting product,  
building mixed pallet loads for shipping, and processing  
returns. As these productivity objectives have been achieved  
while main-taining warehouse safety standards, the major  
savings have been derived from the improved inventory track- 
ing capability. Specifically, the tracking allows random storage of  
pallets in bulk stacking areas, which trans-lates into a better than  
20 percent improvement in stor-age efficiency. “We’ve stream- 
lined shipping, and are moving a lot more material with a lot  
less people,” says plant manager Joe Kaufman. Considering  
that part of the warehouse is refrigerated, the savings have pro- 
duced an impressive 200 percent return on investment.  
Pioneer is so satisfied with the experimental tech-nology that it  
is preparing to test out the system at some of its more complex  
warehouses. As Mike Doty says; “For a voice recognition system  
this is probably the best way to go to get the most productivity  
out of the people. You have a display that handles all the  
complex interaction with the data entry person, and let the voice  
simply be the keyboard.” 
5. Conveyors 
Conveyors are used widely in shipping and receiving operations 
and form the basic handling device for a number of order  
selection system 
Conveyors are classified according to 
1.  Power 
2.  Gravity 
3.  Roller or belt movement. 
In power systems, the conveyor uses a drive chain from either 
above or below. Considerable conveyor flexibility is sacrificed in 
such power configura-tion installations.  



 

Gravity and roller or belt systems permit the basic installation to 
be modified with minimum difficulty. Portable gravity-style roller 
conveyors are often used at the warehouse for loading and unloading 
and, in some cases, are transported on over-the-road trailers to 
assist in unloading at the destination. 
6. Carousels 
A carousel operates on a different concept than most other  
mech-anized handling equipment. It delivers the desired item  
to the order selector by using a series of bins mounted on an  
oval track. The entire carousel rotates and brings the desired bin  
to the operator. A wide variety of carousels are available. The  
typical application involves selection of individual packages in  
pack-and-repack and service parts operations. The rationale  
behind carousel systems is to shrink order selection labor  
requirements by reducing walking length/paths and time.  
Carousels, particularly modern stackable or multitiered systems,  
also signif-icantly reduce storage floor requirements. 
7. Pick-to-Light Systems 
Technology has also been applied to carousel systems in an  
application known as “pick to light.” In these systems, order  
selectors pick designated items and put them directly into 
cartons from carousel bins or conveyors. A series of lights or a 
“light tree” in front of each pick location indicates the number of 
items to pick from each location. The light system may also be 
used to indicate when a carton is ready to move on. In 
systems where an item is picked to fill multiple orders,  
“softbars” show the order selector how many items are needed  
in a carton, since each carton typically represents a separate order.  
Some carousel systems also utilize computer-generated pick lists  
and computer-directed carousel rotation to further increase  
selection productivity. These systems are referred to as  
“paperless picking” because no paperwork exists to slow down  
employee efforts. 
The types of mechanized material-handling equipment  
discussed are basic sam-ples of the wide range available for use. 
Most systems combine different types of handling devices. For 
example, forklift trucks may be used for vertical movements while 
tow tractor with trailers and walkie-rider pallet trucks are used for 
horizontal transfers. 

Semi Automated Handling 
The semi automated system supplements a mechanized system by 
automating spe-cific handling requirements. Thus, the semi- 
automated warehouse is a mixture of mechanized and automated 
handling. Typical equipment utilized in semi-automated ware- 
houses are automated-guided vehicle systems, computerized sortation, 
robot-ics, and various forms of live racks. 

1. Automated-Guided Vehicle 
Systems The automated-guided vehicle system (AGVS)  
performs the same type of handling function as a mechanized tow 
tractor with trailer or rider pallet truck. The essential  
difference is that an AGVS does not require an operator. It is 
automatically routed and positioned at the destination without 
operator intervention. 
Typical AGVS equipment relies on an optical or magnetic  
guidance system. In the optical application, tape is placed on the  
warehouse floor, and the equipment is guided by a light beam 

that focuses on the guidepath. A magnetic AGVS follows an 
energized wire installed in the floor. The primary advantage is  
the elimination of a driver. Newer AGVs use video and  
information technology to follow paths without the need of  
fixed tracks. Contemporary AGVs are smaller, simpler, and  
more flexible than their predecessor systems of the 1980s.  
AGVs have declined in. Popularity in recent years industry  
orders have dropped by 40 percent (in dollar volume) since  
1985.3 It is possible that the new, more flexible systems may  
reverse this trend. 

2. Sortation 
Automated sortation devices are typically used in combination 
with conveyors.as products are selected in warehouse and  
conveyorized out, they must be sorted to specific shipment docks.  
In order for automated sortation systems, to operater the master 
carten the must have a distinguishing code.  These code are read 
by optical scanning devices and automatically  
routed to the desired location.  Most controller are able to be 
programmed to permit a customized rate of flow through the 
system to meet changing requirements. 
Automated  sortation provides to primary benefits. The first is 
obvious reduction labor the second benefit is a significant increase 
in speed and accuracy. 
High speed sortation system can divert and align packages at 
rate exceeding one package per second. In these system, 
pacakages are diverted to the desired destination and can be 
position to accommodate unit loading. 

3. Robotics 
The robot is a humanlike machine that can be programmed by  
mi-croprocessors to perform one or a series of activities. The  
appeal of robotics lies in the ability to program the robot to 
function as an expert system capable of implementing decision  
logic in the handling process. The popularity of robotics  
resulted from their widespread adoption in the automotive  
industry during the early 1980s to replace selected manual tasks.  
However, a warehouse provides a different type of challenge  
than a typical manufacturing plant. In warehousing, the goal is  
to accommodate the exact merchandise requirements of a  
customer’s order. Thus, warehouse specification can vary  
extensively from one customer order to the next and results in  
far less routine activities than typically found in manufacturing.  
The primary use of robotics in warehousing is to break down  
and build unit loads. In the breakdown process, the robot is  
programmed to recognize stocking patterns and place products  
in the desired position on a conveyor belt. The use of robots to  
build unit loads is essentially the reverse operation.  
Another prime potential use of robotics in warehousing occurs  
in environments where humans find it difficult to function.  
Examples include high noise areas and extreme temperature  
environments like cold-storage freezers. 
Significant potential exists to use robots in a mechanized  
warehouse to perform selected functions. The capability to  
incorporate artificial intelligence-in addition to their speed, 
dependability, and accuracy-makes robotics an attractive alterna- 
tive to traditional manual handling methods. 

4. Live Racks 
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Live Racks Storage rack design, in which product flows forward to the 
desired selection position, is a commonly used device to reduce 
manual labor in ware-houses. The typical live rack  
contains roller conveyors and is constructed for rear loading. To 
complete the installation, the rear of the rack is elevated higher than 
the front, causing a gravity flow forward. When unit loads are 
removed from the front, all other loads in that specific rack 
automatically move forward.  
Live racks are a prime example of incorporating gravity flow  
into material -handling system design. The use of the live rack  
replaces the need to use fork trucks to reposition unit loads. A  
significant advantage of this form of storage is the automatic  
rotation of product that results from rear loading of a live rack.  
Rear loading facilitates “first-in, first-out” management of  
inventory. Applications of gravity flow racks are extremely  
diverse. For example, such racks are utilized to “stage,” or store  
and position, fresh biscuits or bread for bakery manufacturers  
on individual pallet loads in preparation for shipping. Flow-rack  
staging is also typi-cally utilized for automotive seats in JIT  
systems.  

Questions For Self-Analyzation  
Q1 Contrast planned and extended storage. 
Q2 Why might it be economically justified to have 

multiple instorage handlings of a product in a 
warehouse? 

Q3 In terms of basic material handling, what is the role of 
a unit load? 

Q4  Until recently, why have automated handling systems  
 failed to meet their expected potential? What changed  
 to encourage automation in the 1980s?  
Q5 To what extent has robotics been adapted in 

warehouse material handling? What are  
the causal factors behind your answer  
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LESSON 14:  

AUTOMATED MATERIAL HANDLING 
 
 

1.  Automated Material Handling 

2. Order Selection Systems 

3. ASRS Systems 

4. Informatlon-Dlrected Systems 

5. Special Handling Considerations 

Dear friends in last chapter we have discussed Mechanized and 
Semi Automated Material Handling we are going to cover the rest 
of the topics of Material handling. 

Automated Handling 
For several decades the concept of automated handling has  
been long on potential and short on accomplishment. Initial  
efforts directed toward automated handling concentrated on 
order selection systems at the master carton level. Recently, em- 
phasis has switched to automated high-rise storage and retrieval 
systems (ASRS). Each is discussed in turn after a brief review of 
automated handling concepts. 

Potential of Automation 
The appeal of automation is that it substitutes capital invest- 
ment in equipment for labor required in mechanized handling  
systems. In addition to using less direct labor, an automated 
s¥stem operates faster and more accurately. Its shortcomings  
are the high degree of required capital investment and the  
complex nature of development and application.  
To date, most automated systems have been custom designed  
and constructed for each application. The six guidelines  
previously noted for selection of mecha-nized handling systems  
are not applicable to automated systems. For example, storage  
equipment in an automated system is an integral part of the  
handling capability and can represent as much as 50 percent of  
the total investment. The ratio of deadweight to payload has  
little relevance in an automated handling ap-plication.  
Although computers play an important part in all handling  
systems, they are essential to automated systems. The computer  
provides programming of the auto-mated selection equipment  
and is used to interface the warehouse with the remain- der of  
the logistical system. The warehouse control system is vastly  
different in automated handling. One factor that prohibited  
rapid development of automated systems was the high cost of  
minicomputers. Breakthroughs in microprocessors have  
eliminated this barrier. 

Order Selection Systems 
Initially, automation was applied to master carton selection or  
order assembly in the warehouse. Because of high labor  
intensity in order selection, the basic objective was to integrate  
mechanized and automated handling into a total system.  
The initial concept was as follows. An automated selection  
device was pre-loaded. The device itself consisted of a series of  
racks stacked vertically. Mer-chandise was loaded from the rear 

and permitted to flow forward in the “live” rack on gravity 
conveyors until stopped by a rack door. Between or down the 
middle of the racks, power conveyors created merchandise flow 
line, with several flow lines positioned above each other, one at 
each level of rack doors. 
Upon receipt of an order, the information system that con- 
trolled distribution operations generated sequenced instructions  
to trip the rack doors, which allowed the desired merchandise to  
flow forward onto the powered conveyors. The con-veyors, in  
turn, transported merchandise to an order-packing area for  
shipment. Product was often loaded sequentially so that it  
could be unloaded in the sequence in which it would be used.  
When compared to modem applications, these initial attempts  
at automated package handling were highly inefficient. Consid- 
erable labor was required during the merchandise input and  
output phases, and the automated equipment was ex-pensive.  
‘Applications were limited to merchandise of extremely higb  
value or situations where working conditions justified such  
investment. For example, these initial systems were adopted  
widely for frozen food order selection. 
Substantial advancements have been made recently in auto- 
mated selection of case goods. The handling of fast-moving  
products in master cartons can be fully automated from the 
point of merchandise receipt to placement in over-the-road  
trailers. Such systems use an integrated network of power and  
gravity conveyors linking power-motivated live storage. The 
entire system is controlled by a computer coupled with the 
inventory and order processing control systems of the ware- 
house facility. 
Upon arrival, merchandise is automatically routed to the live  
storage position, and inventory records are updated. Upon  
order receipt, merchandise is precubed to vehicle size and 
scheduled for selection. At the appropriate time, all merchandise is 
selected in loading sequence and automatically transported by 
conveyor to the loading dock. In most situations, the first 
manual handling of the merchandise within the warehouse 
occurs when it is stacked into the transport vehicle.  
The solution of the input/output interface problem and the 
development of sophisticated control systems resulted in a 
highly effective and efficient package-handling system. Such 
systems are common today. 

ASRS Systems 
The concept of automated unit-load handling using high-rise 
storage has received considerable attention recently. The high- 
rise concept of han-dling is fully automated from receiving to 
shipping. Four main components con-stitute the basic system: 
storage racks, storage and retrieval equipment, input/output 
systems, and control systems. 
The name high-rise derives from the physical appearance of the  
vertical storage rack. It is made of steel and can be up to 120 feet 

100



 

high. When one considers that the stacking height of palletized 
cartons in a mechanized handling system is nor-mally 20 feet, the 
potential of high-rise storage is clear. 
The typical high-rise facility consists of rows of storage racks, 
separated by aisles running from 120 to over 800 feet. Primary 
storage and retrieval is completed within these aisles. The 
storage and retrieval machine travels back and forth in an aisle.  
Its primary purpose is to move products in and out of storage.  
A variety of storage and retrieval equipment is available. Most  
machines require guidance at the top and bottom to provide the  
vertical stability necessary for high-speed hori-zontal movement  
and vertical hoisting. Horizontal speeds range from 300 to 400  
feet per minute (fpm) with hoisting speeds of up to 100 fpm  
or more. 
The initial function of the storage and retrieval equipment is to 
reach the desired storage position rapidly. A second function is to 
deposit or retract a load of merchandise. For the most part, load 
deposit and retraction are achieved by shuttle tables, which can enter 
and exit from the rack at speeds up to 100 fpm. Since the shuttle 
table moves only a few feet, it must be able to  
accelerate and stop rapidly. 
In some installations, the storage and retrieval machine can be moved 
between aisles by transfer cars. Numerous transfer  
arrangements and layouts have been developed. Such transfer  
units may be dedicated or non dedicated. The dedicated transfer car is 
always stationed at the end of the aisle in which the storage and 
retrieval equipment is working. The non-dedicated transfer car works 
a number of aisles and retrieves product on a scheduled basis to 
achieve maximum equipment utilization. The decision as to whether 
or not to include aisle-to-aisle transfer in a high-rise storage system 
rests with the economics of throughput rate and number of aisles 
included in the overall system. 
The input/output system in high-rise storage is concerned with 
moving loads to and from the rack area. Two types of move- 
ment are involved. First, loads must be transported from 
receiving docks or production lines to the storage area. Second, 
within the immediate peripheral area of the racks, loads must be 
positioned for 
entry or exit. The greatest potential handling problem is in the  
peripheral area. A common practice is to assign pickup and  
discharge stations capable of staging an adequate supply of  
loads to each aisle, in order to fully utilize the storage and  
retrieval equipment. For maximum input/output performance,  
the normal procedure requires that different stations for transfer  
of inbound and outbound loads be assigned to the same aisle.  
The pickup and discharge stations are linked to the handling  
systems that transfer merchandise to and from the high-rise  
storage area. 
The control system in high-rise storage is similar to the  
automated order selection systems described earlier. In the case  
of high-rise storage, considerable sophisti-cation in program- 
ming and control measurement is required to achieve  
maximum equipment utilization and rapid command cycles.  
Recent advancements in the speed and cost of microprocessors  
have resulted in computers being fully dedicated to the ASRS. 
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In addition to scheduling arrivals and location assignments, the 
control system handles inventory and stock rotation. When orders 
are received, the command control system directs the retrieval of 
specified unit loads. From the outbound delivery stations, the unit 
load flows by power and gravity conveyor to the appro-priate 
shipping dock. While retrieval and outbound delivery are being 
accom-plished, all the paperwork necessary to initiate product 
shipment is completed. 
An innovative application of ASRS technology is found in the 
United States automotive industry. In Toledo, Ohio, the  
Chrysler Corporation manufactures ve-hicle bodies for both pickup 
trucks and jeeps at one plant. As manufacturing is  
completed, two SR machines pick up each body in sequence and 
load it onto canvas-sided over-the-road trailers to transport the 
vehicle bodies to a second Chrysler plant four miles away, where 
final assembly is completed. At the second 
plant, two SR machines take over to coordinate the JIT staging 
and delivery of the vehicle bodies to the appropriate assembly 
lines for each model. 
These examples are typical of ASRS currently operating in a  
variety of indus-tries. They are designed to increase material- 
handling productivity by providing maximum storage density per 
square foot of floor space and to minimize the direct labor required 
in handling. The highly controlled nature of the system combines 
reliable pilferage-free and damage-free handling with extremely 
accurate control. 

‘Informatlon-Dlrected Systems 
The concept of information-directed handling is relatively new and 
is still in the testing process. The idea is appealing because it 
combines the control of automated handling with the opera- 
tional flexibility of mechanized systems. 
The information-directed system uses mechanized handling  
equipment. The typical source of power is the forklift truck. In  
layout and design, the warehouse facility is essentially the same  
as any mechanized operation. The difference is that all fork-truck  
movements are directed and monitored by the command of a  
micro-processor. 
In operation, all required handling movements are fed into the 
computer for analysis and equipment assignment. A computer is 
utilized to analyze handling requirements and to assign 
equipment in such a way that direct movement is maximized  
and deadhead movement is minimized. Work assignments are  
provided to individual forklift trucks by terminals located on  
the truck. Communication between the computer and the truck  
uses radio frequency (RF) waves with antennae located on the  
forklifts and high up in the warehouse. Less exotic applications  
use computer-generated movement printouts picked up at  
selected terminal locations throughout the warehouse. Informa- 
tion-directed handling has noteworthy potential in that selected  
benefits of automation can be achieved without substantial  
capital investment. 
Information-directed systems can also increase productivity by  
tracking material handler performance and allowing compensa- 
tion to be based on activity level. The main drawback is the 
flexibility of work assignments. As a specific forklift truck  
proceeds during a work period, it may be involved in loading or  



 

unloading several vehicles, selecting many orders, and complet- 
ing several handling 
assignments. The wide variety of work assignments increases the 
complexity of work direction and can decrease performance 
accountability. 

Special Handling Considerations 
As expected, the primary objective of material movement is for 
merchandise to flow in an orderly and efficient manner from 
manufacturer to point of sale. How-ever, material-handling 
systems must also be capable of handling reverse mer-chandise 
flows within the logistical network. 
For a variety of reasons, merchandise may be recalled by or  
returned to a manufacturer. Normally such return flows are not  
of sufficient quantity or regularity to justify mechanized  
movement. Therefore, the only convenient method for proc- 
essing reverse flows of merchandise is manual handling. To the  
degree practical, material-handling design should consider the  
cost and service impact of reverse logistics. Such flows often  
involve pallets, cartons, and packaging materials, as well as 

 
 
Equipment  Type of Material 
Manual 
Racking : 
Conventional Pallet rack  Pallet loads 
 
 
Drive -in rack  Pallet loads 
 
High rise rack  Pallet loads 
 
 
 
Cantilever racks  Long loads or roll 
 
 
Pallet stacking frames  Odd shaped or crushable 

parts 
 
 
Stacking racks  Odd shaped or crushable 

parts 
 
 
Gravity flow rack  Unit loads 

Shelving  Small , loose loads and cases 
 
Drawers  Small part and tools 
 
 
Mobile racking or shelving  Pallet loads , loose material , 

cases 
Automated 
Unit-load ASRS  Pallet loads , and wide variety 

of sizes and shapes 

Car -in -lane  Palled loads , other unit loads 
 
 
Miniloads ASRS  Small parts 
 
 
Horizontal carousels  Small parts 
 
Vertical carousels  Small parts and tools 
 
 
 
Man -ride machine  Small parts 

damaged, dated, or excess merchandise. In addition, ecological 
pressure to eliminate nondisposable containers will increase the  
quantity of returnable con-tainers moving through the logistical  
system. Overall logistical systems design in many industries will 
require the ability to handle two-way movement efficiently. 

Conclusion 
The managerial question to consider is whether a specific  
handling system should be designed on a mechanized, semi  
automated, or information-directed basis. Table given below  
suggests guidelines and considerations for specific types of  
manual and au-tomated warehouse storage systems. The initial  
cost of an automated system will be higher than for one that is  
mechanized. An automated system will require less building  
space, but the equipment investment will be greater. The key  
benefit from automation is reduced operating cost. An  
automated handling system, if properly designed and con- 
trolled, should outperform a mechanized system in terms of  
labor, damage, accuracy, product protection, and rotation. In the  
final analysis, the design to be used must be evaluated on the  
basis of return on investment. 

Benefit  Other considerations 

Good storage density , good  Storage density increased 
product security  further by storing loads two 

deep 
Fork trucks can access loads ,  Fork trucks access is from 
Good storage density  one direction only . 
Very high storage density  Often used in ASRS and may 

offer tax advantages when 
used in rack supported 
building . 

Designed   to store difficult  Each different SKU can be 
shapes  stored on a separate shelf. 

Allow otherwise unstackable  Can be disassembled when 
loads to be stacked , saving  not in use. 
floor space. 

Allow otherwise unstackable  Can be stacked flat when not 
loads to be stacked.   Saving  in use . 
floor space. 

High density storage ,gravity  FIFO or LIFO flow of loads 
moves loads 
Inexpensive  Can be combined with 

drawers for flexibility . 
All parts are easily accessed ,  Can be compartmentalized 
good security  for many SKU’s 

Can reduce required floor  Come equipped with safety 
space by half  devices 

Very high storage density ,  may offer tax advantages 
computer controlled  when used in rack supported 

building . 
High storage density  Best used where there are 

large quantities of only a few 
SKU’ s 

High storage density ,  For flexibility, can be installed 
computer controlled  in several different 

configuration 
Easy access to parts ,  Can be stacked on top of 
relatively inexpen sive  eachother 
High storage density  Can serve dual role as storage 

and delivery system in 
multifloor facilities 

Very flexible can be  Can be used with high rise 
shelving or modular drawers 
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Summary  
This chapter presented a review of material-handling consider- 
ations in the day-to-day operations of a warehouse. Both  
handling and storage activities were discussed. Handling  
activities include receiving, in storage handling, and shipping.  
Storage activities were subdivided into planned and extended  
storage. Next, the discussion focused on basic material-handling  
considerations. Starting from mechanized sys-tems, the  
discussion reviewed material-handling technologies ranging  
from semi automated to automated and information-directed  
systems. The discussion con-cluded with treatment of special- 
ized handling situations that must be accommodated in the  
material-handling effort.  

Questions For Self - Analyzation  
Q1 Compare and contrast order selection and unit-load 

automation. 
Q2 What is the main limitation of information-directed 

handling? 
Q3 What is the logic of a “live rack”? 
Q4 What type of products and logistics applications is 

most suitable to ASRS handling. 
Q5 Discuss the statement that “the best type of material 

handling is no handling at all!” 
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LESSON 15:  UNIT 5

CONTAINERISATION  
 
 
and pilferage was much reduced. The need to build wooden 

1 Genesis 

2. Concept of Container 

3. Classification of Container 

4. Benefits to Trade 

5. Constraints in Containerisation 

6. Questions 

It is a method of distribution of goods using containers. The use 
of con-tainers has not only facilitated but has also revolu- 
tionized the carriage of goods among the developed countries. 
The exporters in developing countries are also making greater use 
of containers for the transportation of the goods. The  
enactment of Multi Modal Transportation of Goods Act, 1993 has 
enabled exporters from India to use containers for trans- 
portation of export cargo. Train or road to the seaports carries the 
containers, where they are loaded on the ships for onward 
transportation to their destination. 
The exporters do not need to carry the cargo to the seaports any  
longer rather they can approach the container freight station or  
the inland container depot (ICD) to book the cargo there for  
transportation to the destination. The custom clearance of the  
cargo is provided at ICDs and in the process, the exporters are  
able to save lot of time. The packing of cargo in a container can  
be done either in the container depot or in the factory of the  
exporter. 
The system is a long established one and was carried out in a 
somewhat primitive form in the North Atlantic Coastal Track in the 
1930s, when the vessels were called Van ships. 
The concept gained momentum in 1955, when an American  
named Malcom Mclean devised a new way to ship goods. Lorry  
body (wheels and all) was detached from the drivers cab and 
lifted on the deck of the ship, thus completely taking away the  
work of workers to handle the individual items inside the cargo  
compartment. Mr. Mclean’s first ship, an oil tanker called the 
‘Ideal-X’, made its initial voyage from New York to Houston in 
1956 with lorry bodies on its deck. 
This method soon gave way to the use of metal containers that  
could be separated from the lorry’s chassis and wheels. In 1965,  
ships with containers on board (which could be stacked several  
high aboard the ship) began crossing the Atlantic. The adoption  
of standard container sizes allowed any box to be transported  
on any ship. 
By 1967, dual purpose ships, carrying loose cargo in the hold and 
containers on deck were giving way to container only vessels that 
moved thousands of boxes at a time. 
The container crane, made it possible to efficiently load and  
unload containers. Cost of shipping was reduced since ships  
could be loaded by a few dozen workers in the place of hundreds 
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crates to protect individual items was made unnecessary. 
The holds of container vessels are fitted with a series of angle  
guides, adequately cross-braced, to accept the container. Such  
holds are completely dedicated to either the 20 or 40 ft. contain- 
ers. The containers are stacked, suchthat, the one above rests  
securely on the weight bearing comer castings of the one below.  
The angle guides also facilitate discharging and loading by  
guiding spreader frames of container cranes onto the comer  
castings of centaurs without any need for the crane driver to  
make any fine adjustments to line up the lifting frame.  
Container berths are either purpose built for exclusive container  
use, or multipurpose in which container and other types of  
cargo vessels are handled. A purpose built container berth is  
usually the more efficient and produces the most productive  
container throughput. The most modern one would be  
computer-operated. 
Computerization plays an important role in the operation,  
controlling the delivery and pick up of containers from the  
truckers as well as the movement and positioning of all 
containers in the terminal. 
Time spent in loading and discharging containers varies by port  
and circumstances. In very broad terms, one can attain 25/30  
containers per hour for discharging cargo whilst for exports the  
figure is 20/25 per hour per crane of single container capacity. 

Container 
Containers: The container, as the meaning implies, is an  
equipment used to store and carry goods. In shipping, the term 
was used to refer to any type of box used to carry cargo.  
Presently also a container is known as ‘box’ or ‘Van’ in many 
countries, particularly in the U.S.A. 
The International Organisation for Standardisation (ISO) defined a 
freight container as: 
An article of transport equipment, 
a.  Of a permanent character and accordingly strong enough to  
 be suitable for repeated use; 
b. Specially designed to facilitate the carriage of goods by one or  
 more modes of transport, without intermediate reloading;  
c. Fitted with devices permitting its ready handling, particularly  
 its transfer from one mode of transport to another;  
d. So designed as to be easy to fill and empty:  
e. Having an internal volume of 1m3 (35.3cu.ft) or more. 

Further, the General-purpose Freight  
Container is Defined as Follows: 
“A freight container is rectangular in shape, weatherproof, used  
for transporting and storing a number of unit loads, packages  
or bulk material; it confines and protects the contents from loss  
or damage, it can be separated from the means of transport,  



 

handled as a unit load and transshipped without rehandling the 
contents. 

Advantages of Container 
Use of containers offers many advantages to the exporters. 
These are as follows: 
�  The risk of damage( due to pilferage and mishandling) to  
 the goods during transport is reduced substantially.  
�  The cargo arrives in better condition and this creates a better  
 impression about the exporter in the mind of the importer.  
 This perception of delivery of goods in good condition  
 enables an exporter to gain an edge over other competitors.  
�  There are no damages due to mishandling of the cargo at  
 terminal ports in the case of transhipment. 

Classification of Containers 
1. By Raw Material 
A container can be classified in terms of its building or cladding 
materials i.e. it is defined by what it is made of. The maximum 
numbers of containers are made of steel, aluminium or GRP (glass 
fiber reinforced plywood). Almost 65 per cent of the entire 
container fleet presently consist of steel containers. 

2. By Size: 
The ISO has worked a great deal on standardisation of  

container dimensions and published recommendations.  
Containers are defined in multiples of lOft.i.e, 10ft or 20 ft, or 
30ft, or 40ft. Presently 20ft, 40ft containers are used predomi- 
nantly, and around 65-70 per cent of world fleet consists of 20 ft 
containers. Twenty-foot containers are referred as Twenty  
Foot Equivalent Unit or TEU and 40 footers as FEU (Forty foot 
Equivalent Unit). If all the containers are expressed -in terms of 
TEU, it becomes easier for the container terminal  
operators and ,ship owner to estimate the space required in a 
container terminal or inside the vessel. 
Most of the containers have width of 8 ft. However, in height 

containers vary from 8ft to 8Y2 ft. Presently about 75 per cent of 
world box fleet have a height of 8Y2 ft. and about 20 per cent 
have a height of 8 ft. However, there is an increasing 
tendency to use containers of 9Y2 ft (High cube)  
The inside volume of a standard 20ft x 8 ft. X 8Y2 ft. container is 
around 33m 3 

Container Dimensions and Capacity 
Containers intended for intercontinental use have external 
nominal dimensions of: 

Length  ---9.8125 feet (2.991m) as 1 0 feet; 
19.875 feet (6.058m) as 2 0 feet; 
29.9375 feet (9.125m) as 30 feet; and 
40 feet (12.192m) 

 
 
Width  -----8 feet (2.438m) 
 
Height  -----8.5 feet (2.591m) and 

9.5 feet (2.896m) 
 
All above dimensions have permissible tolerances. 

The 20 feet (20') and 40 feet (40') containers are very popular in 
ocean freight. The 8.5 feet (8.5') high container—8 feet 6 inches  
(8' 6") high container—is often referred to as standard con- 
tainer . 
The demand for the high cube container —-hicube—is increasing. 
The popular high cube container has a normal height of 9.5 feet 
(9.5' or 9' 6"). 
There are half height containers (4.25' or 4' 3" high) designed for 
heavy loads such as steel rods and ingots, which absorb the weight 
limit in half the normal space. 
The most widely used type of container is the general purpose  
(dry cargo) container (please see Container Classifica- 
tions) having a nominal length and height of 20' x 8.5', 40' x  
8.5', and 40' x 9.5'. Referring to the Dimension of General  
Purpose Containers below, the dimensions shown in the table  
are not fixed, that is, the external and internal dimensions may  
vary among containers of the same length and height.  
The container capacity is the total cube a container can  
accommodate. The term cube often refers to the cubic measure- 
ment of cargo. The capacity (i.e., the internal volume) is  
determined by multiplying the internal dimensions, that is, the  
product of internal length, width and height. The capacity may  
vary among containers of the same length and height. 

3. ByUse 
Containers can also be classified by their uses. Containers maybe 
broadly classified into three types by cargo to be stowed therein. A. 
The General Cargo Container 
The General Cargo Container is the most representative type for  
general cargo (packed cargo) that does not require temperature  
control. This type occupies an overwhelming share of the total  
number of containers. The type is called Dry Cargo Container in  
ordinary parlance. It is generally of the closed van type with a  
door at one end. 
These containers are closed and are suit-able for the carriage of all 
types general cargo both solid and liquid. Access for loading and 
unloading is through full width doors. The dimensions of general-
purpose containers as follows 

Overall Dimensions  Inside Dimensions  Cubic Capacity 

1. 20x8x8.5 ft.  5.98x2.345x2.400 mt.  32.7 m3 
(6.1x2.4x2.6 mt.) 
2. 40x8x8.5 ft.  12.015x2.345x2.400 mt.  66.3 m3 
(12.2x2.4x2.6 mt.) 

Based on the length of the container, the container is generally 
known as a 20 ft container or 40 ft. container in practice. 
b The Thermal Container 
The Thermal Container is designed for cargo requiring refriger- 
ated or insulated storage.It is covered with material of low heat 
transfer such as polystyrene foam. 
Thermal containers are classified into three types: 1.  

Refrigerated (or Reefer) Container (for cooled  
 foodstuffs, meat, fish vegetables etc.) 
It has insulated walls, doors, roof, and floor, which limit the 
range of temperature loss or gain. It is used for perishable 
goods like meat, fruits and vegetables 
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2. Insulated containers for fruit, vegetables etc. 
Here dry ice is used as the cooling medium It does not use any 
device for cooling and/or heating. 
3.  The ventilated container allows for the passage of air by  
 means of apertures on sides or ends. This type is used for  
 cargo such as fruit or vegetable, which requires respiration.  
 They are required for carriage of special cargo like tea, coffee,  
 etc. which may lose moisture, that is; they may “sweat” if  
 carried in closed box type containers. 
Considerable advancement has been made with regard to reefer 
containers. 
Controlled Atmosphere and Modified Atmosphere systems have been 
introduced. 

In the Controlled Atmosphere 
In the Controlled Atmosphere, there is computerised controller. The 
refrigeration unit maintains the set temperature and the  
controller maintains the ideal atmosphere by sensing the product’s 
consumption of oxygen and production of carbon dioxide. By 
integrating this information the controller continuously adjusts air 
exchange valves and activates the required scrubbing systems to 
maintain the atmosphere of the pre-set level. 

In the Modified Atmosphere System 
In the Modified Atmosphere system, the desired atmosphere is 
created in the container when it is stuffed. The container is then 
sealed to prevent changes in the original atmosphere due to 
ventilation. The modified atmosphere system is limited to 
shorter voyages and fewer commodities than the controlled 
atmosphere system. 

(c) Special Containers 
The third category of container comprises of the balance types  
under the broad head of “Special Containers”. Prominent type  
in this head are: Bulk containers, Tank containers, open top 
Containers, Side Open containers, Flats, Car containers, Pen 
containers (to carry livestock). 
1.  Bulk Containers: These containers are designed for the  
 carriage of dry powders and gram substances in bulk.  
2.  Ventilated Containers: These containers have full length 

ventilation gal-leries. 
3.  Half-height version of the open top container is designed  
 for the car-riage of heavy dense cargoes such as steel, pipes  
 and tubes etc. 
4.  Tank Containers i.e., these containers are generally  
 constructed for the carriage of a specific product or range of  
 products in mind. 
5.  Open Sided Containers: These containers are designed to  
 accommodate specific commodities such as plywood,  
 perishable commodities and livestock. 

4.Dry cargo containers 
Dry cargo containers are by far the maximum in use. They are of 
different types. A standard dry cargo container is a of box type with 
a door at one end. Sometimes containers are provided 
with side doors, Le., the entire side of the container can be  
opened for easier stuffing and destuffing. These types of  
containers are useful when stuffing operations are carried out 
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while the container is mounted on a wagon or trailer. There are 
various “dry specials” like open top containers, flat racks, bulk 
containers, garment container, ventilated containers, etc.  
The open top container is one having no roof and usually 
provided with a polythene lined tarpaulin to cover the container. 
The advantage of this container is that heavy machineries,  
structurals etc. Can be easily hoisted by a crane and put inside the 
container through its open roof. 

Flat Container 
Flat rack or flat container is a container having its base only. 
Usually a cargo of odd size and weight is put on to this 
container and is lashed to it: 

Bulk Container 
Bulk container is a container fitted with manholes to facilitate 
loading of bulk cargo through gravity. 

Garment Container 
Garment containers are fitted with hangers to help loading a 
large number of garments in hangers into the containers. 

Liquid Containers 
Liquid containers are usually made of stainless steel and have 
manholes for loading and unloading liquid cargo. 

Gas Containers 
Gas containers are special containers with fixtures and fittings  
for filling and emptying liquid gas. They also have special  
features like thick walls of special metal for safety during transit. 

Other Container 
1.  Insulated Containers : Such containers protect the cargo  
 against head loss or gain and are used in conjunction with a  
 blown-air-refrigeration system to protect perishable or other  
 cargo which needs to be carried under temperature control.  
2.  Fruit Containers : These are insulated containers with  
 internal dimen-sions slightly longer. 
3.  Refrigerated Containers: These containers are fitted with their  
 own re-frigeration units which require an electrical supply for  
 their operation. 
4.  Containers are 12.2.m long, 2.4 m wide and 30 m high.  
5.  Hanger Containers : These containers are used for dry cargo  
 and are equipped with removable beams in the upper part.  
 They are used for the ship-ment of garments on hangers. 
6.  Bin Containers : These containers have no doors and are  
 ideal for heavy dense cargoes such as steel, pipes etc. 

Stuffing of Cargo in Container 
Stuffing of cargo in the container is concerned with packing of the 
cargo. The exporter or the shipper should formulate a  
proper stowage plan prior to packing a container. This would help 
the shipper to: 
1.  Achieve optimal utilisation of container capacity 2.  Simplify 
and increase the speed of packing and unpacking. 3.  Plan for 
necessary cargo securing aids well in advance. 

The Exporter Should Have The Following  
Information For The Stowage Planning  



 

1.  The type of container suitable for the cargo. 
2.  The exact weight and measurement of the cargo to be loaded  
 and its pack-aging. 
3.  Exact inside dimension and permissible load limits of the  
 containers. 
The plan for packing should be developed on the basis of the 
factors out-lined above as this will decide the kind of packing the 
exporter should use. The following rules should be 
followed while packing the cargo. 
1.  The different types of packages (for example, card board  
 boxes and wooden boxes) should be stacked separately.  
2.  The container should be lined with paper or foil in the case  
 of specially sen-sitive goods. 
3.  The container should be made odourless or properly washed  
 out in case the goods are sensitive to odour. 
4.  The packing in the boxes should be carefully checked before  
 stuffing .them into container. 
5.  The exporter should not pack together: 
�  The wet goods with dry goods. 
�  Goods with protruding parts, sharp edges or corners with  
 goods in comparatively soft packaging such as sacks or card  
 board boxes. 
�  Dusty goods with dust sensitive goods. 
�  By placing the heavy packets on light packets. 
�  Odour emitting goods with odour sensitive goods. 

Precautions for Packing the Containers 
The exporter should take the following precautions while 
sending the goods through container. 
The container should be thoroughly got checked to ensure that: a.  
There are no holes or cracks in the walls and roofs  
b.  Its doors can be easily operated 
c.  Locking doors and handles function properly 
d. There are no placards/lables pasted of the previous cargo. e.  
Container is waterproof. 
f.  Container is dry from inside 
g.  Container is clean, free of dust and cargo residue.  
h. Container should be odourless in the case of odour sensitive  
 goods. 

Checking of Container after Packing 
The exporter should check the container once the cargo has been 
stuffed into it to ensure the following 
�  A copy of the packing list is fixed at an easily visible position  
 inside the container. 
�  The quarantine regulations should be complied with in case  
 the goods are being shipped in wooden packaging to  
 Australia or New Zealand or a country having similar  
 quarantine regulations. A copy of the quarantine certificate  
 issued by the appropriate agriculture authority should be  
 pasted inside the container. 
�  Door handles are secured by seals to reduce the risk of  
 pilferage. 

�  In case of open top containers, it should be ensured that the 
tarpaulins and the ropes are correctly fixed. 

Arrangement of Container 
The exporter should approach the cargo agent for hiring of the  
container” The cargo can be sent on FCL/LCL basis. FCL stands  
for Full Container Load’ and LCL stands for Less than Container  
Load. The exporter can arrange for’ packing of the cargo in the  
container in his factory if so desired. The cargo’s agent will arrange  
for the packing and thereafter the containers are shifted to the  
container depot. Alternatively, the exporter can bring the cargo to  
the container depot and the cargo is stuffed in the container after  
custom clearance The Government has established number of  
inland container depots to provide the facility of export through  
containers by sea routes. The containers after custom clearance are  
moved to the sea port for their loading on the ships on their way  
to destination. The movement of the containers can be done  
either by road or by rail. 

Containerisation -The Concept Of Unit  
Load 
Containerisation is a method of distributing merchandise in a 
unitized form, thereby permitting an inter-modal transport system 
to be evolved providing a possible combination of rail, road, canal 
and maritime transport. 
With a view to saving time and cost while handling, loading,  
discharging and transporting, cargoes are consolidated and  
made as huge a unit as possible (like 5 tons, 20 tons, 40 tons etc) so 
that at every point of handling of the unit, time is saved, hence cost 
is saved. 
This system helps to increase many fold productivity in cargo  
handling by displacing labour. Moreover, when unit load is  
bigger, manual operation is not possible hence; mechanical 
methods are introduced involving capital investments. 

Container Marking 
For identification, containers have markings showing: 1.  
Owner Code, Serial Number and Check Digit 2.  Country 
Code and type code 
3.  Maximum Gross and Tare Weight 

Leasing of Container 
Containers are taken on lease by carriers from container manu- 
facturing companies or leasing companies who own containers. 
There are four types of leasing arrangements. 
1.  Trip Lease 
Trip lease or short term lease. The lease is for one voyage or one  
trip. (Voyage implies to and fro trips and trip connotes one leg  
only) 
2. Long Term Lease 
Containers are usually leased for a period of 3years to 5 years. 
3. Financial Lease 
This is more of a hire-purchase or instalment -purchase scheme 
rather than a lease as in this case at the end of the term for which 
containers are taken on financial lease, the ownership of the 
container is transferred to the lessee. 
4. Master Lease 
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In this case one ship owner concludes a deal with a container 
leasing company for a period of usually 1-2 years whereby he  
guarantees that a minimum number of containers will always  
be under his lease from the leasing company. Against this 
guarantee, the container leasing company also assures the ship 
owner that a minimum number of empties will be made 
available to the ship owner at the various ports as agreed upon 
between the two contracting parties. 
Lease rent is charged at per day container. The rate depends  
upon the supply and demand situation. International Con- 
tainer Lessors Association has drawn up forms of contract to  
assist the working of the leasing market. The rent component  
can also include insurance premium for loss/damage to a 
limited extent. 
Users normally prefer to lease a container than owning it. This is 
more true of shipowners who use bulk of the containers  
available. Owning involves investment of capital, maintenance, 
workshop management etc., but owning containers pro,vide self-
reliance to shipowners and also source of advertisement for their 
lines wherever containers move. 
There is Institute of International Containers Lessors (IICL), 
New Yark, which covers the largest nine lessors, of which three 
largest members control 63 per cent of the leased fleet of 
containers and 27 per cent of the total owned and leased units  
worldwide. (These figures change from time to time). The “Big  
Nine” are: Genstar, Transamerica, Triton, Transocean, LE.A..,  
Taxtainer (U.S.A.) Tiphook, Sea Containers (U.K.) and Clou  
(Germany). Smaller lessors are: Interpool, Matson, LC.E.,  
(U.S.A.) and Scandinavian (Sweden). The Big Nine Lessors own  
2,300,000 TEUs and small lessors own 1,55,000 TEUs. 

Multimodal Transport 
The most outstanding contribution of containerisation is the 
suitability and capability of containers for door-to-door  
transportation, internationally. The consignment moves  
through different modes of transport-rail, road, ship, inland 
waterways or sometimes by air also. This is called “Multi modal 
Transport” or “Intermodal Transport”. 

Indian Situation 
Indian exporters have to ship their goods in containers as their  
importers stipulate a condition to this effect in Letters of  
Credit. The destination countries are well developed and  
equipped to handle containers, backed by excellent  
infrastructural facilities. Even if, due to minor cost difference  
exporters in India prefer to ship some cargo in conventional  
form, like bags, cases, drums etc. importers will not accept them  
as handling of such packages creates problems at their end.  
Inevitably, therefore Indian exporters have to adopt and use  
containerisation if they have to survive in exports.  
Containerisation is a system and it will show benefits only  
when administered in totality or on a turn-key project basis.  
Developing it half way will greatly reduce the positive effects.  
It is true that developing countries like India, while introducing  
this new technology, have to deal with scarce resources of capital  
and foreign exchange shortage. This has been a major cause in  
hampering the efforts to enter full scale into the container era.  
However, there are many disadvantages of the old conventional 
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methods. Besides it makes it difficult for our country to match 
with the standards of rest of the world. 
Manufacture of Containers with specific reference to  
India: Containers are manufactured by many international  
companies and they are leased to shipping companies/users.  
Far East now plays a vital role in container manufacture, with 90  
per cent of world capacity and about 80 per cent of actual  
container production being located in South Korea, Taiwan,  
China, Thailand and Indonesia. The International Container  
Manufacturers Association covers over two thirds of the annual  
world container production and is working towards global  
membership base. Its head quarters is situated at Honkong.  
India, which has been manufacturing containers to a limited  
extent, with proper encouragement and development can  
become a leading base. 
Transport containers orginally started by Nathani Steels of  
Mumbai, now belong to Dalmia-Mittal Group. They have been  
expanding their production capacity. They have plants in  
Vidyavihar, Mumbai and Tarapore. The company has also setup  
a reefer container unit in collaboration with Morteo Industries  
of Italy. This plant is located near Patalganga about 70  
kilometres south of Mumbai and has the status of Export  
Oriented Unit. It has capacity to produce 20 feet, 40 feet and 48  
feet containers. 
Varun Seaconli Ltd., promoted by V.B.Patel Group has a 100  
per cent Export Oriented Unit to manufacture dry freight  
marine containers and marine freight refrigerated containers. 
The plant is located at Bhumel village near Nadiad. The needed  
technical know-how and engineering services are procured  
through a tie-up with Container Engineering International  
(CEI) which is a wholly owned subsidiary of Graf GmbH of  
Germany. 
Fedders Lloyd Group and Italy’s Cobra Spa have a joint venture to 
manufacture 20 feet refrigerated containers, targetted at the 
processed food sector. The plant is located at Kandla in Gujarat. 
Balmer Lawrie and Co Ltd has a plant at Cochin and a bigger plant 
at Chennai. The plant which is a 100 per cent export 
oriented united has started production in the Export Processing 
Zone. Balmer Lawrie has tie up with Germany’s Tectran Technology 
GmbH and Japan’s Okura. 
A DCM-Hyundai plant is at Sriperumbudur near Chennai. It is a 
joint venture between the Korean giant Hyundai Precision and 
Industry Ltd., and Delhi-based conglomerate DCM-Shri Ram 
Industries Ltd. 
TEXMACO Ltd which is currently a railway wagon making unit, 
has entered into a joint venture to manufacture containers, with 
Jindo Corporation of South Korea. 
India is presently manufacturing only 20 feet and 40 feet dry 
cargo and tank containers. Reefer containers are also now 
manufactured in India. 
India is able to offer labour cost advantage. The labour cost in 
India is only six per cent of total cost of container manufacture. 
Thus with much technical colloboration, upgradation and by 
modernising equipment, there is wide scope for development of 
this container manufacturing industry in India.  



 

Container Manufacturers and 
Environment-consciousness 
With growing emphasis on the environment and its preserva- 
tion in the production of containers, new materials and  
processes are being used with the aim of decreasing the  
ecological impact on their manufacture. For example, new water- 
based paints rather than spirit-based ones are used so that fewer 
solvents are released into the atomosphere during their  
manufacture and the painting process. 
The scarcity of tropical timber (mostly used for floor construc- 
tion in containers) and environmental considerations had led the 
manufacturers of wntainers to look for substitute materials. 
Though an alternative was found in plywood treated with 
certain chemicals to enhance its durability,the development of a 
substitute is still in the experimental stage. Keeping in mind 
environmental considerations, preference in container produc- 
tion should be given to the use of recyclable materials. 
To prevent damage to the ozone layer a treaty requires that new 
insulated and reefer containers be manufactured without the use of 
chlorofluorocarbon. 

Benefits To Trade 
Thus in a nutshell, the advantages can be listed as follows: 1. No 
intermediate handling at terminal (port) trans-shipment 

points. 
2  The absence of intermediate handling plus quick transits 

permits less risk of cargo damage and pilferage. 
3  Low risk of cargo damage and pilferage enables more 

favourable cargo premiums to be obtained compared with 
conventional cargo shipments. 

4  Elimination of intermediate ‘handling at terminal transfer 
points i.e. ports, enables substantial labour savings to be 
realised. 

5  Less packing needs for containerized shipments 
6  Cargo arrives in better condition. 
7  Rates are likely to remain more competitive when compared 

with conventional tonnage. 
8  Transits are much quicker by combination of faster vessels, 

the rationalisation of ports of call and substantially quicker 
cargo handling. 

9  Encourages trade development and provides quicker 
payment of export invoices. 

10 Permitted fleet rationalisation. 
11 Container vessels attain much improved utilisation and are 

generally more productive. 
12 Faster transits encourages many importers to hold reduced 

stocks/ spares. . 
13 Stimulates trade expansion through much improved service 

standards 
14 Provision of through documentation. Provision of through  
 rate 
15 More reliable transits 
16 Emergence of new markets 
17 Overall total quality service. 

‘Export packing’ of past, has changed to simplified ‘Container 
Packing’ leading to a reduction of packing charges. However, it is 
important to pay due attention to storage inside the container as 
well as individual packaging, taking into account the character of the 
goods, change of temperature during transport and 
other factors. 
In conventional shipping strong wooden crates were used for  
prevention of damage due to multiple handling.  
Containerisation reduced this. Therefore, the necessity of  
providing hard sturdy and unbreakable material for packing has  
been minimised. Hence packaging costs can be lowered. The  
reduction in the bulk of the packing material also gives way to  
more space in the container to be used for stuffing of cargo.  
In International transit, care must be taken to avoid risks during  
transport of containers (e.g. wet damage, crushing, washing  
overboard of on-deck-stowed containers by waves in rough  
weather etc.). In general, containers serve to prevent or reduce  
such damages and risks as theft and non-delivery, damp dirt, etc  
.Insurance Companies charge only lower insurance premium for  
containerised cargoes compared to conventional cargoes.  
Container ship sail at hail speed and arrive as scheduled. The  
transit times are usually shorter than that of conventional ships.  
Consequently, importers may recover the funds invested in  
purchase or merchandise quicker and in addition, save incidental  
interest cost. Likewise, exporters can avail themselves of  
simplified and speedier customs procedures and assured ships  
sailings that enable them to obtain shipping documents and to  
claim documentary bills earlier and receiving export earning  
quicker than before. 

Constraints In Containerisation 
1. Containerisation is a capital intensive project and as such is 

beyond the financial ability of many shipowners. With  
regard to containers, ownership has tended to be held by  
container line operators, by industrial companies (who use  
containers not only to carry but to advertise their goods); and  
by ship owning consortia. The expense further at the chosen  
terminals include cost of providing specialised cranes, trailers,  
van carriers etc. as well as strengthening quays and creating  
stacking space. 

2. Not all merchandise can be conveniently containerised and 
shipper has to provide capital outlay to adopt his production  

 process/premises/packaging etc. to suit the restrictive  
 dimensions/ weights imposed by the container.  
3. The container in itself is a high capacity carrying unit and in 

consequence, exporters with limited trade are unable to fill  
the container to capacity and thereby take full advantage of an  
economical through rate for example from exporters factory 
to importers. This situation has been largely overcome by the 
provision of container bases situated in industrial areas or 
port environs, where less than container load (LCL) traffic is 
stowed (shifted) into a container with other compatible 
traffic of similar destination/area. 

4. In some trades, such as live-stock, a very small percentage of 
traffic is incapable of being containerised due to its nature.  
This involves the shipowner in providing specialised non- 
container-facilities on the vessel which inflates the capital cost 
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of the project, and sometimes results in poor utilisation of  
such facilites on the return passage.  

5.  The container owing company has a complex task of  
monitoring and ensuring full utilisation of such equipment.  

6.  In some countries restrictions exist regarding internal  
 movement, particularly 40 footer.  

Question For Self—Analyzation  
Q1 What do you understand by term  

‘containerisation’.Discuss the genesis of containerization.  
Q2 Briefly discuss the development of contairisation in Indian  
 scenario.  
Q3 Briefly explain the term containerization and classify the  
 container according touse  
Q4 Classify the container in various categories.  
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LESSON 16:  

INLAND CONTAINER DEPOT 
 
 
1.  ICD Roles and functions 

2. Export Clearance at ICD. 

3. Clearance Procedure for Imports 

4. CONCOR 

5. CONCOR and ICD 

The concept of ocean going containers was introduced in India for 
the first time in 1968 in a seminar held jointly by the Indian 
National Shipowners’ Association (INS A), Directorate General of 
Shipping, the Shipping Corporation of India Ltd. (SCI) and the All 
India shippers Council (AISC) at Bombay. 
In early 1970s, SCI acquired the first semi-container ship with three 
holds designed to carry containers alongwith two holds fuf general 
cargo. Other shipping companies like Scindia Steam Navigation 
Co. Ltd. and India Steam Navigation Co. Ltd. 
followed on the steps of SCL India Steamship Company went 
ahead to acquire a small cellular container ship. 
In 1971 Cochin port received containers for the first time from a 
conventional general cargo vessel of the American President Lines. 
They were handled by the Ship’s derricks. 
In 1973, the American President Lines began scheduling their 
cellular feeder. container ships to Mumbai and brought the 
necessary handling equipment with them. The action was 
repeated by the lines of European and other countries who also 
thereafter started scheduling their cellular ships to Indian ports 
However, India started seriously to adopt containerisation only in 
1978. Major ports like Mumbai, Cochin, Chennai, Haldia/ Calcutta 
commenced to equip themselves for handling container ships and 
containers in the appropriate way. 
Shippers and consignees also responded to the opportunities  
and benefits in cbntainerisation. The buyers of Indian goods  
abroad stipulated in their letters of credit that the goods should  
be containerised. Hence, despite the need for heavy investments  
and numerous problems in smooth flow of goods, India was  
forced into containerisation to stay with the dominant trend in  
the world economy 

Inland Container Depot (Icd) - Roles And  
Functions 
The full benefits of containerisation can be obtained only if the  
containers are permitted to move to the locations of the original  
cargo generation points. The Government of India decided to set  
up Inland Container Depots (ICDs) which are also called dry 
ports. Shipping formalities can be completed in ICDs for 
containerised cargoes instead of at the exit gateway port. Inland 
Container Depots are interfaces between connecting modes of 
transportation. 
An Inland Container Depot is an organisation offering a total  
package of activities to handle and control container and general 

cargo flows between road, rail and waterways, and vice versa, 
resulting in maximum service for inland transportation at 
minimum costs. 
Normally ICDs provide the following services:  
a Handling of containers from road, rail and barges to a 

temporary storage area container yard. 
b Intermediate storage between the various transportation 

modes. Special containers and  or cargo may require 
additional provisions, such as refrigeration services and 
special areas for dangerous cargo. 

c Receipt and delivery of containers and general cargo. This 
may include activities such as weighing, inspection of seals  
and damages, sticker and safety plate control and container  
information control. Stuffed containers may be received from 
the satellite Container Freight Stations (CFS) in ready  

 condition to be transported to the exit port. Shippers may  
 also directly bring Less than Container Load (LCL) cargoes  
 for the purpose of consolidation an.d despatch.,  
d Cargo consolidation and distribution if the container cannot 

be received or delivered directly at the final consignee’s door. In 
this case, containers are stuffed with or destuffed  for LCL, 
depending upon the direction of the cargo 
movement prior to despatch. 

e Depot functions, for the storage of empty containers. Space 
may also be required for temporary storage of loaded 
containers awaiting movement out of ICD. 

f Other facilities include container cleaning services, pretrip 
trials of reefer containers to check the function of  
refrigeration equipment, maintenance and repair services for 
containers, container handling equipment, refrigeration 
equipment, road chassis, etc. In this respect, ICD should make 
itself a self-sufficient unit. 

g Custom’s clearance activities at Inland terminals could help to 
decrease the dwell-time of containers in deep-sea ports. 
These activities include checking of LCL cargo prior to 
stuffing or after stripping, checking container seals, 
assessment and valuation of cargoes, perusal of container  
manifests, and so on. The transport of containers under  
bond to ICDs from deep sea ports is a necessary feature of 
well-developed multi modal transport systems because this  

 has proved to be a time and cost saving function.  
h Physical distribution services can be provided economically at 

or close to the ICDs. Garments can be ironed and packed, 
prices tagged onconsumer goods, liquids in bulk can be 
bottled - in short, a variety of cargo-related services to 
finished goods can be placed near the ICD itself. For  
agricultural products, ICDs may provide refrigeration plants 
and warehousing facilities to prepare meat, fish and  
vegetables for export. 
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Guided by economic and strategic considerations, each ICD may 
decide what functions it should have. 
Indian ICDs perform many of the , possible, functions  
outlined above. These include stuffing, destuffing, locking, 
sealing; providing trailers chassis, railway flats, repairs, handling 
equipment, storage, ‘facilities for reefer, customs examination and 
processing of customs documents, issuance of combined 
transport documents by carriers. 
ICD is a declared Customs Area for the purpose of import and  
export but only limited facilities of noting of shipping bills,  
valuation and examination of export cargo are afforded at ICD.  
Exports however are deemed to be effected from the Gateway  
Port only. 
ICDs are connected with gateway ports. Following are examples of 
some of the ports and the ICDs connected to them. 

Ports  ICDs 
1.Mumbai,Jawaharlal  Delhi, Ludhiana, Ahemdabad, 
Nehru Port Trust  Pune, Wadi Bander, Banglore, 

Hyderabad, Tondiarpet, 
Amingaon 

2.Calcutta Haldia  Delhi, Guwahati, Wadi Border 
3.Chennai  Tondairpet,Banglore,Hyderabad, 

Coimbatore, Guntur, Anaparti 
4. Cochin  Banglore,Coimbatore 

 
Within 24 hours of landing, the containers consigned to the ICDs 
are dispatched by rail. At the ports, ICD containers and 
transshipment containers are moved on priority basis. Similarly, 
stuffed containers, on completion of customs formalities at the 
lCD, are dispatched to the terminal port within 24 hours. 
The railways provide the transport link between the ICDs and the 
gateway ports. 

Container Freight Stations (CFS ) 
CFS have been established to speed up export cargo and to specially 
help small exporters whose consignments are less than container 
(LCL) loads. 
The CFS has facilities of modem godown accommodation  
under export supervision. Facilities of banking, custom  
examination, clearance, safe handling, stuffing, sealing and 
transportation of containers are available. Both import and 
export consignments are handled here. 
Location of ICDs and CFSs is regulated by the Ministry of  
Commerce of the Government of India, While this ministry is 
encouraging liberalisation and competitiveness with a view to 
making transport more attractive and customer friendly, it must 
maintain the inter regional balance. CFSs and ICDs should not be 
concentrated only in a particular region; they must be spread 
throughout the country depending upon present and future  
potentiality of cargo traffic. 
The supportive network of surface transport with the location of 
Container Freight Stations and Inland Container Depots has to be 
in the hinterland. The location depends upon the 
potentiality of generating volume of export cargo or where 
distribution of import-cargoes can be easily facilitated. 
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Further, CFSs and ICDs should be complementary to each 
other. CFSs are cargo aggregating points, which should  
conveniently feed the ICDs for carriage to gateway ports in  
sizable quantities and over long distances. Conversely for 
imports, the goods may be brought over the same route to an 
ICD for distributing to the various users. 

Maritime Container Rates (Freights ) 
General practice is to formulate individual rates by container  
type capacity, actual origin and destination of the merchandise.  
Though rate will embrace the inland transportation cost known  
at the time of despatch, embracing collection and teminal  
handling expenses, it will usually exclude customs clearance  
charges, demurrage, etc. This practice applies to FCL traffic.  
Some large multi-national companies own/lease ISO contain- 
ers. They are usually of a specialised type offering a two way  
traffic flow. The tariff for such traffic is usually specially  
negotiated contract rate. 
LCL traffic - rates are calculated on weight or cubic measurement 
basis whichever produces greater revenue. They naturally reflect the 
origin and destination of such merchandise together with 
collection and terminal handling charges. 
For consignment such as livestock or indivisible loads requiring 
heavy lifts, additional charges are raised. 
Maritime container rates are very competitive and this mode of 
transport. now constitutes a substantial volume of deep sea world 
general merchandise cargo. 

Export Clearance At ICDs 
1. Presentation of shipping bills: 
��The exporter is required to file shipping bill in seven copies: 
��Original 
��Duplicate 
��Quick drawback payment scheme 
��Exchange control Copy Exporters 
��Copy 
��Transference copy 
��The exporter should mention name of ‘Port of Exit’ and 

serial numbers of container. The exporter should obtain in 
advance, space availability certificate from the Railway/ 
Combined Terminal Operator. 

��Shipping bill should mention details of goods, their 
classification, name of the port of exit, identification mark,  
No.of containers, weight and value of goods. Contents of  
cargo should be declared and proper statistical code number 
must be given. GR forms should accompany, without fail, the 
shipping bills. 

2. Scrutiny of shipping bills: 
Duly completed shipping bills are put in Noting Box  
provided at the ICD.The receiving clerk after noting them 
scrutinises them and accompanying documents. The  
receiving clerk will give a running serial number on shipping 
bill if no discrepancy is found. Otherwise these may be 
returned for resubmission after correction.  



 

3 Classification and assessment: 
The Central Registration Unit of the ICD completes the 
classification and assessment. Rate of duty is filled by  
appraisement department. Original shipping bill is retained 
and balance six copies are handed over to exporter for  
completion of examination. 

4 G.R.Formalities: 
Full set of GR forms has to be submitted alongwith the  
shipping bills. The full value of export will be verified on the 
GR form. 
The assessing officer will retain the original GR form for release 
to RBI. Duplicate copies are retained at ICD.  
Shipment certificate on the GR form shall be furnished after 
custom examination of the export cargo and sealing of 
container by proper officer at ICD. Duplicate copies are then 
released to the exporter for his use. 

5 Examination of Goods: 
Custom Inspector/examiner conducts the examination of  
goods, keeping in view the restrictions in force under Acts/  
Rates and Regulations. After examination, goods are shifted 
into the container and same are sealed by the custom seal. 
The customs officer records on the shipping bill 

a Quality of goods loaded 
b Number of packages shut out. 

The exporter at this stage is to prepare and present an invoice  
and containerwise packing list (both in four copies)  
indicating 

a Number of packages with marks and numbers 
b Description and total quantity net weight packed in each 

container. The Appraiser/Superintendent/Inspector/  
Examiner with the details presents these two documents for 
certification. 

c Duplicate copy of the shipping bill is retained at the 
ICD and exchange control copy is returned to exporter. 6 

Transit to Gateway Port/Port of Exit: 
The two transferee copies are sealed in an envelope for custody of the 
Railways who are responsible for subsequent presentation to the 
customs officer at the Gateway Port Exit Port. 

7 Procedure to be followed at Exit Port: 
The sealed containers are allowed to be exported in  
preventive supervision on verifications with the seal being  
intact, without any further examination. However if seal is  
found tampered with, examination may be done at port also.  
The customs officer at port will be entitled to open and  
examine the contents of any container, if otherwise warranted.  
The preventive officer at port will endorse the two  
transference copies of the shipping bills regarding the  
containers being intact and custom seal being intact, and  
adds his dated signature. 

The steamer agent shall be required to file the Export  
Manifest in duplicate regarding cargo containers with the  
container unit of export department of the customs house. 

After that shipment transference copies of the shipping bills 
shall be sent to ICD within 48 hours of shipment.  

8 Endorsement of shipment from Gateway port on quick 
drawback payment section copy of shipping bills:  
Exporter after enquiring from the export unit of ICD  
regarding receipt of transference copies shall obtain certificate  
to this effect on the quick drawback copy of the shipping bill  
and can claim drawback from Quick Drawback Payment  
Section. 
The quick drawback copy of the shipping bill is valid for a  
period of 90 days from the date of shipment i.e., loading of  
goods in container. In case shipping bills are not submitted 
within stipulated period, they shall have to be followed up 
with Residency Drawback Section. 

Clearance Procedure for Imports 
�  In addition to the vessel’s Import General Manifest, the  
 Shipping Agent should submit a sub-manifest in duplicate  
 exclusively for the containerised cargo. 
�  The Shipping Lines or the shipping Agent should file the  
 transhipment application (in triplicate) for transhipping the  
 containers by rail/road and file the required bond for  
 transhipment. 
�  After unloading of the container at the port of entry, the  
 particulars of the containers should be checked with the  
 manifest filed and container secured with customs seal. For  
 this purpose, Import Noting Department should se,1d two  
 copies of the submanifest to the docks soon after receipt.  
�  The fact of loading of containers should be endorsed by the  
 Preventive Officer on all the three copies of the transhipment  
 permit. 
�  The Railway/Road Carriers authorities are responsible for the  
 carriage of transhipment permit copy and the two copies of  
 the manifest with the container. 
�  They must hand over these documents to the Customs  
 authorities at the ICD. 

At The ICD 
�  On arrival of the containers at the lCD, the RailwaylRoad  
 Carriers will present the sealed cover to the custom Officer.  
 The particulars of the containers, seals etc. shall be checked  
 with reference to the transhipment permit received followed  
 by the endorsement of the transhipment permit.  
�  On de-stuffing of the containers at the ICD which is carried  
 out in the presence of the custom Officer, a representative of  
 the Railways or Road Carriers, the packages should be tallied  
 with the documents and marks and numbers compared with  
 reference to the manifest. 
�  The clearance of the goods for home consumption from  
 ICD will be on the basis of Bills of Entry (BIE) to be filed  
 by the Importer at the ICD. 
�  The B/E’s details is noted against the copy of the  
 submanifest followed by the duty assessment procedure  
 involving classification, assessment, payment of duty and  
 examination. 
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Container Corporation of India 
With the increase in containerisation, a separate undertaking under 
the Indian Railways to manage the ICDs and CFSs became 
necessary. While ICDs provide all facilities for effecting containerised 
shipments, CFSs are limited only for stuffing into and destuffing of 
cargoes from the containers. 
Container Corporation of India Ltd. (CONCOR) was consti- 
tuted as an autonomous public sector undertaking under the  
Ministry of Railways in March 1988. The basic objective of 
CONCOR is to organise multimodal transport logistics with 
prime task of facilitating the nation’s foreign trade. Its opera- 
tions are directed towards efficient, economical and expeditious 
handling and transit of containerised goods, relating to both 
international and domestic trade traffic. 
It works with various agencies and offers services including  
warehousing, road and rail transport, palletisation and packing,  
simplification of documentation and custom formalities.  
CONCOR accepts containerised cargoes, issues waybill and co- 
ordinates with railways to carry containers to gateway ports and vice  
versa. They are the prime coordinating agencies to container traffic.  
Setup with an authorised capital of 100 crores and a paid up capital  
of 65 crores, CONCOR started functioning from March 1988. 

Concor Now Functions as a Public  
Company Under the Ministry of  
Railways. 
It is Dedicated to 
�  Spearhead the Container Revolution in India.  
�  Build and Operate Infrastructure and organise Rail and Road  
 linkages for accelerated inland. penetration of International  
 containers in the country . 
�  Set up and manage Inland Container Depots (ICDs) and  
 Container Freight Stations (CFSs) all over the country.  
�  Act as an effective liasion with all the agencies involved with  
 containerisable trade in India so as to provide comprehensive  
 services for door-to-door movement of international cargo. 

CONCOR Operates on the Following 
Objectives 
�  To develop inter-modal logistics, infrastructure for the fast,  
 efficient andeconomical transportation. 
�  To establish a Network of ICDs/CFsIPSCTs to facilitate  
 National and International trade. 
�  To offer a single window service, co-ordinating all connected  
 departments/sections 

�  To function as a multi modal transport operator (MTO). 

Performance of  CONCOR 
�  CONCOR took over seven ICDs on 1st November 1989  
 from Indian Railways. Within a short span of time, it made.  
 substantial progress. The company has, for the first time,  
 started business of bonded warehousing at Whitefield in  
 Bangalore from February 1996. 
�  The 1400 sq. m. area bonded warehouse capacity is utilised  
 100 per cent. CONCOR has also pioneered the transport of  
 POL traffic in Tank containers. 
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�  CONCOR’s business continues to maintain its high growth 
pattern in terms of both throughput and income. From a level 
of 109,000 TEUs in 1991-92, the traffic throughput has reached 
703,452 TEUs in 1996-97 - more than a six-fold 
increase in five years. International traffic it carried was 
424,741 TEUs in 1996-97. 

�  Apart from serving international traffic, CONCOR has  
 pioneered and is developing containerisation in domestic  
 trade. 
�  CONCOR has made small beginnings as Multimodal  
 Transport Operator(MTO) and also as a consultancy  
 organisation for multi-modalism. 
�  December 28, 1994 CONCOR registered as Multimodal  
 Transport Operator under the Multimodal Transportation  
 of Goods Act, 1993. 
Central Warehousing Corporation (CWC) is playing a vital 
role in operating some CFSs. There is proper co-ordination 
between CONCOR and CWC for smooth flow of cargo 
between CFSs managed by different agencies. The largest CFS at 
Kalamboli on Mumbai-Pune Highway and import warehouse near 
Jawaharlal Nehru port are both managed by CWC. There is also a 
CFS for export and import at Dronagiri Node, in Navi Mumbai. In 
addition to the public sector CFSs, there are private CFSs at 
Chembur, Taloja and Mulund in the Mumbai area.  
CONCOR coordinates with some of the state warehousing  
corporations, for example, the Punjab State Warehousing  
Corporation (PSWC). CWC and PSWC have jointly set up a  
CFS linked to the ICD at Ludhiana. 
The Shipping Corporation of India Ltd. has set up CFSs at  
Jaipur and Varanasi (Babatpur), exclusive ventures serving the  
exporters at their doorstep. Export cargo is collected at shipper’s  
godown for containerisation at CFS. Consolidation facility is  
also available. 

Concor Terminal Network 
(Existing and Future Terminal) 

INLANDCONTAINER CITY 
DEPOT 

Delhi(Estd.March1985) 
1.Tughlakabad  Ludhiana(Estd.Aug.1986) 
2.DhandariKalan  Agra(Estd.Dec.1996) 
3.Belanganj  Ahemdabad 
4.Sabarmati  Nagpur 
5.Nagpur  Indore 
6.Pithampur  Mumbai 
7.WediBundur  Banglore(Estd.1981) 
8.Whitefield  Coimbatore(Estd.Dec.1993) 
9.Coimbatore  Hyderabad(Estd.Dec.1990) 
10.Sanatnagar  Guntur(EstdApril1983) 
11.Guntur  Guwahati 
12.Amingson  Pune(Estd.1990) 
13.Chinchwad  Anarpati,Hyderabad(Estd.April1982) 
14.Anarpati  Kakinada 
15.Kakinada 

CONTAINERFREIGH  CITY 
TSTATION 

Chennai(Estd.March1991) 
17.Tondairpet  Panipat 
18.Babarpur  Moradabad  



 

18.Babarpur  Moradabad 
19.Moradabad  Mumbai 
20.Mulund  Mumbai 
21.NewMulund  Tuticoron 
22.Milavittan 
PORTSIDECONTAIN  CITY 
ERTERMINAL  Howrah 
23.Shalimar  Calcutta 
24.Cossipore  Chennai 
25.HarbourofMadras  Kandla 
26.Kandla  Cochin 
27.Cochin 
FUTURETERMINALS  STATE 
1.Dadri  UttarPradesh 
2.Rewari  Haryana 
3.Ballabhgarh  Haryana 
4.Auragabad  Maharashtra 
5.Balasore  Orissa 
6.Gwalior  MadhyaPradesh 

 

Establishment And Operation of Icds  
Under Concor 
As the country heads towards achieving containerisation in  
greater proportions, the development of inland container  
depots (ICDs) and container freight stations (CFSs) becomes  
crucial. Contrary to its dubious status as being a laggard in  
containerisation, the country is making serious efforts to boost  
the intermodal network and Container Corporation of India  
(CONCOR) which has taken up the formidable task of setting  
up ICDs and CFSs spanning the length and breadth of India.  
The Indian Railways set up seven ICDs, the first being at  
Guntur in December 1980, followed by Bangalore in 1981. The  
need was, however, felt to set up a separate undertaking under  
the Railways to manage the ICDs and CFSs. Hence CON COR  
was established in 1988 to provide for an integrated develop- 
ment of ICDs and CFSs to meet future growth requirements.  
Indian Railways had set up and operating ICDs at 

-  December 1980 
Bangalore  -  October 1981 
Anaparti  -  April 1983 
Coimbatore -   December 1983 
New Delhi  -  March 1984 
Amingaon  -  November 1985 
Ludhiana  -  August 1986 

CONCOR assumed operations of the seven ICDs on Novem- 
ber 1st, 1989. 
CONCOR’s operations are directed towards efficient, economi- 
cal and expeditious handling and transit of goods, both of 
international as well as domestic trade traffic, involving different 
agencies and services including warehousing, road and rail transport, 
pelletisation and packaging, simplification of  
documentation and customs formalities. 

ICDs in the Northern Sector 
��In the North, ICDs commissioned by the Indian Railways 

include Delhi ICD at Pragati Maidan and Ludhiana ICD. 
CONCOR added two more CFSs on the intermodal map 
covering this sector, viz. Moradabad and Panipat. 

��The Delhi ICD was opened in 1984 as an extension of 
Bombay Port to serve the exporters and importers of North  
India. This ICD is located at Pragati Maidan and spans a  
total area of 9 acres. Adjacent to this is the ‘Y’ yard, which is  
the stacking area for import and empty units. Destuffing of  
import containers takes place here. The stuffing of export  
cargo is carried out in the ICD. A warehouse is utilised for  
the storing of export cargo. All operations at Delhi ICD have  
now been computerised keeping procedural wrangles to the  
barest’. minimum. The ICD takes the credit for being the  
first one to go on-line. 

��Delhi ICD despite increasing throughput, is facing physical 
constraints such as fully utilised space. As the volume of  
cargo is anticipated to be much higher in the coming years, a  
new site for the ICD was developed at Tuglakabad. The new 
terminal is about 20 km on the outskirts of Delhi and is on  
the main Bombay Delhi railway line. The ICD is equipped  
with all modem facilities using state of the art technology. 

��The Panipat ICD is located 100 km from Delhi and includes 
the CFS at Moradabad. The Panipat ICD will function as a 
Satellite depot for the main container depot in Delhi. 

��CONCOR’s has also established a full-fledged ICD at 
Dandhari Kalan in Ludhiana to replace the existing one. This  
ICD serves as a cargo aggregation and consolidation centre. 

��ICDs in the Eastern Sector 
��The ICD at Amingaon in Guwahati was completed in 

October 1985 to serve tea exporters in the region. It has a total 
covered area of 20,000 sq. feet for warehousing of tea. The full 
capacity of the ICDs is not being utilised. 

��As there is no import traffic to ICD Guwahati the shipping 
lines have to send empty containers there from Haldia. The 
Assam government is planning to set up a tea township 
approximately 13 km away from the ICD inclusive of 
warehousing facilities for tea shippers. 

��CONCOR has set up two CFSs, one each at Cassipore and 
Shalimar, in addition to a full-fledged ICD at Sankrad in 
Howrah, to facilitate movement of exports as well as 
domestic cargo. Apart from these, the West Bengal 
Government has been offered the choice of selecting a  
suitable location for setting up another CFS for promoting  
exports 

ICDs in the Southern Sector 
�  The inland container depots at Coimbatore, Bangalore,  
 Guntur and Anaparti were set up as pilot projects by the  
 Indian Railways. ICDs at Coimbatore and Bangalore handle  
 all kinds of cargo, while those at Guntur and Anaparti  
 predominantly handle tobacco. 
�  The ICD at Guntur, the first pilot project of the Indian  
 Railways, picked up initially on a low key. Barring the years, 
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from 1983-86 for which results have been poor, the years 
which followed have recorded impressive growth. 

��The Bangalore ICD at the Cantonment Goods shed 
complex was commissioned in August 1981 but its growth 
was phenomenal after 1983-84. 

��Traffic however could not improve much in the following 
years as the ICD was beset by a few problems, mainly lack of 
space for bonded warehouse at the depot. 

��To overcome this problem of lack of space CONCOR 
moved in to set up a full fledged ICD on a 200-acre site at 
Whitefield 15 km from Bangalore. The ICD is equipped with all 
sophisticated infrastructural facilities to handle ISO 
containers to and from the warehouses of customers. 

��With the experience gained at Guntur and Bangalore ICDs 
another one was set up at Anaparti in April 1983. 

��The ICD at Coimbatore was opened in December 1983 
connecting the gateway ports of Cochin, Madras and 
Tuticorin. Traffic handled at the depot has made a steady 
progress and its overall growth has been quite 
commendable. 

��As at Bangalore, CON COR has planned to set up a few 
more full fledged ICDs at lrugudy near Coimbatore, Quilon in 
Kerala and Tirupur in Tamil Nadu. The Tirupur ICD would be 
used mainly for export of garments, while the Quilon ICD 
would concentrate on cashew exports. 

��In December 1990, CON COR commissioned the long- 
awaited ICD at Hyderabad. This ICD located at Sanatnagar has 
adequate facilities for stuffing and handling containerised cargo. 
It is linked to Bombay and Madras ports. 

��In March this year, CONCOR commenced operations at its 
port side container depot outside of Madras Port. This 
exclusive import container facility has been set up inside the 
Tondiarpet CFS. 

ICDs in the Western Sector 
�  A major development in the western sector has been the  
 setting up of the port side container depot at Wadi Bunder  
 in South Bombay, on the lines of a similar one operated at  
 Tondiarpet in Madras. 
�  CONCOR has linked Wadi Bunder to ICDs at Pune,  
 Bangalore, Ahmedabad, Madras and Coimbatore. By doing  
 so, CONCOR has succeeded in the unique achievement of  
 giving a tremendous boost to intermodalism in general and  
 to the landbridge system in particular. 
�  Bombay’s first CFS with CONCOR’s assistance is at Mulund  
 in the city’s northern suburb. The most recently 

commissioned CFSs in the western region include the ones  
at Ahmedabad at Pune. The CFS at Adalaj near Ahmedabad  
(managed by CWC) is linked to Sabarmati ICD and is also 
connected to Kandla Port. 

�  The CFS at Pune (also managed by CWC) is linked to the  
 gateway ports by road as well as by rail. 
�  The ICDs in the northern sector are predominantly linked to  
 Bombay and Nehru ports, those in the eastern sector are  
 linked to Calcutta and Haldia ports; the southern ICDs are 
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connected mainly to Madras, Cochin and Tuticorin ports; 
and the ICDs in the western region are linked to Bombay  

 and Nehru ports and in some cases to Kandla Port as well.  
Container Corporation of India Limited (CONCOR), is meant  
to deal with multimodal logistics infrastructure for India’s  
international trade traffic as well as for domestic cargo transport  
and distribution. For this purpose, CONCOR will coordinate  
with gateway ports, Customs, Railways, shipping lines, road  
transport operators, warehousing undertakings and other  
related agencies. 
CONCOR will be directly involved in establishing a network of 
inland container depots (ICDs) and trade development centres 
(TDCs)/container freight stations (CFSs). Containerisation and 
multimodal transport are relatively new concepts in India. 
New technologies in respect of material handling equipment, 
establishment of facilities as well as ancillary documentation and 
procedures, involving banking and insurance, market research and 
methodologies, forecasting, management information 
system etc. have all to be properly imbibed. CON COR shall 
play an important part and a catalytic role in this process. 

Constraint in Growth of ICDs 
The slow growth of ICDs and CFSs was due to the combined 
effect of high capital costs involved, the resource constraints and 
lack of attention. 
A few anachronistic procedures as far as containerised cargo is 
concerned are as follows: 
a.  Inland containers cannot move directly to the ICDs unless  
 specialpermission is obtained from the Collector of  
 Customs for which the  shipping agent has to file an  
 application. 
b.  Movement of containers between the quay, container yard,  
 rail terminal  and shed requires specific permissions from 

port and Customs authorities, which delays the movements. c.  
Movement of containers outside the port requires a bond  
 for the container to be furnished by the shipping line even  
 though it moves by rail and remains all along in the custody  
 of a Central government agency. 
d. In the case of ICDs, three bonds are required - one for the  
 container, other for the cargo in case it moves by road and  
 third for the movement of container outside the ICD to the  
 shipper’s premises. 
e.  All the import containers are opened and examined by the  
 Customs, requiring double handling of all the containers.  
 Normally, 10 per cent of the cargo is examined unless there  
 are special reasons to do a more thorough examination.  
However, instead of examining 10 per cent of the number of  
containers, 10 per cent of the cargo in each container is examined. 

Port Infrastructure for Containerised  
Cargo 
Out of the 11 major ports in the country, only Madras, Haldia  
and Nehru Ports have full-fledged container terminals. Bombay,  
despite provision of container handling facilities, cannot be stated  
to have a container terminal as connected operations are widely  
dispersed in the dock area. Cochin and Calcutta have only basic  
facilities and due to draft and crane limitations can handle only  



 

small feedering vessels. Other ports do not have specific container 
handling facilities but the Indian government is making provisions in 
its Eighth Five-Year Plan for setting up container  
handling facilities at all the major ports. Despite lack of container 
handling facilities, the container traffic has been increasing at  
Indian ports due to the pressures of international traffic.  

International Scenario  
The earlier limited and experimental efforts apart, regular  
containerised shipping of cargo in international trade com- 
menced with the institution of container service between the  
US and Europe in 1966 across the Atlantic. This was followed  
by container service between Japan and the US across the Pacific  
in 1967, between Australia and Europe in 1969, between Japan  
and Europe in 1971, culminating in the coverage of nearly all  
major routes by 1973. The containerised shipping of cargo has  
seen tremendous growth thereafter. To meet the increasing  
demand for containerised services and to cut costs, ship sizes  
have also increased from under 500 TEU capacity to over 3000  
TEU capacity. Intermediate ports at major routes have devel- 
oped into important centres of aggregation and dispersal of  
cargo where larger vessels discharge and pick up containers,  
smaller vessels providing the feedering services to and from  
other ports served by the transhipment port.  
Further penetration of containers from the ports to inland  
destinations was a logical extension of this massive growth in  
the containerised movement of international cargo resulting in  
the setting up of Inland Container Depots (ICDs) and  
Container Freight Stations (CFSs). Operational versatility of  
containers has brought into effect the concept of land bridging,  
that is, substitution of the part of the ocean route by shorter  
land route. With mini land bridges providing coast to coast  
overland bridges and micro land bridges linking ports with  
inland locations, a cost-effective multi modal system has  
evolved.  
With the setting up of ICDs/CFSs, the shipping services are  
now closer to business/commercial centres, giving the added  
advantage of issuing through bills of lading and discounting  
by the banks providing for easy cash liquidily.  

Questions for Self - Analyzationion:  
Q1.  What do understand by ICD? Describe the roles and  
 the functions of ICD in detail.  
Q2.  Explain the procedure for export clearance at ICD.  
Q3  What do you understand by  CONCOR. What are its  
 major functions.  
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LESSON 17:
CHARTERING 

 
 

1.  Chartering 

2. Kinds of Charter 

�   Time Charter 

�   Voyage charter 

�   Demise Charter 

3.Charter Party 

4.Kinds of Charter Party 

5.Arbitration in chartering 

6.The Baltic Mercantile & Shipping Exchange 

7.BalticFreight Index 

A merchant who wants to ship large amount, paricularly if in  
bulk, wouldcharter or hire a tramp ship. The merchant or  
organisation who hires the ship is referred to as the charterer. As  
a great deal of money is paid as hire charges for each day, the  
shipowner and the charterer employ specialists called a  
shipbroker and charterer’s agent respectively, to survey the  
market, negotiate and conclude the dealing. The cost of  
chartering, due to free competition in tramp business, fluctuates  
from day to day, in response to the variation in supply and  
demand. 
The formal contract drawn up between the shipowner and the 
charterer is known as the charter party, perhaps from the Latin 
“Charta Partita” (divided document). In Roman times the 
contract was written out in duplicate on a piece of parchment. It 
was torn into two and the charterer and the shipowner, each had a 
copy of the contract. In case of any dispute the two parts had to be 
matched together to test if they were the original genuine 
documents. The earliest written charter party in the British Museum 
is dated A.D.236. 

Kinds of Charter: 
Kinds of Charters: Contracts for tramp ships take one of the  
following forms: Time Charter, Voyage Charter or Demise  
Charter 
1.  Time Charter 

The ship is chartered as a functioning operating unit for a 
period of time. The charterer pays the hire money and the 
ship transport cargo whereever the charterer wishes. 

2.  Voyage Charter 
The ship is chartered to carry cargo on specified voyage 
between places. 

3.  Demise Charter 
(Bare bottom Charter) Normally a shipowner or prospective  
shipowner prefer this method. Under this method the ship  
is chartered, just as a hull. The charterer will have to equip the 
ship with personnel, fuel and other necessaries and operate 

the ship. This charter is usually for a long period, say for 
about five years or more. 

Charter Party 
After the terms have been agreed upon, the documents called the 
charter party is drawn up. There are different kinds of charter party 
for different modes of charter and for different trades. 
The best known charter market in the world is the Baltic 
Exchange in London. 
The different types of charter party arrangements determine the  
distribution of responsibilities and items of costs between  
ship-owners and charterers. For example, under bare-boat  
charter since the entire ships capacity is let out, and the master  
and crew are appointed by the charterers, the owners do not act  
as carriers. 
The charter hire depends on the duration of the charter. The 
owners have to pay for depreciation, insurance, survey and 
brokerage, if any, unless otherwise agreed. The charterers have to 
pay for wages, provisions, maintenance and repairs, stores, 
supplies and equipment, lubricating oil, water, insurance and 
survey (unless otherwise agreed), overhead charges, fuel, port 
charges, cleaning of holds, dunnage, ballast (if any) commis- 
sions on cargo, brokerage and claims. 

Voyage Charter 
The shipowner pays for virtually everything except perhaps the 
loading and discharging costs. Parties have to agree on lay time 
(cargo handling time). 
The freight is usually assessed at so much per ton of cargo  
carried or alternatively as a “lump sum” for the voyage.  
The ship can be let out on full or part cargo basis. The master is  
appointed by the owners. The owners act as carriers.  
The freight depends on the quantity of cargo. The owners have  
to pay for wages, provisions, maintenance and repairs, stores,  
supplies and equipment, lubricating oil, water, insurance,  
survey, overhead charges, depreciation, fuel and port charges,  
stevedoring charges (depending on the.charter party) cleaning of  
holds, dunnage, ballast, commissions, brokerage and claims.  
The charterers have no charges to pay other than freight charges  
agreed upon under the charter party. Sometimes a part or the  
whole of stevedoring charges have to be paid by the charterers,  
depending upon the conditions of the charter party. 

Time Charter 
These can be for any period of time and may be for a few weeks  
(short time charters) to fifteen years (long time charters). The  
hire charge may be expressed as cost per day or cost per month.  
 The entire ship’s capacity is let out. The master and crew are  
appointed by the owners. But the owners do not act as carriers.  
The charter hire depends on the duration of the charter. The  
owners have to pay depreciation, brokerage (if any) part of the 
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claims depending on the conditions of the charter party, and 
other charges like wages, provisions, maintenance and repairs, stores, 
supplies and equipment, lubricating oil, water, insurance, survey and 
overhead charges. 
The charterer have to pay for fuel , port charges, stevedoring charges, 
cleaning of holds, dunnage, ballast water, commission on cargo, 
brokerage (unless otherwise agreed) and part of the claims, 
depending on the conditions of the charter party. 

Tanker Chartering 
Much of tanker chartering is initiated in New York and hence 
most tanker chartering is conducted over the telephone rather 
than on the floor of the Baltic Exchange. 
In tanker chartering, instead of quoting the freight in actual cash 
terms, it is quoted in scale values which reflect the profitability in 
freight per ton miles of the charter. 

 
 

If one quotes 120 world scale for voyage between X and Yand 
110 world scale between Rand S, then the higher scale value  
On the basis of (i) The London based, 1962, International  
Tanker Nominal Freight Scale Association Ltd.. (lNTA SCALE)  
and (ii) The New York based,1956, American Tanker Rate Scale  
(ATRS), the 1969 world scale tanker chartering rates were  
developed. 
This world scale is calculated and kept upto date by the Interna- 
tional Tanker Nominal Freight Scale Association, which has  
offices in London and New York. It is a non-profit making  
association and obtains its money from the subscribers.  
The scale values are calculated by taking the cost for a standard  
vessel which is 19500 summer dead weight tanker, having an  
average speed of 14.4 knots and a fuel consumption of 28 tons  
of diesel oil. All port costs and any other costs such as canal  
dues are included. The scales also include lay time and demur- 
rage rates for all sizes of tanker.  

KINDS OF CHARTER PARTIES 
BAREBOAT CHARTER VOYAGE CHARTER TIME CHARTER 
�� Entire Ship capacity is let out �� Let out on full or part let out �� Entire Ship capacity is let out. 
�� Master and crew are appointed �� Master is appointed by �� Master and crew are appointed 

by the charter owners. by the owner. 
�� Charter hire depends on the �� Owners act as carrier. �� Owners are not carrier. 

duration of the Charter �� Freight depends on quantity �� Charter hire depends on the 
�� Depreciation, Insurance, and quality of cargo. duration of the charter 

Survey Charges, �� Wages and provisions, �� Depreciation, brokerage (if 
Brokerage(unless otherwise  maintenance and repairs paid 
agreed)paid by owners  by owners. 

�� Wages and provisions, 
maintenance and repairs paid 
by owners 

�� Charterers pay freight charges 
as agreed plus whole or part of 
stevedoring charges as per 
C/P 

any) part of claims depending 
on C/P paid by owners 

�� Wages, provisions, malignance  
 and repairs, stores, supplies  
 and equipments, lubricating  
 oil, water and other overhead  
 charges paid by owners. 
�� Charterer pays for fuel, port  
 charges cleaning of holds,  
 dunnage, ballast, water, 

commission on cargo 
brokerage and claims as per  
C/P 

Arbitration In Chartering 
Sometimes, due to exceptional or unusual circumstances, or  
carelessness in wording of clause in the C’/P ,either by the  
shipbroker or charterer’s agent, a dispute arises. Unless they 
want to set a precedent, the parties do not go to Court, wherein it 
will be a very lengthy process. What is generally resorted to, is that 
most C/P contain an arbitration clause stating who will be the 
arbitrator in the case of any dispute arising. (example) 
Arbitration clause in Interten kvoy - “Any dispute arising out of 
this charter party shall be referred to arbitration in London, one 
arbitrator being appointed by each party, in accordance with 
Arbitration Act 1950 or re-enactment thereof time being in  
force. On receipt of the nomination in writing of the other  
party’s arbitrator, within 14 days the second party’s arbitrator 
shall be appointed. If not done so, the decision of the single 
arbitrator appointed shall apply. If there is no concensus 
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between the two arbitrators then they shall appoint an umpire 
whose decision is final. 
A list of arbitrators is kept at the Baltic Exchange. The arbitra- 
tion are generally commercial men with shipping experience. The 
1925, Federal Arbitration Act governs the arbitration of all 
maritime disputes in the United States. 
Arbitration Clause in New York Produce Exchange - “In the  
event of any dispute arising between the owners and charterers,  
the matter shah be referred to 3 persons at New York, one to be  
appointed by each of the parties and the third by the two so  
chosen, and the decision by any two of them shall be final”.  
Both under English and American Law, an arbitration award  
can be enforced through the courts as though it were a decree of  
the court. Under American Law an arbitration award is final and  



 

cannot be challenged in the courts but under the English Law 
the aggrieved party can move a court to set aside the award on the 
ground that the award was ‘ultra vires’. 

Structure of Standard Time Charter Form 
Structure of Standard Time Charter Form: Some of the features  
are 
1.  Date, name and address of ship owners and charterer.  
2.  Description of ship-name, where registered, tonnages,  
 capacities, horse power, speed, fuel consumption, cargo gear,  
 pumps, etc. 
3.  Condition of ship 
4.  Trading limits 
5.  Hire money, how paid, what currency to be used, and when  
 payments are to be made. 
6.  What breakdowns or delays cause the vessel to come off hire 7.  
Date hire commences and date completed 
8.  Where hire commences 
9.  Agreement on charterers right to complain and perhaps  
 remove master or chief engineer, 
10. Clauses concerning strikes, war, etc. 
11. How arbitration should be organised in the event of a  
 dispute. 

Structure of Standard Voyage Charter  
Form: 
Structure of Standard Voyage Charter Form: Some of the 
features are: 
1.  Date, name and address of ship owner and charterer. 2.  
Description of ship - name and where’registered, tonnages,  
 capacities, and cargo gear relevant to the cargo in question.  
3.  Nature of goods to be shipped and in what manner. 4.  Name 
of loading and discharging ports. 
5.  Details of routes to be followed and what conditions the  
 vessel might be allowed to deviate from it. 
6.  Date vessel is to arrive at the loading port. 
7.  The freight rate and currency. 
8.  Whose agents are to be used. 
9.  How the problems of strikes, ice congestion in ports,  
 shortage of cargo etc., are to be  settled. . 
10. Arbitration clause. 

The Baltic Mercantile And Shipping  
Exchange 
Like Lloyds and the Stock Exchange, the Baltic grew up from  
the coffee houses frequented by men with a common interest,  
which in the case of the Baltic were shipowners and merchants.  
Two of the more famous coffee houses used for this purpose  
were the (i) Virgina and Baltic and (ii) Jerusalem Coffee house.  
By 1810, the business volume made it necessary for movement  
to the Antwerfs Tavern in Treadneedle Street, which was  
renamed as the Baltic. In 1823, Baltic became a club with  
membership of about 300. 

In 1891, a second shipping exchange was formed in London, 
but in 1899 a joint committee was formed between the two and in 
Jan.1900 the Baltic Mercantile and Shipping Exchange was 
incorporated as a public limited company. 
In 1903 the present building in St.Mary Axe was opened and its 
extension into the adjoining site was inaugurated in 1956 &y Her 
Majesty Queen Elizabeth n. It now has more than 700 
companies and 2400 individuals as its members.  
A large volume of world tonnage is engaged in tramping. These 
vessels are employed under a charter party where the charterer 
engages a vessel for a specific voyage or period of time.  
The voyage charter relates to a stated voyage to carry a specified 
amount of cargo at so much per ton. Time charters contract for the 
hire of a vessel for a specific period of time. 
There are two types of time charters: 

a.  When the charterer hires the vessel “all found”,  
b.  Where the owner hires his ship for a period to the charterers  
 to be operated by them, as they wish, the charterers  
 supplying crew and fuel, and paying all costs for one agreed  
 rate of hire known as ‘bare boat’ or ‘demise charter’.  
These charter rates fluctuate almost daily in accordance with the  
conditions of supply and demand operating in the market.  
A considerable amount of the world chartering is undertaken  
on the Baltic Exchange where the shipowners and charterers are  
able to arrange their business under conditions of reliability  
through a ship broker. 
The exchange is situated in London, and its main work may be 
listed to 
1.  Purchase and sale of oil seeds, vegetable oils, grains and the like 2.  
Chartering of ships or space in ships for the carriage of all  
 types ofcargo to and from all ports of the world.  
3. The sale and purchase of ships 
4.  Chartering of aircraft or space in aircraft for cargo or  
 passengers. 
Air chartering is fast expanding section.The first air charter in the 
exchange was made in 1928 but it did not become a regular feature 
until 1948. 
It is a meeting place or market where shipbrokers and charterer’s  
agent meet, exchange information and negotiate. Twice a day at  
1200 and 1600 hours the floor of the exchange is crowded by  
brokers. 
Many dry cargo shipbrokers have their office at walking distance 
from the exchange. Insurance brokers are usually on the floor and 
Lloyds is very near by, Arbitrators and general average 
adjusters can also be easily contacted. 
Chartering operations represent the most numerous transac- 
tions on the Baltic Exchange, and are mainly concerned with, 
although not entirely confined to tramp ships. 
The dealers on the Exchange are known as chartering agents  
who represent charterers, the merchants and others who charter  
ships to carry their cargoes. Other known as “owner brokers”  
represent the shipowners. Additionally there are many  
brokering firms who have both charterers and shipowners 
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among their clients, who may be in London or anywhere else in  
the world.  
Many merchants and shipowners are members of the Exchange  
and have their own chartering staff in the Exchange, who take  
the place of chartering agents and brokers but perform the same  
functions.  

Baltic Freight Index  
The BFI is considered as the barometer of the prevailing freight  
rates in the dry bulk trade segment.   The BFI is to the  
shipping industry, what the sense x is to India’s capital market.  
Base year index is taken into consideration for comparison of the 
prevailing BFI, for example, calculated with January 1984 base as 
1000, this index took into consideration the freight rates prevalent on 
15 major routes with specific weights attached to each of them. 
Thereafter, the base year is refixed depending on the necessity with 
due weight age for major routes.  
BFI is affected by fundamental factors. The fundamental factors being 
the demand for tonnage (which are dependent on the state of world 
economy) and world trade. On the supply side is the rate of 
acquisition of new ships and the scrapping of  
tonnage. BFI is also affected by the prevailing market sentiment.  
Rates are also quoted based on BFI. In that sense, BFI is not  
only a freight rate determined, but also determines freight rates  
to some extent. Hence the fortunes of the dry bulk segments  
are greatly linked to the BFI.  
Though the BFI indicates the overall trend in the industry, it  
would be erroneous to generalise this to reflect the performance  
of individual companies.  
A company’s freight rates depend on the charter and the route  
taken up by the company’s fleet. Thus it is the adoption of a  
profitable route mix coupled with appropriate placing of vessels  
in a time or voyage charter, that affect the fortunes of shipping  
companies.  
It should be noted that the BFI movements largely reflect the rates 
for panamax and other larger vessels. And as most of the Indian 
bulk carrier fleet is composed of handy sizes and handy maxes the 
BFl has a reduced impact on the fortunes of Indian companies. The 
Indian crude carrier or tanker segment is also insulated from the 
international markets as most of them are on charter with the Oil 
Coordination Committee and compen- 
sated on a cost-plus basis. The contracts are fixed on a  
long-term basis and the compensation is understood to be  
more generous than the international rates. Once the domestic  
industry acquires larger vessels, the profits of the industry  
would swing in tandem with the BFI.  

Questions For Self-analyzation  
Q1 Define Chartering.And explain different kinds of charter.  
Q2 Explain in detail what are different kind of Charter,  
 compare and critically analyse each one of them.  
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LESSON 18: UNIT 6
INVENTORY MANAGEMENT

Inventory decisions are high-risk and high-impact from the
perspective of logistics operations. Commitment to a particular
inventory assortment and subsequent shipment to a market or
region in anticipation of future sales determine a number of
logistics activities. Without the proper inventory assortment,
marketing may find that sales are lost and customer satisfaction
will decline. Likewise, inventory plan-ning is critical to manufac-
turing. Raw material shortages can shut down a manu-facturing
line or modify a production schedule, which, in turn, introduces
added expense and potential for finished goods shortages. Just
as shortages can disrupt planned marketing and manufacturing
operations, overstocked inventories also create problems.
Overstocks increase cost and reduce profitability through added
warehousing, working capital requirements, deterioration,
insurance, taxes, and obsolescence.

Inventory Types and Characteristics
1. Manufacturing

For the manufacturer, inventory risk has a long-term dimen-
sion. The manufacturer’s inventory commitment starts with
raw material and com-ponent parts, includes work-in-
process, and ends with finished goods. In addition, prior to
sale, finished goods must often be transferred to warehouses
in close proximity to wholesalers and retailers. Although a
manufacturer may have a nar-rower product line than retailers
or wholesalers, the manufacturer’s inventory commitments is
relatively deep and have long duration.

2. Wholesaler

Wholesaler risk exposure is narrower but deeper and of
longer duration than that of retailers. The merchant
wholesaler purchases large quantities from manufacturers
and sells small quantities to retailers. The economic justifica-
tion of the merchant wholesaler is the capability to provide
retail customers with assorted merchandise from different
manufacturers in smaller quantities. When products are
seasonal, the wholesaler is also forced to take an inventory
position far in advance of selling, thus increasing depth and
duration of risk.

1. Introduction

2. Meaning And Characteristics Of Inventory

3. Inventory Functionality

4. Terms Associated With Inventory Mgmt

5. Components Of Inventory

6. Planning Of Inventory

• Determining Order Point

• Determining Lot Size

One of the greatest hazards of wholesaling is product-line
expansion to the  point where the width of inventory risk
approaches that of the retailer, while depth and duration of
risk remain characteristic of traditional wholesaling.

3. Retail

For a retailer, inventory management is fundamentally a
matter of buying and selling. The retailer purchases a wide
variety of products and assumes a substantial risk in the
marketing process. Retailer inventory risk can be viewed as
wide but not deep. Because of high rents, retailers place
prime emphasis on inventory turnover and direct product
profitability. Turnover measures inventory velocity and is
calculated as the ratio of annual sales divided by average
inventory.
If an individual enterprise plans to operate at more than one
level of the distri-bution     channel, it must be prepared to
assume additional inventory risk. For ex-ample, the food
chain that operates. A regional warehouse assumes risk
related to the wholesaler
operation over and above the normal retail operations. To
the extent that an enterprise
becomes vertically integrated, inventory must be managed at
all levels of the marketing channel.

Inventory Functionality
The ideal inventory process consists of manufacturing a
product to a customer’s specifications once an order is placed.
This is called a make-to-order operation and is characteristic of
customized equipment. Such a system does not require
stockpiles of materials or finished goods in anticipation of
future sales.

Geographical Specialization
One function of inventory is to allow geograph-ical special-
ization for individual operating units. Because of the
requirements for factors of production such as power, materi-
als, water, and labor, the economical location for manufacturing
is often a considerable distance from major markets. For
example, tires, batteries, transmissions, and springs are
significant components in automobile assembly. The technol-
ogy and expertise to produce each of these components are
traditionally located in proximity to material sources in order to
minimize transportation. This strategy leads to geographical
separation of produc-tion so that each automobile component
can be produced economically. However, geographical separation
requires internal inventory transfer to completely integrate
components into final assembly.
Geographical separation also requires inventories to create
market assortments. Manufactured goods from various
locations are collected at a single warehouse and then combined
as a mixed-product shipment.
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Let’s discuss the same with live practical example from industry.
For example, Procter & Gamble uses distribution centers to
combine products from its laundry, food, and health care
divisions to offer the customer a single integrated shipment.
Such warehouses are examples of geographical separation and
integrated distribution made possible by inventory.
Geographical separation permits economic specialization
between the manufac-turing and distribution units of an
enterprise. When geographical specialization is utilized,
inventory in the form of materials, semi finished goods or
components, and finished goods is introduced to the logistical
system. Each location requires a basic inventory. In addition, in-
transit inventories are necessary to link manufac-turing and
distribution. Although difficult to measure, the economies
gained through geographical specialization are expected to more
than offset increased inventory and transportation cost

Decoupling
A second inventory function, decoupling, provides maximum
op-erating efficiency within a single manufacturing facility by
stockpiling work-in- process between production operations.
Decoupling processes permit each product to be manufactured
and distributed in economical lot sizes that are greater than
market demands. Warehouse inventory produced in advance of
need permits dis-tribution to customers in large quantity
shipments with minimum freight cost. In terms of marketing,
decoupling permits products manufactured over time to be sold
as an assortment. Thus decoupling tends to “buffer,” or
cushion, the opera-tions of the enterprise from uncertainty.
Can now anyone tell me that what is the difference between
Decoupling and Geographical specialization?
That’s very simple one, and yes it’s correct.
Decoupling differs from geographical specialization: the former
enables increased operating efficiency at a single location, while
the latter includes multiple locations.

Balancing Supply and Demand
A third inventory function, balancing, is concerned with elapsed
time between consumption and manufacturing. Balancing
inventory reconciles supply availability with demand. The most
notable examples of balancing are seasonal production and
year-round consumption. Orange juice is one such product.
Another example of year-round production with seasonal con-
sumption is antifreeze. Balancing inventories link the
economies of manufacturing with variations of consumption.

Buffer Uncertainties
The safety stock or buffer stock function concerns short-range
variation in either demand or replenishment. Considerable
inventory planning is devoted to determining the size of safety
stocks. In fact, most overstocks are the result of improper
planning.
The safety stock requirement results from uncertainty concern-
ing future sales and inventory    replenishment. If uncertainty
exists, it is necessary to protect inven-tory position. In a sense,
safety stock planning is similar to purchasing insurance.
Safety stock protects against two types of uncertainty. The first
type concerns demand in excess of forecast during the perfor-

mance cycle. The second type of uncertainty involves delays in
the performance-cycle length itself. An example of demand
uncertainty is a customer request of more or less units than
planned. Performance-cycle length uncertainty results from a
delay in order receipt, order processing, or transportation.

Thus We Can Say That or Rather We Can
Conclude That
• The four functions of inventory are geographical

specialization, decoupling, balancing supply and demand,
and buffering uncertainties with safety stock.

Now we would be revising terms associated in Inventory
management, which all of you must have studied in 1st year.
• Inventory policy consists of guidelines concerning what to

purchase or manufacture, when to take action, and in what
quantity. It also includes decisions regarding inventory
positioning and placement at plants and distribution centers.
For example, some firms may decide to postpone inventory
positioning by maintaining stock at the plant.

• The second inventory policy element concerns inventory
management strategy.

• Service Level The service level is a target specified by
management. It defines the performance objectives that the
inventory function must be capable of achiev-ing.

• The service level can be defined in terms of an order cycle
time, case fill rate, line fill rate, order fill rate, or any
combination of the above.

• The performance cycle is the elapsed time between the release
of a purchase order by a customer and the receipt of the
corresponding shipment.

• The performance cycle is the elapsed time between the release
of a purchase order by a customer and the receipt of the
corresponding shipment.

• Average inventories include cycle, safety stock, and transit in-
ventory components.

• Cycle Inventory Cycle inventory, or base stock, is the portion of
average inventory that results from the replenishment
process. At the beginning of a per-formance cycle, stock is at
a maximum level. Daily customer demands “draw off”
inventory until the stock level reaches zero.

• A replenishment order is initiated so that stock will arrive
before a stock out occurs. The replenishment order must be
initiated when the available inventory is greater than or equal
to the cus-tomer demand during the performance-cycle time.
The amount ordered for replen-ishment is called the order
quantity.

• The average inventory held as a result of the order process is
referred to as base stock.

• Another commonly used term to identify this aspect of
inventory is lot size stock.

• Transit Inventory It, which represents stock that is either
moving or awaiting movement in transportation vehicles.
This portion of total inventory is referred to as transit or
pipeline inven-tory
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• From a logistics management perspective, transit inventory
introduces two sources of complexity into the supply chain.
First, transit inventory represents real assets and must be
paid for, even though it is not accessible or usable. Second,
there has typically been a high degree of uncertainty
associated with transit inventory because shippers were
unable to determine where a transport vehicle was located or
when it was likely to arrive.

• Safety Stock Inventory The second part of average inventory is
the stock held to protect against the impact of uncertainty on
each facility. This portion of inventory is called safety stock. Safety
stock inventory is used only at the end of replenishment cycles
when uncertainty has caused higher than expected demand or
longer than expected performance-cycle times.

Now again I am going to ask you few terms that we know as
component of inventory carrying cost.

Capital Cost
• Taxes Some locations tax inventory as property while it is

held in distribution facilities. The tax rate and means of
assessment usually differ by location. Typi-cally, the tax cost is
a direct levy based on the inventory level on a specific day of
the year or average inventory level over a period of time.
Some locations do not assess any inventory tax.

• Insurance cost is a direct levy normally based on estimated risk
or exposure over time. Risk and exposure depend on the
nature of both the product and the storage facility. For
example, high-value products that are easily stolen and
hazardous products that are combustible result in relatively
higher insurance cost. Insurance cost is also influenced by
facility preventative characteristics such as security cameras and
sprinkler systems.

• Obsolescence is the deterioration of product in storage and is
not covered by insurance. The cost calculations are based on
past experience in terms of the amount of product that
must be marked down, given away, or de-stroyed.

• Storage cost covers facility expenses related to product
holding rather than product handling. The cost must be
allocated to specific products since it is not related directly to
inventory value.

Planning the Inventory Resource
The previous sections reviewed inventory’s role in the value-
added process and documented the cost of holding or
maintaining inventory. This section describes the key parameters
and procedures for planning inventory. The discussion focuses
on three issues: when to order, how much to order, and
inventory control proce-dures.

Determining Order Point (When to
Order?)
As discussed earlier, the reorder point determines when a
resupply shipment should be initiated. The reorder point,
which is defined by item and distribution center, can be
specified in terms of units or days of supply.
This discussion focuses on determining reorder points under
conditions of de-mand and performance-cycle certainty. The

certainty conditions imply that future demands and perfor-
mance-cycle lengths are known.

The basic reorder point formula is

R=DxT

where R = reorder point in units

D = average daily demand

T = average performance-cycle length

To illustrate this calculation, assume demand of 10 units/day
and a 20-day per-formance cycle. In this case,

= 10 units/day X 20 days = 200 units
The use of the reorder point formulations discussed above
implies that the resupply shipment will arrive just as the last
unit is shipped to a customer. This approach is satisfactory as
long as both demand and performance cycles are certain. When
there is uncertainty in either demand or performance-cycle
length, an inventory buffer is necessary to compensate for the
uncertainty. The buffer, which is usually called safety stock,
handles customer demands during longer than expected
performance cycles or above average daily demand. When this
buffer stock is necessary for conditions of uncertainty, the
reorder point formula is

R = D X T + SS

where R = reorder point in units

D = average daily demand

T = average performance-cycle length

SS = safety or buffer stock in units

Determining Lot Size (How Much?)
The lot sizing concept balances the cost of maintaining
inventories against the cost of ordering. The key to understand-
ing the relationship is to remember that average inventory is
equal to one-.half the order quantity. Therefore, the larger the
order quantity, the larger the average inventory and, conse-
quently, the greater the main-tenance cost per year. However, the
larger the order quantity, the fewer orders required per planning
period and, consequently, the lower the total ordering cost. Lot
quantity formulations identify the precise quantities at which the
annual com-bined total cost of ordering and maintenance is
lowest for a given sales volume.
Below figure illustrates the basic relationships. The point at
which the sum of ordering cost and maintenance cost is
minimized represents the lowest total cost. The above discus-
sion presents the basic lot sizing concepts and identifies the
fundamental objectives. Simply stated, the objectives are to
identify the ordering quantity or period that minimizes the total
cost of inventory maintenance and ordering.

Rupees

                               Number of order per year
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Figure describing the relationship between number of orders
and rupees
Economic Order Quantity The economic order quantity (EOQ)
is the re-plenishment order quantity that minimizes the
combined cost of inventory main-tenance and ordering.
Identification of such a quantity assumes that demand and
costs are relatively stable throughout the year. Since an EOQ is
calculated on an individual product basis, the basic formulation
does not consider the impact of joint ordering of products.
EOQ extensions are discussed later in this chapter.
The most efficient method for calculating economic order
quantity is mathe-matical. Earlier in this chapter a policy
dilemma regarding whether to order 100, 200, or 600 units was
discussed. The answer can be found by calculating the applicable
EOQ for the situation. Table given in box contains the
necessary information.
To make the appropriate calculations, the standard formulation
for EOQ is

2CoD/CiU EOQ =

Where EOQ = economic order quantity (EOQ)
CO = cost per order
Ci = annual inventory carrying cost
 D = annual sales volume, units
U = cost per unit
Substituting from Table 8-4,
Annual demand Volume 2,400 units
Unit Value at Cost Rs 5.00
Inventory carrying cost %age 20% annu
Ordering Cost       Rs.19.00/order

5.00 x 0.20 / 2400 x 19 x 2  E.O.Q=

Box  1

       Annual demand Volume 2,400 units
        Unit Value at Cost Rs 5.00
         Inventory carrying cost %age 20% annu
        Ordering Cost Rs.19.00/order

Total ordering cost would amount to Rs152 (2400/300 X $19.00)
and maintenance cost Rs150 [300/2 X (5 X 0.20)]. Thus, after
rounding to allow ordering in multiples of 100 units, annual
reordering and maintenance costs have been equated.
To benefit from the most economical purchase arrangement,
orders should be placed in the quantity of 300 units rather than
100, 200, or 600. Thus, over the year, eight orders would be
placed, and average base inventory would be 150 units. An
EOQ of 300 implies that additional inventory in the form of
base stock has been introduced into the system. Average
inventory has been increased from 100 to 150 units on hand.
While the EOQ model determines the optimal replenishment
quantity, it does require some rather stringent assumptions that

constrain its direct application. The major assumptions of the
simple EOQ model are:
1. Satisfaction of all demand
2. Continuous, constant, and known rate of demand
3. Constant and known replenishment performance-cycle time.
4. Constant price of product that is inde-pendent of order

quantity or time (i.e., no purchase quantity or transportation
price discounts are available)

5. Infinite planning horizon
6. No interaction between multiple items of inventory
7. No inventory in transit
8. No limit on capital availability. The constraints imposed by

some of these assumptions can be over-come through
computational extensions, as discussed next. However, the
EOQ concept illustrates the importance of the trade-offs
associated with holding and acquisition cost.

EOQ Extensions While the EOQ formulation is relatively
straightforward, there are some other factors that must be
considered in actual application. The most persistent problems
are those related to various adjustments necessary to take
advantage of special purchase situations and unitization
characteristics.
Three typ-ical adjustments are volume adjustment., Quantity
discounts Other adjustments

Volume Transportation Rates
In the EOQ formulation discussed previously, no consider-
ation was given to the impact of transportation cost on order
quantity. When products are purchased on a delivered basis and
the seller pays transportation cost from origin to the inventory
destination, such neglect may be justified. The seller is respon-
sible for the shipment until it arrives at the customer’s place of
business. However, when product ownership is transferred at
origin, the impact of transportation rates on total cost must be
considered when determining order quan-tity.
As a general rule, the greater the weight of an order, the lower
the cost per pound of transportation from any origin to
destination. A freight-rate discount for larger-size shipments is
common for both truck and rail and is found in most transpor-
tation rate structures. Thus, all other things being equal, an
enterprise naturally wants to purchase in quantities that
maximize transportation economies. Such quantities may be
larger than the purchase quantity determined using the EOQ
method. Increasing order size has a twofold impact on
inventory cost. Assume for purposes of illustration that the
most desirable transportation rate is obtained when a quantity
of 480 is ordered as compared to the EOQ-recommended
order of 300 calculated earlier.5 The first impact of the larger
order is to increase the average base inventory from 150 to 240
units. Thus ordering in larger quantities increases inventory-
carrying cost.

Rates
In the EOQ formulation discussed previously, no consider-
ation was given to the impact of transportation cost on order
quantity. When products are purchased on a delivered basis and
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the seller pays transportation cost from origin to the inventory
destination, such neglect may be justified. The seller is respon-
sible for the shipment until it arrives at the customer’s place of
business. However, when product ownership is transferred at
origin, the impact of transportation rates on total cost must be
considered when determining order quan-tity.
As a general rule, the greater the weight of an order, the lower
the cost per pound of transportation from any origin to
destination. A freight-rate discount for larger-size shipments is
common for both truck and rail and is found in most transpor-
tation rate structures. Thus, all other things being equal, an
enterprise naturally wants to purchase in quantities that
maximize transportation economies. Such quantities may be
larger than the purchase quantity determined using the EOQ
method. Increasing order size has a twofold impact on
inventory cost. Assume for purposes of illustration that the
most desirable transportation rate is obtained when a quantity
of 480 is ordered as compared to the EOQ-recommended
order of 300 calculated earlier.5 The first impact of the larger
order is to increase the average base inventory from 150 to 240
units. Thus ordering in larger quantities increases inventory-
carrying cost.
The second impact is a decrease in the number of orders
required. The decreased number of orders increases the
shipment size, which provides better transportation economies.
To complete the analysis, it is necessary to formulate the total
cost with and without transportation savings. While this
calculation can be directly made by modification of the EOQ
formulation, comparison provides a more insightful an-swer.
The only additional data required are the applicable freight rates
for ordering in quantities of 300 and 480. Box 2 given below
provides the data necessary to complete the analysis.

Box 2

       Annual Demand volume  2400 units
        Unit Value at cost  Rs 5.00
        Inventory carrying cost %age       20% Annually
        Ordering cost  Rs19.00per order
       Small shipment rate  Rs 1.00 per unit
        Large Shipment rate  Rs 0.75per unit

The second impact is a decrease in the number of orders
required. The decreased number of orders increases the
shipment size, which provides better transportation economies.
To complete the analysis, it is necessary to formulate the total
cost with and without transportation savings. While this
calculation can be directly made by modification of the EOQ
formulation, comparison provides a more insightful an-swer.
The only additional data required are the applicable freight rates
for ordering in quantities of 300 and 480. Box 3 provides the
data necessary to complete the analysis.
The impact of volume transportation rates on total cost of
procurement cannot be neglected. In the example above, the
equivalent rate per unit dropped from Rs to Rs 0.75, or by 25
percent. The cost-per-hundredweight range from minimum
weight L TL to carload minimum weight may significantly

exceed this 25 percent figure. Thus any EOQ must be tested for
transportation cost sensitivity across a range of weight breaks if
transportation expenses are the buyer’s responsibility.
A second point illustrated in the data of Box 3 is the fact that rather
sub-stantial changes in the size of an order and the number of
orders placed per year resulted in only a modest change in the total
cost of maintenance and ordering. The EOQ quantity of 300 had a
total annual cost of Rs 302, whereas the revised order quantity had
a comparative cost of Rs 335. EOQ formulations are much more
sensitive to significant changes in order cycle or frequency. Likewise,
substantial changes in cost factors are necessary to significantly affect
the economic order quantity.

Box 3

                                Alternative 1      Alternative2
                                    (q=300)              (q=480)

           Inventory carrying cost       Rs 150    Rs 240
          Ordering cost                            152                      95
          Transportation cost                2400        1800
          Total cost                     Rs   2702  Rs  2135

Finally, two factors regarding inventory cost under conditions
of origin purchase are noteworthy. (Origin purchase means that
the buyer is responsible for freight cost and product risk when
the product is in transit.) First, the buyer assumes full risk on
inventory at time of shipment. Depending on time of required
payment, this could mean that transit inventory is part of the
enterprise’s average inventory and therefore subjected to an
appropriate charge.6 It follows that any change in weight break
leading to a shipment method with a different in-transit time
should be assessed the added cost or savings as appropriate in a
total-cost analysis.
Second, the transportation cost must be added to the purchase
price to obtain an accurate assessment of the value of goods
tied up in inventory. Once the inventory has been received, the
amount invested in the product must be increased by the
transportation expenses. Inventory carrying cost should then be
assessed on the combined cost of the item plus transportation.

Quantity Discounts
Purchase quantity discounts represents an EOQ extension
analogous to volume transportation rates. Box 4 illustrates a
sample schedule of discounts.

Box 4

Cost (Rs)        Quantity Purchased
5.0 1-99
4.50 100-200
4.0 201-300
3.50 301-400
3.00 401-500

Quantity discounts can be handled directly with the basic EOQ
formulation by calculating total cost at any given volume-related
purchase price to determine associated EOQs. If the discount at
any associated quantity is sufficient to offset the added cost of
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maintenance less the reduced cost of ordering, then the quantity
discount offers a viable alternative. It should be noted that
quantity dis-counts and volume transportation rates each affect
larger purchase quantities. This does not necessarily mean that
the lowest total-cost since it represents a fixed cost once the
decision is made to replenish product. If it is decided to use a
private fleet to transport replenishment product, the enterprise
should fill the truck regardless of the EOQ. It does not make
sense to transport a half-empty truck simply so that the order
quantity represents the EOQ.
Another consideration when establishing the order quantity is
the unitization characteristic. Many products are stored and
moved in standard units such as cases or pallets. Since these
standardized units are designed to fit transportation or han-
dling vehicles, there may be significant diseconomies when the
EOQ is not a unit multiple. As an example, suppose that a
pallet can hold 200 units of a specified product. Using an EOQ
of 300 units would imply shipments of 1.5 pallets. From a
handling or transportation utilization perspective, it is probably
more effective to order one or two pallets either alternatively or
permanently. Standard unit multiples should be considered
when determining EOQ.

Other EOQ Adjustments
A variety of special situations may occur that will require
adjustments to the basic EOQ. Examples are:
1. Production lot size
2. Multiple-item purchase
3. Limited capital
4. Private trucking. Production lot size refers to the most

economical quantities from a manufacturing perspective.
Multiple-item purchase describes situations when more than
one product is bought concurrently, so that quantity and
transportation discounts must consider the impact of
product combinations. Limited capital refers to situations
with budget limitations for total inventory investment. Since
the product line must be satisfied within the budget
limitations, order quantities must recognize the need to
allocate the inven-tory investment across the product line.

Discrete Lot Sizing
Not all resupply situations operate with uniform usage rates like
those in the previous EOQ computations. In many manufac-
turing situa-tions, the demand for a specific component tends
to occur at irregular intervals and for varied quantities. The
irregular nature of usage requirements is a consequence of
demand being dependent upon the production schedule. That
is, the required assembly parts must be available at the time
manufacture occurs. Between require-ment times, no need exists
to maintain component inventory in stock if it can be obtained
when needed. Inventory servicing of dependent demand requires a
mod-ified approach to the determination of order quantities,
referred to as discrete lot sizing. Identification of the technique as
“discrete” means that the procurement objective is to obtain a
component quantity equal to the net requirements at a specific
point in time. Because component requirements fluctuate,
purchase quan-tities using discrete lot sizing will vary between

orders. Varieties of lot sizing techniques are available. The
options of
1. Lot-for-lot sizing
2. Period order quantity
3. Time-series lot sizing are discussed next.

Lot-for-Lot Sizing
The most basic form of discrete ordering is to plan pur-chases
to cover net requirements over a specified period. No consider-
ation is given to the cost of ordering under lot-for-lot sizing. In
one sense, the lot-for-lot technique is pure dependent-demand-
oriented, since no ordering economies are considered. The order
quantity exactly matches manufacturing or demand quantity.
The basic technique is often used when the item being pur-
chased is inexpensive and the requirements are relatively small
and irregular. Lot-for-lot sizing often uses elec-tronic order
transfer and premium transportation to minimize processing
and deliv-ery time.

Period Order Quantity
The period order quantity (POQ) technique builds on the EOQ
logic. Here, three steps are performed to accomplish component
procure-ment. First, the standard EOQ is calculated. Second, the
EOQ quantity is divided into forecasted annual usage to
determine order frequency. Third, the number of orders is
divided into the relevant time period (e.g., fifty-two for weeks or
twelve for months) to express the order quantity in time periods.
To illustrate, let’s work with an EOQ of 300 and a forecast of
2,400. To adjust to a twelve-period year, the POQ technique
would be as follows:

EOQ = 300
FORECAST = 2400
ORDERS PER YEAR = 2400 / 300

       = 8.00
                 ORDER INTERVAL = 12 / 8.00
                                                       =1.5 months
Under the POQ application, orders are planned approximately
every six weeks. The typical order is 300 units unless usage
deviates from planned quantity and requires a “catch-up” or
“light” re supply order.
The main advantage of the POQ approach is that it considers
inventory-carrying cost and thereby minimizes inventory
carryover. The disadvantage is that similar to the basic EOQ,
POQ also requires stable demand to realize its full potential.

Time-Series Lot Sizing
The fundamental objective of time-series lot sizing is to
combine requirements over several periods to arrive at procure-
ment logic. The time-series approach is dynamic because the
order quantity is adjusted to meet current requirement esti-
mates. This is in contrast to basic EOQ, which is static in the
sense that once the order quantity is computed, it continues
unchanged for the demand-planning horizon.
The key to dynamic lot sizing is that requirements are expressed
in varying quantities across time rather than in usage rates per
day or week, as is typical of the basic EOQ. Given substantial
usage fluctuation, fixed order quantities are replaced by a lot
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sizing system that can calculate an economical order given
changing and intermittent usage. Three such techniques are
widely discussed in the literature and are briefly reviewed here:
least unit cost, least total cost, and part period balancing.

Least Unit Cost
It seeks to identify a combination of requirements over a
number of periods resulting in the lowest cost per SKU.
Starting with initial period net requirements, each future
period’s per unit requirements are evaluated to determine a
combined quantity for a given number of periods in which the
unit cost is minimized. The least-unit-cost approach essentially
evaluates purchasing require-ments in incremental number of
weeks of supply into the future.
The first week considers one week of supply. The analysis then
considers adding a second week. Unit cost-including quantity
discounts, ordering cost, inventory-carrying cost, and transpor-
tation cost-is evaluated for each option.
While the discount, ordering, and transportation costs will cause
average unit cost to decline as more periods are added, inventory-
carrying cost will increase as more time periods are added because
of the additional inventory. Thus, order quantities and order
frequency will vary substantially under the least-unit-cost
technique. While this approach does provide a way to overcome
the static features of EOQ and POQ, the technique may cause
unit costs to vary widely between time periods.
The least-total-cost approach seeks the quantity that minimizes
total cost for successive periods. In this sense, least total cost,
which is the balancing of ordering and carrying, is similar to
EOQ in objective. The fundamental difference is that order
interval is varied to seek the least total cost. The calculation is
based on a ratio of ordering to carrying cost (CdCi), called the
economic part period. The economic part period defines the
quantity of a specific component that, if carried in inventory for
one period, would result in a carrying cost equal to the cost of
ordering. The least-total-cost technique selects order sizes and
intervals that most nearly approximate the economic part-
period calculation. Thus, order sizes remain fairly uniform;
however, substantial differences do occur in elapsed time
between order placements. The least-total-cost technique
overcomes the failure of the least unit cost to consider trade-
offs across the overall planning period.
Part-period balancing is a modified form of the least-total-cost
technique that incorporates a special adjustment routine called
look-ahead look-back.
The main benefit of this feature is that it extends the planning
horizon across more than one ordering point to accommodate
usage peaks and valleys when calculating order quantities.
Adjustments are made in order time or quantity when a
forward or backward review of more than one order require-
ment indicates that modifications to the economic part-period
may be beneficial. The typical procedure is to first test the look-
ahead feature to determine if more time results in
approximation of the economic part-period quantity. Look-
back is typically utilized if look-ahead leaves the lot size
unchanged. In this sense, look-back means that a future order,
which under the economic part-period rule would normally be

scheduled for delivery during the fourth period, should be
advanced if earlier delivery would reduce total cost. The net
result of incorporating the look-ahead/look-back feature is that
it turns the application of the economic part-period concept
into a simultaneous review of multiple periods.

Questions For Self-Analyzation
Q. 1. How does inventory functionality; related to

uncertainity, differ from geographic specialization,
decoupling and supply-demand balancing?

Q. 2. What Impact does the cost of carrying inventory show
on the traditional profit & loss statement of the
enterprise?

Q. 3. Describe the difference between demand and
replenishment cycle, uncertainty, and identify the
activities that can be performed to reduce the uncertainty.

Q. 4. Compare and contrast economic and discrete lot sizing.
Q. 5. Discuss the major inventory management goals. Why

should management consider profitable allocation as
goals?

Q. 6. Discuss difference between discrete and EOQ lot sizing.

Tutorial
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Exporters should formulate value rich offers to be made to the
prospective buyers in the foreign markets. The exporters can
gain an edge over their competitors and secure business if their
offer is better than the best. This requires creativity in the
formulation of the offer. The famous four P’s (product, price,
place and promotion) of marketing provide the framework of
various decisions to formulate the value rich offer. In relation to
the product, creativity is not only in regard to the basic product
design, finish, use of various materials, quality specifications etc.
but also in terms of labelling and packaging of the product.
Besides, the exporter can turn the growing awareness with
regard to protection of environment from pollution into a very
effective promotional tool in the foreign markets. The issues
relating to environment protection, use of eco- labels and
environment friendly packaging has occupied the central place in
the area of international business during the later half of the
decade of 90’s. Packing of the export cargo and proper marking
on the export boxes are’ equally important.
 The logistics of execution of the export order suggests that
once the goods have been procured and processed and/ or
manufactured for the purpose of export, then the exporter
should turn to the issues relating to labeling and packaging. The
decision-making processes involved in procurement of
materials/ goods and mobilization of adequate amount of
financial resources have been discussed in the preceding
chapters. The functions relating to labelling, packaging, packing
and marking are in essence, the marketing functions and the
exporters should view them in this perspective to be successful
in the export markets. The present chapter addresses these
issues and provides a practical insight into this aspect of
marketing of the goods.

Labelling Function
Labelling is the process of fixing labels on the export product.
Its main purpose is to inform the consumer essential details in
respect of the product as regards its quantity, quality, how to use
and maintain it. Many a time, the foreign buyers insist on
inclusion of a particular type of label to comply with the
regulations of their countries. Different countries have different
regulations as regards labelling of the product. One of the
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most common regulations is in respect of origin of the goods
i.e. a product must carry the label to indicate the country in
which it has been manufactured.
• For example, in Germany the label must indicate the quality

of the material used on the label. Thus, if a garment is made
of 100% cotton fabric, then the label fixed on the garment
should state that it is made of 100% cotton.

• In Oman, law prohibits use of adhesive labels. Each label
has to be printed both in English and Arabic language.

• In Canada, the label on each package should be printed both
in English and French and it should contain the mandatory
information about name of the product and its type,
weight/size of the product, country of origin, and address
of the manufacturer and lot number of the consignment
with date of manufacture.

The exporter should thus, ascertain the legal requirements as
regards labelling of the product as applicable in different
countries and plan for the commercially useful information to
be given on the product.

Check List of Information on a Label
• Every label should contain the following information:
• Information to satisfy the legal requirements of a particular

country. Instructions for    taking care of the product.
• Dimensions of the product i.e., size, weight, thickness etc.
• Inputs used i.e., the contents of the materials used in the

manufacture of the product.
• Instructions for the use of the product.
• Country of origin.
• Name and address of the manufacturer.
• Lot number of the consignment
• Date of manufacture and date of its expiry.
•  Brief information about those who made it. It is particularly

relevant in the case of items of handicrafts or other creative
items.

Forms of Labels
1 Labels on the products may assume any of the following

forms: Strip of cloth
2 Card label
3  Adhesive sticker
4 User’s manual

Features of Good Quality label
A good quality label has the following features:
1 It includes all the relevant information.
2 It is printed in the language of the importer’s country.
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3 It is appropriate to the product. For instance, a label in the
form of adhesive sticker on a leather purse or     on a
wooden article would not be appropriate, as it would
damage the product.

4. It should be developed taking into consideration the colour
and shape preferences of the prospective buyers.

Labels for the Textile Products
The exporters should devise the labels depending upon the
requirement of the product. There are no special or specific
norms to guide the contents of a label. A set of general
guidelines for the preparation of labels has already been
provided in the preceding section. As far as garments and
textiles are concerned, there is a need for special type of labels,
which should include the symbol for textile care. The Federal
Trade Commission of USN has specified in the care labelling
rule in regard to textiles and garments that each care label should
include the instructions with regard to how to take care of

garments, appropriate temperature settings and the warnings
with regard to the use of the garments and the textiles. The
Federal Trade Commission of USA introduced the new
labelling system with effect from July 1, 1997. This new system
gives option to the manufacturer of garments and textiles to
make use of symbol on care label instead of written instruc-
tions. The American Society has developed these labels for
Testing and Materials. These symbols relate to washing,
bleaching, drying, ironing and dry cleaning.
The International Association for Textile Care Labelling known
as GINETEX had also developed a set of textile care symbols,
which have been in use w.e.f.lst January 1986. These symbols
for textile care adopted by the 13 member countries of
GINETEX have come to be accepted as International Symbol
for Textile Care. These countries are Austria, Belgium/Luxem-
bourg, Finland, France, Great Britain (U.K), Italy, Israel, New
Zealand, Portugal, Spain, Switzerland, The Netherlands and
Germany. These International symbols for textile care are given
in Figure given below.
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Labels and Preferences for Colors,
Numbers and Shapes
While designing the labels, the exporters should keep in mind
the preferences of the consumers with regard to colors,
numbers and shapes. People in different countries have their
preferences with regard to the impact of colors, numbers and
shapes with regard to labels and packages. Though it sounds
superstitious yet it is a fact that people across different parts of
the world shy away from those products which are made of
shapes or colors schemes, which they think, have ‘negative
effect’, on their minds would not necessarily improve the sales
but it would not shy them on their minds. It should however,
be clearly understood that use of colors or labels or numbers
on the products/packages which people think have a ‘positive
effect’ on their minds would not necessarily improve the sales
but it would not shy them away from such products. Some of
the colors, numbers and shape preferences of I people in
different countries are described in the following paragraphs.
• The colour black is considered, to have negative impact on

the people in countries such as Singapore, Malaysia, Libya,
Japan, countries in the Middle East, Greece, I Argentina and
other countries in Latin America.

• The colour purple has negative impact on the minds of
people in Italy whereas colors with soft tones are considered
to have positive impact.

• The colour green is welcomed across the countries in Muslim
I communities.

• Combinations of red and white and gold and silver are
preferred colors in Japan.

• The colour red is perceived to have negative impact on the
minds of people in the Africa region. Bright colors have
positive impact on the minds of the people in Peru,
Surinam, Hong Kong, Korea, Taiwan, Greece and Malaysia.

The number 13 is perhaps the most hated number across
different countries of the world such as Japan, Hong Kong,
Korea, Taiwan, Germany, Denmark, Greece, Romania, Latin
America, Malaysia, Singapore, and Egypt etc. Many people view
this number, as a symbol of bad luck and the exporters should
avoid this number while numbering the packages. Surprisingly,
the number 17 is considered to have negative impact in Italy
and number 7 or any other number ending with 7 is considered
to be a number of bad luck in Kenya. The even numbers are
preferred in Hong Kong, Korea and Taiwan whereas some of
the numbers like 1, 3, 5 and 8 are viewed as numbers with
positive effect in Japan.
Triangular shapes of packages are not preferred in Korea and
Taiwan. Round and square shapes of packages are preferred in
Hong Kong and amongst the people in Middle East. Egyptians
prefer pyramid shaped packages.

Packaging and Packing
 Packaging refers to a container in which the product reaches the
end use consumer. It is a part of the presentation of the
product and stays right till the customer takes it from the retail
store. It should not be confused with packing. Packing refers to
the external protective covering used for the safe transportation
of the goods to the importer. For example, plastic box used to

pack a set of embroidered handkerchiefs is an example of
packaging. On the other hand, the corrugated fireboard boxes,
which are used for packing the plastic boxes for their safe
transportation to the importer in the foreign country, would
represent packing.
Packaging plays a very important role in the marketing of a
product; it is a part of the augmented product. The augmented
product is that part of the product which deals with adding
new features to the basic product in order to exceed the
customer expectations. These features take the form of
packaging, delivery arrangements, warehousing, customer advice
etc. in order to add value to the product. As a matter of fact, the
competition between the exporters at the foreign market place is
not in relation to the core product or its basic tangible features
but it is about the augmented product. For instance, an
expensive chessboard offered to a customer wrapped in the old
newspaper is very likely to lose out to an identical chessboard set
neatly presented in a nice matching box. In the latter case, the
packaging makes it a more valuable product and offers more
‘value’ to the customer.

Functions of Packaging
Packaging of goods for exports performs the following
functions:
1 The product is broken down into saleable units in terms of size

or weight or any other dimension relevant to that product.
2  It protects the product during transportation, storage,

display and use.
3  It conveys a message about handling of the product to the

transporter /buyer consumer during transport, storage,
display and use.

Packaging Design
The design of the packaging should be developed very carefully
to ensure that: Proper
• Protection is provided to the product.
• The product is environment friendly to produce and dispose

off.
• It is safe to handle during transportation.
• It is economical to produce, handle and store.
• It is very attractive when displayed.
• It is convenient and safe to use in compliance with the

relevant standards of the target export market.
It should be understood that primary packaging of the product
performs the function of the silent sales man. It should appeal
to the prospective consumer and satisfy his desire to use a better
quality product. The total package design (comprising of
material, size, shape, colour, text, graphics and logo) should be
such that it provides:
A. Proper perception and expectations about the product.
B. Convenience and efficiency in use. .
C. It should be faultless.
The exporter should also keep in mind the product and the
target group 01 customers while designing the primary packag-
ing of the product.
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Packaging Materials and Kinds of
Packaging

Packaging Material
There are various types of materials available for packaging of
the goods. These materials are paper, plastics, wood, cardboard
etc. Selection of the packaging mate-rials should be made
keeping in view primarily the specifications given by the
importer because he has to plan further for consumer packaging
of the goods. Broadly, the selection of the packaging materials
would depend upon the following factors:
1 Product characteristics
2 Transportation and storage methods.
3 Climate and culture.
4 Standards and environmental considerations.
5 Market position.
The type and quality of the packaging is specific to the given
product. For example, certain products such as garments, shoes,
textiles etc. are sold to the consumers without any packaging.
They are usually displayed without any packaging at the retail
stores. Such goods do not require very expensive packaging. The
exporters have to ensure that the packaging used by them
should be such that it prevents the products from getting dirty.
These goods are often packaged in polyethylene bags.
Card board boxes are used for the packaging of items such as
sets of glasses or tableware, decoration with several delicate
parts, pairs of candle holders, glass vases, delicate statuettes etc.,
to ensure that they are not damaged and their appearance is not
spoiled during handling and display.
Expensive products and gift items such as jewellery require a
high standard of packaging. In fact, the more expensive or
exclusive the product, the more justified high quality and more
expensive the packaging is.

Kinds of Packaging
Depending on the use of packaging materials, the packaging for
export products can be classified into the following categories:
1. Plastic packaging
2. Paper based packaging
3. Combined plastic and cardboard packaging.
4. Miscellaneous packaging

Plastic Packaging
The various kinds of plastic materials are used for packaging of
the export products. The most common plastic materials used
for packaging are polyethylene (PE) and polypropylene (PP).
Polyethylene film has two main varieties of consumer packaging
namely, low density polyethylene (PE-LD) film and high-
density polyethylene (PE-HD).
PE-LD film is used for making plastic bags, shrink wrapping
and stretch wrapping. This film is very useful to provide
protection against moisture and dirt. It does not however,
provide any mechanical protection. The exporters can use the
plastic bags made of PE-LD films for wrapping articles to
package products like T-shirts, table cloths, napkins, leather
hand bags etc. These products are placed inside the plastic bags,
which are transparent and are suited for retail display.

In shrink-wrapping, a specially treated film is loosely wrapped
around the product(s) and then shrunk with heat to form a
tight package. This kind of wrapping is suitable for solid
products like sets of drinking glasses, a group of egg-cups, sets
of table mates and so on.
In stretch wrapping, a thin film is tightly wound around the
product, often in several layers. When the wrap is completed,
the stretched film tries to return to its original size, thereby
holding the product or group of products tightly in place.
 PE-HD  also used for making plastic bags because it provides
better resistance against moisture and fats than PE-LD. PE-HD
is more expensive than the PE-LD. Both the forms of plastic
films are environment friendly as they are easy to recycle.
The PP films are stronger than the PE films. It is better to use
bags made of pp films for packaging textiles and garments as
these can be printed or can be used in plain form as well. PP
films are better than PE films in terms of providing better
moisture protection but these films are more expensive.
Another alternative to PP films is polyvinyl chloride (PVC)
material. But from environmental point of view, PVE materials
should not be used, as these are not recyclable
Plastic boxes can be used especially as retail packages for jewellery
and other small, precious products. They are also well suited to
add appeal to products such as embroidered handkerchiefs or
tablecloths, souvenir dolls, etc. They come in square, oval or
round shapes; printed or plain.

Paper Based Packaging
Paper based materials are used as wrapping, as paperboard
cartons or corrugated fiberboard boxes. The various types of
paper can be coated with plastics, waxed or treated with anti
corrosion agents. Paper is either produced from virgin wood
fibers or recycled fibers. The former is stronger than the latter.
Paper wrappings provide protection against dust and light, but
do not provide mechanical protection.
Paper absorbs moisture when the surrounding air is more
humid than the paper, and it gives up ,moisture when the
surroundings are drier. Thus, paper wrappings can be used to
some extent as moisture protection inside the packages as well
to slow down the harmful effect of moisture in the air. One
should use tissue paper instead of newspaper to protect the
surface of products.

Paperboard Folding Cartons
Folding cartons made of different paperboard qualities can be
used as retail packaging for variety of reasons. Folding cartons
are economical; they can be shaped in almost unlimited number
of ways; they can be printed very decoratively; properly designed
cartons provide mechanical protection to products; they protect
products against dust and light, and are easy to handle in retail
shops. The most important property of such cartons is their
stiffness.

Paper Board Cans
The paperboard can is a form of paper based retail packaging,
which is quite inexpensive and is used to pack different types of
products. These cans can be lined inside with aluminum foil or
plastic films to provide additional protection against humidity.



133

Such cans are used for packaging toys, puzzles, games, tennis
balls and other sports goods.

Combined Plastic and Card Board
Packaging
There are three main types of packaging that combine paper-
board and plastic materials. These are as follows:
1 Skin packaging.
2 Blister packaging and
3 Plastic bags with a paperboard card.
These packages are used mainly for retail packaging of pens,
small toys, gift items lightweight souvenir articles. This type of
packaging has several advantages: the product is visible through
the plastic; the paperboard card can be printed to provide
information and to add sales appeal; especially small products
are not lost or stolen easily.

Skin Packaging
Skin packaging is a form of packaging where the product is first
placed on a paperboard card with heat seal coating. It is suitable
for products, which need protection against moisture and are
not very heavy or expensive. It is however, not suitable for
products which are sensitive to heat.

Blister Packaging
In this form of packaging, the product is first placed into a pre-
formed plastic blister. Then a paperboard card is attached to it.
Blister packaging can be used for a variety of products such as
toys, pens, textile articles and decorations etc. It should not be
used for those products, which are too delicate as there is always
some space for movement inside the blister. This might
damage the delicate product.

Plastic Bag with Paperboard Card
In this form of packaging, a paperboard card is attached to the
plastic bags through a hole in the bag. This adds sales appeal to
plain plastic bags and is always very cost effective. The paperboard
card can be printed on adding information and attraction. The
plastic bags can be made of any materials but PP film should be
preferred in the interest of better product presentation.

Miscellaneous Packaging
Exporter can make use of wood, textiles, straw, leaves or any
other locally available materials for packaging of the goods.
Specially made wooden boxes can be used to package traditional
ceramics, woodcarvings, various gift items, pieces of jewellery
etc. If wooden packaging is used as a gift or retail package, it has
to be made with as much care as the product itself. This means
that it should be smooth, clean, and dry, with any hinges or
locks well made and functioning. It is also important to pack
the product with sufficient cushioning material into a wooden
package, so that the product is not damaged during transport.
Before using wood as packaging material, one should always
check, whether there are any regulations concerning the treat-
ment or certification of wooden materials.
Paperboard cartons or boxes can be covered or lined with cloth
to give them a more decent appearance. Bags made of jute;
cotton, velvet or other fabric could be used for the packaging of
products, which do not need much protection. Baskets made

of local materials can also provide very attractive packaging for
handicraft products.

Preparing for Packaging
Packaging affects the image of the product and in turn would
affect the purchase decision of the buyer. Exporter should
ensure the use of quality packaging material for packaging of
the product. Quality packaging plays a very important role in
creating the image of a country. The transformation of the
image of Japan as a supplier of industrial goods owes to
quality packaging; so is true for South Korea, Singapore and
Hong Kong.

Packaging Has Two Components Namely,
Technical and Promotional
• The technical aspect of packaging is concerned with

protection of the product from moisture, heat, scratches,
mechanical shocks and so on. The exporter can ensure
technical protection by using appropriate plastic materials,
paper and the cushioning materials.

• The promotional aspect of packaging is concerned with
creating sales appeal through packaging by making use of
traditional patterns/designs of the country and by way of
illustration of the item using a combination of two or three
colour. The following steps should be taken to prepare the
product for packaging:

Clean all the products so that they are completely free of dust,
dirt or fingerprints.
It is especially important to remove fingerprints from polished
metal surfaces, as fingerprints may cause corrosion and stains.
Dry those products, which are, stains affected by humidity. The
drying should be done just before packing so that the humidity
in the air cannot penetrate the products again. Such products
are: articles made of wood, straw, paper, leather, and all textiles
and garments. In the case of painted or lacquered products it is
important to ensure that the paint is completely dry before
packing.
• Make sure that all parts of the product are there and that

articles in sets are complete.
• Make sure that possible stickers or other product labels are

correct and that they are
fastened so that removal of the labels by the end consumer
does not damage the product.

While preparing for packaging of the export products, the
exporter should aim at ensuring efficient packaging. It mini-
mizes the use of packaging materials and optimizes on the
container space. Besides, it should facilitate:
a. Product identification.
b. Handling, storage and display of the goods
c. Price markings, tags and bar codes
d. Opening of the package.
e. Disposability of transport and surrounding materials.

Principles Governing Packaging
The exporter should observe the following principles while
planning for packaging of the export products:
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1. There should be no compromise on the protective capacity of
the packaging.

2. It is good to save on packaging costs but it should not result
in any possible loss of sales, profit and goodwill due to
rejection by the buyer.

3. The exporter should anticipate the risks to the health of the
consumers due to the use of inferior packaging.

Packing of Goods
As explained above, packing of goods is concerned with placing
the goods in protective external covering to ensure their safe
transportation. Packing is a vital part of successful export
operation as it facilitates transportation of goods economically
over long distances; and their sales on arrival at the destination.
It plays an important role in improving the perception of
‘value’ of the product. A clean, correctly marked package i.e. easy
to handle, gives the impression of good quality of the product
and its exporter too. The package should be treated as the
business card of the exporter. Thus, the objective of packing
the goods for export should be to make packing’ as good as
necessary, and as economically as possible’.

Need for Packing : Risks in the Chain of
Transportation
The need for packing arises due to the fact that there are many
stresses and risks involved during the transportation of goods
from the exporter to the importer. These risks can be better
understood if one knows the links involved in the chain of
transportation of goods to their destination. The various steps
involved in the transportation of goods are as follows:
1 Stacking and storage of goods in the factory while waiting

for loading on the truck or freight container. The risk
involved at this stage is that if the boxes are weak then they
may not endure stacking of more boxes on each other and as
a consequence, there could be possible damage to the boxes
on the ground. Such possibilities are very strong in the case
of cardboard boxes. If there is a visible damage to the boxes
before they leave the exporter’s premises, they will certainly
not endure the vibra-tions and shocks during transportation
caused by bumps or pot holes on the roads etc.

2. The boxes are loaded onto the truck and are transported by
road to the nearest airport/sea port. At this stage, the
possible risk of damage to the goods may be caused
because of vibrations and shocks arising due to bad road
conditions. It should be ensured that the boxes in the truck
are not able to move inside and there are no empty spaces in
the truck otherwise, bumps in the roads or sudden brakes
would cause serious damage to the goods.

3 The boxes are unloaded and are stored at the airport/ seaport
for custom clearance before being loaded on to the plane/
container/ship. At this stage, manual unloading and
handling, breakage or damage due to humidity or damage
causes thep9ssiblerisk of the damage to the goods by insects
or rodents.

4 The goods are packed into the freight container or loaded on
the plane/ ship. The possibility of damage to the goods is
again caused due to poor handling, and stacking of the
goods. If the container is not properly inspected, cleaned and

repaired, there is risk of damage to the goods by insects or
rodents. The risk of damage to the goods is often
multiplied if the goods are sent                       as loose cargo
i.e. not in a freight container.

5.Sailing of the ship to the port of destination: During sailing,
the goods may be damaged due to stormy weather, waves,
heaves, twists and turns.

6.Unloading of cargo at the port of discharge. There are no
special risks involved at this stage.

7 Unloading of the containers at the port of discharge. If the
boxes have not been secured properly, some boxes may fall
out when the doors are opened - risk 01 damage of products
and risk of injury to the person opening the cargo. Manual
handling during unloading holds risks of its own.

8 The palletized goods are transferred with a forklift truck to a
warehouse. If the goods are sent to retail shops, they are
either transferred as pallet loads or as individual packages.
There is no special risk involved at this stage.

The main point here is that transport, handling and storage are
always more stressing and rougher than the packer thinks. This
should be kept in mind all the time when selecting packing for
goods.
Although sea transport is considered to be the roughest mode
of transport, one should not forget that risks are also involved
in air transport. Even if airfreight takes less time and is generally
not as rough as the sea freight, there are very rough points, such
as the landing of the aircraft and the handling of the goods on
the ground before they are loaded into the aircraft.
Thus, the exporter should plan for packing of the goods
keeping in view the risks involved in different stages in the
transport chain from exporter’s country to the importer’s
country.

Functions of Packing
The various functions of packing are as follows:
• It holds the product for the total duration of the transport

and distribution chain.
• It protects the product from getting broken or being

otherwise spoilt, from the time of manufacturing until the
product reaches its final user.

• It makes the transport and handling of the product as easy
as possible. The boxes that
are easy and quick to handle would be more competitive than
others in Europe because manual handling is costly there.

• It informs various people in the transport and distribution
chain about the ‘iden-tity’, destination of the product, and
how it should be handled and stored, recycled or disposed
of. If the product is sold in a retail package, this has to
contain informa-tion related to the product, its producer and
its handling.

• It is also the task of the packing to make the transport and
distribution of the producteconomical. This requirement
means that the total cost has to be considered - not only the
price of the packing. Total cost includes all costs from the
time when the product is manufactured until the product
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reaches the end-user and the empty package is recycled or
disposed of. When goods arrive at their destination, packing
is the first thing that the buyer sees. If the boxes look
untidy, damaged or dirty, the first impression of the
products and of the manufacturer is one of low value.

Dimensions of The Packing Boxes
The exporters should ascertain as to how the export boxes are
handled in the importing country. This would help the exporter
in planning for the dimensions of the boxes for packing of the
export cargo. For example in Europe, the pallets of the
standard sizes are used for storage of the export boxes. The
two main sizes of standard pallets are: 1200 x 1000 mm and
1200 x 800 mm. The shelves in warehouses are fitted to hold
these two sizes of the pallets.
In order to fit cartons on the standard pallets economically,
boxes and crates should be based on a module of 600 x 400
mm. This basic module fits the standard pallets economically
and without wasting (expensive) space. From a practical
standpoint, dimensions should be 550 x 330 mm (length x
width). The dimensions have to be smaller, because if the
boxes land over the pallet edge, the boxes, especially corrugated
fiber board boxes, will be damaged. Besides, if the load packed
on a pallet is larger than the pallet deck, there will be damage
and difficulties in the warehouse.
The size of the box or crate should never be bigger than 800 x
600 mm. The height of the boxes should ideally be 330 mm
and never more than 800 mm.
The basic module is the corner stone of distribution and
handling in Europe. Pallets, warehouse shelves and even retail
shop shelves are based on it. This means that if the dimensions
of the boxes are determined according to the basic module, its
multiples or sub-multiples, +they are easy and economical to
handle and store. The exporter can use this vital information
about the dimensions of the boxes to gain an edge over their
competitors in the market.

Questions For Self-analyzation
Q1 What is the purpose of labelling. How does it help in

promotion of exports?
Q2 What is the difference between Packaging and Packing?

Explain the various kinds of packing materials.
Q3 Packing influences the perception of an importer as

regards capability of the exporter to deliver the goods
in safe condition.” Do you agree? Explain.
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Transportation of Goods : Types of
Packing Boxes
There are different types of packing materials available for the
manufacture of the boxes for the transportation of the goods
from the exporter’s country to the importer’s country. Depend-
ing on the use of materials, the export boxes can be classified
into the following categories:
1. Corrugated fiberboard boxes
2. Wooden boxes and crates
3. Miscellaneous boxes such as gunny bags or-steel drums
1. Corrugated Fiberboard Boxes
Corrugated fiberboard boxes are the most commonly used
boxes for the transport packing of the goods for export. These
boxes are used for large number of products such as fresh fruits
and vegetables; consumer packed manufactured goods;
handicrafts; garments; household appliances; leather goods and
so on. Such boxes are equally good for export by both air and
sea. The advantage of these boxes is that these can be tailor
made even to the smallest possible sizes.
The different types of corrugated fiberboard are as follows:
1. Single faced board
2. Double faced board (Single wall)
3. Double faced board (Double wall)
Single faced board More than 90 % of all the corrugated boxes are
made of single wall or double-faced board. The single faced
double wall is used for heavy weight products. The weight of a
cardboard box should be about 30 kg and in no case, it should
exceed 50 kg. If it is essential to carry more weight, then the box
should be made in such a way that it enables mechanical handling.
Transport boxes can also be made of solid fiberboard. The
advantage of using the fiberboard is that it is easy to manufac-
ture; can be economically coated with various materials to make
it more resistant against moisture. Thus, if maximum protec-
tion against moisture is needed then the exporter should use
the boxes made of fiberboard.

Wooden Boxes and Crates
Though corrugated fiberboard boxes or the solid fiberboard
boxes have replaced wooden boxes for most products, yet
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wooden boxes and crates remain important alternatives for
transport packing for export. This is particularly true for heavy
and vulnerable products. The dimensions of the boxes should
be decided keeping in view the need for safe transportation of
the export product.
The exporter should be consider the following point as regards
the selection of wood for making the boxes:
1. Wood density: It is an important factor as it determines the

strength of the wood and how it holds the nails. One
should use wood with the densities varying between 350 kg
per cubic meter and 650 kg per cubic meter, as it will have
sufficient mechanical strength. Higher the density of the
wood, higher the strength of the wood; and vice versa.

2. Moisture content: The moisture content of the wood used
for packing should be around 20% as it would protect the
wood against decay by mould and decay or any other kind of
fungus. If the moisture content is more than 20% then the
wood should be first dried up before making the boxes.

3 Quality of the wood: It depends on the number of knots,
splits, decay or grain irregularities present in the wood. The
wood with faults in the form of knots, splits, and decay or
grain irregularities should not be used for transport packing
for export.

Type of nails: Proper quality of nails should be used, as the
holding capacity of the boxes would depend upon the holding
power of the nails. Grooved or threaded nails have the
maximum holding capacity. It should also be ensured that
correct number of nails is driven in the wood allowing for
proper spacing between two nails.

Miscellaneous Boxes
Sometimes, steel drums or the jute bags can also be used for
export packing. For example, liquids can be exported in the steel
drums and agricultural items can be transported in jute bags.

Containers for Transportation of Export
Cargo
The exporters can use containers for transportation of the
export boxes. The containers are available in different sizes on
hire. The standard lengths of the containers are 20 and 40 feet
but there may be variations as regards their height and width
and the load bearing capacity. The use of containers is very
advantageous as the goods can be saved from damage due to
mishandling or humidity or theft of goods. It should however,
be ensured that the freight container is properly and securely
packed (or stowed).
Before Stowing the Cargo Into the Container, The Follow-
ing Precautions Should Be Taken:

1. The container should be first made ready for stowing of the
cargo. Inspecting the container to ensure that should do this:

• There are no holes or cracks in walls and roof.
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• Its doors can be easily operated
• Its locking rods and handles function properly;
• There are no placards or labels remaining behind from the

previous cargo; the container is water proof and dry inside;
• It is clean, free of dirt and cargo residue and odorless; and
• There are no nails or other protruding objects present in the

container that might damage the cargo
2 It should be made sure that the boxes would not move

around inside the container during the transportation. If
this is not ensured then there is always a possibility of
product getting broken. The mobility of the boxes and even
the possible damage due to humidity can be prevented if
certain precautions are taken at the time of stowing the
container. These precautions are as follows:

• The space of the freight container should be utilized
completely if the cargo consists of boxes of the uniform size.

• In case it becomes unavoidable to leave some free space, then
boxes should be stacked in such a manner that the free space
is left in the middle of the con-tainer. The gap so created
should be closed with the strong wood, plywood, second
hand tyre, sand bags filled with waste paper or sawdust etc.,
to ensure that there remains finally no empty space in the
container. This would help prevent damage to the cargo due
to the movement of the boxes. In case it is not possible to
completely fill the open space then efforts should be made to
completely fill the floor space evenly and leave the empty
space towards the ceiling only. This ensures proper weight
distribution in the container.

• The heavy goods should never be loaded on the top of the
light or the fragile goods.

• The wooden boxes and corrugated fiberboard boxes should
be stacked sepa-rately in the container.

• The goods at the door end must be secured well to prevent
the packages from falling out when the doors are opened.

• In case the cargo is liable to cause condensation, the exporter
should use paper or other absorbent materials and place
them on the top of the cargo. One should never use plastic
sheets for this purpose.

• If the export cargo is sensitive to humidity then there is a
risk of condensation and damage due to mould (fungus
etc.), the ventilated container should be used. The boxes
should also be stacked in such a manner to permit proper air
circulation

Use of Cushioning Materials
The goods are likely to be damaged in the export boxes due to
shocks and vibration or moving around of the products in the
boxes during transport and handling of the goods. It is very
important to prevent such damage by using appropriate
cushioning material. There is a wide variety of materials
available for cushioning of the products in the export boxes for
transport. These materials are as follows:
• Corrugated board pads, separators and inserts to stabilize

the product inside their

• boxes. These materials absorb moisture and can become soft
in humid conditions. These are also easily recyclable and
therefore, widely accepted for cushioning.

• Use of inserts prevents knocking a product into each other
and stabilizes the item particularly the handicraft, the ceramics
or the glass products etc.

• Craft papers can be used as cushioning wraps. These are
known as environment friendly materials and are considered
to be better than the air bubble film and expanded
polystyrene loose-fill chips.

• Paper cushioning is used for a variety of products, such as
electric appliances, pocket calculators, glassware, handicrafts.
Since the length of the cushioning sheets is adjustable, the
material is well suited for wrapping of products with variable
form and size.

Moulded pulp cushioning is easily recyclable and made from
recyclable paper. It is use for a variety of products ranging from
fruits and vegetables to mobile phones.
Expanded polystyrene in moulded form, blocks and chips;
polyurethane form; formed polyethylene; air bubble films,
shredded paper; rubberized animal hair; coconut fibers etc.
Foamed or expanded plastics are at present the most widely
used cushioning materials in industrialized countries. Different
material densities are available to match each specific require-
ment. Plastic cushioning materials have begun to face tough
competition from paper-based cushioning, because of increas-
ing environmental concerns.

Prevention of Mould, Mildew And
Corrosion
The basic function of packing is to protect the goods during
transportation to their destination. One of the possible sources
of damage to the goods is due to mould, mildew and corro-
sion. The warm and humid conditions in the export boxes are
ideal conditions for the growth of mould, mildew and
corrosion. Products like textiles; garments, leather and all kinds
of products made from natural fibers such as paper, jute, straw
etc. are prone to these ill effects. Humidity may also cause
corrosion to the products made of metals and may stain and
discolor the leather products.
The exporters from warm or tropical climates such as India to
temperate or cold climates of Europe should take necessary
precautions to prevent the growth of mould, mildew and
corrosion caused by humidity. The following steps can be taken
to prevent damage to the goods due to humidity during the
transport and storage:
• Keep storage and transport times as short as possible.
• Keep storage rooms dry. For most products, a relative air

humidity of 50-60% is ideal.
• Make sure that all packing materials are dry. Especially wood

and corrugated cardboard can contain a lot of moisture,
which is drawn out of them during trans-port to drier
climates. Wooden packages and materials should ideally
have~ a moisture content of 12 - 14%, but in any case not
exceeding 20%. Corrugated fiberboard boxes should not
have a moisture content exceeding 8 - 10%.
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• Delicate products, such as textiles, garments and leather
products must be well dried just before packing, for instance
by ironing. Then they should be packed into plastic bags and
closed airtight. This requires that the bags are of good
quality, that they are not punctured and that the seams are
properly sealed.

• If plastic bags are not available sufficiently or in consistent
quality, the product should be wrapped first in a sheet of
clean tissue paper and then put into the bag. The tissue paper
absorbs some of the humidity and this reduces the harmful
effects of humidity. The use of tissue paper as moisture
absorbent material can be used for the packing of products
like shirts, leather bags, etc. if these are packed in humid
conditions and then transported by sea to countries with
cold climates.

If storage and packing in humid conditions cannot be avoided,
then the boxes made of paper based materials or the corrugated
fibreboard materials or plastic materials should be used as they
can be manufactured to have ventilation holes and are not
sealed airtight.
In the case of expensive products, it may be economical to use
special moisture absorbing agents inside the package (‘Silica Gel’
is one of the best known trade names). If these are used,
special attention has to be paid to use a sufficient amount of
the absorber for the specific package size.
There are also specially treated papers and plastic films or bags,
called VCI (=volatile corrosion inhibitors), developed mainly for
the protection of easily corroding machine parts, which can be
used to protect products from humidity. As these are expensive,
their use might be economical only for expensive products
The influence of humidity can also reduced by correctly stowing
the goods into the freight container

Procedure For Packing Goods
The first step in packing the goods for export is to select the
right kind of box for packaging the goods and then select the
right kind of box for transport of the goods. The aspects
relating to selection of packages have already been discussed. In
this section, the discussion is focussed on packing the goods for
transport. The exporters should ensure that the goods are
protected during transport and handling. This; requires a
detailed study of the products to determine the requirements
for packing the goods. Some of the products and the type of
protection needed by them are given below:

Product Types Requirements 

Textiles and garments Protection against Moisture, 
Insects, Dirt &Light 

Wooden products and 
Lacquer ware 

Protection against 
scratching, moisture, 
microbes, insects breakage & 
light. 

Leather products Protection against moisture, 
loss of flexibility by drawing, 
strain, & surface scratching. 

Stone ware, article of bones , 
glass ware , shells, ceramics 
etc. 

Protection against breakage 
 

Metal products Protection against corrosion, 
tarnishing, surface scratching 
& deformity in metel 
product due to pressure 

Paper products Protection against moisture 
& light 

Straw & similar product Protection against moisture 
& breakage. 
 

Jewellery `protection against getting 
loss or stolen & breakage. 

Actual packing can start as soon as the products have been
carefully prepared and all the necessary packing materials are
ready. The exporters should follow the points given below to
ensure that the customer gets the goods in good condition.
Articles with a delicate surface, such as polished metal, pol-ished
wood, leather, etc. should be protected from scratching by
wrapping them into a material with a soft surface. The wrap-
ping material can be e.g. polyethylene film, tissue paper or cloth.
The exporter should not use old newspaper for wrapping. It
has a hard surface, which may damage a delicate product. The
printing ink can also stain products.
When products are packed into retail packages and/ or transport
packages, it is important to make sure that the products cannot
move inside the package during transport. When there is no
empty space between the product and the packing, the combina-
tion is much stronger than when the packing alone has to
endure all the stacking and transport stresses.

Closing and Sealing of the Boxes
The exporter should be very careful at the time of closing of the
export boxes as most often bad closing is the most common
cause of packing failure. The export boxes can be closed using
the various closing materials namely:
1. Adhesives
2. Paper and plastic tapes
3. Stapling and stitching
4. Plastic and metal strapping
Self adhesive, plastic tapes are very much in use because of
easier application in closing and sealing of corrugated paper-
board boxes. It should be ensured that PVE material is not
used for plastic tapes for the simple reason that the PVE tape
creates difficulty in the recycling of corrugated fiberboard boxes.
Polypropylene (PP) tapes should be used in preference to PVE
as boxes with PP tapes do not present any problem in recycling
of the corrugated fiberboard boxes. The most common plastic
strapping used for fiberboard boxes is 13 mm wide PP
strapping with a thickness of 0.5 to 0.9 mm. The strappings
made of nylon and polyster endures tension longer than PP
material. Steal strapping should be used for heavier transport
packing such as wooden boxes and crates or fiberboard bins.

Cost of Packing
Packing and transport do not increase the value perception of
the export product (it is true for even the domestic market),
they do increase its cost and consequently the selling price. The
exporter should not use cheap packing materials as it may
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increase the chances of damage to the products due to breakage
of the boxes. This damage can be avoided by using better
quality packing materials and the standard size boxes. This will
be advantageous to the exporter as he would be able to make
more profits by cutting down on the cost of the damaged
goods. The following illustration will explain this point

lllustration
Two export firms- A&Company and B & Company - follow
two different packing

Policies as Given Below
A & Company : ‘we cannot afford to pay more for packing - our
normal transport damage is approximately 10%’.
B & Company : ‘Our packing policy is to ensure 0% damage to
the goods in order to satisfy better our customers.’ Company B
is thus, willing to pay more for improved packing and settle for
a smaller profit per product.
Both companies produce the same type of products with the
following cost and price structure: (per piece)

 A in Rs B in Rs. 
Manufacturing cost 100 100 

Packing cost 10 20 
Transport cost 10 10 

Cost price 120 130 

Manufacturer's profit 20 10 
Price at destination 140 140 

Projected profit 20 10 

Both the companies send an export shipment of 10,000 pieces
to an importer in France. Company A loses 1,000 pieces (=10%)
through damage during transport due to weak packing and
there is no loss for B& Company as it ensured strong and
quality packing by spending more on packing of the goods. The
profit statement of the two firms is as follows:

 A In Rs B In Rs. 
Total Export Price  L,400,000 1,400,000 
Less Transport Loss 1,400,000  -------- 
Net Revenue 1,260,000 1,400,000 
Less Cost Of The Product 1,200,000 1,300,000 
Actual Profit  60,000 100,000 
Actual Profit/Piece 6 10 

Thus, A& company earns a profit of Rs. 6 per product as
against the pro-jected profit of Rs. 20 and B &Company earns a
profit of Rs. 10 per product as projected. Thus, the loss to A &
Company is Rs 140,000. It will have to sell 7000 more pieces to
earn the projected profit of Rs. 20 per product. (140,000/20).
This is entirely due to the bad policy of A & Company, which
did not want to pay more for packing and has ended up losing
huge amount that would be spent to manufac-ture the
additional 7000 pieces. This is not the only loss for A &
Company; it will have difficulties in getting fresh orders, as the
buyers would form poor image of the company. They may start
buying from other exporters.

The above illustration very clearly highlights the importance of
using quality packing rather than cheap packing. It is thus, more
economical to use packing of sufficient quality rather than using
too cheap packing. There is no need to overdo in the quality of
packing, as it would be expensive. It is desirable to economize
on the cost of packing without compromising with the quality
of packing. Identifying the points where scrap and waste is
created and then respond appropriately to reduce the cost can do
this. The various stages for the economy in packing cost are as
follows:
1. Purchase of standard packing materials and boxes.

The exporter should use standard materials and the boxes
of standard dimensions to economies on the packing cost.
The supplier should always be given sufficient time for
delivery of the supplies required for packing.

2. The exporter should always buy the proper quality packing
materials rather than the low- priced packing. The advantage
is that better quality packing reduces dam-age and not only
this, it helps in increasing the demand for the goods as the
percep-tion about the reliability of the exporter increase’s to
deliver the goods in safe and sound condition.

3. The exporter should check the requirements of the export
markets before ordering the packages or printing on the
boxes. This should be done by directly asking the importer
about the requirements especially with regard to the
environmental regu-lations.

4. The packing materials should be used as economically as
possible Le., the exporter should plan in such a manner that
maximum number of packages can be taken from a given
quantity of packaging/ packing material. This can be achieved
by taking the assistance of the packaging professionals. A
tightly fitting package is always considered the most
economical package.

5. Strict control on the waste of packaging materials can result
in considerable amount of saving in the packing cost. This
can be achieved by providing proper training to the packing
staff.

Marking On The Export Boxes
The exporters should properly mark the export boxes in order
to ensure their proper identification, correct handling and
delivery to the consignee. Marking on the export boxes is thus,
very important part of the logistics for transportation of the
goods to the buyer. Marking on the export boxes not only
ensures their safe transportation and delivery but it also helps
proper handling of the cargo by the people.

Types of Marking
There are three different types of markings namely:
1. Shipping marks
2. Information marks
3. Handling marks
Shipping marks contain all the information, which is necessary
to deliver the boxes to its correct destination. These marks are
the same as given on the’ transport documents.
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Information marks provide additional necessary information
as regards buyer’s code number, quantity, dimensions and
information for storage of the boxes. This information need
not be given on the transport document.
Handling marks are the instructions given on the boxes for
their proper handling at different stages during the transport
chain starting with warehousing/storage of the goods in the
factory of the exporter through the business premises of the
importer. These marks are generally given in pictorial form.
All the three types of marks should be written at the appropri-
ate place on the boxes to avoid any kind of confusion and to
make sure correct handling and delivery of the goods.
The markings on the export boxes for sea shipments and air
shipments are different from each other. Internationally
recommended shipping marks as used in sea shipments consist
of following four points and should be placed in the middle of
the at least two sides of the box. These information points are
as follows:
• Short name of the buyer. For example, goods being shipped

to Lionel Trains incorporated can be written as L TI.
• Reference number agreed to between the exporter and the

importer.
• Destination i.e., the port of discharge.
• Box number / total number of boxes in the shipment
As far as handling marks are concerned, these should be used
only when they are really needed. For example, there would be
no need for handling marks in the case of boxes containing
textiles, handicrafts, leather goods, furniture items etc. In case it
is necessary to indicate the handling marks, then such marks
should be stated on all sides of the boxes.
The use of handling marks does not actually guarantee that the
boxes are handled correctly. Nevertheless, their use offers two
advantages namely: First, they at least allow the goods to be
handled correctly. Secondly, if handling marks have not been
used when required, insurance will not cover the loss caused by
incorrect handling.
As far as shipment by air is concerned, the International Air
Transport Association (IA T A) has prescribed a standard
format of the label to be given on the export boxes. The
mandatory information points relate to:
1. The name of the airline
2. The air way bill number
3. Destination in the form of three-letter lATA code for

transport e.g. DEL for Delhi
4. Total number of boxes included in the shipment and the

box number e.g., 3/25. This indicates that this box number
is 3 and the total number of boxes is 25.

Besides, the full name and address of the receiver and the
sender should also mark on the boxes.

Essential Features of Marking
Effective marking on the export boxes for transportation
should be big, bold and brief. The exporter should ensure that
the markings are:

• 1.Legible i.e., it should be possible to read the markings
from a distance. The export-ers should preferably use the
colour black for this purpose.

• Durable i.e., the exporter should use ink that is permanent,
water proof, and resist-ant to humidity, sunlight and friction.
It should be ensured that the marks do not fade away or are
smudged.

• Visible i.e., the marks should be placed on at least two sides
of the boxes, front and back.

• Communicative i.e., the markings should convey the
message as clearly as possible and it should be as short as
possible. One may use pictorial forms if possible. Handling
marks should be placed on the extreme left and right
position of the box.

A specimen of the international freight marking symbols on
the export boxes for transportation is given in the Figure
below:

Environmental Requirements
There is a growing awareness among the consumers in the
developed markets f the world, in particular, the European
markets to protect their environment from le ill effects of
pollution. They are of the view that they must take care of their
I1vironment so that the future generations can enjoy a decent
life. Consequently, le consumers demand environmentally
sound products and hold the manufacturers accountable for
their actions and products. Appreciating this concern of the
consumers regarding environment, even the manufacturers have
begun to find ways and means to satisfy the customers in this
regard. For example, the manufacturers in Germany have set up
a Dual System under which the manufacturers contribute
towards funding of a system for recycling of the packaging
waste materials. Thus, the manufacturers who contribute to this
system permit their customers to return the packaging material
to them for their recycling. Under this system, the manufacturers
are allowed to use a label called the Green Dot. If a product has
this label then it implies that the customer can return the
packaging material to the retail store, which, in turn, returns it to
the manufacturer for recycling. This system is now being
enforced as part of the EU Directive on Packaging and Packing.
A similar system is in place in the Netherlands amongst the
manufacturers of electrical appliances. These trends are indicative
of the responsibility that the manufacturers realize to protect
their environment. Ex-porters must understand these trends,
as importers will pass on these demands to them. Thus, they
(exporters) can gain a competitive edge if the products and or
the packaging used are environment friendly. In fact, an
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environment- friendly image and substance of the product is
fast becoming a very important marketing asset. In sum and
substance, it means using re-usable or recyclable materials for
the product, during the production process and for packaging
and packing.
The regulations and requirements as regards environment
protection keep on changing. It would be in the interest of the
exporters to ascertain these requirements of the target markets
of planning for production and introduction of the product in
the foreign markets. Therefore, exporters should always ask the
importers about the up-to-date requirements. The main thrust
of the environmental require-ments is that:
• The amount of packing used should not be more than what

is essential for safe transport and distribution.
• All packages, materials and accessories should preferably be

recyclable. For in-stance, adhesive tape made of PVC should
not be used for corrugated boxes be-cause PVC creates
difficulties in the recycling process. Instead, adhesive tapes
made of PP material should be preferred. All components
of the packing proper should be made of a single material.
Therefore, waxed paperboard or corrugated board as well as
plastic laminates should be avoided. Labels should be of
match-ing materials: paper label on corrugated board boxes,
or plastic label on plastic films, etc.

• To make sorting for recycling possible, all materials should
be marked, so that the receiver knows what the material is.

• If the package cannot be recycled, it should be possible to be
burnt safely. There-fore, the packing materials, printing inks,
glues or adhesives, etc. should not con-tain substances,
which are harmful, such as heavy metals.

The exporter should ask the following questions to satisfy him
as to whether the environmental regulations in relation to
packing and packaging have been followed:
• Is the present sales packaging necessary or can the products

be sold without packaging?
• Is returnable packaging possible?
• Can the size of the packing or the packaging material be

reduced?
• Is the filler material necessary or can it be reduced?
• Is it possible to use materials which can be easily recycled

(paperboard, corrugated fiberboard, paper, PE and PP?
• Is it possible to avoid the use of dangerous synthetics or

plastics?
• Can water-soluble inks be used?
• Is it clearly marked what packing material is used?
If the answers to the above questions are in the affirmative,
then the export boxes are considered compliant with the
environmental regulations.

Questions For Self-analyzation
Q1. Describe the procedure as regards the following:

a. Packing of goods
b. Prevention of damage to the goods due to mould,
   mildew and corrosion.

Q2 “Using standard materials for packing helps in
reducing losses due to damaged goods.” Discuss.

Q3 Discuss the impact of environmental regulations on
packaging and packing deci-sion.

Q4 Write a short note on marking on the export boxes.

Notes and References
I Exporter’s Manual and Documentation (Nabhi Publication),
1999-2000. II Proceedings papers of the EXPRO Seminar
(August 20-27, 1999) organized by the Center for Promotion
of Imports from Developing Countries, Netherlands. The
section on ‘packaging and packing’ draws on these proceedings.
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Objectives 
After studying this unit, you should be able to:. explain the 
nature of export sales contract 
�  Distinguish between domestic sales contract and export sales  
 contract . describe various Incotenns I 
�  Explain the rights and duties under principal Incotenns .  
 describe general conditions in export contracts 
�  Explain the methods of dispute settlement. 

Introduction 
Traders who are residents of different countries carry out export  
and imports. Goods have to cross national frontiers and several  
types of physical and financial risks are to be faced. Laws and  
regulations of the exporting and importing countries are also to  
be observed. It is, therefore, very important that the parties to  
an export-import transaction put down the terms of agreement  
clearly to avoid misunderstanding and disputes. Further, i9  
Indian context, an exporter is supposed to show a documentary  
proof of export contract to secure special export facilities. In  
this unit, you will learn the nature of export sales contract and  
various provisions of Incoterms. You will also learn the  
methods of settlement of disputes. 

Nature of Export Sales Contract 
Contract is a legal concept. It has been defined in the Section 2 
(h) of the Indian Contract Act, 1872. In simple terms, a 
contract is an agreement which can be enforced by law. An  
agreement, on the other hand, takes place when a valid offer has  
been made and accepted by the other party without any  
qualification. This process of contract formation is valid all over  
the world. 
Though the offer-acceptance sequence appears logical and  
simple, sometimes complexities can arise. Let us consider a 

common situation in export business. An exporter sends his 
offer in a Proforma Commercial Invoice along with his standard  
conditions of sales. The importer accepts the offer but refers to  
his own standard conditions of purchase. Since these two sets  
of conditions are different, no contract is formed. Importer’s  
acceptance will not be considered legally as acceptance but only as  
a counter-offer. If the exporter in turn confirms his acceptance  
without referring again to his standard conditions, a contract is  
formed. 

Form of Contract 
There are no universally acceptable norms as to the form of  
export contract. It need not be a formal document signed by  
both the parties nor it need to be stamped. What- is necessary is  
to have some documentary evidence to show that there had  
been an agreement. These evidences can be letter, telex mes- 
sages, electronics data interchange, purchase orders or letters of  
credits. Oral contracts are also legally binding but in the Indian  
context, the exporter must have some written evidence because  
of the need to produce evidence of contract to a number of  
export-service organisations and regulatory agencies. 

Distinction Between Domestic Sales  
Contract And Export Sales Contract 
A major point of distinction between a domestic and export  
contract lies in identifying the proper law governing the export  
contract. This is not a problem for domestic sales contracts 
because the proper law will always be the Indian law in India. It will 
be the respective national laws in each country so far as their 
domestic transactions are concerned. But in export transactions, 
there are two nations, that of the exporter and importer. 
Therefore, the question arises, which country’s law will apply to an 
export contract. 
This is a very complex problem but the principle generally  
followed is that the parties to the contract may agree mutually  
about the applicability of particular country’s law. The country  
chosen must be either that of the exporter or the importer. In  
special circumstances, a third country’s law may be chosen,  
provided that the country has something to do with the  
contract. For example, that may be the country where the goods  
will be re-exported by the importer subsequently. Only when  
the parties fail to mention the applicable law and a dispute arises  
later on, the court will decide which law should apply.  
Each country’s law has developed a set of rules which the courts  
consider while deciding on this issue. This is commonly known  
as ‘conf1ict of laws’ situation. Some of the factors considered  
by the courts are: the place where the contract is signed, the  
language the contract is written, the place of business of the  
parties, etc. However, these days, the courts normally identify as  
‘proper law’, i.e., the law applicable to the contract (as the one  
where the contract is to be carried out, i.e., the place where, the  
delivery is to take place). Since in most export transactions, 
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delivery is made in the exporter’s country (normally when the 
goods are placed on the carrier in the exporter’s country), the 
applicable law becomes the exporting countries law. 

International Contract Terms (Incoterms) 
Since in international transactions, traders are from diverse nations,  
specific term should be interpreted in a similar way by all the  
parties concerned. Otherwise, disputes are bound to arise. To  
solve this problem the International Chamber of Commerce (ICC)  
Paris has developed ‘Incoterms’. These terms are commonly used  
in export-import transactions. These terms have been revised  
several times since they have been introduced to incorporate new  
commercial practices. The current version of Incoterms has been  
issued in 1990. Incoterms have been almost universally adopted.  
Let us discuss them briefly. 
1.  Ex-works (Ex-W): 

Ex-works’ means that the seller fulfils his obligation to  
deliver when he has made the goods available at his  
premises (i.e., works, factory, warehouse, etc.) to the buyer.  
The buyer bears all costs and risks involved in taking the  
goods from the seller’s premises to the desired destination.  
This term thus represents the minimum obligation for the  
seller. 

2.  Free Carrier (FCA): 
Free carrier means that the seller’s obligations are fulfilled  
when the ,goods are delivered to the carrier named by the  
buyer at the named place or point. If no precise point is 
indicated by the buyer, the seller may choose within the  
place or range stipulated where the carrier shall take the  
goods into his charge. This term may be used for any 
transport. 

3.  Free Alongside ship (FAS): 
This means that the seller fulfils his obligation to deliver  
when the goods have been placed alongside the vessel on  
the quay or in lighters at the named port of shipment. The 
buyer has to bear all costs and risks of loss or damage to the 
goods from that point. This term can only be used for sea or 
inland Waterway transport. 

4.  Free On Board (FOB): 
This means that the seller fulfils his obligation to deliver  
when the goods have passed over the ships rail at the  
named port of shipment. The buyer has to bear all costs 
and risks of loss or damage to the goods from that point. 
This term can only be used for sea or inland waterway  
transport. 

5.  Cost and Freight (CIF): 
This means that the seller must pay the costs and freight 
necessary to bring the goods to the named port of  
destination. The risk of loss of or damage to the goods after 
the goods have been delivered on board the vessel is 
transferred to the buyer. This term can only be used for sea and 
inland watervyay transport. 

6.  Cost Insurance and Freight (CIF): 
This means that the seller has the same obligations as  
under CFR, but with the addition that he has to procure 
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marine insurance against the buyer’s risk of loss of or 
damage to the goods during the carriage. The term can only  

 be used for sea and inland waterway transport.  
7.  Carriage Paid to (CPT): 

This means that the seller pays the freight for the carriage  
of the goods to the named destination. The risk of loss or  
damage to the goods is transferred to the buyers when the 
goods have been delivered into the custody of the carrier.  

8.  Carriage and Insurance Paid to (CIP): 
This means that the seller has the same obligation as under 
CPT but with the addition that the seller has to procure cargo 
insurance against the buyer’s risk of loss of or  
damage to the goods during the carriage. This term may be 
used for any mode of transport. 

9.  Delivered at Frontier (DAF): 
This means that the seller fulfils his obligation to deliver  
when the goods have been made available, cleared for  
export! at the named point and place at the frontier, but 
before the customs border of the adjoining country. This  
term is primarily intended to be used when goods are to be  
carried by rail or road, but it may be used for any mode of 
transport. 

10. Delivered Ex-Ship (DES): 
This means that the seller fulfils his obligation to deliver  
when the goods have been made available to the buyer on  
board the ship uncleared foot import at the named port of 
destination. The seller has to bear all the costs and risks 
involved in bringing the goods to the named port of 
destination. 
The term can only be used for sea or inland waterway 
transport. 

11. Delivered Ex-Quay (Duty Paid) (DEQ): 
This means that the seller fulfils his obligation to deliver  
when he has made the goods available to the buyer on the  
quay at the named port of destination. The seller has to 
bear all risks and costs of delivering the goods thereto.  
This term  can only be used for sea or inland waterway 
transport. 

12. Delivered Duty Unpaid (DDU): 
This means that the seller fulfils his obligation to deliver  
when the goods have been made available at the named  
place in the country of importation. The seller has to bear 
the costs and risks involved in bringing the goods thereto  
(e)including duties, taxes and other official charges payable  
upcm importation). The seller also ,bears the costs and 
risks of carrying out customs formalities.. This term can be 
‘used in all modes of transport. 

12. Delivered Duty Paid (DDP): 
This means that the seller fulfils his obligation to deliver  
when the goods have been made available at the named  
place in the country of importation. The seller has to bear 
the risks and costs including duties, taxes and other charges of 
delivering the goods thereto. The seller represents  



 

maximum obligation. This term can be used in all modes 
of transports. 
Incoterms set out the rights and the obligations of the  

buyer  and the seller for each of the terms. Therefore, each  
party knows precisely what he is supposed to do and in 
turn what he can expect from the other party. 
Consequently, the scope of misunderstanding and dispute  
becomes less. There is, however, one point that you must  
note. 
Incoterms is not a treaty or a convention which has been  
adopted by the trading nations. This is only a document  
prepared by a business organisation. Therefore, to make 
Incoterms applicable to an export contract, the parties must 
specifically mention that they would like their contract to be 
interpreted as per Incoterms. 

Rights and Duties Under Principal  
Incoterms 
You have learnt various Incoterms. Let us now discuss in brief the 
provisions for the two major terms viz., FOB and ClF. FOB 
(named port of shipment) Contract 
Following are the duties of exporter under FOB contract: �  
Supply the contracted goods in conformity with the contract  
 of sale and deliver the goods on board the vessel named by  
 the buyer at the named port of shipment. 
�  Bear all costs and risks of the goods until such time as they  
 shall have effectively passed the ship’s rail. 
�  Provide at his own expense the customary clean documents  
 in proof of the delivery of the goods. 

Duties of the Importer Include 
�  Reserve the necessary shipping space and give due notice of  
 the same to the exporter and’ 
�  Bear all costs and risks of the goods from the time they have  
 effectively passed the ship’s rail and pay the price as provided  
 for in the contract. 

CIF (Named Port of Destination) Contract 
Following are the Duties of  the Exporter  
Under CIF Contract 
�  Supply the goods in conformity with the contract of sale,  
 arrange at his own expense for the shipping space by the  
 usual route and pay freight charges for the carriage of goods.  
�  Obtain at his own risk and expense all documentation  
 regarding governmental authorisation necessary for the  
 export of goods. 
�  Load the goods at his own expense on board the vessel at  
 the port of shipment. He should procure at his own cost in  
 a transferable form a policy of marine insurance for a value  
 equivalent of c.i.f plus 10 per cent. 
�  Bear all risks until the goods have effectively crossed the ship’s  
 rail and furnish to the buyer a clean negotiable bill of lading. 

Duties of the Importer Include 
�  Accept the documents when tendered by the exporter, if  
 these are in conformity with the contract of sale and pay the  
 price. 

�  Receive the goods at the port of destination and bear all 
costs except freight and marine insurance incurred in respect of 
the carriage of the goods. 

General Conditions in Export Contracts 
Export contract refers to the subject matter of the contract. In 
addition, the contracts also mention the rights of the party  
concerned against the party which may have failed to honour his 
contractual obligations, except under some valid reasons. The 
movement of goods in export transactions involve risk and  
cost. The goods may get lost, stolen or damaged during transit. 
The contract must specify who will bear this risk and upto,  
which point. Similarly, physical movement of goods will mean 
costs. Whose responsibility will be to bear these costs? These issues 
are to be resolved through contracts. 
Most exporters have developed standard general conditions of  
exports to be incorporated in an export contract. It simplifies  
the day-to-day export operations. It also reduces the possibility  
of missing out some important aspect, each time a contract is  
drafted. The complexity of the general conditions depends  
upon what is being exported. If the product is standard. such  
as garments, handicraft or light engineering goods, a simple set  
of general conditions will suffice. On the other hand, a contract  
for the sale of petrochemical plant may run into hundreds of  
pages. For a majority of products being exported from India,  
the following aspects should be covered under the general  
conditions: 
1. The parties 
2. The description of the products 
3. Quality 
4. Price per unit Total value 
5. Currency 
6. Tax and Charges 
7. Packing 
8. Marking and Labeling 
9. Mode of Transport 
10. Delivery: place and Schedule 
11. Insurance. 
12. Inspection 
13. Documentation 
14. Mode of payment Credit period, if any 
15. Warranties 
16. Passing of Risk 
17. Passing of property 
18. Availability /non-availability of export-import licenses 
19. Force Majeure 
20. Settlement of Disputes 
21. Proper Law of the Contract 
22. Jurisdiction 
Indian Council of Arbitration which has been set up by the  
Ministry of Commerce, Govern-ment of India has developed a  
Model Contract form for the benefit of Indian exporters. This 
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model is appropriate for most small and medium enterprises 
exporting standard products. 

Special Contracts 
You have learnt that the applicable law can be the law of either party or 
that of a third party. 
It will be the Indian Contracts Act, if Indian law will apply. This  
act also provides that if the parties use special trade terms the  
dutiesS and the liabilities under the act can be changed by the  
expressed provisions in the contract. Similar provisions exist in  
acts of other countries as well. Further, over the centuries, 
courts in various countries have inter-preted trade contracts. This 
has given rise to some accepted interpretations of contract terms, 
such as FOB and CIF. 
Let us discuss some principal features of these two types of 
contracts. 

FOB Contract 
Under FOB contracts, the seller has the duty to place the goods 
onboard the carrier w hich has been nominated by the buyer. 
However, sometimes due to reasons of convenience, the 
exporter himself may contract with the carrier. In both cases, the 
freight has to be paid by the importer. The exporter’s responsi- 
bility ends when he delivers the goods to the carrier. 
 

The Major Legal Implications  of FOB 
Contracts are 
�  The delivery is completed by delivering the goods to the  
 carrier. This means that delivery to the carrier operates as  
 delivery to the buyer, unless the seller has reserved the right  
 of disposal over the goods. 
�  The price in a FOB contract covers all expenses upto the  
 loading of the goods on the carrier. All costs subsequent to  
 that point will be on the buyer’s account. 
�  Risks in the goods passes from the seller to the buyer at the  
 same time when delivery is completed i.e. when the goods  
 are placed on the carrier. 
�  Normally property in the goods also should pass from the  
 exporter to the importer’ along with risks. The passing of  
 property may be postponed by a specific provision in the  
 contract. 
�  Payments fall due when the delivery is completed. It is  
 generally stipulated that property will pass only when the  
 buyer fulfils his contractual obligations under the relevant  
 terms. For example, acceptance of the Bill of Exchange  
 submitted alongwith the Bill of Lading or the Airway Bill.  
Form a practical point of view, it is easier for an exporter to  
implement an FOB contract. This is because of the following  
two reasons: 
�  When the space is not available on ship, the exporter will be  
 unable to export the goods. In FOB contract reservation of  
 ship is the duty of importer. Therefore, this is the fault of  
 buyer. 
�  In FOB contract, risks associated with freight escalation has  
 to be borne by the importer. 
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Though selling on FOB basis may be easier for an exporter, this 
is not good for the country as a whole. This is because since  
under an FOB contract, the importer will organise both  
shipping and insurance, he will give the business to local firms  
in his own country. As a result, the Indian shipping/Air lines  
and insurance companies stand to lose considerable amount of  
business. 

CIF Contracts 
The exporter undertakes the responsibility of contracting the 
shipping space and also getting the insurance cover for the goods in 
a CIF contract. These responsibilities are in addition to what he 
does under an FOB contract. 
The legal nature of a CIF contract is rather complicated as it  
necessarily involves three contracts, viz., contract of sale,  
contract of affreightment and contract of insurance. 
Further, over the centuries, the nature of CIF contracts has  
evolved based upon courts interpretation all over the world.  
One of the objectives of CIF contract is to facilitate resale of  
goods while on transit on the basis of only shipping docu- 
ments. The shipping documents represent title to the goods  
and, therefore, physical transfer of goods is not required for  
trading purposes. It is, therefore, said that legally speaking, a  
CIF contract is not a sale of goods themselves but a sale of  
documents relating to the goods. Under a CIF contract, the  
right of the buyer is to have the shipping documents and not  
the goods. The seller can claim payment only by tendering the  
relevant shipping documents 

The Major Legal Implications of CIF 
Contracts are 
��The seller has to procure a contract of affreightment. This 

will enable him to ship the goods on the due date to the 
named port of destination. 

��He must deliver the goods on board the ship, collect the 
shipping documents and send to the importer. 

��He must also procure a contract of insurance covering the 
shipped goods and the risks, as desired by the importer. 

��He also has to send along with the shipping documents the 
payment document, such as the Bill of Exchange. 

��The importer has to make the payment on the basis of the 
documents tendered to him. He has a right to scrutinise the 
documents or reject them. 

��The property in the goods does not normally pass on 
shipment. It passes when the Bill of Lading is delivered to  
the buyer and thereby he acquires the right of disposal of the  
goods. 

��The property right that the buyer is acquiring is conditional. 
��The exporter’s duty comes to an end when the goods have 

been placed on board the vessel. The goods will be at the 
importer’s risks, though the freight & insurance prem ium 
have been paid by the exporter. 

��The CIF contract is so structured that even if the buyer 
knows that the goods have already got lost or damaged, he is 
under an obligation to pay. The importer has his remedy either 
under the contract of affreightment against a  



 

shipowner or under the policy of insurance against the 
insurance company. 

Frustration of Contracts 
There can be several factors beyond the control of the parties to a 
contract which makes the performance of contractual obliga- 
tions impossible. Examples are wars, civil disturbances, floods, tire 
at the factory or strike at ports. In the Common Law 
countries (principally the UK and the Commonwealth coun- 
tries), such situations are referred to as  ‘frustration of 
contracts’. 
The equivalent concept is known as ‘force majeure’ in the civil law 
countries (principally Western Europe). The term used for the 
same purpose while trading with the Russia and the East 
European countries is Relief. If due to such reason, the party con-
cerned cannot do what he is supposed to do under the contract, 
the contract can be termi-nated and the party will not be liable to 
pay damage to the other party. 
There is no unanimity of opinion as to what factors should be 
covered under frustration of contract. It is , therefore, suggested by 
legal experts, that the contract itself should specify the 
factors, constituting force majeure. 

Methods of Dispute Settlement 
There arc many reasons due to which a dispute may arise  
between an exporter and an importer. A common cause for  
dispute relates to quality. Under most contract terms, the 
importer will have an opportunity to inspect the goods only when 
the consignment reaches him. By that time, he may have already 
paid the value of the goods to the exporter. There-fore if on 
inspection the goods are found to be not as per contract terms, he 
will reject the consignment and sue for damages. Other common 
causes for disputes are failure to ship on time, refusal to ship 
because of changes in market conditions,  
government regulations restricting exports. etc. 
There are two well recognised methods for settlement of  
disputes, i.e., litigation and arbitration. Litigation is not suitable for 
settlement of trade disputes due to time consuming  
process, high costs and uncertainty of the final decision. The basic 
limitations of litigations are: 
�  Court process is proverbially slow, time-consuming and  
 formalistic. 
�  Avoidable necessity of expert witnesses and other evidence �  
Inconvenience to the parties 
�  Adverse public Image 
�  Bitterness and disruption of trade relationships.  
�  Unfamiliarity of the laws and procedures of different  
 countries. 
These limitations encourage the arbitration for the settlement  
of various disputes. The basic advantages of arbitration are: 

Quickness 
Arbitration is much quicker than litigation. It can be completed  
as quickly as the parties want it, depending on the circumstances  
and the nature of the particular case. Under the Arbitration Act,  
the arbitrators have to make the award within four months 

from the date of entering on the reference. Usually an arbitra- 
tion case may be settled between four months to one year. 

Inexpensiveness 
The costs and expenses in arbitration are also much less than in 
litigation. The arbitration fees usually are around 2 per cent of the 
claim value or less in institutional arbitration. The other 
incidental expenses are also moderate and low. 

Promotes Goodwill 
Arbitration is a process of goodwill and it helps promote 
friendly trade relations between the parties. The arbitrator is a 
person chosen by the parties themselves on the basis of their 
faith and confidence in him. 

Sound and Cogent decisions 
In arbitration it is possible to choose a person having knowl- 
edge and experience in the particular line of trade. This.helps in  
avoiding the necessity of expert witnesses for educating the 
judge or for proving trade customs and practices. 

Privacy 
Arbitration proceedings are not open to public and arbitrator’s 
decisions are not published in law reports like the court  
decisions. Therefore, arbitration preserves the privacy and trade 
secrets of the parties. 

International Arbitration 
In the case of international transactions, arbitration can take  
place either in the exporter’s or importer’s country. It is,  
therefore, necessary to have a legal system for the recognition  
and enforcement of arbitra1 award given in another country.  
The International “New York Convention” on Recognition and  
Enforcement of Foreign Arbitral Awards 1957 has been.  
ratified by 40 countries which recognize and enforce arbitral  
awards given in the countries which are signatories to his  
convention. 

Law for Enforcement of foreign Awards  
in India 
Countries which are parties to any of the International Conven- 
tion have to pass implementing legislation giving effect to the 
respective Conventions. India, which is a party to the 1927 
Geneva and the 1958 New York convention, has enacted the  
Arbitration (Protocol and Convention) Act, 1927 and the  
Foreign Awards (Recognition and Enforcement) Act, 1961, 
respectively, giving effect to the two Conventions. The provi- 
sions of the two acts are made applicable to foreign awards  
made in such countries as are notified by the Government from  
time to time in the Official Gazette under the respective Acts. 

Procedure for Enforcement in India 
Any person interested in a foreign award may apply in writing  
to any court having jurisdiction over the subject-matter of the  
award praying that the award be filed in the court. The applica- 
tion shall be numbered and regis-tered in the court as a suit  
between applicant as plaintiff and the other parties as defen- 
dants. The court shall direct notice to be given to the parties  
requiring them to show cause why the award should not be  
filed. Thereupon, the court on being satistied that the foreign  
award is enforceable under the act shall pronounce judgement  
according to the award. Upon the judgement so pronounced, a 
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decree shall follow and no appeal shall lie from such decree 
except in so far as the decree is in excess of or not in accordance 
with the award. 

Enforcement of Indian Awards in Foreign  
Countries 
It is understood that awards made in India will be similarly  
enforceable in foreign countries which are parties to any of the 
international conventions relating to the enforcement of foreign 
awards (according to the provisions of the respective conven- 
tions). However, enforcement of awards in countries which do not 
adhere to either the 1927 or the 1961 convention or other similar 
interna-tional regulations is somewhat more difficult. The 
enforcement of awards in such other countries would  
largely depend on principles of private international law which might 
meet with considerable difficulties. 

Let Us Sum - UP 
A contract is an agreement, which can be enforced by law. In export 
sales contract, various parties involved in international transaction 
put down the terms of agreement clearly to avoid 
misunderstanding and disputes. In domestic sales contract, the 
proper law will always be the Indian law, whereas in export contract 
the parties to the contract agree mutually about the applicability of a 
particular country’s law. 
In order to avoid disputes and confusion in international  
transactions, the International. Chamber of Commerce (ICC)  
Paris has developed Incoterms. Incoterms set out the rights and  
the obligations of the buyer and the seller. Incoterms include:  
Ex- works (EX-W), Free Carrier (FCA), Free A]ongside Ship  
(FAS), Free on Board (FOB), Cost and Freight (CFR), Cost  
Insurance and Freight (CIF), Carriage Paid To (CPT), Carriage  
and Insurance Paid to (CIP), Delivered Ex-Quay (DEQ),  
Delivered Duty Unpaid (DDU), Delivered Duty Paid(DDP).  
Incoterms have been almost universally adopted.  
Most exporters have developed standard genera] conditions of  
exports to be incorporated in an export contract. This simplifies  
the day-to-day export operations. Indian Council of Arbitration  
has also developed a model form for the benefit of Indian  
exporters. If the parties use special trade terms, the duties and  
liabilities under the act can be changed by the export provisions  
in the contract. 
Sometimes, the performance of contractual obligations become 
impossible due to the factors which are beyond the control of the 
parties, as for example, natural calamities like war, floods, fire, etc. 
In the common law countries, such situations are 
referred to ‘frustra-tion of contracts’. This concept is known as 
‘force majeure’ in the civil law countries. ]n Russia and East 
European countries, this is known as ‘Relief ’. The contract can be 
termi-nated if the parties concerned do not follow the 
contract terms. 
There are many reasons due to which a dispute may arise in  
export business. Litigation and arbitration are two well  
recognised methods for settlement of disputes. Litigation is  
not suitable due to time consuming process, high costs and  
uncertainty of final decision. Arbitration is more popular  
method of dispute settlement. The advantages of arbitration 
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include quickness, inexpensiveness, promotes goodwill, sound 
and cogent decision and privacy. 
In case of international transactions, arbitration can take place either 
in the exporter’s or importer’s country. The International “New 
York Convention” on Recognition and En-forcement of Foreign 
Arbitral A wards 1957 has been ratified by 40 countries. This 
recognises and enforces arbitral awards given in the 
countries, which are signatories to this convention. India is a  
party to the   1927 Geneva and the] 958 New York Conventions.  
She has enacted the Arbitration i.e., Protocol and Convention  
Act,1927 and the Foreign Awards i.e., Recognition and Enforce- 
ment Act, 1961. 

Questions For Self-analyzation 
Q1 What do you mean by ‘Force majeure’? 
Q2 Distinguish between jjtigation and arbitration. 
Q3. State whether the following statements are True or False. 

1.   In FOB contract risks associated with freight escalation 
has to be home by the importer. 

2.   Selling under FOB contract is good for the country as a 
whole. 

3.   In CIF contract the seller need not procure a contract of 
insurance covering the shipped goods. 

4.   Arbitration is inexpensive and it maintains privacy.  
5.   Awards made in India will be similarly enforceable in 

foreign countries which are parties to any of the 
international conventions relating to the enforcement 
of foreign awards. 

Q4. Fill in the blanks. 
1.   Occurrence of several factors beyond the control of the 

parties to a contract which makes the performance of 
contractual obligations impossible is known 
as_______ ______in common. 

2.   Incoterms have been developed by____________ 3.   
The seller represents maximum obligation 

under_______ 
4.   Arbitration can take place either on the________ or 

_________ country. 

Answers to Check Your Progress 
A 4 i) False ii) True iii) True iv) True v) False B 3 i) True ii) False 
iii)False iv) True v) True 
4 i) Frustration of contract ii) International Chamber of 
Commerce 
iii) Delivered Duty Paid (DDP) iv) Exporter or Importer  
Q1. Discuss the duties of an exporter under FOB and CIF  
 contract. Explain briefly various contracts under Incoterms.  
Q2. Explain briefly various aspects covered under the general  
 conditions in export contract. 
Q3. Describe the major legal implications of FOB contract.  
Q4. Do you think that arbitration is better than litigation?  
 Discuss.  



 
 
 

LESSON 22:  
DOCUMENTATION  IN LOGISTICS 

 
 
1. Introduction 

2. Rationale for documentation 

3. Documents 

Invoice (Commercial Invoice, Proforma Invoice) 

Packing list 

Certificate of Origin 

Bill of Lading, 

Shipping Order 

Mate’s Receipt 

Shipping Bill 

Port Trust Document 

Marine Insurance 

Declaration Form 

Marine Insurance Certificate. 

Airway bill 

Post Parcel Receipt 

Bill of Exchange 

Bill of Entry 
 

Introduction 
You have learnt the regulatory framework of export-import  
trade and export sales contract. Documentation is another  
important area of the export-import business, and Logistics 
Management. 
Various documents are prepared and submitted for smooth  
movement of goods from one country to another country. In  
this unit, you will learn various perspectives. kinds and func- 
tions of export-import documents. You will also learn about  
the documents needed for fulfilling the commercial obligations  
of an exporter and importer and various legal and other 
documents involved in export-import trade. 

Rationale of Documen 
Export documentation is commonly considered to be the most 
complex and difficult part of overseas marketing. You may have 
come across such comments as such comments tend to 
discourage people from entering into export business. It is 
therefore, necessary to emphasise that documentation is as much 
of an important activity as the conclusion of an export order and 
its fulfilment. 
Why is documentation needed in export business? Answer to  

this question lies in the nature of the business relations  
between the exporter and the importer, who are operating from  
two countries. If one is doing domestic business, one knows  
or can easily know the commercial practices, which bind the  
buyer and the seller. Similarly, the possibility of business  
disputes is reduced since both the buyer and the seller know or 

can easily know laws governing contracts. However, when the 
buyer and the seller are operating in two countries, the commer- 
cial practices and legal systems are different. Thus, for ensuring that 
the respective interests of the buyer and the seller are 
protected, certain documentary formalities become essential.  
Similarly, every country has its own laws governing imports and  
exports. Consequently, the exporter has to comply with laws in  
his country through documentary formalities. At the same time,  
he has to send some documents to the importer, which will  
enable him to take possession of the goods after getting  
permission from the concerned government department (i.e.  
the customs authorities). There is yet another reason for  
documentation in export trade. Such documentation is linked  
with the claim of export incentives given by almost all countries  
world over. Since most of these incentives are to be claimed  
after shipment, the exporter has to give documentary proof of  
the fact of shipment. 
Documentation formalities are necessary to enable the  
importer to get the contracted goods and the exporter to  
get sale value as well as to secure export incentives. In 
other words, export documents are needed to comply with  
commercial, legal and incentive requirements. Let us now  
discuss these three perspectives in detail to understand the 
rationale of different documents. 

Commercial Perspective 
Trade between two business firms located in different countries 
begins with the conclusion of an export contract. Under the 
contract, the duty of the exporter is to ship the contracted - 
goods in the agreed form (e.g., packing) and by agreed mode of 
transport as well as accord-ing to agreed time schedule. On the 
other hand, it is the duty of the importer to remit sale value to the 
exporter according to agreed terms of payment. In this 
process of physical movement of goods from the exporter to the 
importer and remittance of sale value in the reverse order, neither 
the exporter nor the importer is personally and physi- 
cally involved. 
Instead goods are handed over to a shipping company or an  
airline which issues a receipt for these goods. Further, since goods  
in transit may be damaged or lost due to some acci-dent, the  
exporter may be required to get an insurance policy. While these  
two documents will protect the interests of the importer, the  
exporter will ensure that these documents are not in the posses- 
sion of the importer unless he has either paid for the goods or  
he has made a promise to make payment at a later date.  
For this purpose, physical possession of the good will be  
linked with the acceptance of a payment document by the  
importer. In actual practice, a set of documents given proof of  
shipment and cargo insurance coverage along with a bill for  
payment is sent by the exporter to the importer through the  
banking channel. 
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This set of documents symbolises ownership in goods. This 
will be handed over to the importer by the bank in his country, 
which he has received it from the bank in the exporting country 
only when he has honoured the bill. In other words, the 
importer will get delivery of the goods from the carrier on the 
basis of the transport document, which is obtained through the 
bank, after he has complied with the agreed terms of 
payment. 

Legal Perspective 
Besides commercial necessity, documents for exports have a legal 
perspective. All over the world, laws regulating export- 
import trade as well as movement of foreign exchange has been 
enacted. In some countries, the regulations are few, which are 
enforced through simple procedural and docl!mentation  
formalities. In other countries, the regulations are many and the 
enforcement procedures are complex. 
Why should there be regulations in foreign trade? There is  
perhaps no country in the world I where movement of goods  
and money is absolutely free. The minimum regulations that  
one I can think of are the one to record the movement of  
goods from and into a country. For this purpose, the exporter  
has to declare on a document the details of goods being  
exported by him. Other than this basic minimum requirements,  
the governments all over the world regulate movement of  
goods to protect political, economic, cultural and other interests  
and for implementing trade agreements with other countries.  
Some countries do not have political relations with the others.  
As a result, goods originat-ing from such a country are not  
allowed to be imported. Thus, a country, which does not  
permit flow of goods from certain countries, has laid down the  
requirement of Certificate of Origin, which states that the  
goods are of the country, which is exporting them. For  
example, some of the countries in West Asia do not allow  
imports from countries or companies having any relation with  
Israel. 
Documents are needed for protecting the economic and social  
interests of the trading countries. For example, under the  
Indian Export policy, the government has listed out products,  
which either cannot be exported or can be exported after  
obtaining permission from the designated agencies. Some of  
the products are subject to restrictions because of their short  
supply in the country. Consequently, these products can be  
exported only after obtaining a quota, for which a documentary  
proof is to be submitted to the customs, authority for  
shipment purposes. Similarly, there are a number of govern- 
ment regulations governing quality, standards, foreign exchange  
flows, valuation of goods for calculating customs duties, etc.  
Compliance with these regulations necessitates documentation.  
Docu-ments are also needed for fulfilling requirements under  
bilateral and multilateral trade agreements. For example, an  
Indian exporter will need to obtain GSP, Certificate of Origin  
for exporting certain specified products to those countries which  
operate the Generalised System of preferences. Under this  
System, the developed country accord preferential duty treat- 
ment to specified goods originating from developing countries.  
The GSP certificate will enable the importer to pay concessional  
duty. 
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Incentive Perspective 
Export assistance and incentive measures have become an  
integral part of policy in larger number of countries. Since these  
incentives are to be given only to the export activity, documen- 
tary proof to this effect is required to be given by the claimant  
to the disbursing authorities. Such a documentary proof  
should state that the claimant is eligible to receive the incentive,  
that the goods will be or have been exported according to’ the  
export contract and that the claim has been filed in the manner  
specified in the policy. In other words, bonafides of the claim  
have to be established for receiving incentives and assistance. 
You may also note that for making a claim, the exporter 
has to file an application on the specified form that 
summarises the shipment and other details. 

This application is to be accompanied by a number of support- 
ing documents to enable the incentive disbursing authority to 
check the authenticity of details given in the application. 

Master Document 
All these problems of late have been avoided by following a  
system which provides an alternative to the repetitive, unpro- 
ductive and time consuming work necessitated by the exporter’  
compulsion to prepare separately a number of documents all  
containing practically the same information.  This system is  
known as the’ Aligned Documentation System’. Already in use  
in a number of countries, this system is reported to have made  
for simplicity, convenience, speed, accuracy and economy in  
documentation work. 
The two master documents- one for commercial use and the  
other for regulatory documents meant for customs, RBI  
and port trust-have maximum advantage of alignment and  
minimum cost and time for preparing individual documents.  
The two- master documents contain all the information that  
was common to individual documents.  Earlier, there were a  
plethora, of commercial document which include among  
others, invoice, packing, list intimation for inspection insurance  
declaration form, shipment advice and the exchange control  
declaration form. 

Standardized Document 
The standard documents are the 
�  Invoice (Commercial Invoice, Proforma Invoice) �  
Packing list 
�  Certificate of Origin 
�  Bill of Lading, 
�  Shipping Order 
�  Mate’s Receipt 
�  Shipping Bill 
�  Port Trust Document 
�  Marine Insurance 
�  Declaration Form 
�  Marine Insurance Certificate. 
�  Airway bill 
�  Post Parcel Receipt 
�  Bill of Exchange  



 

�  Bill of Entry 
Each of these documents can be reproduced from the same  
master by using the relevant mask.  Reproduced signatures on  
individual documents may in deep present some problem. 
Until an agreement is reached among all concerned as to their 
acceptability it would be necessary to mask the signature column 
also on the master and to sign the individual documents 
manually.  Besides, as all the copies of the reproduced docu- 
ments, particularly where the spirit duplicator is used.    Will  
have the same impression it will be difficult to distinguish the  
original from the copies of the document.  This is however, not  
a serious problem and can be solved by a universal understand- 
ing that unless ‘Copy’ is marked, the document will be treated  
as original.    It is no doubt convenient to give the dates on the  
documents in the numeric way.  In doing so, however, the  
exporter should ensure that such dates would be interpreted  
abroad in the same way as they interpret them.  To avoid  
ambiguity, it would be better to express the date of the month  
in two figures, followed by the name of the month in three  
letters and the year in four figures. 

A.principal Documents 
1 a. Proforma Invoice 
The starting point of the export contract is in the form of offer 
made ‘by the exporter to the foreign customer. The offer made by 
the exporter is in the form of a proforma invoice. It is a 
quotation given as a reply to an inquiry. It normally forms the 
basis of all trade transactions. 

Contents of Proforma Invoice 
1.    Name and address of the exporter. 
2.    Name and address of the importer. 
3.    Mode of transportation, such as Sea or Air or Multimodal  
 transport. 
4.    Name of the port of loading, 
5.    Name of the port of discharge and final destination. 6.    
Provisional invoice number and date. 
7.    Exporter’s reference number. 
8.    Buyer’s reference number and date. 
9.    Name of the country of origin of goods. 
10.  Name of the country of final destination. 
11.  Marks and container number. 
12.  Number of packing descriptions. 
13.  Description if goods given details terms of internationally  
 accepted price quotation, 
14.  Signature of the exporter with date 

1 b. Export Invoice 
Invoice is a document of content.  It’s the exporter’s bill for  
goods and sets forth the terms of sale.  The invoice is a basic  
documents.  As a document of contents, it must fully identify  
the overseas shipment and serve as a basis for the preparation  
of all other documents which in greater or lesser detail repro- 
duce information from it.  The exporter should strictly follow  
the requirements of the importer in regard to invoicing. 

The  standard document in respect of the invoice I based on 
the United Nations Key Layout which has been accepted as the  
basis of this document in many entries. The information  
requirements of the document have been determined after  
examining a number of forms of invoices used by leading  
export organizations and after series of discussions with the  
representatives of the Deartment of Customs and Central  
Exicse and the Federation of Custom House Agents’ Associa- 
tions in India. 
Invoices based on the suggested design will be acceptable not only 
in many countries but will also help facilitate processing of 
documents at various stages.  The Declaration given at the 
bottom (left hand) of the Invoice follows the UN recommen- 
dation.  The standard Invoice can be reproduced from the  
master by masking only three columns, i.e. Notify Party,  
Insured Value and No. of Original B/L No, and Date on  
the invoices.  But under the present procedure for customs  
clearance and shipment of export cargo, this information,  
particularly in respect of the B/L No. and Date, will be  
available to exporters only after shipment has been  
effected.  Where required under letter of credit, such informa- 
tion will need to the banks for negotiation.    But for this, the  
rest of the information can be reproduced  from the master.  
The information referred to in the preceding lines can be given  
above the columns for Country of Origin and Final Destina- 
tion in the order of name of shipping line, ETD (port of  
shipment), ETA (destination port) and B/L No. and Date.  
Unused space, in the Buyer’s column and below the Consignee’s  
Column can be utilised for incorporation of any other informa- 
tion which may be special to a transaction.  Value and Origin  
Clauses can be printed on the back side of the Standard Invoice.  
There may be cases when eportes are required to give detailed  
descriptions or specifications of the various items forming part  
of the consignment exported in one lot.  In such cases,  
exporters are advised to use Continuation sheets’ to the  
Invoice. 

2. Packing List 
This may be shown on invoice or separately, and should contain  
item by item, the contents of cases or containers or of a  
shipment with its weight and description set forth in such a  
manner as to permit checks of the contents by the customs on  
arrival at the port of destination as well as by the recipient.  
The packing list is a relatively simpler document and the whole  
of the information can be reproduced from the master by  
masking information not desired on the packing list.  Special  
information, if any, can be given in the blank space in the lower  
third portion of the document. 

3. Certificate of Origin 
This certificate certifies that place of the origin of the merchandise  
besides the Federation of Indian Chambers of Commerce and  
Industry, EPCs and various other trade associations have been  
authorized by government of  India to issue certificates of origin.  
These certificates are important in the case of shipments to  
countries which have preferential rates of   tariff for Indian  
goods. 
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Chambers of commerce issue certificates of Origin on their 
own printed forms differing in sizes and layout.  The standard 
document in respect of the Certificate of Origin included in the 
series of aligned document in this chapter has been prepared after 
leaking into consideration the requirements of the 
different certificates of origin issued by the different chambers of 
commerce in the country. 
It is suggested that all chambers of commerce should follow  
this pattern ad make available printed forms of their respective  
certificates of origin to exporters so that the necessary informa- 
tion could be reproduced from the master at the reproduction  
stage. The exporter will complete the Declaration after shipment  
as given at the bottom (right hand) of the document and  
present if for certification at the office of the chamber of  
commerce. 

4.   Bills of Lading 
A bill of lading is a document issued and signed by a shipping 
company or its agents acknowledging that the goods men- 
tioned in the bill of lading have been duly received for  
shipment, or shipped on board a vessel, and undertaking to 
deliver the goods in the like order and condition as received, to the 
consignee, or the bill of lading have been duly paid.  
Bill of lading serves the following purposes: 
1.  It is receipt for goods received by the shipment company;  
2.  A contract With the Carrier.  It contains the terms of the  
 contract between the shipper and shipper and the shipping  
 company, between stated points at a specific charge; and  
3.  Evidence of Title, It is a certificate of ownership or little to  
 the goods. 
For the bill of lading to be negotiable, in fact, three 
requirements must be fulfilled: 

a.  It must be made out to the order to the shipper. b.  
It must be signed by the steamship company. 
c.  It must be endorsed in blank by the shipper. 

Endorsement on Bill of Lading 
By practice and custom he bill of lading has been transferable. If 
however, the bill requires the goods to be delivered to a particular 
named person and does not include a reference to his assignees; the 
bill of lading is not transferable. It is only rarely that a bill of lading 
would be drawn this way. 
The consignee or consignor as the case may be, can transfer the  
B/L either by a special endorsement, i.e. an endorsement which  
names the transferee to whom delivery is to be made or by an  
endorsement in blank to be bearer. The holder may, however,  
convert the blank endorsement into a special endorsement by  
inserting, the name of a person to whom delivery is to be  
made.  It is then called the “endorsement in full”  
Sending of Bill of Lading to Importer 
B/L is mad out in sets and any number of copies may consti- 
tute the set according to the requirements of the particular  
transaction and the importer.  The number of copies to be  
made out will be indicated by the importer before the shipment  
takes place.  In case there is no such indication, normally, two  
copies.   One set of documents is sent by the first class airmail 
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and the second by the following mail, so that if one is lost. 
Delivery of the goods can be taken by the importer because of the 
second set. 

Contents of a Bill of Lading 
The usual form of a Bill of Lading includes the following 
information: 
�  Name of the shipping company. 
�  Name of the shipper. 
�  Name and address of the importer (consignee).  
�  Name and address of the party to be notified on arrival of  
 the shipment, usually the importer. This applies only when  
 the bill of lading has been made out “to order.”  
�  Name of the carrying vessel. 
�  Names of the ports of loading and discharge.  
�  Whether freight is payable and whether it has been paid.  
�  Number of originals in the set of the bill of lading  
 documents. 
�  Marks and number identifying the goods. 
�  Brief description of the goods (possibly including weights  
 and dimen-sions). 
�  Number of packages. 
�  Signature of the ship’s master or his agent. 
�  Date on which the goods were received for shipment and I  
 or loaded on the vessel (This must not be later than the  
 shipment date indicated in the export order or the Letter of  
 Credit document). 
�  Signature of the exporter ( or his agent) and his designation  
 if  applica-ble. 
In case the consignor wants to take the entire ship on hire for 
transpor-tation of the cargo then the transport document issued by 
the shipping company is known as Charter Party. This is different 
from Bill of Lading, which is issued when a particular cargo 
occupies part of the space on the ship. 

Types of Bill of Lading 
As a receipt, the bill of lading can be of various types as 
discussed below: 
1.  Received for Shipment B/L 

It is issued by the shipping company when goods have been 
given into the custody of the shipping company but have not 
yet been placed on board the ship. 

2.  On Board Shipped B/L 
It certifies that the goods have been received on board the  
ship. 

3.  Clean B/L 
It indicates a clean receipt. In other words, it implies that  
there was no defect in the apparent order and condition of  
the goods at the time of receipt or shipment of goods by 
the shipping company, as the case may be. 

4.  CIaused or Dirty B/L 
This bill bears a superimposed clause an annotation, which  
expressly declares  a defective condition of the goods. The  



 

clause may state “package number 20 broken” or “bale 
number 20 hook-damaged”. By superimposing such clauses  
on the BIL, the shipping company.limits its responsibility at  
the time ofdelivery of goods at the destination. It is very 
important to note that only a clean B/L is acceptable for 
negotiation of documents with the bank. 

5. Combined B/L 
It covers several modes of transport for performing the 
complete journey from the exporting country to the  
importer’s warehouse. For example, part of the journey may be 
completed by ship while subsequent parts may be  
undertaken by road; rail and air. 

6. Through B/L 
It covers goods being transhipped enroute but where the first 
< carrier has the responsibility as the principal carrier for all 
stages of the journey. For example, goods may be 
shipped from Bombay to Dubai and transhipped from 
Dubai to a port in Latin America. 

7. Trans-shipment B/L 
It has similar characteristic as the Through BIL except that in 
this case the first carrier acts only as an agent for effecting Trans-
shipment of cargo. 

8. Charter Party B/L 
It covers shipment on a chartered ship. The contract or the letter 
of credit will specify the nature of bill of lading that the exporter 
has to procure for the importer. Generally, the 
importers insist on the “clean on-board shipped” bill of  
lading, with the prohibition of the trans-shipment of goods.  
Bill of lading is a document of title that will enable the  
lawful holder of any of the original BIL to take delivery of  
the goods at the stipulated port of destination. Thus, a  
claimant of title to goods is required to surrender an original  
BIL (also popularly known as negotiable copy of B/L) for  
claiming goods from the shipping company or its agents. 

The Design of Bill of Lading 
The design for the bill of lading is based on the Standard Bill  
of Lading recommended by the International Chamber of  
shipping.  A number of shipping lines in India’s overseas trade  
are already issuing bills of lading on the ISO A4 size paper.  
However. In some case, these bills of lading are based on the  
old pattern. 
The Standard Bill of Lading included in the aligned series can be 
reproduced from the master by using the relevant mask.  Bank 
forms of bills of lading are supplied by shipping companies to 
shippers who prepare these documents and present them for 
signature at the shipping is issued to the shipper by the Chief 
Officer of the ship through the port trust. While preparing, “To 
Order Bills of Lading care should be taken to mask the 
Consignee box also.  The words Unto Order May be typed in the 
Consignee box and the name and address of the Consignee given in 
the box for the Notify Party.  The other  details on the bill of lading 
will be completed by the office of the shipping company before the 
document is signed and handed over to the shipper in exchange for 
the mate’s receipt. 

Date of Bill of Lading 
The date of issuance of bill of lading is very important for the 
following reasons, namely: 
�  To show whether the goods have been shipped on time, if  
 the letter of credit stipulates a deadline for shipment.  
�  To meet the requirement that the documents must be  
 presented for pay-ment, acceptance or negotiation, as the case  
 may be, within the validity of the credit and within 21 days  
 from the date of issuance of the bill of lading, unless the  
 credit specifies some other period of time. (If the credit  
 stipulates a “received for shipment” bill of lading, or an “on  
 board bill of lading”, and the bill of lading shows shipment  
 on board, the date of the bill of lading is the date of  
 issuance. However, if the shipment” on board” is evidenced  
 by means of a signed and dated notation to the effect on the  
 bill of lading, the date of that notation is considered the  
 date of issuance of the bill of lading). 
�  To determine the acceptability of the insurance document.  
 Unless oth-erwise specified in the credit document or unless  
 the insurance docu-ment clearly establishes that the cover is  
 effective at the latest from the date of shipment, the  
 insurance document must be dated not later than the date of  
 issuance of the bill of lading. 

5. Shipping Order 
When the cargo is loaded on the ship, the commanding officer of 
the ship will issue a receipt called the mate receipt for goods. The 
mate receipt is first handed over to the port trust authori- 
ties so that all port dues are paid by he exporter to the port trust 
After making payment of all port dues, the merchant or the  
agent will collect the mate receipt from the port dues, the  
merchant or the agent will collect shipping agent only after the mate 
receipt has been obtained. 
The aligned shipping order and the Mate’s Receipt have been  
prepared after examining the forms of the two documents  
issued by different shipping companies. The information 
required in these documents can be reproduced with great ease  
from the master.  The issuance of these documents in the  
standard form will also facilitate the processing of documents at  
various stages, particularly at ports where exporters are required  
to submit shipping orders along with other documents to the  
port trust’s office, as also the customs certification on various  
other documents on the basis of the mate’s receipt. In order,  
however, that the shipping order and the mate’s receipt.  
In order, however, that the shipping order and the mate’s  
receipt can be reproduced from the master, blank forms of  
These document will need to be made available to exporters by  
the shipping lines. 
Under the present commercial practice with regard to the  
issuance of the mate’s receipt, this document was prepared by  
the ship’s staff and signed by Chief Officer if the Ship after  
goods are loaded on the board. This document was required to  
be exchanged immediately for shipping Company’s Bill of  
lading duly signed by an authorized officer of the company.  
With the inclusion of the mate’s receipt in the aligned series of  
documents, it would be possible to roll it off at the master at  
the reproduction stage and keep it ready for the signature by 
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ship’s chief officer after the consignment is shipped. This will 
considerably reduce the time and money involved in the  
preparation of this document, but will require the blank  
standard forms of document to be made available to the 
shippers. If for some reasons it is not possible to do so, it is 
suggested that the shipping lines operating in India’s overseas 
trade should issue the mate’s receipt in the standard form for this 
document. 

6. Shipping Bills 
Shipping bills required by the customs. It is only after the  
shipping bill is stamped by the customs the cargo is allowed to be 
carted to the docks. The aligned shipping bill has been  
prepaired after taking into consideration the requirement of 
Custom’s Public Notice No.39 which suggests a uniform  
shipping bill for different categories of exports , viz. free goods 
dutiable goods and goods under claim for drawback as the  
standard A4 size paper defies accommodation of all the  
information requirements as per this public notice. Some  
columns for duty/ ies and drawback particulars have been  
printed on the back of standard shipping bill. 
It is also not possible to accommodate all the declaration as per  
the public notice. Care has however been taken to in corporate  
those declarations which are material to exporting goods and  
claiming duty and drawback.  Other declaration which have been  
not     included in the standard shipping bill can be taken as  
implied. 
The name and address the custom house agent and also the  
CHA  code No. can be printed in the box. Provided for the  
purpose. To facilitate identification of different category of 
shipping bills, it will   be desirable to introduce uniform colour  
schemes at all the ports. Identification will be easier and quiker a  
different category of shipping bills can be distinguished by the  
colour of the form rather by the colour of the letter print of the  
shipping bill. 

7. Port Trust Document 
Dock Challan / Export application/Dock trust copy of 
Shipping Bill 

Port trusts in India have prescribed their own documents for  
payment of port charges and handing shipment through their  
respective ports. Differing widely insized and layout, these 
document are known differently at different ports, for example : 
Dock challan at Kolkatta, Export Application in Chennai and 
Cochin and Port Trust Copy of Shipping Bill at Bombay. As all 
these document essentially serve the same purpose, the 
introduction of a standard and uniform document for all the  
port, preferably with the same name (say ‘Shipping Note’) will  
go along way towards facilitating trade and reducing the cost 
involved in printing different sized of document for different  
ports . The aligned Port Trust Document has been prepaired  
after taking into consideration the information requirements of  
the port trust document of some of the major ports in the  
country,. Information regarding receipt and shipment of cargo  
and payment of port charges can be recorded on the reverse of  
the document. 
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8.   Marine Insurance Declaration Form 
and Marine Insurance Certificate  
Policy 

The standard Marine Insurance Declaration and the Marine  
Insurance Certificate are based on the format approved by  
Lloyd’s and the Institute of London Underwriters. It is 
suggested that open cover/policy holders may be supplied with 
blank forms of these documents. These can be reproduced  
from the master and then sent to the appropriate office of  
General Insurance Corporation. The Insurance Certificates can be 
issued after completion of necessary entries and certification by the 
Corporation. 

9.   Bill of Exchange 
One of the common methods of payments in international  
trade involves the use of bills of exchange (B/E), also known  
as drafts, provide documentary evidence of obligation and 
financial risk of the transaction is more widely spread.  
Foreign B/E are drawn by the exporter,calling upon the  
importer to pay or to accept a designated sum of money at a 
Determinable future time.Accpetance consists of an  
acknowledgement to this effect written across the face of the B/ E 
and signed by the drawee(importer), obligating the importer to 
provide the payment of the amount stated within the period of 
time designated. When accepted, a draft become a trade  
acceptance. The method of payment provide the documentary 
evidence of document is readily transferable. 
A draft drawn without collateral document attached is known as a 
clean draft,while one with certain stipulated document of shipment, 
is known as a documentary bill. In export marketing, it is the 
documentary bill that is employed most commonly. There are three 
parties to B/E: 
�  The Drawer (Exporter) : The person who executes the B/E,  
 therefore, the person to whom the payment is due (  
 Exporter B.S Rathor) 
�  The Drawee (Importer) : The person on whom the B/E is  
 drawn and who is required to meet the terms of document(  
 Importer,John Marshall) 
�  The Payee ( Expoter or Exporter ‘s Bank) : The party to  
 receive the payment ( State Bank of India) 

FIGURE - FOREIGN EXCHANGE OF BILL 

$ 1,00,00  June 22,1992 

Ninety Days after sight pay to State Bank of Indiadone 
hundred thousand dollars value received and charge to 
account of 
To 
John Marshall 
Marshall field & Company.,  B.S. Rathor, 
3140,Down town,  Partner 
Chicago (USA)  Kay sons 

When Trade bills or Drafts are drawn in international Trade,the 
exporter may dispose of them by discounting, by borrowing, or by 
placing them for  collection.The accepted draft can be dis- 
counted or sold to a Bank, or an advance loan may be obtained  



 

from a bank , using the accepted draft and collateral documents as 
security.If the exporter is not seeking to discount or to borrow on 
a draft,the draft and all document attached are sent to the bank 
with instructions to send them abroad for collection 
The Draft method of payment, as hss been pointed out, places the 
final responsibility upon the exporter, as the exporter is  
subject to recourse until the drawee has paid. Therefore,the  
necessity,for securing adequate credit data on the drawee has paid. 
Therefore, the necessity for securing adequate credit data on the 
drawee is apparent.In addition, the expoter runs the risk that the 
importer may reject the merchandise.In this case the importer will not 
accept the draft and the exporter is faced with the problem of 
diposing of the merchandise by forced sale abroad, shipment to 
another country or bringing the same home. 

10.   Mate’s Receipt 
Mate’s receipt is a receipt issued by the Commanding Officer of  
the ship when the cargo is loaded on the ship. The mate’s  
receipt is a prima fade evidence that the goods are loaded in the  
vessel. The mate’s receipt is first handed over to the f Port Trust  
Authorities. After making payment of all port dues, the  
exporter or his  agent collects the mate’s receipt from the Port  
Trust Authorities. The mate’s, receipt is freely transferable. It  
must be handed over to the shipping company  in order to get  
the’ bill of lading. Bill of lading is prepared on the basis of the  
mate’s receipt. 

Types of Mate’s Receipts 
a.  Clean Mate’s Receipt :- The Commanding Officer of the ship  
 issues a clean mate’s receipt; if he is satisfied that the goods  
 are .packed properly and thereis no defect in the packing of  
 the cargo or package. 
b.  Qualified Mate’s Receipt :- The Commanding Officer of the  
 ship issues a qualified mate’s receipt, when the goods are not  
 packed properly and theshipping company does not take any  
 responsibility of damage to the goods during transit. 

Contents of Mate’s Receipt 
a.  Name and logo of the shipping line. 
b.  Name and address of the shipper. 
c.  Name and the number of vessel. 
d. Name of the port of loading. 
e.  Name of the port of discharge and place of delivery. f.  
Marks and container number. 
g.  Packing and Container description. 
h. Total number of containers and packages. 
i.   Description of goods in terms of quantity. 
j.   Container status and seal number. 
k.  Gross weight in kg. and volume in terms of cubic meters. l.   
Shipping bill number and date. 
m .Signature and initials of the Chief Officer. 

Significance of Mate’s Receipt 
a.  It is an acknowledgement of goods received for export on  
 board the ship. 

b.  It is a transferable document. It must be handed over to the 
shipping company in order to get the bill of lading.  

c.  Bill of lading, which is the title of goods, is prepared on the  
 basis of the mate’s receipt. 
e.  It enables the exporter to clear port trust dues to the Port  
 Trust Authorities. 

11. Airway Bill 
In air carriage, the transport document is known as the airway  
bill (A WB). This document constitutes prima facie evidence of  
the conclusion of the contract of affreighment, of receipt of  
goods and of conditions of carriage. This document, therefore,  
performs the triple functions as a forwarding note for the 
goods, receipt for the goods tendered and authority to obtain  
delivery of goods. By itself, A WB is not a document of title,  
nor is this document transferable. However, AWB can be made  
into a transferable document by which it can be transferred to a  
third party by endorsement like the B/L. But, by and large, the  
business and commercial practice does not treat AWB as a  
document of title. 
The functions of AWB are similar to B/L in regard to its  
characteristics as an evidence of contract and as cargo  
receipt. The AWB may be given as a receipt either for cargo 
given to the carrier pending shipment or for cargo loaded on board 
the aircraft. It may either be a clean receipt or a claused receipt. As 
regards the document of title characteristics, AWB is not a 
document of title, but this feature can be incorporated in it by 
making an Order AWB. General practices in the trade are to get the 
consign named AWB. 
Consequently, goods are delivered to the consignee named in the 
AWB. The consignee will have to identify himself as the party 
named in AWB and goods may be delivered to him 
without any hindrance. But if the interests of the exporter have  
not been protected, the consignee may get hold of the goods  
and may also not pay for them. Hence, exporters provide for a  
clause in the contract, which requires AWB to be made in the  
name of the paying bank, which will ensure exchange of goods  
for payment, by the importer. On the other hand, the im-porter  
can protect him against the seller’s re-routing of the goods by  
obtaining the consignor’s copy of the AWB (marked “Original  
3 for Shipper”), which is sent to him through the banking  
channel by the exporter along with other shipping documents. 

12. Post Parcel Receipt 
Post parcel receipt (PPR) evidences merely the receipt of the  
goods exported through postal channels to the buyer. It does  
not evidence the title to goods. The parcel is consigned to the  
consignee named in the contract between exporter and im- 
porter. The consignee can identify himself with the postal  
authorities at the destination and obtain delivery of the goods. 

13. Insurance Policy or Certificate 
Cargo Insurance Policy (also called marine insurance policy)  
provides protection to cargo owners in the event of loss or  
damage to cargo in transit. This loss or damage is caused by 
accidents, which cannot be known in advance and against which no 
protection is possible. These may be caused by natural calamities as 
well as by man-made accidents. It is, therefore, necessary that the 
risk of loss or damage to the cargo be 
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minimised by obtaining a suitable insurance cover from an 
insurance company. 
Look at annexure  where a specimen of marine insurance 
certificate has been given. 

There are different types of insurance policies for different  
categories of risks to be covered. We may emphasise that  
different types of risks to be covered will require different 
policies. Thus, the prevalent practice all over the world is to fix 
insurance on five types of policies. These are 
1.  Institute Cargo Clauses A 
2.  Institute Cargo Clauses B 
3.  Institute Cargo Clauses C 
4.  Institute Strikes Clauses, 
5.  Institute War Clauses. 
Among the three cargo clauses, Cargo clauses A provide the 
maximum cover, clauses B provide less cover while clauses C 
provide the least cover. When war and strikes clauses are 
attached to cargo clauses A, the cargo owners are given protec- 
tion against all kinds of risks admissible under the law.  
It must be pointed out that insurance cover is given irrespective  
of the mode of transport used including sea, air, and road and  
rail carriers. Further, insurance cover can be secured for cargo  
going from the warehouse of the consignor, to the warehouse  
of the consignee. 
Generally, the export contract determines the party (exporter or 
importer) that will procure insurance cover. In the F.O.B. and C& F 
contracts, importer obtains insurance cover after the goods have been 
laid on board on carrier. On the other hand, in a C.I. F. 
contract, it is the obligation of the exporter to insure goods.  
Sometimes, the export contract specifies the submission of  
‘insurance certificate’ instead of the policy to bank for negotia- 
tion of documents. Insurance certificate, which is one stage.  
prior to insurance policy, comes into being when a large and  
regular exporter obtains an open cover or concludes an open  
policy. Under these two arrangements, insurance certifi-cates are  
issued on declaring shipments by the exporter as and when  
these are effected. Insurance certificate has an advantage as it cuts  
downtime in getting the insurance docu-ment from the  
insurance company. 

14. Bill of Exchange 
Bill of exchange or draft is “an instrument in writing containing an 
unconditional order, signed by the maker, directing a certain person 
to pay a certain sum of money only to or to the order of a person 
or to the bearer of the instrument. Further, the person to whom it 
is addressed is to pay either on demand or at fixed or determinable 
future. 
Bill of exchange (B/E) is an important commercial document, 
which bridges the time gap between shipment of goods and 
receipt of sale amount. This document is prepared by the 
exporter and given to the bank alongwith other shipping  
documents for securing the sale amount. In this sense, B/E is  
attached to other document., which will be given to  
importeronly after he has honoured the B/E either by actual  
payment or by undertaking to make payment at a future date. . 
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Simply stated, the maker of B/E is the exporter (drawer) and 
the person who is directed to pay is the importer (drawee), while 
the person who is entitled to receive payment is the  
exporter (payee) or anyone directed by him. The sum of money to 
be paid by the drawee is the amount billed in the commercial 
invoice and recorded in B/E. 
B/E is to be honoured either on demand or on presentation to  
the drawee or at a determin-able future. Where B/E is to be  
honoured on demand, a ‘Sight bill’ is drawn while in the  
second case ‘Usance bill’ is drawn. In the first case, the exporter  
does not give a credit facility to the importer. In the second case,  
he extends this facility for an agreed time period. Sight bill is  
drawn under DP (Documents against payment) terms of  
payment. For one shipment, two sets of shipping documents  
including B/L are mailed to the foreign correspondent(bank)  
through a bank in the exporting country for presentation to the  
drawee (importer). Each one bears a reference to the other.  
When anyone of the BIE is paid for by the drawee, the second  
B/E becomes null and void. 

15. Combined Transport Document 
Combined Transport Document (CTD) is a document for  
multi-modal movement of goods in container. The movement  
is carried out by more than one mode, e.g. rail and ship. The  
Foreign Exchange Dealers Association of India (FEDAI) has  
brought out brochure No.081 and 082 to facilitate export of  
goods in containers from specified inland centres in India. A  
CTD provides an alternative to establishing a series of separate  
and non-uniform contracts for each segment of the total  
transport process. It is acceptable for negotiation under L/C 

16. Bill of Entry 
The bill of entry is a document, prepared by the importer or his 
clearing agent in the prescribed form under Bill of Entry  
Regulations, 1971, on the strength of which clearance of  
imported goods can be made 
When goods are imported in a particular country, the importer  
has to pay the necessary import duty. For this purpose,  
necessary information about the goods imported must be given  
to the customs authorities “in a prescribed form called bill of  
entry form. Bill of entry is a document, which states that. the  
goods of the stated values and description ih the specified  
quantity have entered into the country from abroad. The bill of  
entry is drawn in triplicate. The customs authorities may ask the  
importer to supply other documents like invoice, broker’s note  
and insurance policy, etc. in order to verify the correctness of the  
information supplied in the bill of entry form.  
For the purpose of giving information in the bill of entry  
form, goods are classified into three categories namely  
a.  Free Goods:- Where the goods imported are not subject to  
 any customs duty. 
b. Goods for Home Consumption :- Where the goods  
 imported for self. 

consumption. . 
c.  Bonded Goods :- Where the goods imported are subject to  
 customs duty, the goods are kept in bond till the duty is  
 paid.  



 
 
The importer has to fill up a separate bill- of entry form for  
different classes of goods. In India, separate forms are not used  
but all the entries are made in one form. The free goods are  
marked as free in the entry form itself. The importer has to pay  
the duty before securing the possession of the goods.  

Contents of Bill of Entry  
a.   Name and address of the importer.  
b.  Name and address of the exporter.  
c . Import licence number of the importer.  
d. Name of the port/ dock where goods are to be cleared. (e)  
 Description of goods.  
f.  Value of goods.  
g.  Rate and amount of  
Q1 Fill in the blanks with appropriate word. 
1. ———   enable the exporter and the importer to 

discharge their obligations under an export contract. 
2. Bill of lading is a document of ... 
3. ——— ..provides protection to cargo owners in the 

event of loss or damage to cargo in transit.  
4.  ————.bridges the time gap between shipment of  
 goods and receipt of sale amount.  
5.  ——————does not evidence the title to goods.  
Q2  What is the need for documents in international business?  
 Substantiate your answers with suitable examples.  
Q3  “In export-import trade people are dealing in documents  
 and not in goods”. Ctitically examine this statement.  
Q4  What are the major commercial documents? Write major  
 characteristics of Bill of lading and Bill of Exchange.  
Q5  Describe the essential requirements in preparing the  
 Commercial Invoice.  
Q6  Distinguish between “Received for shipment Bill of  

Lading” and “On-board shipped Bill of Lading” as well as  
between “clean” and” claused” Bill of Lading.  

Q7 Distinguish between: 
a Insurance policy and Insurance Certificate 
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Network of three of the functional areas of logistics-informa-
tion, transportation, and inventory-can be engineered into
variety of operational arrangements.
Logistics is viewed as the competency that links an enterprise
with its customer and suppliers. Information from and about
customer flows through the enterprise in form of sales activity,
forecasts, and order. The whole process is viewed in terms of
two interrelated efforts, inventory flow and information flow.
Information flow is the key elements of logistics operation.
Paper-based information flow, increases both operating cost
and decreases customer satisfaction. Electronic information
movement and management provide the opportunity to reduce
logistics expense through increased coordination and to enhance
service by offering better information to customers.
Information was often overlooked because it was not viewed as
being important to customer. The Council of Logistics
Management recognized this change in 1998 when it incorpo-
rated material, in process, finished goods and information into
definition of logistics

Thus We Can Conclude That
• Information is necessary to have an added advantage on

competitor.
• Technology in information processing keeps company and

customer both updated.
• Customer is satisfied as he can easily track his consignment.
• Company also can track the consignment to have an idea of

maximum limit taken for the said delivery.

Information Functionality
Logistics information systems are the threads that link logistics
activities into an integrated process. The integration builds on
four levels of functionality: transac-tion, management control,
decision analysis, and strategic planning systems.
Below Figure illustrates logistics activities and decisions at each
level of informa-tion functionality. As the pyramid shape
suggests, LIS management control, deci-sion analysis, and
strategic planning enhancements require a strong transaction
system foundation.

LESSON 23: UNIT 8
INFORMATION AND COMMUNICATION

1. Definition and Concept

2. Information functionality

3. Principles of Information Functionality

4. Logistics Information system Architecture

5. Planning and coordinating

6. Logistics Information system Flow

7. Questions

The most basic level, the transaction system, initiates and
records individual logistics activities. Transaction activities
include order entry, inventory assignment, order, selection,
shipping, pricing, invoicing, and customer inquiry. For example,
customer order receipt initiates a transaction as the order is
entered into the infor-mation system. The order entry transac-
tion initiates a second transaction as inven-tory is assigned to
the order. A third transaction is then generated to direct the
material handlers to select the order. A fourth transaction directs
the movement, loading, and delivery of the order.
The final transaction prints or transmits the invoice for
payment. Throughout the process, order status information
must be available when customers desire such information.
Thus, the customer order per-formance cycle is completed
through a series of information system transactions. The
transaction system is characterized by formalized rules,
interfunctional com-munications, a large volume of transac-
tions, and an operational day-to-day focus.
The second level, management control, focuses on performance
measurement and reporting. Performance measurement is
necessary to provide management feedback regarding service
level and resource utilization. Thus, management con-trol is
characterized by an evaluative, tactical, intermediate-term focus
that evalu-ates past performance and identifies alternatives.
Common performance measures include financial, customer
service, productivity, and quality indicators.
The third level, decision analysis, focuses on decision applica-
tions to assist managers in identifying, evaluating, and
comparing logistics strategic and tactical alternatives. Typical
analyses include vehicle routing and scheduling, inventory
management, facility location, and cost-benefit analysis of
operational trade-offs and arrangements. Decision analysis LIS
must include database maintenance, modeling and analysis, and
reporting components for a wide range of potential alternatives.
Similar-to the management control level, decision analysis is
charac-terized by a tactical, evaluative focus. Unlike management
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control, decision anal-ysis focuses on evaluating future tactical
alternatives, and it needs to be relatively unstructured and
flexible to allow consideration of a wide range of options.
The final-level, strategic planning; focuses on information
support to develop and refine logistics strategy. These decisions
are often extensions of the decision analysis. Level but are
typically more abstract, less structured, and long-term in focus.
Examples of strategic planning decisions include synergies
made possible through strategic alliances, development and
refinement, of firm capabilities and market opportunities, as
well as customer responsiveness to improved service.

Principles of Logistics Information
Logistics information systems must incorporate six principles
to meet management information needs and adequately
support enterprise planning and operations.

• Availability
First, logistics information must be readily and consistently
avail-able. Examples of information required include order and
inventory status. While enterprises may have substantial data
regarding logistics activities, these data are often paper-based or
very difficult to retrieve from computer systems. Rapid availabil-
ity is necessary to respond to customers and improve
manage-ment decisions. This is critical since customers fre-
quently need quick access to inventory and order status
information. Another aspect of availability is the ability to access
required information, such as order status, regardless of
managerial, customer, or product order location.

• Accuracy
Second, logistics information must accurately reflect both
current status and periodic activity for measures such as
customer orders and inventory levels. Accuracy is defined as the
degree to which LIS reports match actual physical counts or
status.

• Timeliness
Third, logistics information must be timely to provide quick
man-agement feedback. Timeliness refers to the delay between
when an activity occurs and when the activity is visible in the
information system. For example, in some situations, it takes
hours or days for the system to recognize a new order as actual
demand, since the order is not always directly entered into an
active demand database. Information system timeliness refers
to system status, such as inventory levels, as well as manage-
ment controls, such as daily or weekly performance reports.
Timely management controls provide information when there
is still time to take corrective action or to minimize the loss. In
summary, timely information reduces uncertainty and identifies
problems, thus reducing inventory requirements and increasing
decision accuracy.

• Exception
Based LIS Fourth, LIS must be exception-based to highlight
prob-lems and opportunities. Logistics operations typically
contend with a large number of customers, products, suppliers,
and service companies. For example, the inven-tory status for
each product-location combination must be reviewed regularly
to schedule replenishment orders. Another repetitive activity is
the status review of outstanding replenishment orders. In both

cases, a large number of products or replenishment orders
typically require review. Oftentimes, the review process requires
asking two questions. The first question concerns whether any
action should be taken for product or replenishment orders. If
the first answer is yes, the second question concerns the type of
action that should be taken. Many LIS require that reviews be
completed manually, although they are increasingly being
automated. The rationale for still using manual procedures is
that many of the decisions are unstructured and require
judgment on the part of the user. State-of-the-art LIS incorpo-
rate decision rules to identify these “exception” situations that
require management attention and/or decision making.

• Flexibility
Fifth, logistics information systems must contain the capability
to be flexible in order to meet the needs of both system users
and customers. Infor-mation systems must be able to provide
data tailored to specific customer require-ments. For example,
some customers may want order invoices aggregated across
certain geographic or divisional boundaries A flexible LIS must
be able to accommodate both types of requirements. Internally,
information systems must be upgradeable to meet future
enterprise needs without incurring debilitating costs in terms of
financial investment and/or programming time.

• Appropriate Format
Finally, logistics reports and screens should be appro-priately
formatted, meaning that they contain the right information in
the right structure and sequence. For example, LIS often include
a distribution center inven-tory status screen, with one product
and distribution center listed per screen. This format requires
that a customer service representative check inventory status at
each distribution center when attempting to locate inventory to
satisfy a specific customer order. In other words, if there are five
distribution centers, it requires a review and comparison of five
computer screens. Appropriate format would provide a single
screen with the inventory status for all five-distribution centers.
The combined screen makes it much easier for a customer
representative to identify the best source for the product.
Another example of an appropriate format is a screen or report
that contains and effectively presents all relevant information for
a decision maker. Above figure illus-trates such a screen for
inventory planners. The screen integrates past and future
information regarding on-hand inventory, minimum inventory,
and demand forecast, and planned receipts for a single item at a
distribution center.
The another example of an appropriate format is a screen or
report that contains and effectively presents all relevant informa-
tion for a decision maker. Above figure illus-trates such a screen
for   inventory planners. The screen integrates past and future
information regarding on-hand inventory, minimum inventory,
and demand forecast, and planned receipts for a single item at a
distribution center. The graphical presentation, which integrates
inventory flows and level, facilitates inventory plan-ning and
ordering by focusing the planner on the weeks when projected
on-hand inventory may drop below minimum levels. For
example, a planner reviewing the screen in Figure 6-3 can easily
see that current (week 0) on-hand inventory is right at the
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minimum and that there will be a stock out during week 7 if no
action is taken

PRODUCT DEMAND PLAN
                      (CHOCLATESYRUP)  Date:10/11/03
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Information Architecture
Logistics information systems combine hardware and software
to manage, control, and measure the logistics activities discussed
in the previous section. Hardware includes computers, input/

output devices, and storage media. Software includes system
and application programs used for processing transactions,
management control, decision analysis, and strategic planning.
Below given figure and table build on Figure illustrate the
typical logistics information system architecture. The architecture
includes both the information base to maintain the data
warehouse and the execution components. The information
base contains purchase orders, inventory status, and customer
orders. The data warehouse contains information describing the
past activity levels and the current status, and is the basis for
planning future requirements.
The execution components initiate, monitor, and measure the
activities required to fulfill customer and replenishment orders.
These activities take two forms. The first are the planning and
coordination activities to produce and deploy inventory. The
second are the operating activities to receive, process, ship, and
invoice cus-tomer orders.
Planning and coordination include the activities necessary to
schedule procure-ment, production, and logistics resource
allocation throughout the enterprise. Spe-cific components
include definition of strategic objectives, rationalization of ca-
pacity constraints, and determination of logistics,
manufacturing, and procurement requirements.
Operations include the transaction activities necessary to manage
and process orders, operate distribution facilities, schedule
transportation, and integrate pro-curement resources. This
process is completed for both customer and enterprise replen-
ishment orders.
Customer orders reflect demands placed by enterprise cus-
tomers. Replenishment orders control finished good
movement between manufac-turing and distribution facilities.
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Inventory deployment and management is the interface
between planning/co-ordination and operations. Inventory
deployment and management monitors and controls the buffer
stock whenever a “make to order” strategy is not possible.

Logistics information system
architecture

Table 2 Logistics Information System Functionality

Planning/Coordination
Logistics system planning/coordination components form the
information system backbone for manufacturers and merchan-
disers. These components define core activities that guide
enterprise resource allocation and performance from procure-
ment to product delivery.  The specific components are:
1. Strategic objectives
2. Capacity constraints
3. Logistics requirements
4. Manufacturing requirements
5. Procurement requirements

Strategic Objectives
Primary information drivers for many enterprises are strategic
objectives that define marketing and financial goals. These
strategic ob-jectives are typically developed for a multiyear
planning horizon that often includes quarterly updates.
Marketing’s strategic objectives define target markets, products,
marketing mix plans, and the role of logistics value-added
activities such as service levels or capabilities. The objectives
include customer base, breadth of products and services, planned
promotions, and desired performance levels. Marketing goals are
the customer service policies and objectives that define logistics
activity and performance targets. The performance targets include
service availability, capabil-ity, and the quality elements discussed
under customer service. Financial strategic objectives define
revenue, sales and production levels, and corresponding expense,
as well as capital and human resource constraints.
The combination of marketing and financial objectives defines
the markets, products, services, and activity levels that logistics
managers must accommodate during the planning horizon.
Specific goals include projected annual or quarterly activity levels
such as shipments, dollar volume, and total cases. Specific
events that must be considered include product promotions,
new-product introductions, market rollouts, and acquisitions.
Ideally, the marketing and financial plans should be integrated

and consistent. Inconsistencies will result in poor service, excess
inventory, or failure to meet financial goals.
The combination of marketing and financial strategic objectives
provides direc-tion for other enterprise plans. While the process
of establishing strategic objectives is, by nature, unstructured
and wide ranging, it must develop and communicate a plan
detailed enough to be operationalized.

Capacity Constraints
Capacity constraints and logistics, manufacturing, and procure-
ment requirements evolve from the strategic objectives. Internal
and external manufacturing, warehousing, and transportation
resources determine capacity con-straints. Using activity levels
defined by the strategic objectives, capacity constraints identify
material bottlenecks and effectively manage resources to meet
market demands. For each product, capacity constraints
determine the “where,” “when,” and “how much” for produc-
tion, storage, and movement. The constraints consider
aggregate production and throughput limitations such as
annual or monthly capacity.
Capacity problems can be resolved by resource acquisition,
speculation, or postponement of production or delivery.
Capacity adjustments can be made by acquisition or alliances
such as contract manufacturing or facility leasing. Specu-lation
reduces bottlenecks by anticipating production capacity require-
ments through prior scheduling or contract manufacturing.
Postponement delays production and shipment until specific
requirements are known and capacity can be allocated. It may be
necessary to offer customer incentives such as discounts or
allowances in order to postpone delivery. The capacity con-
straints introduce the time dimension into the enterprise’s
strategic objectives by considering facility, financial, and human
resource limitations. These constraints have a major influence
on logistics, manufacturing, and procurement schedules.
Capacity constraints link the enterprise’s aggregate operating
plan to weekly or daily logistics requirements. These constraints
are a major influence on monthly or weekly production for each
manufacturing location. Capacity flexibility depends on the
nature of the product and lead-time. For the long term, there is
usually substantial flexibility, since a full range of postpone-
ment, speculation, and acqui-sition strategies may be used.
However, in the short term, such as within the current week,
there is limited flexibility, since resources are generally commit-
ted. Capacity constraint integration with the remaining
enterprise requirement systems varies across organizations. The
best enterprises typically demonstrate a high level of integration
across all planning/coordination components.

Logistics Requirements
Logistics requirements coordinate the facility, equip-ment, labor,
and inventory resources necessary to accomplish the logistics
mission. For example, the logistics requirement component
schedules shipments of finished product from manufacturing
plants to distribution centers and retailers. The ship-ment
quantity is calculated as the difference between customer
requirements and inventory level. Logistics requirements are
often implemented using distribution requirements planning
(DRP) as an inventory management and process control tool.
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Future requirements are based on forecasts, customer orders, and
promotions. Forecasts are based on sales and mar-keting input in
conjunction with historical activity levels. Customer orders include
current orders, future committed orders, and contracts. Promo-
tional activity is particularly important when planning logistics
requirements, since it often repre-sents a large percentage of total
volume and has a large impact on capacity. Current inventory status
is product available to ship. Specifically, for each planning period
(e.g., weekly or monthly), the sum of forecast plus future customer
orders plus promotional volume represents period demand. It is
not easy to determine the percentage of the forecasted volume that
is accounted for by the known customer orders, so some judgment
must be made. Typically, period demand is actually a combination
of the three, since current forecasts may incorporate some future
orders and promotional volume. When determining period
demand, it is important that the overlap between forecast, future
customer orders, and promotions be considered. Period logistics
requirements then equal period demand less inventory-on-hand
less planned receipts. Using this form, each period would ideally
end with zero inventory available so that planned receipts would
exactly equal period demand. While perfect coordination of
demand and supply is ideal from an inventory management
perspective, it may not be the best strategy for the firm.
Logistics requirements must be integrated with both capacity
constraints (up-stream) and manufacturing requirements (down-
stream) to obtain optimal system performance. Poorly integrated
logistics and manufacturing components typically result in finished
goods inventory at the end of the production line that is not
visible when logistics requirements are determined.

Logistics Requirements
    + Forecasts (Sales, Marketing, Input, Histories, Accounts)
    + Customer Orders (Current Orders, Future Committed
           Orders, Contracts)
    + Promotions (Promotion, Advertising Plans)
    = Period Demand
   -  Inventory-on-Hand
    -   Planned Receipts
    = Period Logistics Requirement

• Manufacturing Requirements
Manufacturing requirements schedule produc-tion resources
and attempt to resolve day-to-day capacity bottlenecks within
the materials management system. Primary bottlenecks result
from raw material short-ages or daily capacity limitations.
Manufacturing requirements determine the mas-ter production
schedule (MPS) and manufacturing requirements plan (MRP).
The MPS defines weekly or daily production and machine
schedules. Given the MPS, the MRP coordinates the purchase
and arrival of materials and components to support the desired
manufacturing plan. Although this discussion presents logistics
requirements and manufacturing requirements serially, they
actually must operate in parallel. This is particularly true for
enterprises utilizing demand flow or market paced manufactur-
ing strategies. These strategies coordinate production schedules
directly with market demands or orders and reduce the need to

forecast or plan. In a sense, demand flow or market-paced
manufacturing strategies design all produc-tion as “make to
order” and thus totally integrate logistics and manufacturing
requirements.
• Procurement Requirements
Procurement requirements schedule material re-leases, ship-
ments, and receipts. Procurement requirements build on
capacity con-straints, logistics requirements, and manufacturing
requirements to demonstrate long-term material requirements
and release schedules. The requirement and release schedule is
then used for purchasing negotiation and contracting.

Operations
Operations include the information activities required to receive,
process, and ship customer orders and to coordinate the receipt
of purchase orders. Operations com-ponents are:
1. Order management
2. Order processing
3. Distribution operations
4. Transportation and shipping
5. Procurement
Each component is described below including a review of key
functions and interfaces.
1. Order Management
Order management is the entry point for customer orders and
inquiries It allows entry and maintenance of customer orders
using commu-nication technologies such as mail, phone, fax, or
EDI As orders or inquiries are received, order management
enters and retrieves required information, edits for appropriate
values, and then retains acceptable orders for processing. Order
man-agement can also offer information regarding inventory
availability and delivery dates to establish and confirm customer
expectations. Order management, in con-junction with
customer service representatives, forms the primary interface
between the customer and the enterprise LIS. Table 2 lists
primary order management functionality. It includes entry for
blanket, electronic, and manual orders. Blanket orders are large
orders that reflect demand for a merchandiser over an extended
time period such as a quarter or a year. Future shipments against
blanket orders are triggered by individual order releases. Order
management creates and maintains the customer and replenish-
ment order base that affects the remaining operations
components.
2. Order Processing
Order processing assigns or allocates available inventory to open
customer and replenishment orders. Allocation may take place
on a real-time (i.e., immediate) basis as orders ate received or in
a batch mode. Batch mode means that orders are grouped for
periodic processing, such as by day or shift. While real-time
allocation is more responsive, a batch process provides the firm
with more control over situations when inventory is low. For
example, in a batch process, order processing can be designed to
assign stock from current inventory only, or from scheduled
production capacity. An LIS is more responsive if it allows
inventory assignment from scheduled production capacity.
However, there is a trade-off since assigning scheduled produc-
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tion capacity reduces the firm’s ability to reschedule production.
The’ ‘best” order processing applications operate inter-actively in
conjunction with order management to generate an order
solution that satisfies both customer requirements and
enterprise resource constraints. In this type of operational
environment, the customer service representative and the cus-
tomer interact to determine the combination of products,
quantities, and perform-ance-cycle length that is acceptable to
both parties. When there is conflict in order processing, possible
solutions include delivery date adjustments, product substitu-
tions, or shipment from an alternative source.
Table 2 lists typical order processing functionality, which
includes inventory assignment, back-order creation and
processing, order selection document gener-ation, and order
verification. Order selection documents, in paper or electronic
form, direct distribution operations to select an order from the
distribution center or warehouse and pack it for shipment. The
customer or replenishment order, with its allocated inventory
and corresponding order selection material, links order process-
ing with distribution center physical operations.
 3. Distribution Operations
Distribution operations incorporate LIS functions to guide
distribution center physical activities including product receipt,
material movement, and storage and order selection. Distribu-
tion operations are often termed inventory control or warehousing
systems. Distribution operations direct all activ-ities within
distribution centers using a combination of batch and real-time
assign-ments. In a batch environment, the LIS develops a list
of instructions or tasks to guide each material handler in the
warehouse. Material handlers are the individuals who operate
material-handling equipment such as fork trucks and pallet jacks
(material-handling technology is discussed in detail in upcom-
ing chapter). In a sense, this list is the handler’s “to do” list for
the hour or shift. In a real-time environment, information-
directed technologies such as bar coding, radio frequency
communi-cation, and automated handling equipment operate
interactively with LIS to reduce the elapsed time between
decision and action. The real-time information-directed technologies,
discussed in detail later in the chapter, provide more operation flex-
ibility and reduce internal performance-cycle time requirements.
Table 2-list typical distribution operations functionality.
Historically, distri-bution operations have focused on directing
warehouse operations and activities including guiding product
movement and storage. A state-of-the-art distribution opera-
tion LIS must also plan operating requirements and measure
performance. Operations planning include personnel and
resource scheduling. Performance measurement includes
developing personnel and equipment productivity reports and
exception-based LIS that can reduce errors and identify cost
savings. With the increased opportunity to reduce cost through
better transport management, contem-porary LIS transporta-
tion and shipping functionality emphasizes performance
mon-itoring, rate auditing, routing and scheduling, invoicing,
reporting, and decision analyses. A state-of-the-art transporta-
tion and shipping LIS incorporates increased planning and
performance measurement capability.

4. Procurement
Procurement manages purchase order preparation, modifica-
tion, and release, in addition to tracking vendor performance
and compliance. Although procurement systems have not
traditionally been considered part of LIS, the im-portance of
integrating procurement is obvious when managing the entire
supply chain. Integration of procurement and logistics
schedules and activities allows coordination of material receipt,
facility capacity, and transportation back-haul.
For integrated logistics, procurement LIS must track and
coordinate receiving and shipping activities to optimize
scheduling of facility, transport, and personnel resources. For
example, since loading and unloading docks are often a critical facility
resource, effective procurement LIS should coordinate the use of the
same carrier for both deliveries and shipments. This capability requires
LIS to have both receipt and shipment visibility. Logistic system
integration can be further enhanced through electronic integra-
tion with suppliers. Table 2 lists procurement function-ality. A
state-of-the-art procurement LIS provides plans, directs
activities, and measures performance, coordinating inbound and
outbound activity movement.
Thus as conclusion we can say that Coordinated, integrated
operations LIS is the minimum standard for logistics competi-
tiveness today. Coordination and integration allow smooth and
consistent customer and replenishment order information
throughout the enterprise and offer current order status
visibility. Also, integrated information sharing reduces delays,
errors, and personal requirements. While operations LIS is
typically well integrated, it is necessary to continuously review
the system to ensure that no bottlenecks develop and customer
flexibility is maintained. Best practice firms are improving
operational performance by integrating operations LIS across
firm boundaries with suppliers and customers.

Logistics Information System Flow
While Figure 6-5 illustrates the conceptual structure of the
logistics information system, it also graphs the flow from more
of a process perspective. The schematic contains the major
system elements including
1. Modules
2. Data Files
3. Man-agement and Data Entry Activities
4. Reports
5. Communication Links.
Mod-ules are the actual routines that process data or informa-
tion, such as entering orders or assigning inventory. Data, files
are the information structures that store task -specific data such
as orders or inventory records. The data files replace the file
cabinets of the past. Management and data entry activities
represent the interfaces where the LIS must obtain input from
an external environment such as a decision maker or another
firm. Reports provide information regarding logistics activity
and performance links. Communication links are the internal
and external interfaces between LIS components and the
outside environment.
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The logistics information system flow should incorporate the
following five modules:
• Order entry
• Order processing
• Transportation and shipping
• Distribution operations
• Inventory management
The files contain the data and information base to support the
communications activities. The major database structures that
are required for supporting distribution communications are
1 Order file
2 Inventory and warehouse files
3 Accounts receivable file
4 Distribution requirements file.
The management ilnd data entry activities occur when data must
be entered into the system or when management must enter a
decision. The general instances for this intervention include
1. Order entry
2. Order inquiry
3.  Forecast development and reconciliation
4.  Freight rating
5.  Warehouse receipts and adjustments.
The reports consist of numerous summary, detail, and
exception listings to provide hard-copy information document-
ing system activities and performance. The links identify the
information flow between the subsystems, files, entry activities,
and reports.
Thus as conclusion we can say that LIS is the backbone of
modem logistics operations. In the past, this infrastructure has focused
on initiating and controlling activities required to take, process, and ship
customer orders. For today’s enterprises to remain competitive, the role of
information infrastructure must be extended to include requirements
planning, management control, decision analysis, and integration with
other members of the channel. This section has identified major
components of the logistics information infrastructure, reviewed
individual roles, and discussed the importance of integra-tion and
flexibility. Many firms are reviewing both inter and intra enterprise
information flow to incorporate more integration and flexibility while
minimizing cost.

Questions for Self–Analyzation
1. Compare and contrast the primary focus of the different

levels of LIS functionality.
2. Explain the notion of exception-based LIS capability. Why is it

critical to corporate planning and operations?
3. How and why does inventory deployment and management

act as the primary interface between planning/coordination
and operations in the logistics information flow?
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Logistics managers see information technology as a major
source of improved productivity and competitiveness. Unlike
most other resources, information tech-nology is increasing in
both speed and capacity while declining in cost. While new
capabilities are identified daily, five specific technologies have
demonstrated wide-spread logistics applications. These include
1. Electronic Data Interchange (EDI)
2. Per-sonal Computers
3. Artificial Intelligence/Expert Systems
4. Communications
5. Bar Coding and Scanning.

1. Electronic Data Interchange
EDI is identified as inter company computer-to-computer
exchange of business documents in standard formats. EDI
describes both the capability and practice of communicating
information between two organizations electronically instead of
via the traditional forms of mail, courier, or even fax. The
capability refers to the ability of computer systems to communi-
cate effectively. The practice refers to the ability of the two
organizations to effectively utilize the information exchanged.
Logistics information consists of real-time data on company
operations-inbound ma-terial flows, production status, product
inventories, customer shipments and incoming orders, among
others.  From an external perspective, companies need to
communicate order shipment and billing information with
vendors or suppliers, financial institutions, transportation carriers
and customers. Internal functions exchange information on pro-
duction schedule and control data. I Direct EDI benefits include
1. Increased internal productivity
2.  Improved channel relationships
3.  Increased external productivity
4.  Increased ability to compete internationally
5.  Decreased operating cost.
EDI improves produc-tivity through faster information
transmission as well as reduced information entry redundancy.
Accuracy is improved by reducing the number of times and
individuals involved in data entry. EDI impacts logistics
operating cost through:

LESSON 24:
APPLICATIONS OF NEW INFORMATION TECHNOLOGIES

1. Application of Technology in Logistics

2. Electronic Data interchange

3. Personal computers

4. Artificial Intelligence System

5. Communication

6. Bar Coding

7. Questions

1. Reduced labor and material cost associated with printing,
mailing, and handling paper-based transactions

2. Reduced telephone, fax, and telex communication
3. Reduced clerical cost. In another example, Texas Instruments

reports that EDI has reduced shipping errors by 95 percent,
field inquiries by 60 percent, data entry resource requirements
by 70 percent, and global procurement cycle time by 57
percent.

Personal Computers
The personal computer (PC) has become almost ubiquitous in
today’s logistics environment. Reduced hardware size and
increased capability have extended in-formation technology
applications from the desks of managers and customer service
representatives to the field. PCs are influencing logistics
management in three ways
First, low cost and high portability bring accurate and timely
information to the decision maker whether in the office, at the
warehouse, or on the road. In the past, individuals had to make
decisions with information that was hours or even days old.
Now the decision, whether it is strategic (such as which markets
to service) or operational (such as which product to pick next in
the warehouse), can be made with the most current informa-
tion: There are numerous logistics examples where timely
information increases the added value provided by chain
members such as warehouse operators and carriers. For
example, transport vehicle-based computers improve driver
reporting and decision ability by recording delivery information,
reporting vehicle location, and identifying lowest cost fuel stops.
Second, responsiveness and flexibility offered by decentralized
PCs enable more focused service and capability. The use of large
mainframe computers implies relatively inflexible operations in
conjunction with unreliable connections to the field. Rather
than risk shutting down a plant or warehouse because of data
com-munications failure, logistics managers often prefers
manual procedures. PCs make it cost-effective to have decentral-
ized, flexible, and even redundant processing for even the
smallest site or function. The use of local area networks
(LANs), wide area networks (WANs), and client/server
architecture offers the benefits of decen-tralization, responsive-
ness, flexibility, and redundancy while providing data
inte-gration throughout the enterprise.
A LAN is a network of PCs that use phone lines or cable to
communicate and share resources such as storage and printers.
A LAN is restricted to a relatively small geographical location
such as an office or ware-house, while a WAN can operate across
a wide geography. Client/server architec-ture uses the decentral-
ized processing power of PCs to provide LIS operating
flexibility. The “server” is a large computer (usually mainframe
or minicomputer) that allows common data to be shared by a
number of users. The “client” is the network of PCs that access
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the data and manipulate them in different ways to provide
extensive flexibility. A partnership between American Airlines
and CSX has developed a client/server-based network, known
as Encompass, which can glob-ally track inventory in motion.6.
The network includes PCs located at key sites around the globe
as well as in transport vehicles. A railroad consortium employs a
similar technology to offer multiple communication paths so
that customers can obtain shipment information when
desired.7 A survey of top United States execu-tives suggests
that LANs and client/server applications will significantly
advance information technology applications over the next
decade.8
Third, interactive PCs with graphics capabilities facilitate
development of generic decision support applications such as
facility location, inventory analysis, and routing and scheduling.
The number and capability of such applications has grown
significantly since the introduction of PCs. PCs have promoted
such applications by
1. Offering a standardized development platform
2. Facilitating use through interactive graphics
3. Providing analytical methods to efficiently evaluate logistics

Artificial Intelligence Expert: Systems
Artificial intelligence (AI) and expert systems are another
information-based tech-nology contributing to logistics
management. AI is an umbrella term describing a group of
technologies aimed at making computers imitate human
reasoning. AI is concerned with symbolic reasoning rather than
numeric processing. AI includes technologies such as expert
systems, natural language translators, neural networks, robotics,
speech recognition, and 3D vision.

Expert Systems are One Category of AI
That Has Experienced Successful
Logistics Applications
Expert systems offer an economical and practical way to capture,
refine and proliferate management skills. These systems provide
a framework in which to document the questions and answers
that experts use to solve analytical and operational problems.
With expert systems, the know-how of one “expert” can be put
in the hands of many workers to improve consistency, accuracy
and productivity throughout the network. These systems allow
more effective management of the organization’s most critical
resource’ knowledge.”
An expert system program captures and stores logistics
knowledge as rules (heuris-tics), policies, checklists and logic, in
a “knowledge base” in much the same way a conventional
computer program stores numeric information in a database.
As a result, expert system programs tend to be much ‘easier to
modify, update, and enlarge than conventional computer
programs.
Logistics expert systems are applied where expertise can increase
the firm’s return on assets. Applications include carrier selection,
international marketing and logistics, inventory management,
and information system design.

Advice &
Explanation

U
S                                                       Facts &
E                                                      Data
R

User Interface Inference Engine
. Control Strategies

. Ques. Sequencer

Knowledge base
Facts
Heuristics rules

As above illustrates, expert systems include three components:
knowledge base, inference engine, and user interface. The
knowledge base contains the ex-pertise in the form of a series
of “if & then” conditions. Interviewing a series of “experts”
regarding the data and logic used to make typically develops it
decisions. For example, an experienced transportation manager
develops key data items and guidelines to use when selecting a
carrier for a specific shipment. An experienced forecaster would
have a knowledge base regarding the best-forecast technique to
use. The integration and coordination of this decision logic
across a number of experts develop a substantial knowle4ge
base that allows less experi-enced personnel to make more
effective decisions.

The inference engine searches the knowledge base to identify the
rules that are relevant for a specific decision. For example the
traffic manager attempting to make a decision about a motor
carrier does not want to use the rules developed for rail
transportation. The inference engine determines the relevant
rules and the sequence in which they should be evaluated. The
user interface facilitates the interaction between the decision
maker and the expert system. The interface formats the key
questions to the user in natural language and then interprets the
responses.

Expert System Application Potential In Logistics

Decision Level

Operational  Tactical     Strategic

          Analyze

             Plan

Problem
  Type         Operate

Hazardous
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sales/market
share impact
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Instruct
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Source: Mary Kay Allen and Omar K. Helferich, Putting Expert
Systems to Work in Logistics, Oak Brook, III. The Council of
Logistics Management, 1990, p. xvii.
A good interface allows the user to refine the knowledge base as
additional infor-mation or expertise is obtained.
Expert systems have demonstrated their ability to improve
logistics productivity and quality. Above Table summarizes a
variety of logistics expert systems applications. “The ability to
transform data and information into usable knowledge, to
extract and share rare expertise, and to manage knowledge as a
vital competitive resource are the concerns of expert systems
and artificial intelligence.”  While there are limited logistics
applications of AI and expert systems, many prototypes have
demonstrated significant returns. It is likely that there will be
substantial future dividends from knowledge acquisition and
structuring.

Communications
Information technology also significantly enhances logistics
performance through faster and widespread communication.
Historically, logistics activities had a distinct communications
disadvantage since they involved movement in either a trans-
port or a material-handling vehicle or were very decentralized. As
a result, information and directions were often removed in
terms of both time and location from the actual activity.
Application of radio frequency (RF), satellite communications,
and image processing technologies has overcome these prob-
lems caused by product movement and geographic
decentralization.
Radio frequency technology is used within relatively small areas,
such as dis-tribution centers, to facilitate two-way information
exchange. A major application is real-time communication with
material handlers such as forklift drivers and order selectors. RF
allows forklift drivers to have instructions and priorities
updated on a real-time basis rather than using a hard copy of
instructions printed hours earlier. Real-time communication
offers more flexibility and responsiveness and often provides
improved service with less resource. Logistics RF applications
include two-way communication of warehouse selection
instructions, warehouse cycle count verification, and label
printing. United Parcel Service uses speech-based RF to read ZIP
codes from incoming packages and print routing tickets to
guide package movement through its Grand Rapids, Michigan,
sort facility.
Satellite technology allows communication across a wide
geographic area such as a region or even the world. The technol-
ogy is similar to microwave “dishes” used for home television
in areas outside the reach of cable.
Satellite communication provides a fast and high-volume
channel for informa-tion movement around the globe.
Schneider National, a nationwide truckload car-rier, uses
communication dishes on the top of its trucks to allow
communication between drivers and dispatchers. The real-time
interaction provides up-to-date information regarding location
and delivery and allows dispatchers to redirect trucks in response
to need or traffic congestion. Retail chains also use satellite
communication to quickly transmit daily sales back to headquar-

ters. Wal-Mart uses satellites to transmit daily sales figures to
activate store replenishment and to provide input to marketing
regarding local sales patterns.
Image processing applications rely upon facsimile (fax) and
optical scanning technology to transmit and store freight bill
information, as well as other supporting documents such as
proof of delivery receipts or bills of lading. The rationale for
this new service is that timely shipment information is almost
as important to the customer as delivering the goods on time.
As freight is delivered to customers, support documentation is
sent to image processing locations, electronically scanned, and
logged into the system.
Electronic images of the documents are then transmitted to a
main data center where they are stored on optical laser disks. By
the next day, customers can access the documents through
computer linkages or a phone call to their service represen-tative.
Customer requests for a hard copy of a document can be filled
within minutes by a fax transmission. Customer benefits
include more accurate billing, faster response from carrier
personnel, and easy access to documentation. The carrier also
benefits because the system eliminates filing paper documents,
reduces the chance that important information will be lost or
misplaced, and provides improved credibility with customers.
RF technology, satellite communication capability, and image
processing require substantial capital investment prior to
obtaining any returns. However, the primary benefit of these
communication technologies is not lower cost but improved
cus-tomer service. Improved service is provided in the form of
more timely definition of tasks, quicker shipment tracing, and
faster transfer of sales and inventory infor-mation. There will be
increased demand for these communication technology ap-
plications as customers observe the competitive benefits of
real-time information transfer.

Bar Coding and Scanning
Information collection and exchange are critical for logistics
information manage-ment and control. Typical applications
include tracking receipts at the warehouse and sales at the grocery
store. In the past, collection and exchange were done manually
with error-prone and time-consuming paper-based procedures.
Bar coding and electronic scanning are identification technolo-
gies that facilitate logistics in-formation collection and exchange.
Although these auto identification systems require significant
capital investment for users, increased domestic and interna-
tional competition is encouraging shippers, carriers, warehouses,
wholesalers, and retail-ers to develop and utilize auto ID
capability in order to compete in today’s mar-ketplace. Auto ID
allows channel members to quickly track and communicate
movement details with a low probability of error.
Bar coding refers to the placement of computer readable codes
on items, cartons, containers, and even railcars. Most consumers
are aware of the universal produc1 code (UPC) that is present
on virtually all consumer products. UPC barcodes used first in
1972, assign a unique five-digit number to each manufacturer
and product. Standardized bar codes reduce errors when
receiving, handling, or shipping product. For example, a bar
code distinguishes package size and flavor.
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While UPC is used extensively in the consumer goods industry
for retail check-outs, other channel members desire more
detailed information. While retailers are concerned with
individual items, shippers and carriers are interested in the
contents of pallets or containers. Therefore, a need exists for bar
codes to identify cartons, pallets, or containers of products.
Although it is possible to have a document listing pallet
contents, the paperwork may be lost or damaged while in
transit. To provide encoded information that can be attached to
the in-transit shipment, a computer readable code is necessary
that contains information regarding shipper, receiver, carton
contents, and any special instructions.
Incorporating this amount of information into a bar code
overwhelms the capability of a ten-digit UPC. The basic
problem is that marketers do not want bar codes to take up
valuable space on packages because it reduces product informa-
tion and advertising design space. On the other hand, including
more information within existing space would make the codes
too small and increase scanning errors.
In order to resolve these problems, bar code research and
development have proceeded in a number of directions. Two
of the most significant logistics devel-opments are multidimen-
sional codes and container codes. Newer multidimensional
codes such as stacked Code 49 and Code l6K and the highly
advanced PDF 417 offer the potential for including more
encoded information within existing package space. For
example, older one-dimensional linear bar codes are able to
encode approximately fifteen to eighteen characters per inch.
Multidimensional codes such as Code 49 and Code l6K are able
to dramatically increase information transfer capability because
their design allows them to “stack” one bar code on top of
another. Figure 6-8 presents a representative sampling of bar
codes. The more advanced codes such as PDF (portable data
file) 417 utilize a stacked matrix design that can store 1,800
characters per inch.
The industry objective is to be able to include as much informa-
tion as possible in the smallest area. The limitation is that
smaller and more compact codes increase the potential for
scanning errors. Newer codes incorporate error detection and
correction capabilities.

Benefits of Automatic Identification
Technologies
Shippers. Improve order preparation and processing; eliminate
shipping errors; reduce labor
Time; improve record keeping; reduce physical inventory time
Carriers. Freight bill, information integrity; customer access to real-
time information; improved record keeping of customer
shipment activity; shipment traceability; simplified container pro-
cessing; monitor incompatible products in vehicles; reduced
information transfer time. Warehousing. Improved order prepara-
tion, processing, and shipment; provide accurate inven-tory
control; customer access to real-time information; access consider-
ations of information se-curity; reduced labor costs; receiving
accuracy. Wholesalers/retailers. Unit inventory precision; price
accuracy at point of sale; improved register checkout productivity;
reduce physical inventory time; increased system flexibility

Do You Know??????
The UCC 128 Serial Shipping Container Code, which is gaining
wide acceptance as the international standard, uniquely identifies
each container in a shipment and improves routing and
traceability. UCC 128 allows manufacturers and distributors to
provide container identification from production to point of
sale. uec 128 is used in conjunction with an EDI advance ship
notice (ASN), which precisely identifies carton contents. By
1997, it is projected that over 90 percent of all shipments in the
medical, retail, apparel, and wholesale drug industry will use
UCC
128 symbology.15 Primary users of UCC 128 are expected to be
general merchan-dise retailers, along with grocery and pharma-
ceutical industries that will utilize the information for tracking
expiration dates, lot numbers, and production dates.
Bar code development and applications are increasing at a very
rapid rate. While the benefits are obvious, it is not clear which
symbologies will be adopted as industry standards. Standard-
ization and flexibility are desirable to ac-commodate the needs
of a wide range of industries. However, standardization and
flexibility also increase cost, making it more difficult for small-
and medium-sized shippers, carriers, and receivers to imple-
ment standardized technologies. While continued convergence
to common standards is likely, surveys indicate that select
industries and major shippers will continue to use proprietary
codes to maximize their competitive position.
Another key component of auto ID technology is the scanning
process, which is the “eye” of a bar code system. A scanner
optically collects bar code data and converts them to usable
information. There are two types of scanners: handheld and
fixed-position. Each type can utilize contact or non-contact
technology. Hand-held scanners are either laser guns (non
contact) or wands (contact). Fixed-position scanners are either
automatic scanners (non contact) or card readers (contact). Con-
tact technologies require the reading device to actually touch the
bar code. This reduces scanning errors but decreases flexibility.
Laser gun technology is currently the most popular (65 percent),
outpacing wands.
Scanner technology has two major applications in logistics.
The first is point of sale (POS) in retail stores. In addition to
ringing up receipts for consumers, retail pas applications
provide accurate inventory control at the store level. POS allows
precise tracking of each stock keeping unit (SKU) sold and
facilitates replenishment since actual unit sales can be quickly
communicated to the supplier. Tracking of actual sales reduces
uncertainty and allows buffer inventories to be removed. In
addition to providing accurate resupply and marketing research
data, pas can provide more timely strategic benefits to all
channel members.
The second logistics scanner application is for material handling
and tracking. Through the use of scanner guns, material
handlers can track product movement, storage location,
shipments, and receipts. While this information can be tracked
manually, it is very time-consuming and subject to error. Wider
usage of scanners in logistical applications will increase produc-
tivity and reduce errors. For example, Walgreens reported that
scanning technology automated store replenishment, im-
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proved marketing efforts, and decreased total inventories by 8
percent. 17
Are You Aware???????????
PRIMARY LOGISTICS INDUSTRY EDI STANDARDS.
UCS (Uniform Communication Standards): grocery. VICS
(Voluntary Inter-Industry Communication Standards Commit-
tee): mass merchandisers. WINS (Warehouse Information
Network Standards): warehouse operators. TDCC (Transporta-
tion Data Coordinating Committee): transportation operators.
AIAG (Automotive Industry Action Group): automotive
industry

Questions For Self-analyzation
Q. 1 How has development of the personal computer

influenced logistics management?
Q. 2 How do communication technology applications assist

logistics in providing improved customer service?
Q. 3 How do bar coding and scanning technologies facilitate

information collection and exchange throughout the
supply chain?

Q. 4 Discuss and illustrate the concept of substituting
information for inventory.

Q. 5 What is the difference between a communication
standard and information standard for EDI
transactions?

Q. 6 What is a VAN (value-added network), and how does
it resolve the disadvantages of different EDI
transaction sets?

Q. 7 How does information technology facilitate
formalization of operating processes?

Article
Source “The Technology payoff: High Tech keeps a retailer from

Wilting” Business Week, June 14,1993

Frank’s Nursery & Crafts
Recognition of information technology’s benefits has reached
into areas of retailing that once seemed un-likely. Frank’s Nursery
& Crafts-a retail chain of 290 home, gardening, and crafts stores,
based in Detroit, Michigan-has become a powerful advocate for
high technology retailing. Over the past three years, Frank’s has
invested $25 million in technology application, a significant
commitment for a company with 1992 sales of $557 million.
The company has recently implemented bar coded merchandise
and two communication technologies: a satellite network and
wireless RF (radio frequency) scanning. Larry Buresh, vice
president of information systems and distribution, says, “We
invest to improve customer service.”
Nearly 95 percent of Frank’s merchandise is now bar coded. An
increasing percentage of houseplant and nursery vendors now
supply bar coded merchandise. Frank’s produces internally
generated bar code labels for the balance of the inventory,
including tie-on tags for plants.
A $4 million satellite network connecting Frank’s stores directly
to VisaUSA, Inc., has solved a long-standing problem of long
checkout lines. The direct linkup has cut credit card authoriza-
tion time from up to forty-five seconds via phone to just seven

seconds. A further benefit is that eliminating the middleman’s
fees from the previous phone-based procedure has paid for the
satellite system. The new system also allows com-pany head-
quarters to control advertising messages piped in over store
speakers, select background music, and control the volume at
each location. -
By July 1992, all Frank’s stores were fully installed with a
wireless RF network that utilizes a spread spec-trum broadcast-
ing technique. The RF network enabled Frank’s to develop two
valuable in-store applications for handheld wireless scanners.
Both applications, price verification and order entry, were
previously paper -based procedures that relied extensively on
store per-sonnel labor hours.
Referencing a master price listing previously did Price verifica-
tion, which is the procedure of match-ing prices on labels
against a price lookup file. Many employees preferred to cart the
products up to the POS registers and scan the price there rather
than use the listing. This process was inefficient and reduced the
frequency of price checks. Now, employees need only scan an
item’s bar code with a handheld wireless scanner and compare
the price on the screen to the price on the label. The new process
saves time, improves price accuracy, and redirects employee labor
hours to-ward customer service rather than cumbersome
admin-istrative tasks.
The order entry application was also developed with the
objective of providing more time for store personnel to focus
on customer service. Each of Frank’s stores is responsible for
replenishment of basic in-stock items. Additional quantities for
advertised products are the responsibility of corporate merchan-
disers. In the past, employees would spend hours each day
recording the inventory status of thousands of craft and plant
prod-ucts. Now, employees walk up and down the store aisles
and scan product bar codes with the handheld wireless scanner.
Store personnel compare the scanned on-hand quantity to a
computer-generated shelf label containing a target on-hand
quantity and then simply enter the necessary replenishment
quantity in the scanner. The order is processed in real time by
the in-store processor and later sent on to company headquar-
ters for further processing. Frank’s estimates that the wireless
reorder application has cut total labor hours required for store
replenishment by 75 percent. The chain’s in-stock po-sition has
also significantly improved.
Frank’s envisions numerous other future applica-tions for the
RF network. Handheld wireless scanners are being phased In
for use in physical inventories. Scanner usage is also planned for
the company’s three distribution centers for (1) receiving
applications based on UCC 128 shipping container codes with
EDI-based advance shipment notices; (2) item status applica-
tions to provide merchandise managers with critical on-order
quantity, rate of sale, (tost, retail, and other information during
store visits; and (3) wireless P~S applications on portable cash
registers to handle sidewalk and tent sales.
By utilizing information technology, Frank’s Nurs-ery & Crafts
is “growing” its business in a big way, and in more than just the
traditional sense of the words.
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Article
Source:”UPS Delivers more to its customer”

Business week,May 31 1993

Technology At Ups
United Parcel Service (UPS) is the largest distribution company
in the world. In 1992, UPS’ revenues were approximately $16
billion and its package and docu-ment volume approached 2.9
billion pieces-more than 11 million packages a day for over 1
million regular customers. The company provides manufactur-
ers, wholesalers, retailers, and service companies with a wide
variety of ground-based and air package and doc-ument service
offerings, as well as numerous value -added services.
Prior to 1986, UPS did not rely on information tech-nology to
drive its distribution business. At that time, Ken C. “Oz”
Nelson, a senior vice president and now chairman and CEO,
was selected to head up a Technology Task Force with the
strategic objective of fun-damentally overhauling company
technology and trans-forming the functional, operations-
oriented company into a proficient user of modem technology.
The Task Force began with a five-year plan and a $1.5 billion
budget. The plan was completed on schedule; however, UPS
spent the allotted money well before the five years were up and
acknowledges that the effort cost “multi-billions.” By 1991,
UPS’ communication network linked 6 mainframes, 250
minicomputers, 40,000 per-sonal computers, and approxi-
mately 75,000 handheld units between 1,300 distribution sites
around the world.
The company’s assessment of necessary strategic information
technology applications was based on a highly accurate vision of
future markets and customer requirements. Throughout the
1980s, UPS had domi-nated the surface/ground-based parcel
market with its fleet of big brown trucks and timely deli very.
However, by the late 1980s company revenues had begun to
flat-ten out as rivals chipped away at UPS’ market by util-izing
differentiated pricing tactics and innovative tech-nologies for
tracing and billing. Surface carriers increasingly compete with air
carriers in order to pro-vide reliable, time-definite scheduled
delivery service. In the air express segment, time-based manage-
ment strategies focusing on both time and cost reduction have
increased deferred shipment.
UPS is committed to information technology ad-vancement
and utilization, with services beyond over-night shipment. This
trend is expected to continue into the foreseeable future. Many
large shippers desire sin-gle-source provision of a complete
range of distribution services. As competition heightens,
service requirements have become more stringent. Customers
are looking to control costs and increase efficiency through
greater information. Dick Green, vice president of mar-keting
for UPS, believes that providing information services is now a
critical competitive element in the package delivery business.
Green says, “We’re build-ing toward offering the across-the-
board information service that customers are looking for.”
UPS has enhanced its service offering through broad applica-
tions of three information-based technologies. First, bar coding
and scanning allow UPS to selectively track and report on
shipment status twenty-four hours a day, seven days per week,

simply by calling a toll-free number. This value-added service
(MaxiTrac) is available for GroundTrac and air delivery.
Second, UPS delivery drivers now carry computer clipboards that
utilize digital pen-based technology to ‘sequence routes and
collect delivery information. The clipboard allows the driver to
digitally record the ship-ment recipient’s signature to provide
receipt verifica-tion. The computerized clipboard coordinates
driver in-formation, reduces errors, and speeds up delivery.
Third, UPS’ most advanced information technology application
is the 1993 creation of a national wireless communication
network utilizing fifty-five cellular phone carriers. The cellular
phone technology allows drivers to transmit real-time tracking
information from their trucks to central UPS computers.
Wireless mobile technology and system support from UPS’
$100 million data center in Mahwah, New Jersey, enable the
com-pany to provide electronic data storage and retrieval to track
the company’s millions of daily deliveries around the globe. To
support the company’s increased Euro-pean operations, UPS
has also installed a satellite earth station at the Mahwah facility
to provide a direct link between the United States and Germany.
UPS is committed to information technology ad-vancement
and utilization. The company is prepared to invest an additional
$3 billion toward system expansion to meet its future objective:
making real-time package tracing a reality by the year 1997.



 
 
 
LESSON 25: UNIT 9 

CO-ORDINATION - ROLE OF INTERMEDIARIES  
 
 
c  Meet the ship on arrival and report at the customs house 

1.  Shipping 

2. Agent 

3. Freight 

4. Brokers 

5. Freight 

6. Forwarder 

7. Stevedores 
 

In the field of shipping, many persons in bringing together the 
two main parties namely shipper and ship owner play the  
intermediary role. 
The intermediary role-played may be, the role of Shipping  
Agents, Freight Brokers, Clearing and Forwarding, Customs  
House Agent and in these days of intermodal transportation  
the role played by Non-Vessel Operating Common Carriers  
(NYOCC). 
Many a times it might be seen that a single person / firm  
performs one or more of the above mentioned roles (for e.g.)  
the shipping agent may also performs the role of freight  
brokers. 

Shipping Agents 
Agency is a legal relationship that is created when two parties  
enter into an agreement. The agent represents the principal  
subject to the principal right to control the agents conduct 
concerning the matters entrusted to him. 
In order to streamline his nature of work the agent must make 
clear that in all his dealings he is acting on behalf of a disclosed 
principal. In all correspondence, contracts, documents, even 
telexes and faxes, the agent should without ambiguity mention that 
he is acting for a disclosed principal. 

Functions 
The owner of the ship, in operating of his vessel will need an 
agent to assist him arid to act on his behalf to : 
a.  Advise him on various port details like 
�  Charges in port 
�  Depth of water 
�  Possibility of any strikes. 
�  Any other relevant matter regarding the port of call b) 
Make preparation on his behalf, such as 
�  Reserving a berth 
�  Liase with stevedores for cargo work 
�  Ordering of tugs, pilots etc., to berth the ship. �  
Ordering stores. 
�  All other necessary matters regarding the particular voyage/  
 shipment. 

with or for’ the Master and attend to other requirements like 
arranging for the crew to visit the doctor or dentist if 
necessary. 

d  Keep in constant touch with the ship and keep informed the 
 company about the progress and any delays etc. 
e  Notify shippers and consignees of the ships expected arrival. f    
After the vessel leaves the shore, the agents  
�  Must issue delivery order 
�  Sign the bill of lading 
�  Advice principle (ship owner) and port authority �  
Prepare disbursement accounts 

�  Collect freight and charge and remit surplus freight. 

Shipping Agents of Tramp Ship 
The agent in this case is required to 
�  Get a copy of the charter party (C/P) and 
�  Study the clauses regarding the notice of readiness, �  
Prepare the statement of facts 
�  Dispatch the demurrage statement 

Remuneration of a tramp agent is usually a lump sum fee 
mutually agreed or based on a scale of fees fixed and  
recommended by a body like the local agents association or 
Chamber of Commerce. 
In the case of chartered vessel the agent should study the time 
C/P to know exactly the function of the legal owners agent 
and the disponent owners agent. In a time charter situation 
the legal owner agent will have a protecting or supervisory 
function. The dealings with cargo, port and customs will be the 
province of the disponent owner’s agent. 

Agents of Liner Vessels 
The agent has to market the principal liner service and book 
cargo from a large number of shippers. 
The agent should have a good hold on the market with an  
efficient sales force and should have adequate and trained staff to 
deal with the voluminous documentations.  
When the liner agent is representing the containerized service, 
functions become more tedious. Stuffing, stripping and shore 
haulage of the boxes have to be supervised at the freight  
stations and container yards. 
In a break bulk service the agents job is largely done when the ship
sails because an inventory of these boxes has to be maintained. 
Daily report has to be sent to principals about the status of the
containers at the agent’s port. 
Close liason has to be maintained with shippers and consignees for
collecting terminal handling and detention charges on behalf of
principals. 
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Handling a liner agency involves holding a large amount of 
money by way of freight and ancillary charges, this has to be 
properly accounted for, and prompt arrangement made for their 
remittance to principals. 

Insurance Coverage on the Liabilities of  
Shipping Agents 
Since the functions of shipping agents are increasing day by day, 
they are prone to make mistakes. 
The International Transport Intermediaries Club (lTIC)  
defends agents and covers their professional liabilities apart  
from providing members free legal advice, protection, and 
indemnity against claims that arise during the course of 
business 
ITIC cover includes claims for 
�  Professional negligence 
�  Loss of documents, and 
�  Breach of warranty of authority 
It also helps tramp agents in collecting outstanding disburse- 
ments from defaulting ship owners and pay for the defence of a 
member against whom an unjustified claim has been made. 
The insurance does not cover deliberate wrong doing like  
delivery of cargo without original B/L but against an indemnity 
which may result in facing a claim from the holder of the  
original B/L and also cases of issue of clean B/L knowing that the 
cargo has been damaged. 

Sub-agency 
A general agent cannot represent his principal in every port or  
place. A sub-agency is therefore created either with express  
authority of the principal or with necessary implications.  
If the sub-agency is without principal authority, an agent  
remains liable for breach of contract and responsible for sub- 
agents acts. If sub-agency is created with the authority of the  
principal, the sub-agents acts will bind the principal, as the sub- 
agent act will be deemed to be the acts of the agent performed  
through the sub-agent. Usually the Principal-agent contract  
includes a provision for the appointment of sub-agent. 

Credit to Shippers 
In competitive environment shippers expect and usually get  
credit facility in payment of freight. Such a facility is often given  
with principals tacit agreement and it is a rare principal who does  
not agree to bear the risk of giving credit to shippers. The risk is  
then usually borne by the agent and this is not covered by  
insurance. 

Recovery of Disbursements 
�  In the case of recovery of disbursements, a prudent agent  
 will always make sure that adequate funds are received in  
 advance. 
�  If an agent finds it difficult to recover outstanding  
 disbursements, he can bring an action against the principal  
 either as per the agency   agreement or at the place of  
 residence of the principal. 
�  If the agent has made contracts or disbursed money for an  
 undisclosed principal, he becomes personally liable. 
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Basic Precautions In the Issue of Delivery 
Order 
Basic Precautions In The Issue Of Delivery Orders 
In the issue of the delivery orders, shipping agents must ensure 
certain basic precautions like: 
�  Check the authority of the B/L signatory 
�  Compare B/L details with the manifest including corrections  
 to manifest. 
�  Check whether freight and charges have to be collected �  Check 
whether all endorsements are in order including those  
 of the banks involved. 
�  If delivery has to be made against indemnity make sure that  
 principal agrees and the indemnity countersigned by bank is  
 properly worded and is unlimited as to value and time. 

Challenges For Shipping Agents  
Mega carriers like Maersk, Evergreen, Sealand and others have  
opened their own agencies in major ports to have better control 
over agencies. But now because of this, multinational agencies (e.g., 
Gulf  Agency Company, Barwill and Inchape) have come up.  
These agencies have opened offices in various countries  
including India, so as to offer principals a single “entry point” at 
one convenient regional centre. 
Independent agents to stand the challenge posed by mega  
carriers opening up their own agencies have formed the  
Association of International Shipping Agents (AISA). It aims  
at providing international coverage by local experts.  
AISA as a global network compllsing of worlds independent  
shipping agencies offers shipping industry a single point of  
entry for agency services. It provides accurate, prompt and up to  
- date information on all the worlds major ports and markets. 

NVOCC (Non Vessel Owning Common 
Carriers) 
The multimodal transportation has widened the scope of 
operations of intermediaries. After the promulgation of 
Multimodal Transport Legislation, Indian companies including 
ship agents can operate as MTO’s after obtaining a license from the 
Directorate General of Shipping. 
These MTOs need not be shipowners or operators i.e., Vessel  
Owning Common Carriers (VOCCs) Many ship agents have  
obtained the requisite licence and are thus recognized MTOs.  
They thus operate as Non Vessel Owning Carriers (NVOCCs).  
Containerized transport has opened up this avenue for them  
and they can function as MTOs even from inland locations.  
MTOs issue their own multi modal transport document  
(MTD). Shipping agents by becoming MTOs transform  
themselves into principals with all the concommittant liabilities  
of an NVOCC. 
These liabilities can be insured, and in fact such insurance coverage 
is a precondition for getting the D.G’s licence. The ‘The Transport 
Club’ in the U.K is the main insurer of the liabilities. 

Freight Brokers 
Freight broker is an intermediary between the shipper and the  
shipping company. He makes known about the details of the  
cargo available to the shipping company. To the shipper he  



 

provides details of shipping space opportunities and assists in 
booking shipping space. 
He prepares a form known as “brokers slip” and passes it on to  
the shipping company. The brokers slip contains the following  
details: 
a.  Name of the shipper 
b.  Quantity and description of the cargo 
c.  Port of shipment, port of destination 
d. Name of the ship in which shipping space has been sought. 
The shipping company after perusal of the brokers slips submitted, 
after assessing the feasibility, gives to the broker a “Shipping 
Order” which contains 
a.  Details pertaining to 
b.  Name of the ship 
c.  Name of the shipper 
d. Quantity 
e.  Decription of cargo 
f.  Port of shipment 
g.  Port of destination the freight rate that is applicable to the  
 shipment. 
The freight broker then passes on the shipping order to the 
shipper. 
At each port, there is an association of freight brokers working as 
intermediary in the business of booking shipping space. The 
service (\f the freight broker is free to the shipper. The 
shipping company on the cargo booked through him pays their 
brokerage. Now brokers provide more extensive services such as 
shipment matching, rate negotiation, billing and tracing 

Chartered Ship - Freight Brokers  
The basic function of the ship broker is to bring together the two 
parties concerned, involving the ship and cargo owners. In the 
following negotiations between them, a charter party is ultimately 
concluded. 
The ship owner on completion and fulfilment of the contract  
derives the broker’s income from the commission payable.  
A further role of the ship broker, other than fixing vessels is 
acting as agent for the ship owner. As such, he is responsible for 
everything, which may concern the vessel whilst she is in port. This 
embraces, customs formalities matters concerning the crew, loading 
I discharge of vessels bunkering and so on. 

Duties Can Be Summarized as Follows 
1.  Chartering agent - where by he acts for the cargo merchant  
 seeking a suitable vessel in which to carry the mechandise.  
2.  Sale and purchase broker - acting on behalf of the buyer or  
 seller of ships and bringing the two parties together.  
3.  Owners broker - acts for the actual ship owner in finding  
 cargo for the vessel. 
4.  Tanker broker - dealing with oil tanker tonnage.  
5.  Coasting broker - acts as broker for vessels operating around  
 the coast and I or in the short sea trade. 

6.  Cabling agent - the broker communicating with other 
international    markets. 

Thus, a shipbroker is a man of many parts. In reality, he is the 
middleman between the two principles concerned in a charter 
party. Baltic Freight broker market is the leading broker market for 
chartered ships. 

Freight Forwareder 
Forwarding can be defined as “Help forward”, “send on to  
further destinations”. The traditional outlook on the position  
of a forwarder was to act as a buffer between the Manufacturer  
/ exporter and the sea carrier, to assist in the efficient flow of  
goods down the international transport chain. The forwarder  
helped in booking space with the carrier, helping in movement  
of goods down the dock, ensuring safe loading, arranging  
customs clearance and producing the documentation to and  
from the sea carrier. 
The shipping company usually paid the forwarders commission 
(mostly 5 per cent of sea-freight). He was referred to as “Mr. 5 per 
cent” in the international transport industry and his primary work 
was in handling documentation. 
Depending on the terms of shipment, a forwarder may be  
responsible for import work. That would consist of notifying  
the receiver of the arrival of goods, arranging customs clearance,  
presenting original Bill to certify ownership and obtaining of  
“out of charge”, note to enable the receiver to pick up his  
goods. 
With the introduction of containerization, there was dramatic 
change in the trading environment, multi modal transport was 
made possible and containers were packed at the exporters own 
factory and transported all the way to an overseas receivers 
depot, and transport companies started offering prices directly to 
the client (shipper) for a total through transport movement, 
effectively acting as their own forwarders. 
The concept of “integrated carrier” who provided the client with his 
equipment, haulage, vessel and forwarding exercise as a  
‘package deal has become established in the international  
transport scene. A large proportion of the traffic carried by the deep-
sea container consortia moves on a door - to - door  
integrated basis. Integrated service are primarily concerned with 
(FCL) full container loads. 
The freight forwarders had to find their place. Therefore, they  
started offering to their clients similar door - to - door quota- 
tions and handled the less - than -container load (LCL) traffic.  
The forwarders bought shipping space with other (non- 
conference) carriers to the extent the major consortia had left in 
covering all traffic in the route. 
Deep-sea forwarders, who were offering door-to-door rate, if  
necessary, either sub contract the movement or particular  
consignment to the sea carrier or a non-vessel operating  
common carrier (NVOCC) to effect the overseas movement.  
The NVOCC system is the bulk buying of slot space on a  
container vessel and filling it with traffic where he can recover  
more from the client. Several forwarders may co-operate to offer  
such a service to increase their bargaining position to obtain  
lower rates from the sea carrier. Concentration of the forwarders  
was on LCL traffic because the sea carrier is not geared up to 
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cover this market. The forwarders consolidation service is 
referred to as ‘groupage’. 

Thus Under Deep Sea Transport 
�  Traditionally, forwarder’s services were made use of, who  
 received 5  per cent commission from ship owner 
�  In the case of FCL traffic systems developed were 1.  Use of 
‘integrated service’ where in shipping lines they were  
 offering door-to-door service, doing away with forwarder.  
2.  Use of forwarders operating NVOCC service 
3.  Use of forwarders who subcontracts to shipping lines for  
 movement of goods 
�  In the case of LCL traffic, systems developed were 1.   
Use of LCL service of the shipping line 
2. Use forwarder with groupage service. 
Short sea services: In the area of short sea services, more than 
usage of containers 12 meter tilt trailers were used as the base 
unit of service. The RORO (roll-on, roll-off) ships were 
convenient for the trailer usage particularly in the sea transport  
between Great Britain and the Europe. Nearly 75 per cent of  
unitized cargo, between United Kingdom and Europe, the 
carriage was by RO-RO mainly using 12-meter trailers.  
The forwarder who specialized in trailer movements came to be  
known as “trailer operators”, offering door-to-door service.  
Majority of trailer movements are “unaccompanied” in that the  
traction unit is not carried on the sea leg where as in ‘Self-drivers’  
the driver and his unit cover the total door-to-door transit.  
Thus under short sea services there are containers and trailers  
made use of: 
�  In the case of movement of FCL, systems which can be  
 availed of are 
1.  Use door-to-door service of the shipping line, with no  
 forwarders service or 
2.  Use forwarder operating NVOCC service. 
�  In the case of movement of Full Trailer Load,  
1.  Use the service of integrated trailer operators (who as well as  
 owning the trailers and vehicles, they own the ships  
 providing the sea route connection between the two road  
 systems ego Ferry masters, Norfolk line) or 
2.  Use forwarder trailer service. 
�  In the case of movement of LCL or L trailer L, the groupage  
 service of forwarders can be used. 
Thus freight forwarders have to face competition from inte- 
grated carriers and from shipping lines. Hence, forwarders have to 
provide a service-oriented package meeting the clients 
requirements on cost, service and reliability. 
Nearly 75 per cent of liner cargoes are dealth with, with the help of 
forwarding agents. 
Their expertise in handling, routing and documentation of  
consignments makes them an useful and much used intermedi- 
ary. He is particularly of much help for the small shipper, in  
whose case part loads from many different shippers are  
consolidated into Full Container Load by the forwarding agent. 
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Freight forwarder and Customer House Broker are two 
intermediaries whose services are quite essential in  
moving cargo for their principals. Freight forwarder generally  
works for exporters, whereas the customhouse broker works  
for importers. Because the functions are similar, freight  
forwarders some times act as customs brokers and Vice versa.  
F.F. is an independent businessperson who handles shipments  
for compensation. He is an exporter agent who performs  
usually all aspects of physical distribution necessary to move  
cargo to overseas destination in the most efficient and economic  
manner. 
The F.F. can represent shippers in both air and ocean freight 
shipments because the procedures and documents required are 
very similar. 
The Freight Forwarder’s Major Contribution to the 
Exporter is 

�  His ability to provide traffic and 
�  Documentation responsibilities for international freight  
 movements. 
�  This middleman handles the voluminous paper work  
 required in international trade and is highly specialized in  
�  Traffic operation (methods of shipping) 
�  Govt export regulations 
�  Overseas import regulations 
�  Documents connected with foreign trade and custom  
 clearances. 
As the exporters business grows, the exporter tends to perform 
more of the forwarding itself. 
The freight forwarder can assist an exporter from the very 
beginning in getting shipment ready for overseas, by providing �  
Assistance in preparing quotation 
�  Advice on freight cost 
�  Advice on port charge 
�  Advice on consular fee 
�  Advice on cost of special documentation 
�  Advice on Insurance cost 
�  Recommend degree of packing needed 

�  Arrange to have merchandise packed or containerized.  

The Freight Forwarder Also Prepares 
�  Ocean bills of lading, 
�  Any special consular documents, 
�  Reviews letters of credit, packing list and so on to ensure  
 that all procedures are in order. 
After the shipment is made, the F.F. forwards all documents to the 
customer’s paying bank with instructions to credit the  
exporters account. 

He Can Assist the Exporter in Other  
Areas E.g. 
�  Can reserve space aboard an ocean vessel. 
�  Consolidate small shipments into full container loads.  



 

If desired, the F.F. can further move goods inland in a foreign 
country, through various affiliates. 
F.F. receives fee from exporters. The service cost is a legitimate 
export cost and should be figured into the contract price charged to 
buyers. 
In addition, he may receive brokerage fee or rebates from  
shipping company for booked space. F.F. commission is paid by 
the ship lines. 

Because F.F’s control most of the smaller shipments and  
because the less than - container (LCL) traffic accounts for 17-18  
per cent of the business, carriers woo freight forwarders with  
extra rebates. 
Expanding business interests: In more recent years, F.F. has  
entered specialized, but ancillary fields as packing, warehousing  
and actual carriage of goods (generally involving road transport)  
Additionally an increasing number of agents own ISO Contain- 
ers for use in international services offering regular consolidated  
shipments. 
As the exporters business grows, the exporter tends to perform 
more of the forwarding itself. 
The freight forwarder can assist an exporter from the very 
beginning in getting shipment ready for overseas, by providing �  
Assistance in preparing quotation 
�  Advice on freight cost 
�  Advice on port charge 
�  Advice on consular fee 
�  Advice on cost of special documentation 
�  Advice on Insurance cost 
�  Recommend degree of packing needed 

�  Arrange to have merchandise packed or containerized.  

The Freight Forwarder Also Prepares 
�  Ocean bills of lading, 
�  Any special consular documents, 
�  Reviews letters of credit, packing list and so on to ensure  
 that all procedures are in order. 
After the shipment is made, the F.F. forwards all documents to the 
customer’s paying bank with instructions to credit the exporters 
account. He can assist the exporter in other areas also. �  Can reserve 
space aboard an ocean vessel. 
�  Consolidate small shipments into full container loads. If 
desired, the F.F. can further move goods inland in a foreign 
country, through various affiliates. 
F.F. receives fee from exporters. The service cost is a legitimate 
export cost and should be figured into the contract price charged to 
buyers. 
In addition, he may receive brokerage fee or rebates from  
shipping company for booked space. F.F. commission is paid by 
the ship lines. 

Because F.F’s control most of the smaller shipments and  
because the less than - container (LCL) traffic accounts for 17-18  
per cent of the business, carriers woo freight forwarders with  
extra rebates. 

Expanding business interests: In more recent years, F.F. has 
entered specialized, but ancillary fields as packing, warehousing  
and actual carriage of goods (generally involving road transport)  
Additionally an increasing number of agents own ISO Contain- 
ers for use in international services offering regular consolidated  
shipments. 
In certain areas, FF’s are tending to merge to raise capital, often for 
ISO container and international road haulage units investment. 
Freight forwarders originating cargo for individual liner cargo  
service receive a commission, which varies according to the  
tonnage forwarded. 
F.F. have become increasingly involved in the airfreight business 
under consolidation arrangements. 
This trend is ideal for the small exporter who can despatch his  
merchandise by airfreight under very competitive terms.  
A number of larger agents tend to have regularly booked  
capacity on the more important, scheduled, high capacity air  
freight flights. 
Freight forwarder is a “cargo intermediary” who takes up the 
transport of goods on behalf of his customer without himself 
assuming the role of a carrier. Different names, ego Customs 
house agent, clearing agent, customs broker, shipping & 
forwarding agent in different countries know him.  
The customs clearance formalities are generally considered to be 
cumbersome by the exporters. 
The Forwarding Agent Generally Does The Following 
Services 

�  Assists in processing of the Shipping Bill covering the  
 shipment. 
�  Pays export I import duty on behalf of the shipper. �  
Obtains the Carting order from the shipping company and  
 carts down the goods by trucks or other means from the  
 godown I factory to the docks. 
�  Delivers the goods to stevedores, and obtains the Master  
 Receipt from 
�  the ships Captain. 
�  Obtains the ‘Bill of Lading’ form from Shipping Company,  
 gets it duly filled in with necessary particulars and submits  
 the same to the shippmg company. He also submits to the  
 shipping company the Master Receipt (which is released by  
 the port authorities after the shipper pays the port charges on  
 the cargo). 
All these activities have to be done with speed, since if shipment  
is not effected within seven free days from the date when the  
goods are brought into the port, the goods incur demurrage.  
F.F. are for-profit business that consolidate small shipments  
from various customers into a bulk load and then utilize a  
common carrier (surface or air) for transport. At the destination,  
the F.F. splits the bulk load into the original smaller shipments.  
Local delivery mayor may not be included in the forwarder  
service. The main advantage is the lower rate because of the  
bulk load and faster transport of shipments than would be  
possible for the individual customer while dealing directly with 
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the common carrier. FF accepts full responsibility for shipment 
performance. 
In a nutshell Freight Forwarders role consists of �  
Advice of financial and trade nature 
�  Advice on packing 
�  Planning routes 
�  Reserving freight space 
�  Advising Insurance 
�  Preparing Documentation 
�  Arranging Custom Clearance 
�  Provide (Transport) consolidation facilities 
The Swiss Freight Forwarders’ Association (SFFA) has issued a  
new edition of its General Condition (1994). The issue of the  
general conditions is to supplement the provisions of the Swiss  
Law and their application is not mandatory. The new version  
distinguishes between the following areas of activity of the  
forwarder: the forwarder as an intermediary, as a carrier, and as a  
provider of other service like customs clearance and the like. The  
responsibilities and liability of the forwarder are spelt out  
depending on the area of activity in which the freight forwarder  
is rendering his services. 

Customs House Agent 
The customs clearance of goods involves quite many procedure  
formalities. And in many cases the customs station is for away  
from the official place of the Importer/Exporter. Moreover 
prompt and quick clearance is necessary, only then goods can be 
cleared out of the customs area. Even work of Central Excise and 
Income tax can be carried out in a comparably leisurely 
manner, but customs clearance has to be really quick. Hence, to  
help and represent the Importer / Exporter for the clearance  
work under the Customs Act of 1962, there is provision for 
licensing Customs House Agents. Prior to1962, such represen- 
tatives were known by different names such as Macadam’s,  
Dalals, Baggage Agents, and Clearance Agents etc.  
The Central Board of Excise and Customs (CBEC) has issued  
certain Regulations known as CHA Licensing Regulation 194  
laying down the conditions and procedures to be followed. A  
person, who desires to become a CHA, should file an applica- 
tion in the prescribed form, when the commissioner of  
customs invites such applications. Initially a temporary licence,  
valid for two years, is issued. To be eligible, a person should  
have experience in the line for at least one year should have  
assets to the extent of Rs.1/-lakh, and also execute a security  
bond for Rs.25000/- After passing a qualifying exam, within a  
period of two years, the temporary licence can be made a regular  
licence. The licence is issued for five years, and can be renewed  
thereafter on payment of a fee of Rs.3000/- for a further period  
of three years. 
As an individual or firm licensed to enter and clear goods  
through customers, a customs house broker is a person / firm  
employed by an importer to take over the responsibility of  
clearing the importers shipments through customs on a fee basis.  
The CHA is bonded, and the CHA’s bond provides the  
required coverage to carryon the responsibilities of the job. He 
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may also act an F.F. once the shipment is cleared. A CHA must 
be licensed by the Treasury dept. in order to perform these 
services. His services are valuable because the requirement for 
customs clearance is complicated. 
As per the CHA Regulation, the obligation of CHA is: a. 
Obtain authorization from each of the companies, firms or  
 individuals by whom he is employed as CHA and produce  
 such authorization whenever required by an Asst.  
 Commissioner of Customs. 
b. Not withhold information relating to clearance of cargo or  
 baggage issued by the Commissioner of Customs from a  
 client who is entitled to such information. 
c. Advise his client to comply with the provision of the Act and  
 in case of non-compliance, shall bring the matter to the  
 notice of the Assistant Commissioner of Customs.  
d. Exercise due diligence to ascertain the correctness of any  
 information which he imparts to a client with reference to  
 any work related to clearance of cargo. 

Stevedores 
Stevedores are appointed by the shipping company to receive  
cargo and to load or to discharge/unload cargo from the ship.  
The term stevedoring means loading and unloading of cargo  
onto and from a shipwith the help of cranes and derricks 
installed in the ship as well as on the wharf Containers are 
handled by huge gantry cranes. 
Dock labour gangs: Ships engage labour gangs by filing a 
requisition with the call-stand department of the Dock Labour 
Board, which are found in all major ports. Usually one gang of 
labourers consists of: 
�  One Tally clerk 
�  One Tindal 
�  One Winch Driver 
�  One Signal man 
�  One Leading Mazdoor 
�  Eight Mazdoors. 
The Leading Mazdoor supervises the activities of the Mazdoors and 
Tindal assists the Leading Mazdoor in his work. The  
Winch driver operates the crane after the mazdoors attach the cargo, 
usually on pallet or in container, to the sling of the crane. The Signal 
man, navigates’ the movement of cargo, by giving signal to the 
winch driver during loading and discharging  
operations and ensure safe movement of cargo. 
Tally clerk checks that the number of articles loaded or unloaded 
onto or from the ship tallies with the available documents.  
Mazdoors are responsible for all activities connected with the 
physical loading of the cargo from the port through the crane to the 
deck. If additional workers are needed other than from the dock 
labour, they are drawn from local labour organizations  
referred to as Private Pools. 
Dock. Labour board works in co-ordination with the Post Trust in 
supplying efficient and trained labourers for the dock and harbor. It 
plays an important role in setting disputes among the various 
categories of dock and harbor workers and between .the workforce 
and the government.  



 

Usually the labourers are not paid monthly wages, but are 
remunerated on the basis of work shifts. The dock labour  
board prescribes the minimum cargo that must be handled by a  
gang of labourers in each shift. If the gang exceeds this target,  
then they are additionally compensated on piece rate basis.  
The onerous nature of the work involved may be appreciated  
when one considers the various types of cargo involved. For  
example, the stevedores may have to cope with bulk cargo, such  
as timber, coal or grain; the cargo may be on a unit basis, such as  
bales, cases, crates, boxes and even refrigerated cargo. Container  
cargo poses its own problem in loading and discharge, requiring  
modem mechanical equipments. In some cases, it may be  
possible that the vessel has to load, or discharge, all the types. .  
A vessel is said to be “breaking bulk” immediately she com- 
mences to discharge cargo. “Forced discharge” signifies the  
compulsory discharge of I cargo short of destination through  
accident, sacrifice, or other extra-ordinary circumstances. A vessel  
sailed “light” when she sails “in ballast”, i.e. when she has no  
cargo to board. To “stem” a vessel is a term peculiar to the coal  
trade, means to load her, or to arrange to load her, or arrange to  
load her with a coal cargo within a specified time.  
On board the vessel itself, there are appliances available for the  
lifting and lowering of cargos, such as derricks,gin- 
blocks,winches,wire and rope falls. 
Usually, this work is put into the hands of “deck hands”, and  
other stevedores are employed below in the ship’s hold for the  
proper storage of cargo. The rigging of the vessel is performed  
by “riggers”, who attend to the necessary equipment on board  
for the handling of cargo. “Slinging” is a term covering the  
operation of shifting the cargo to or from the vessel by slings,  
or the charge made for this operation. “Cranage” is the charge  
made by dock or port authorities for the use of cranes for  
loading or unloading heavy cargo which cannot be handled by  
ship’s tackle. 

Stowage Operational considerations by  
stevedores 
Stevedores, who are in charge of loading and unloading cargo 
have to take into consideration the following: 
Generally, cargo may be homogenous, or heterogeneous. The 
former is merchandise of a similar type, such as cases, boxes, and 
the like, whereas the latter denotes cargo very dissimilar in kind. 
The stevedores have to consider these factors when 
loading the cargo. 
Broadly, the stevedores have to take into account the following: 1. 
Availability of cargo, according to the ports of discharge. 2. The 
general stability of the ship. 
3. The prevention as far as possible of damage to the cargo by  
 shifting, contact, sweat, bad stowage, and similar causes.  
Consequently, to meet the first consideration, the layout of the  
cargo is carefully considered, with due allowance given to  
bottom stowage, and the avoidance of space wastage in each  
hold, to load the vessel as completely as possible. Goods are  
securely lashed” or “checked off’ (wedged) to avoid displace- 
ment by the rolling or pitching of the vessel during the voyage.  
For some types of cargo care has to be exercised in ventilation, 

e.g., fruit, coas, and the like, and most bulk cargoes have to be 
sufficiently trimmed and levelled in the holes. 
During unloading, the weight of the cargo loaded is checked by the 
vessel’s draught makings, which are situated on both sides of the 
steam and stem posts of the vessel. As far as possible, it is 
endeavoured to keep the vessel on an even keel, with possibly a 
slightly deeper immersion at the stem. There must be no list in the 
vessel, caused by greater weight of cargo on one side than the other. 
Due consideration must also be given to the state of the vessel at 
the time of discharge, in order to allow discharging operations to 
proceed without distributing stability. 
Bulk cargoes are treated differently from other types of cargos. 
Grain, for example, has to be carried in accordance with the  
regulations imposed by the Merchant Shipping Acts. Conse- 
quently, shifting boards have to be fitted fore and aft the holds, 
with adequate feeders and similar gear in the tween decks to  
prevent unnecessary shifting in the cargo. Coal must be  
adequately trimmed and ventilated, with its weight properly 
distributed throughout the holds. 
Goods (such as machinery) are usually stowed in the lower  
holds to assist to the stability of the boat, whereas light goods  
constitute, as far as possible, top stowage. Where cargo is likely  
to be damaged by contact or otherwise, “dinnage”, consisting  
of mate and similar merchandise, is used to give the necessary  
protection. In Lloyd’s Register a note may occasionally be seen  
against a vessel “cargo battens not fitted”. This is important  
because the cargo in such a vessel may be more readily damaged  
by ship’s sweat. 
Some classes of cargo require special treatment, for example, those 
likely to be damaged by heat must be stowed away from the boilers. 
Odoriferous cargo must be kept apart from other cargo likely to be 
damaged by taint. Acids must be kept on their own as far as 
possible. Casks must be stowed with their bungs up. Earthenware 
must be given top stowage, if it can be  
arranged, and protected by strew. In general, the stevedore must 
endeavour to limit the possibility of damage. 
While the loading is proceeding, a “stowage plan” is carefully 
prepared {often in different colours) so that the master has an 
adequate knowledge of the cargo for which he is responsible. 
Copies of the stowage plan are sent to agents abroad, and are 
available at the shipowners’ office if perusal is required. 

Question For Self Analyzation: 
Q1 Explain the role of intermediatory. What are the different  
 types of intermediatory? 
Q2 What are functions of shipping agent? 
Q3 Explain the term Freight broker and Freight  
 forwarder.Also explain what are the duties of freight  
 broker on Charted Ship. 
Q4 Write short notes on: 

a.   Custom House Agent 
b.   Stevedores 
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LESSON 26:  
GENERAL STRUCTURE OF SHIPPING INDUSTRY 

 
 

1.  Different types of Ships 
2.  Shipping routes 
3.  Operating ships 
4.  Liner operations 
5.  Tramp operations 
6.  Organisation of a shipping Company 

Dear Friends as we all know that Transportation is one of the 
most visible elements of logistics operations. 

O.K. Let’s discuss that how water transport ha been developing 
since ages, and what are advantages of same 
It provides two major functions:  product movement and  
product storage.   Of the various modes of transport, water is  
the oldest mode of transportation.  Steamboats replaced the  
original sailing vessels in the early 1800s and by diesel power in  
the 1920s. 
The main advantage of water transportation is the capacity to  
move extremely large shipments.  Basically, about 98% of world  
trade in volume terms is conveyed by sea transport, and in the  
past forty years, there has been a radical change in the techniques  
adopted in the distribution of international trade through  
maritime transport. 
Containerization, multi-model transport service, advancement of 
marine engineering technology, specialized systems, small crew 
complements and computerization have all contributed to the 
development of international trade and for sea transport to remain 
competitively priced. 
The basics of the general structure of shipping can be under- 
stood in terms of the different types of ships according to  
nature of cargo and unitization, world wide shipping develop- 
ment, shipping operating systems namely, liners and tramps  
and a glimpse into the organization of a shipping company. 

Different Types of Ships 
Merchant ships can be of four types: 
1.  Tankers 
2.  Bulk Carriers 
3.  General cargo vessels 
4.  Container Ships. 

1. Tankers 
Tankers can be of four types 

1.  Oil tankers 
2.  Product tankers 
3.  LNG tankers 
4.  Acid tankers 
5.  Edible oil tankers 

They have oil pumping, heating and other necessary special 
provisions on board.  They range from 2000 dwt to 500000  
dwt.  A tanker generally sticks to a single product.  
Oil tankers represent 1/3rd of the world’s merchant fleet in dead  
weight capacity terms (some of the vessels even exceed 500000  
dwt).  Crude oil is transported from the oil fields to refineries,  
petroleum, and fuel oil from the refineries to distribution  
centres and bunkering ports, such that there is a worldwide  
network of tanker routes. 
Vessels exceeding 200000 dwt are called Very large crude carriers 
(VLCC) and those above 300000 dwt are called Ultra large crude 
carriers (ULCC). 
LNG Tankers, this liquefied natural gas carrier fleet is an 
important part of the world mercantile fleet. 

2. Bulk Carriers 
These carry various mineral ores, grains and many other  
produce.  They can be ore cum oil carriers.  They are single deck  
vessels and usually there is no cargo handling gear on board. 
a. OBO 

Ore/Bulk Oil ships are multi purpose bulk carriers designed  
for switching between bulk shipments of oil/bulk grain,  
fertilizer and ore trades.   Many such vessels exceed 200000 
dwt. 

b. RO/RO 

RO/Ro types of vessels are designed to carry private cars  
with passengers, coaches, road haulage vehicles and non- 
motorise passengers.  Such vessels are also termed multi 
purpose vehicle ferries and an increasing number of them 
operate in the U.K.   - Continental trade.  The important feature 
is that the vehicles are driven on and / or off the roll- 
on, roll-off ship by means of a ramp at the port / berth - 
permitting unimpeded transshipment. 

c. SD 14 

The SD14 is a modern tramp vessel designed to convey  
traditional tramp bulk cargoes such as grain, timber, ore, coal  
etc.   Another similar type of ship is called the Freedom.  
Both vessels are multi purpose - dry cargo carriers and  
engaged under a document called a charter party on a time or  
voyage basis. 

d. Panamax : 
Panamax are bulk carriers with a breadth which can pass  
 through the Panama Canal (106 feet wide).  Such bulk carriers  
 carry upto 80,000 tons of cargo. 
e. Train ferry vessels 

Train ferry vesselscarry railway passengers and freight rolling  
stock.  Access to and from the vessel is over a ramp thereby  
permitting an unimpeded transshipment offering through 
rail transits. 
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3. General Cargo Vessels 
��These are for break bulk cargo and have cargo handling gear 

like derricks and jib cranes on board.  Majority of these are 
‘tween-deck’ vessels. 

��They range from 2000 dwt to 150000 dwt, although the 
most common range is from 20000 dwt to 40000 dwt. 

��The ‘tween deck’ vessel is a general cargo vessel engaged 
primarily on deep-see liner cargo services. 

��This type of vessel has other decks below the main deck 
called ‘tween deck’ and all run the full length of the vessel. 

��These vessels are suitable for general cargo, because the cargo 
space is divided into separate tiers and decks, which eliminates 
the risk of cargo damage by preventing too much weight being 
put on the cargo at the bottom. 

��Currently, this type of vessel is being displaced in many 
trades by the container ship and combi carrier. 

��Coasters are all purpose cargo carriers operating around our 
Lcoast. 

��LASH - Lighter abroad the ship.  This type of vessel enables 
lighters to be conveyed from one port to another thus  
combining inland waterway with ocean transportation. 

��Advantages of the service include through rates / bills of 
lading; no intermediate handling during transfer from the  
ship, low risk of cargo delay as barges are lowered into the  
water immediately on arrival at each port and the barges are 
likewise loaded on the LASH vessel; it reduces time spent in 
port or its environs to a minimum. 

4. Container Ship 
�  Container ships cater to only containerized cargo and  
 generally have cranes on board.  They can store upto 4 tiers  
 of containers below the main deck and upto 3 tiers above  
 deck.  Container ships are divided into reefers and non- 
 reefers. 
�  A Container vessel is a basically cellular vessel with crew and  
 machinery situated aft.   Each hold of a cellular ship is fitted  
 with a series of vertical angle guides adequately cross-braced  
 to accept the container. 
�  The combi carrier is a unitized cargo carrier combining  
 container and vehicle shipment including RO/RO.  It is  
 tending to replace ‘tween deck’ tonnage and is particularly  
 ideal in Third World country trades where port 

transshipment facilities are rather inadequate. 
In recent years, the hover craft and hydro foil craft are operative in 
UK - Continental trade conveying passengers and accompa- 
nied cars.  Such crafts are unlikely to capture any significant 
international trade distribution market.  Many such crafts are 
operating in estuarial services and in the Balitic, and some are 
being used in various parts of the world for land exploration 
work in rivers / swamps. 

Shipping Routes 
Most world shipping is confined to rather well defined routes.  
The shipping routes generally tend to approximate to an arc of  
the great circle since it guides the ships to undertake the shortest  
journey.  Wherever necessary, adjustments are made with the 
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change of seasons.   The development of shipping in a region 
depends on its population density, economic advancement and 
many other inter-related conditions like port and refueling facilities.   
The chief shipping lanes are : 
1. The North Atlantic Route 

It lies between Western Europe and Eastern Canada and the  
United States.   It is the busiest and the most important of  
worlds shipping routes in terms of both passengers and 
goods.   The trade largely consist of the exchange of food,  
industrial raw materials and certain manufactured goods of  
North America for the manufactured articles and certain food 
and raw products of Europe. 

2. The Mediterranean - Rea Sea - Indian Ocean Route 

It is the second most important shipping route in the world.  
It connects North Western Europe with the Mediterranean,  
Eastern Europe, Southern and Eastern Asia, Australia and 
New Zealand.  The Suez Canal is the main link in this route. 
Traffic over this route includes passengers and a variety of 
commodities including cotton, tea, rubber, wool, dairy 
products and meat, but specifically petroleum from the 
Middle East to Europe. 

3. The Cape Route Is Another Important Trunk Route 
Connecting Western Europe, Africa And Australia 

The Cape route is another important trunk route connecting 
Western Europe, Africa and Australia By way of the Cape of 
Good Hope. The poor development of the African 
continent, and the competition with the Suez route, 
considerably brings down the traffic moving over this route. 
However, the traffic is mainly comprised of manufactured 
articles, fruits, wine, wool, wheat, tobacco and meat. 

4. The South Atlantic Route 

It lies between the rich agricultural regions of southeastern 
South America on the one and the highly industrialized 
districts of North - Western Europe and the Mediterranian on 
the other.  Coal, machinery and manufactured goods mainly 
constitute the traffic moving towards South America whereas 
raw materials and foodstuffs like meat, coffee and fruits are 
taken in the return journey. 

5. The Panama Route 

It plays a significant role in the trade between Eastern North 
America, and Western United States, Western Canada and  
Chiles.   It saves travel of additional few thousand kilometers 
around the Cape Horn.  The trade is based on the exchange of 
minerals and industrial raw materials of Western South America 
and Western North America for manufactured  
goods of Anglo America. 

6. The North Paciffic Route 

It mainly helps trade between Western North America and 
Eastern Asia and that between North America and Australia. 
The volume of traffic is however small. 

Role of Suez and Panama Canals in Ocean  
Shipping 
Both the Suez and Panama Canals have radically changed the  
ocean shipping pattern in terms of route, time, distance and  
money.  Both the canals cut through narrow necks of land  



 

joining continental areas.   Of the two, Suez is more important 
than the Panama. 
Constructed over a period of ten years, according to a plan of the 
French engineer Ferdinand De Lesseps, The Suez canal was opened 
as early as 1869. 
The opening of this canal saved approximately 4500 nautical miles 
on the voyage from London to Bombay.  Great increase in trade 
was brought about by the opening of the canal.  Larger steamships 
with more powerful engines came to be con- 
structed.   The canal is of particular importance to India, Middle 
East Countries and Western Europe. 
Liners aiming at speed and practically all liner traffic between the  
European ports and those of Asia and Australia prefer the Suez  
route. 
Tramp vessels seek economy and hence higher freight rates  
make them use the Suez route, otherwise practically all the  
tramps moving between the Australia and the European ports  
opt for the Cape route.  Due to the Arab-Israeli war, the canal  
was closed for nearly 8 years from 1967 to 1975.  The former  
importance is unlikely to be revived, since; ocean shipping has  
come to be dominated by the super tankers, which are too big  
for the canals. 
The Panama Canal was opened in 1914.  The moving ships have to 
negotiate six locks in their journey through the canal, which 
contrasts with the lockless Suez.  The canal cuts down on the long 
distance, which had to be traveled costlier around the cape horn.  
American coastal shipping consequent to the  
opening of the canal had expanded.   The number of vessels 
traveling in the canal is very high.  The eastbound traffic is more 
than twice as great as that flowing westward. 

Operating Ships 
The type of merchant vessel employed on a trade route is 
determined basically by the traffic carried.  There are different 
ways in which a ship can be operated. 
They are as 
1 Tramp vessels 
2 Liner Vessels. 
�  Special types of tramp vessels are the Tramp Tanker Vessels. �  
Liner Vessels can be operated as Independent lines or as  

 Conference lines. 

1.  Tramp Vessels 

Tramp vessels or general trader, does not operate on a fixed  
sailing schedule, but merely trades in all parts of the world in  
search of cargo, primarily bulk shipments.  It is a chartered 
ship prepared to carry anything anywhere.  It’s cargoes include 
coal, grain, timber, sugar, ores, fertilizers, copra and the like which 
are carried in complete shiploads. 
Many of the cargoes are seasonal.  Tramp vessels are engaged 
under a document called a charter party on a time or voyage 
basis.   Such negotiations usually are conducted by 
shipbrokers on behalf of their principals. 
The freight rate is determined by the economic forces of  
demand and supply in so far as cargoes seeking shipping  
space and the availability of vessels is concerned.   The cost of 

hire fluctuates following the basic laws of supply and 
demand. 
Tramp Tankers are specialised vessels.  They may be under 
charter or be operated by an industrial company, that is, oil 
company, motor manufacturer etc. to suit their own 
individual / market needs. 
Oil Companies are large organisations which need to move  
vast quantities of their own products by sea.    They therefore  
own and operate their own ships.  Large oil companies like 
British Petroleum and Shell own and operate their own  
ships (oil tankers) and are amongst the largest shipping  
companies in the world.  Yet even so they own only about 
40% of their shipping requirements and charter - in the 
other 60% from independent tramp tanker owners. 

2. Liner Vessels 

Liner vessels operate on a fixed route between two ports or  
two series of ports.   They operate on a regular scheduled  
service.   They sail on scheduled dates / times whether they 
are full or not.   The cost of using the service (freight) can be 
quoted from a fixed tariff. 
The Bill of Lading features very prominently as the  
consignment note used in the liner cargo service.  
Container vessels in deep sea trades and RO/RO vessel in the 
short sea trades feature prominently in this field.  
Liner vessels can be operated as independent lines or as 
member of a conference line. 

3. Conference Line 

An ocean freight conference line is an association of ocean 
carriers who have joined together and have consensus with 
regard to freight rates and shipping conditions.  They 
establish common rules of operation and hence operators in 
the group charge identical rates. 
Again, in that, they generally adopt dual rate system, in the 
sense that, they provide preferential treatment to contract 
exporters. 
Contract exporter is one who agrees to ship all or a large 
portion of the firms cargo on a regular basis on vessels of the 
conference member lines.  So contract exporters are 
charged at a lower rate than charged for non contract shipper. In 
case, when no conference service is available within a  
reasonable time, then after obtaining permission from the 
conference, the particular shipper (contract exporter) can make use 
of any other vessel. 

4. Independent Lines 

They operate independently and individually and quote  
freight rates without the use of a dual rate contract.   They  
may sometimes lower their rates when they compare with 
conference lines to attract the non-contract shippers. 

Development of Liner and Tramp Trade 
Liner companies, by the very nature of their function, need a  
larger organization structure than a tramp company.  One of the  
oldest liner companies is the P and O started in 1837, followed  
by Samuel Cunard in 1840.  The opening of the Suez Canal,  
which facilitated development of trade routes to the east, caused 
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tremendous expansion of the liner trade.  In the years follow- 
ing the First World War, there was another era of expansion  
and after the Second World War the traditional liner companies 
have consolidated and merged.  More growth that is new has been 
in the developing countries.  For example, the P and O group now 
constitutes some hundred-member companies and is one of the 
largest shipping groups in the world.   It owns a very large fleet of 
ships. 
In the mid-sixties, containerisation gained momentum and  
huge capital investment was necessary to introduce  
containerisation.   So many rival groups formed consortia, for 
example The Atlantic Container Line (ACL) (formed by  
Cunard), Holland-America Line, Swedish America Line,  
Swedish Trans Atlantic and French Line.  Individual members, who 
own ships, charted their ships to large players like ACL to operate.  
Tramp shipping also has benefited from such co- 
ordination.  Consortia such as Seabridge have been organized to 
operate a large fleet chartered to it by its member companies.  
Further development has been in diversification strategies.  
Even very large shipping companies like P&O operate in every 
conceivable type of ship in every possible trade. 

Organisation of Shipping Company 
The functions of some of the more important departments in a 
shipping company are as follows: 
1. Husbandry 

It is department which keeps the ships seaworthy.  So it has to 
look into Maintenance Research and Technical Repairs.  It also 
looks into the personnel affairs of the ship. 

2. Insurance Department 

It keeps track of fulfillment of all insurance formalities and 
settlement of legal claims. 

3. Finance Department 

It looks into the revenues and expenditures concerned. 
4. Operating Department 

It is very crucial department for a shipping company.  The  
main concern of this department is to maximize the  
economic employment of the ship.  As part of this end, it  
has a major function of coordination, not only amongst  
the other departments of the Company but also with the  
ship, the shipbroker and the agents who will have to  
attend to the various and many problems that may arise  
at the ship’s ports of call.  Where no bunker and the  
amount to take is one of its continuing problems as the  
varying price of bunkers in different ports of the world  
means that careful planning can make substantial savings in  
this direction. 
Another specific activity of this department is  
scheduling.    Scheduling concerns where to send the ships 
and when. 
For general cargo liners, this is a twofold problem.  
The decision to open up a new route or line.  This is  
fundamental and will require a special research team.  Not  
only has the supply and demand on the new possible routes  
to be considered, but also the strength of the competition, 
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the conference involved, and whether they will accept, reject 
or tolerate someone joining the trade. 
If it is decided to join the conference, many of the questions  
concerning scheduling such as sailing dates, ports and  
frequency of service will be determined by the conference.  
Once the run is established, the line manager must maintain  
schedules and combat the problems of delays, strikes  
breakdowns and the annual dry-dock.  For Tramp ships, the  
problem is to charter the vessel out to obtain a maximum  
profit to the Company. 

5. Marketing 

Marketing in shipping as in any other business involves  
1.  Product Analysis 
2.  Traffic and Market Development 
3.  Promotions and Product Development. 

1. Product Analysis Means Assessing 

��� The supply and demand for the particular shipping 
service in question. 

��� The costs of such a service. 
2. Traffic And Market Development Is Concerned With 

How To Deploy Ones Resources, E.g. In Cruising For 
Instance This Would Be To Consider 

��� How long should the cruises be? 
��� Where should be cruise go? 
��� For which age group, class and nationality is it designed 

to cater for? 
3. Promotions And Product Development Deals With 

��� Analysing mistakes (passengers’ complaints) 
��� Shore excursions 
��� Food and entertainment 
��� Advertising 

6. The Technical Department 

This department will be responsible for the maintenance and 
efficient functioning of the ships as carrying vehicles and the 
safety of the ship and crew.  This requires not only a 
comprehensive technical knowledge but also an awareness of  
the precise details regarding national and international  
regulations concerning pollution, port health, safety and the like.  
This department must be aware of and be frequently involved  
in research so that the company’s ships and future ship  
buildings do not fall behind in technical efficiency and safety. 

Questions For Self-analyzation 
Q1 Describe the various modes of Transport, and with respect  
 to Water Transport, give the advantages and disadvantages  
 for same. 
Q2 What are the different types of Merchant ships. 
Q3 Explain various shipping routes. 
Q4 What are the different ways in which a Ship can be  
 operated. 
Q5 Explain in brief the organization of a Shipping Company  



 
 
 

LESSON 27:  
WORLD SEABORNE TRADE AND WORLD SHIPPING 

 
 
Volume and Value of world Trade 
World Tonnage 
Flag of Convenience 
Conference System 

 

Ocean highways are main lines of international commerce, and  
the mechanized ships of today must compete with other  
mechanized means of transport - with aeroplanes in interna- 
tional trade and with road and rail in the coastal trades, and in  
some places with pipelines. On the main passenger routes of  
the world, airlines have won business from ships and on the  
North Atlantic route now airlines. carry about 85 per count of  
passengers. Coastal business has also been lost by shipping to  
land transport. 
However, in the international carriage of goods, shipping is still  
supreme. In terms of weight some 78 per cent of world’s  
international trade moves by sea, and in terms of value some 68  
per cent. Only about 0.5 per cent in value terms is carried by air.  
The remainder is international trade between countries with  
land boundaries, mainly in Europe, which moves over land.  
Thus the most important determinant in the demand for  
shipping tonnage is the level of international trade. The size  
and structure of the world’s fleets are determined by the growth  
and structure of trade. 

Volume and Value of World Trade 
Statistical measurements of international trade take two forms:  
measures of value and measures of volume. When trade is  
expressed in value terms it is usually the value of the goods  
“free on board” in the country of export. The volume measure  
is usually in a unit of weight or quantity and in the international  
shipping statistics of the United Nations the volume measure- 
ment used is generally the metric ton and all other units in  
which trade is entered are converted to the common measure of  
the metric ton. 
In shipping practice the word “volume” is sometimes used to 
denote cubic size instead of  eight, and in general usage is often 
associated with a measure of space, but in all static’s of 
production or international trade “volume” refers to a physical flow 
of goods and is used to denote non-monetary, or physical 
measures of trade 
Movements of trade in terms of weight are of course more  
relevant to the demand for shipping space than are movements  
in terms of the value of trade. But more details of the origin  
and destination of trade are available in terms of value.  
It is interesting to note that the disequilibrium in international  
trade when it is measured by value is much less than when it is  
measured by volume. This is because, on a average, a metric ton  
of the exports of the manufacturing countries is more valuable  
than a metric ton of the exports of primary producing countries 

The Volume of Fuel Trade 
The most important change that has taken place in the world of 
shipping since the change from sail to steam is the change from solid 
to liquid fuel as a means of power. It has involved a 
revolution in the types of cargo and directions of trade. In 1910, 
a considerable part of the world’s shipping tonnage was engaged 
in the carriage of coal and for the coasting trades 
around the United Kingdom this was by far the biggest cargo. 
Since 1937 oil, crude and refined, has increased from 22 to 53 per 
cent of world trade in volume, and tankers in 1965 ac- 
counted for 37 per cent of the world’s shipping tonnage (in gross 
registered tons). The total amount of oil cargoes has, in the 
fifteen years between 1950 and 1964, trebled from 225 
million metric tons to 725 metric tons. This is a tremendous  
increase, far higher than increase in demand for goods on  
average, and there no sign of it abating. It has been estimated  
that the demand for fuel will increase at a rate approaching10 per 
cent per annum. 
Tanker business has a definite pattern of trade movement 
between producing zones in the Middle East, Carribbean and 
East Europe to the consuming countries of the world.  
Although a sizeable producer of crude oil, the United States also 
imports crude for her own refineries. In the early days of oil, 
refineries were few and scattered around in the largest producing 
and consuming countries only. 
Now practically every country of any importance and a great  
many of minor importance have oil refineries and the reason  
for this may be political and to some extent strategic; but there  
are sound economic reasons to place refineries near markets and  
to maximise the crude hauls and minimise the product hauls so  
that full use may be made of the very large tankers for which the  
economies of size are highly important, and which cannot for  
technical and commercial reasons be readily used for refined  
products. 
The reasons for this may be many and varied as in the case of a 
developing nation wishing to build up her own fleet. At the other 
end of the scale is the U.S.A., where the high operating costs of 
American ships make it difficult for her ships to 
compete in an open market with other maritime nations. Flags of 
countries that give various forms of protection to their ships are 
referred to as Flags of Discrimination. 

Types of Discrimination or Protection 
Unilateral action taken by a nation to protect its shipping. a  
Cabotage, or the reservation of the coastal trade either to  
 ship flying that nation’s flag (e.g., France) or to include also  
 ships owned by nationals but perhaps operating under a  
 Flag of Convenience (e.g. U.S.A.) 
b Reduced customs dues on goods imported on her own flag  
 ships. c) Restriction of 
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credit if goods are not carried in national ships. d) Various 
forms of import/export licence control. 

e.  Priority in loading and discharging for her own ships and the  
 reduction in harbour dues, light dues and other such dues.  
f.   Preference on inland transport charges. 
g.  Reservation of types of cargo i.e., government sponsored,  
 or a percentage of the amount of cargo to national ships.  
h. Encouraging or insisting exporters sell C.I.F.(Cost, Insurance  
 and  Freight) and that importers buy F.O.B.(Free on Board).  
 The result of   this is the control of transport of goods  
 entering or leaving the country. 
Although these measures will undoubtedly protect a nation’s  
shipping, the overall effect on the country’s economy may not be so 
advantageous. Shipments may have to wait for a suitable ship. As the 
best possible use cannot be made of shipping space the shipping 
services to and from that country cannot operate at maximum 
efficiency. Therefore shipments will take longer and become more 
expensive. 
One measure that can be adopted to partially overcome these 
hurdles is to tranship cargo to a nearby foreign port. This again not 
only increases the cost and time but also increases the 
danger of cargo getting lost, broken and pilfered.  
The International Chamber of Commerce had made the 
observation that developing countries would do better to invest 
their money in trying to establish good modern ports and 
inland transport systems rather than in shipping. 

Conference System 
Liner ship owners engaged on the same trade usually operate  
with some measure of agreement amongst themselves. This  
agreement may be informal or formal and usually covers such  
items as freight rates, the number of sailings in a given time,  
working conditions etc. In fact, in many cases the only factor left  
open to competition is the efficiency and quality of service  
offered. These associations of liner ship owners are known  
as conferences. 

Origin of Conference System 
In 1875, in the trade between India and the U.K. the first  
shipping conference, the U.K. - Calcutta Conference was  
formed. 
There are now some 360 conferences with membership of from 
two upwards. One of the largest conferences at the moment is the 
Far Eastern Freight Conference which has twenty-two 
members and controls some forty sailings a month between 
Europe and the far East. 
The conferences have served the trade needs of the world for 
nearly 125 years. 
The conference system was originally evolved in the colonial  
days and so was framed, essentially for maintaining the supply  
line to the paramount powers. But after India got independence  
in 1947, it was one of the pioneeer in demanding for develop- 
ing countries entrance into conferences, and now Indian  
shipping lines are members in all the 100 and more liner  
conferences serving the country’s foreign trade. Conference 
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system serves the general cargo trade of the world and spreads 
its’ oligopolistic or oligopholistic tentacles. 
In recognition of the fact that’s India had the longest experience  
among ,developing countries of the problems that confront the  
shippers in Conference trades, the first study, commissioned by  
UNCTAD on liner shipping dealt with liner shipping in India’s  
foreign trade. The above mentioned study, formed the basic  
document for the shipping committee of UNCTAD-II held in  
New Delhi in 1968, and proved to be an excellent guide for the  
developing countries during the UNCT AD discussions on  
shipping. 

Open and Close Conference 
Conferences can be open or closed. A closed conference is one  
with restricted membership and like any other club the mem- 
bers reserve the right to vote on their eligibility. The purpose of  
this is basically to avoid too many ships being employed on the  
run with the consequent loss of profitability. This will of 
course seem very unfair to those shipowners who wish to join 
and find their entrance so blocked. 
Some countries like the U.S.A. do not allow closed conferences as it 
. violates their laws on monopolies. Conferences trading to these 
countries are open and any shipowner is, free to join. 

Feature of Liner Conference 
��The liner conference is an organisation whereby a number of 

shipowners offer their services in a given sea route on 
conditions agreed by the members. 

��Conferences are semi-monopolistic association of shipping 
lines. They are formed for the purpose of restricting  
competition between their members and protecting them  
from outside competition. The object of such an  
arrangement is to guarantee to members a certain share of the 
trade by limiting competition. Conference agreements  
may also regulate sailing and ports of call. It leads to the  
regulation of sailings and may, in some circumstanes, enable 
the trade to be rationalised. 

��Conference achieve their object by controlling prices and by 
limiting entry to the trade. 

��The chief policy is to establish a common tariff of freight 
rates, members being left free to compete for traffic by the 
quality and efficiency of their service 

��The organisation of a conference varies from one trade to 
another 

��It may consist of informal regular meetings of shipowners 
at which rates and other matters of policy are discussed, or it 
may involve a formal organisation with a permanent secretariat 
and prescribed rules for membership, together with stipulated 
penalties for violations of agreement. 

��Members are often required to deposit a cash bond to cover 
fines in respect of non compliance with their obligations of 
such conferences which are international in character. For 
example, the Far East Freight Conference, which operates in the 
Far East Europe trade, comprises British, French, Dutch, Italian, 
Swedish, Danish and Japanese lines. 

��Shipping lines often belong to several conferences and there 
are several inter-conference agreements.  



 

�  In most cases, conference policy is decided by the votes 
of the members. Conference rights have a market value 
when shipping lines are sold. 

�  In some conferences, there exists a pooling agreement  
 whereby traffic or gross or net earnings in the trade are  
 pooled, members receiving agreed percentage of the pool. 
Organisation of Conferences 
Conference agreement should cover all or some of the following: a.  
Range of ports to be serviced 
b.  Types of membership. Some conferences in addition to the  
 ordinary members have associate members with restricted  
 sailing rights and no right to vote. This may include way port  
 members, that is, other liner companies whose route takes  
 them past the conference trading ports and who may wish to  
 include these ports in their sailings. 
c.  Rules for admission, withdrawal, suspension and expulsion. d. 
Rules for meetings and voting procedures. 
e.  Conference secretariat, officers and duties. 
f.  Obligations of member lines. 
g.  Policing provisions and admission fee. 
h. Appointment of Committees. 
i.   Arbitration of disputes. 

Advantages of Coference 
The main advantages of conference system are: 
1.  Avoidance of wasteful competition. 
2.  The reasonable assurance that members have a good chance  
 of realizing a profit, and there are no rate wars. 
3.  Stability of rates which enables manufacturers and merchants  
 to make forward contracts for goods and so diminishes  
 undesirable risk and uncertainty in international trade.  
4.  Regular and frequent sailings enable the shipper/exporter to  
 plan his supplies to overseas markets and avoids the need to  
 carry large stocks and the operator to maximise the use of his  
 vessels. 
5.  Equality of treatment, that is, rate quoted applies to all  
 shippers whether they are large or small. 
6.  Economies of service which enable operators to concentrate  
 on providing faster and better ships 

Disadvantages of Conference System 
The disadvantage from the shippers point of view arises from the 
fact that if he is tied to a particular conference, he cannot take 
advantage of tramp tonnage when rates are low. 
Moreover if he is a large shipper he often cannot use his  
superior bargaining power to obtain lower rates.  
Conferences are a constraint on free competition between ship  
owners. Carriers who are not members of a conference object to  
the system because it prevents their competing successfully with  
conference vessels. 
Conferences suffer from the usual monopolistic failings like (a) 
excessively high freight rates (b) complacency and reluctance to 
accept change (c) high-handed bureaucratic attitudes. 

In June 1979 at the UNCTAD- V Conference held in Manila, 
the UN Code of Conduct of 40/40120 for liner conferences was 
discussed. The code was originally proposed in 1973, and 
adopted in 1983. U.S.A. do not favour the code. 
Some commonwealth countries including Australia and Canada are 
resisting the code. The legislation reflecting the liner code is found in 
the Merchant shipping (Liner conferences) Act 1982, which came 
into effect in 1985. 
Deferred rebate and contract system: Associated with Liner 
Conferences are the deferred rebate and contract systems. The 
deferred rebate is a device to ensure that shippers will continue to 
support a conference. 
A shipper who ships exclusively by conference vessels can, at the  
end of a certain period (usually six months) claim a rebate,  
usually 10% of the freight money paid by him during the  
period. 
This system induces loyalty to conference lines, but it has  
tended to become less popular in some trades, in recent years,  
due to the high cost of clerical administration  
Therefore, it has been substituted by the immediate rebate  
system wherein 1.5 % of rebate is granted at the time freight  
payment is made and not some six months later.  
A further way of retaining shippers patronage of a conference is  
by the contract or special contract agreement system. Under this  
system, the shipper would be granted a cheaper freight rate than  
a non-contract shipper. 
In addition, there are the special commodity agreements which  
are specially negotiated between the trade and conference to  
cover goods shipped in large quantities and often for short 
duration. The shipper may be forwarding a “commodity such as 
copper, tea, rubber, foodstuffs or cotton in considerable ; 
quantities. 
The shippers criticism of the deferred rebate system is that it 
enables conferences to build up monopolies tending to keep 
rates at a high level. 
Another point is that a record must be kept (meeting clerical 
expenses) to enable to claim rebates. 
By 1985 - non-conference vessels carried 30-40% oPiner cargo  
compared to 5-10% some ten years ago. This is due to many  
reasons: 
a.  Increasing use of short-cut rates involving the land-bridge  
 concept such as the Trans - Siberian Railway. 
b.  The tendency of most conference lines to charge rates about  
 10-15% more than non-conference line tonnage operators.  
c.  The growing development of non-conference line services  
 such as the Evergreen round the world container service. 

Question For Self Analyzation 
Q1 Explain the terms Flag of convenience and Flag of  
 Discrimination. 
Q2 What do you understand by Conference system What are  
 different types of conferences. 
Q3 Explain the organization and advantages of conference  
 system. 
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Article  
Source: Express Exim Review, Oct. 5, 1998.  
Industry reports coming from Canada state that member-lines in the 
Canada Transpacific Stabilisation Agreement (CTSA) have agreed on 
for a further general rate increase to cover costs  
associated with special routing and handling of extraordinary cargo 
volumes eastbound from Asia, coupled with the effect of a 
dramatically weakened cargo market westbound from Canada.  
Effective from October 1, 1998; freight rates chaged by memberlines 
of CTSA from all Asian origin points, but excluding the Indian 
subcontinent, will be increased by $ 300 per 400 foot container, with 
proportionate increases for other sizes of  
equipment and cargo otherwise rated.  
The reports further said that shipments moving via Keelung, 
Taiwan (including Hsinchu, Taoyuan, Taipei country and  
Keelung) to Canada will be assessed an additiional $ 300 per 
container above the normal general rate increase, also effective from 
October 1, 1998.  
The additional increase reflects significantly higher costs of  
receiving cargo at offdock cargo facilities in Keelung for relay by  
truck to kaohsiung, where most carriers have their main ocean  
terminals.  
On October 1, 1998, CTSA carriers will further implement a  
separate general rate increase for cargo originating at Indian  
subcontinent locations.  
The Indian subcontinent increase will be $ 600 per 40 foot  
container or the equivalent, relfecting special operational  
difficulties in delivering equipment, and in loading and  
consolidating cargo in that region.  
CTSA is a discussion ani policy setting group of 12 ocean and 
intermodal carriers serving the trade from port and inland  
points to Asia and the Indian Subcontinent to destinations  
throughout Canada. The members of CTSA include, American 
President Lines (APL), Evergreen Marine Corporation (Taiwan) Ltd., 
Hapag-Lloyd Container Line, Hyundai Merchant Marine Co.Ltd., 
Kawasaki Kisen Kaisha ltd., (K-line), Mitsui O.s.K.  
Lines (MOL), A.P.Moller-Maersk Line, NYK Line (OOCL), P & 0 
Nedlloyd and Sea-Land Services Inc.  
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LESSON 28:  
U.N. CONVENTION ON LINER CODE OF CONDUCT  

 

Developed Countries Hegemony In 
UNCTAD 

Developed countries’ hegemony in shipping 

Complaints against conference system 

Battle for Liner Code 

UN Convention - The Final Act 

Convention on Liner code: Highlights. 
 

Unctad (United Nations Conference On  
Trade And Development 
It was established in the year 1964. One special feature is that, it  
has a committee on shipping, which deals mainly with the  
commercial and international trade aspects of shipping.  
The work programme in the field of shipping adopted by the  
UNCTAD’s Committee on Shipping at the Committee’s first  
session held from 8th to 23rd November 1965, and at its special  
session held from 18th to 25th July 1966 and as amended at  
subsequent sessions constituted the foundation of the  
numerous reports and studies on various aspects of shipping  
and shipping economics prepared and issued by the UNCTAD.  
Before establishment of the UNCTAD a few shipping  
economists and the Institute of Shipping Economics at Bergen  
in Norway and the Institute of Shipping Economics at Bremen  
in Germany had brought out very valuable studies on some  
aspects of shipping and shipping economics. The reports and  
studies prepared by the UNCT AD Secretariat in pursuance of  
the work programme in the field of shipping admirably  
furthered the cause of economics of shipping in as much as  
they covered wide and varied aspects of shipping and their  
economic significance. It is because of the UNCTAD’s contribu- 
tions in this field that during the post-UNCTAD decade of  
1965 to 1975 far more progress was made in this sphere than  
that achieved in any decade in the pre -UNCTAD years.  
The research and studies included in the work programme  
adopted by the UNCT AD’s Committee on Shipping cover the  
following topics: 
1.  Establishment of National and Regional Consultation  
 Machinery 
2.  Level and Structure of Freight Rates,Conference Practices and  
 Adequacy of Shipping Services 
3.  Improvement of Port Operations and Connected Facilities 4.  
Establishment of Merchant Marines in Developing countries 5.  
Technological Progress in Shipping 
6.  Reviews of Current and Long-term Aspects of Maritime  
 Transport 
7.  International Seminars on Shipping Economics 8.  
International Legislation on Shipping. 

Shipping 
Although many developing countries were aware that the  
development of their shipping industry would contribute to  
their economic growth, the shipping circles in the developed  
countries had propagated many misconceptions and myths.  
The latter contended that the establishment of the shipping  
industry by the developing countries was insufficient of their  
scarce resources, which could be more beneficially employed by  
them in the improvement of their infrastructure such as ports.  
Such moves by the developing countries to develop their  
shipping, they argued, would raise the cost of shipping to the  
world trade and were not in the interest of world economy.  
Shipping, according to them was a highly capital-intensive and  
sophisticated industry in the provision of which developed  
countries had a great economic advantage over developing  
countries. This specialisation of developed countries in  
shipping was economically most desirable and viable and any  
interference with this state of affairs would be at the cost of the  
world trade and economy. The developed countries had  
convinced themselves that on the basis of “sound economic  
criteria”, the development of merchant marines by developing  
countries was not desirable. 

Complaints Against Coference System 
Conference system, serves the general cargo trade of the world and 
spreads in monopolistic and oligopolistic tentacles. The 
Conference system was originally evolved in the colonial days and 
so was framed, essentially for maintaining the supply line to the 
permanent powers. 
The most important institutional arrangement in shipping  
which preponderantly influences the acquisition and operation  
of liner ships, freight rates and important aspects of carriage of  
cargo in liner trades is the conference system, which has been in  
existence for a century. Although world sea-borne general cargo  
trade, which is carried by liner ships, is much less in quantity  
than world sea-borne trade in dry bulk cargo and in oil cargoes,  
it far outweighs other cargoes in value. The conferences, which  
consisted almost exclusively until nineteen-fifties and thereafter  
predominantly of shipping lines from developed countries,  
possess semi-monopoly powers, as they control entry of new  
shipping companies into liner trades, control competition  
among their members and by cooperative action among their  
members eliminate outside competition. This has the effect of  
preventing new shipping lines from participating in the trades  
and also of fixing and setting the freight rates, of adopting  
practices and of providing services which in many cases were  
not in the best interests of the trades to which they catered.  
The developing countries were adversely affected in two ways.  
Firstly, they could not build up liner fleets for participation in  
their own trades. Second, their import and export trades also  
suffered because the conferences were in a very strong position 
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and the shippers or consignees of cargo who were unorganised 
could not negotiate on equal terms with the conferences. The  
shipping circles and even the Governments of the developed  
countries resented the criticism of the monopolistic behaviour  
and practices of the conferences and brushed aside the criticism  
on the ground that the critics did not understand the basic  
tenets of shipping economics in regard to provision of regular  
liner services. 

Most of the Complaints Against the  
Conference Related to 
a. Freight rates: general increases of freight rates, fixation of  
 specific freight rates, and promotional freight rates;  
b. Participation and share of national shipping lines; that  
 is, e n try into conferences covering trades; 
c. Unfair clauses in loyalty agreements and imbalance of  
 obligations between shippers and shipowners. 
d. The inadequacy of shipping service, e.g., failure to serve a  
 particular port or range of ports. 
e. The quality of a shipping service particularly the  
 suitability of vessels and their cost of operation.  
f.  The unreasonable withholding of dispensation to use non- 
 conference vessels. 
In some circumstances, a shipper may not have an option on  
the vessels to be used. Because of certain laws enacted to protect  
a country’s interest, mandatory  use of a particular vessel is not  
uncommon. 
Brazils shipping restrictions require goods imported for use by  
public or public supported enterprises to be transported abroad  
vessels with a Brazilian flag. All exported Japanese automobiles  
must be shipped on Japanese - owned ships, and the same  
restriction applies to all tobacco leaf imported to Japan. The  
United States has the Federal Cargo Preference Act, which  
supports and favours U.S. shipowners and maritime workers  
over foreign-flag vessels. 
In general, the rates charged by U.S. conference lines are higher  
than the rates charged by lines of other nations. Operators of  
certain countries are able to charge lower rates because of the 
subsidies and support received from their governments. Some 
ships at one time were able to quote rates as much as two-- 
thirds lower than U.S.conference lines published prices.  
Subsequently, conference lines (eg., seatrain) decided to give illegal 
rebates to major customers in order to win back cargo shipments 
lost to the Soviets. 
Recognising both that nations have shipping interests and that 
subsides cause problem, the UNCTAD proposed the UNCT AD 
Code of Liner Conduct. 
As a competitive regulatory and administrative framework to  
govern liner shipping this code mandates a cargo shipping  
scheme by reserving shipping to the national flag carriers of 
each trading partner. 
According to UNCT AD code, each trading partner is allowed to 
reserve 40% of the total liner cargo for its national flag lines and to 
allocate 20% of the liner cargo to third flag operators. 
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Battle For Code of Conduct 
The battle for the Code began in right earnest at UNCTAD-III  
in Santiago in April-May 1972. It was at that conference that the  
developing countries were able to agree upon a unified draft of  
a Code of Conduct for Liner Conferences and get it remitted to  
the UN General Assembly for further necessary processing and  
adoption as an international Convention or any multilateral  
legally binding instrument. This was done with the solid  
support of the Socialist bloc and in the teeth of opposition by  
traditional maritime countries with vested interests in shipping  
Conferences and whose shipping lines continued to tilt the  
functioning of the Conferences to the advantage of the  
industrialised West even after the emergence of several indepen- 
dent countries in the Third World. 
The UN General Assembly took up the Code issue in the fall  
of 1972 and gave it a further forward push by laying down the  
time-table for completing the task of formulating and adopting  
a binding global Liner Code by the end of 1973. Meantime  
developed-market-economy countries, particularly the liberal  
elements among them realised that the developing countries  
meant business and in dealing with the Code issue they would  
be well advised not to be guided by ideological considerations  
but rather by the rules of commerce. So they changed their  
tactics from one of a total opposition to adoption of delaying  
techniques to gain time for readjusting their common stand and  
in the hope that developments in the meantime on the  
proposed Convention on Inter-Modal Transport may push the  
liner Code issue to the backseat if not eliminate its need wholly.  
 In order to prevent hardliners in the developed-market- 
economy countries adopting dilatory tactics at the final session  
also, a resolution was adopted at the plenary session on  
December 15, 1973 freezing the situation as on that date and  
agreeing to continue the dialogue in March 1974 as if there had  
been no break at all. The said resolution also commits all the  
countries excepting the few traditional hardliners to ensure that  
a Convention or any legally binding instrument on the global  
Code of Conduct for Liner Conferences would be finalised and  
adopted at the March 1974 session. 

Un Convention the Final Act 
The United Nations Conference of Plenipotentiaries finally 
adopted a convention on code of conduct for liner conferences by 
an overwhelming majority. Presented herein are parts of the Final 
Act which deal with: 
1.  Objectives & Principles 
2.  Membership 
3.  Participation by members in Conference Trade 4.  
The Implementation. 
1.  Objectives and Principles 

The overall objective of the convention was to improve the  
liner conference system. It was declared that this overall  
objective will be achieved, by a universally acceptable code of  
conduct and through taking into account the special needs  
and problems of the developing countries in respect of the  
activities of liner conferences serving their foreign trade. The  
convention had set out the sectoral objectives to be achieved  
as follows: .  



 
 

control in that country and is recognised as such by an appropri- 

1 To facilitate orderly expansion of world seaborne trade; 
2.  To stimulate development of regular and efficient liner  
 service adequate to the requirements of the trade to be saved.  
3.  To ensure a balance of interest between suppliers and users  
 of liner, shipping service. 

The Basic Principles the Code Should  
Reflect are 
1.  Conference practices should not involve any discrimination  
 against shipowners, shippers or the foreign trade of any  
 country. 
2.  Conferences should hold meaningful consultations with  
 organise bodies and representatives of shippers and shippers  
 themselves on matters of common interest and agree to the  
 participation of appropriate authorities in such consultations  
 upon request. 
3.  Conferences should make available to interested parties  
 pertinent information about their activities relevant to the  
 parties concerned and publish meaningful information on  
 their activities. 

2. Conference Membership 
Traditional Treatment of National Lines 
A national line when entering as a new line into the conference, is 
generally not given any special consideration on the basis of it being 
a national line. Nor any weightage is given in respect of lifting of 
cargo on conference berth, and the national line is treated as any 
other line of the conference. 
The voting procedure of traditionally run conferences, namely,  
the “one line one vote” system of voting was a serious  
disability on national lines operating within the conferences.  
National lines are not able to give stress on their views regarding  
admission of new lines, general freight increases, promotional  
freight rates, etc. and so they (national lines) are not able to  
safeguard the interests of their country’s foreign trade [This has  
been the experience of Indian lines also]. The national lines of  
developing countries, therefore, have practically little or no  
opportunity through such conferences to contribute materially  
to the well being of their country’s foreign trade and to serve  
their country’s shippers appropriately. 

The New Concept of Membership 
The new concept of conference membership is spelt out in Chapter 
I Part I (Definitions) and Chapter II Article I (Member- 
ship) of the Convention. 
Unlike the concept of membership followed by traditional  
conferences, the Convention distinguishes between National  
Lines and Third Country Shipping Lines. The Convention 
recognises that, national lines of the trading countries must have 
an undeniable right of entry, in the context of the trade a 
conference seeks to serve. 

a. National Lines: Definition 
A national shipping line or lines are defined as under:  
A shipping line of any given country, if it is a vessel-operating  
carrier with its head office of management and its effective 

ate authority of that country or under the law of that country, 
will be recognised as a national shipping line by the conferences. 
Lines belonging to and operated by a joint venture, involving two 
or more countries and in whose equity the national 
i.nterests, public and/or private, of those countries have a 
substantial share and whose head office of management and 
whose effective control is in one of those countries, if 
recognised as a national line by the appropriate authorities of 
those countries, will be treated “,; such by the conferences. 

b. Third-Country Shipping Lines - Definition 
A third-country shipping line is a vessel operating line, which is not 
a national line of any of the two countries whose trade is being 
served. 

3. New Principles of Participation 
The new Code reaffirms the general right of a member-line to 
programme its berthings and sailings and lift cargo as it likes. It 
also recognises the right of the member-lines to have any cargo 
sharing and such other arrangements through mutual arrange- 
ments and the right of every member-line to participate in such 
arrangements. The following new principles will govern 
participation: 
1.  For the purpose of determining the share of trade, which  
 member--lines shall have the right to acquire, the national  
 lines of each country, irrespective of the number of lines  
 shall be regarded as a single group of shipping lines for that  
 country. 
2.  The group of national shipping lines of each of two  
 countries, the foreign trade between which is carried by the  
 conference, shall have equal rights to participate in the freight  
 and volume of traffic generated by their mutual foreign trade  
 and carried by the conference. 
3.  Third-country shipping lines, if any, shall have the right to  
 acquire a significant part, such as 20 per cent, in the freight  
 and volume of traffic generated by that trade. 
4.  If other member-lines do not see eye to eye with a proposal  
 to introduce pooling or cargo sharing arrangements, the  
 national shipping lines of the countries at both ends of the  
 trade will have a majority vote in deciding the issue.  
5.  In the event of disagreement among the two national  
 groups of lines over this issue or in the event of there being  
 only one group of national lines in the conference and other  
 members disagreeing with it on this issue, appropriate  
 government authorities of the countries at both ends of  
 trade can make their views known to the conference.  
This is a healthy amendment to the present “one line one vote”  
and “unanimity” and “near unanimity” procedure in the sense  
that it gives the necessary weightage to national lines on this  
vital issue but does not undermine the traditional procedure in  
respect of other less vital issues. 
Certain amount of flexibility is imparted to the “Closed’ Shop”  
principle, referred to above in as much as nation~l shipping  
lines of a region, which are members of the conference, can  
enter into separate agreement among themselves to redistribute  
their shares. In the Indian context, this should lead to close 
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cooperation and pooling of shipping resources among the 
countries of the Indian sub-continent on major shipping 
routes and in India’s adjacent trades. 
The principle of performance or capability to perform will not now 
overshadow the inherent right of a national group of lines to carry 
a reasonable portion of the national trade. A national line will be 
able to exercise this right through its right to 
membership and its right to insist on a pooling arrangement.  
In a sense one could say that the provision of the Convention  
regarding trade participation do not confer any special privileges  
on national lines except to place them in a stronger position to  
negotiate with other member-lines regarding their legitimate  
shares in the conference trades and permit them to part with a  
portion of their share to other member-lines of the region in  
the manner most beneficial to them. In contrast to this  
position, special benefits, which are not found in the constitu- 
tions of existing conferences, seem to have been conferred on  
third-country lines. 

Disturbing Feature 
The following special provisions of the Convention bring out this 
somewhat disturbing feature from the point of view of national 
lines: 
1.  If, for anyone of the countries whose trade is carried by a  
 conference, there are no national shipping lines participating  
 in the carriage of that trade, the share of the trade to which  
 national shipping lines of that country would be entitled  
 shall be distributed among the individual member-line  
 participating in the trade in promotion to their respective  
 shares. 
2.  If the national shipping lines of one country decide not to  
 carry their full share of the trade, that portion of their share  
 of the trade, which they do not carry shall be distributed  
 among the individual member-lines participating in the trade  
 in proportion to their respective shares. 
3.  Implementation 

The process of translating the Convention adopted by the  
Conference of Plenipotentiaries into a weapon of  
disciplining the shipping conferences involves two stage. The  
first stage is for a state to become a “Contracting Party” to it  
by appending its signature to it without any qualifications or  
subject to ratification, acceptance or approval or by declaring  
accession to it. The second stage consists of the contracting  
party passing an appropriate legislative measure for  
implementing it. 

Convention on Liner Code : Highlights 
The Convention recognises: 
a.  The right and positive role of Government in regulating  
 Conference shipping in accordance with the Convention; 
b.  Outside competition provided it is healthy; 
c.  The right of any country to develop its own merchant  
 shipping fleet to carry about 40 per cent of its own foreign  
 trade; 
d. The right of third flag carriers to share of about 20 per cent  
 in non-bilateral shipping routes; 
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e.  A major say for shipping lines of trading partnership in 
Conference decisions; 

f.  Stability in liner freight rates for a period of not less than 15  
 months; (g) the need of Conferences giving not less than  
 150 days notice of any general rate increase; 
g.  The need of meaningful consultations between Conferences  
 and shipper interests including Government based on  
 relevant cost data before effecting any general rate increase;  
h. The need of fixing promotional rates for non-traditional  
 exports; (j) the need of loyalty arrangements identifying not  
 only the obligations of shippers to shipping lines as at  
 present but also indicating the obligations of shipping lines  
 to the trade; 
i.   Mandatory international conciliation for resolution of all  
 disputes including those relating to freight rates. By  
 mandatory conciliation is meant that reference to conciliation  
 is mandatory but not acceptance of the recommendations of  
 a conciliator; 
j.   The requirement to publish detailed reasons for rejection of  
 the recommendations of a concilIiator, the object being to  
 expose unjust rejections to public scrutiny; and  
k.  The need of convening a Review Conference once in five  
 years to review the working of the Convention. 
Thus the Liner Code of Conduct evolved has been “a revolution- 
ary step in the forward march of mankind”. The suggestion of 
developing countries that shipping Conferences, which are in 
effect international cartels, should be regulated through an  
international Convention for the common good of world  
commerce has after all been accepted and the battle for the Code  
which began in Santiago in 1972 had ended in 1974 in Geneva on  
a successful note. In the 1979 Manila Conference it was further  
discussed and the 40 / 40 / 20 code was adopted in 1983.  
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