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IT ‘big bang’ costs
Levi Strauss millions

Asia-Europe rates tumble
Forwarders paying more in surcharges on a voyage than for the freight to be carriedVictory over

2p fuel tax
increase

Rail strikes hold
back  growth

Record order for
aircraft by Etihad

By Damian Brett
Freight forwarders are reporting “tum-

bling” Asia-to-Europe ocean rates, with

one UK-based company paying more in

fuel surcharges than freight rates.

Paul Goehlert, MD of UK-based for-

warder Mercator Cargo, said overcapacity

had allowed forwarders to push for rate

reductions.

The latest figures from IFW’s sister

publication, Containerisation Interna-

tional, show that the utilisation rate of

vessels heading to northern Europe fell

11% to 89% in the first half of the year.

Goehlert said while rates were drop-

ping, they were not yet at 2005 levels. But

he said the fuel surcharge now accounted

for a much larger portion of the overall

cost.

“From a main China port to Europe, the

fuel surcharge is now higher than the

freight, and that is something I can‘t

remember happening.

“The major difference between now and

two years ago, is that if you didn’t have

5,000 containers a year the shipping com-

panies wouldn’t even look at you, let

alone talk to you.

Goehlert added that despite the reduc-

tions, margins were still under “enor-

mous pressure”.

“We’ve got to drive costs down, despite

the price of fuel, because if we don’t, our

competitors will – you can loose business

over $20 these days” he said.

Philip Damas, of industry analyst

Drewry, confirmed that utilisation rates

were now at around 90%, although he

said this was still quite high.

The low freight rates were down to a

perception that new vessel capacity would

soon flood the market, he explained.

Between April and December,

281,000teu of super-post-panamax

capacity will have entered service, most

of it destined for Asia-Europe services.

But some of this would be swallowed

by lines increasing the nmber of vessels

in a loop from eight to nine, or even 10, to

reduce fuel consumption.

He added that although rates were

sliding, overall they were still higher than

this time last year, if fuel surcharges were

included.

Between March and May, Drewry’s fig-

ures show that the average freight rate,

excluding bunker surcharges, for Asia-

UK, dropped $300 to $900. In May 2007,

the rate was $1,100.

Demand growth is also less than origi-

nally thought. The Far Eastern Freight

Conference has adjusted its figures for

May, showing that westbound carryings

to northern Europe grew 8.8%, not the

11.6% originally forecast.

Growth between the Far East and the

Mediterranean was at 10.2%, rather than

11%.

By James Falkner
Levi Strauss has blamed its disastrous

second-quarter results on a failed IT system

that devastated its US supply chain. 

The US jeans manufacturer saw a 98% drop

in Q2 profits to $1m from US$46m in 2007

(IFW, 14 July), partially due to lower con-

sumer spending, but also due to the week-

long shipping delay in April that cost it

millions of dollars in cancelled orders.

Nothing left its three US distribution cen-

tres for a week after the company failed to

switch smoothly from one enterprise resource

management (ERP) system to another. 

Levi Strauss spokesman Jeff Beckman said:

“These are some of the transition issues that

arise when you implement a new system, par-

ticularly in a company as large and as com-

plex as ours. 

“There were some challenges in terms of

getting the orders back up to speed and get-

ting shipping ramped-up again.” 

“The three depots service all of the US, so

we completely stopped shipping. After we

restarted,  it took a while to get back to hitting

our forecasted levels. 

“In addition to the loss related directly to

one week of not shipping, we also had 

subsequent customer orders that were can-

celled. 

“As of now, we are in our peak quarter [Q3]

of the year and are shipping at forecasted

levels.” 

He said Levi Strauss would be focusing on

stabilising the new ERP system through the

rest of 2008, and would seek to optimise it

in 2009.  

Paul Tournier, MD of Accenture’s freight

and logistics practice, told IFW: “In general,

companies have become very cautious of

making major changes in their IT platforms,

because of the associated risks.” 

He added that migrating from a legacy

system to ERP system could be a real chal-

lenge. 

“Most of the industry is facing this right

now – the fact that most IT platforms are so

old and have become cumbersome to main-

tain. 

“A lot of companies have lost the people

that had the knowledge of those systems, so

it gets to the point where people don’t dare to

touch them.” 

The answer, he said, was to implement a

gradual migration of processes and functions,

rather than a “big bang transformation” to a

new system.

The UK transport industry has
cautiously welcomed the
government’s decision to freeze
the 2p per litre fuel tax rise, and
demanded that it reverse its
position on fuel tax altogether.

The British International
Freight Association (Bifa) said it
was “a victory for common
sense”, but warned that
forwarders remained unsure
about the future. 

Director general Peter
Quantrill said: “This is a positive
message to freight forwarders
and other businesses whose
services are so highly dependent
on fuel. While we welcome the
news of a postponement, we will
continue to urge the government
to take the next step and cancel
it, as well as introduce an
essential user rebate.”

This, he said, would be a clear
demonstration of support for a
sector that already operated on
the tightest of margins.

Nick Palin, finance director for
the Forum for Private Business,
said: “We would like the
government to go further and
actually cut VAT on fuel. After
the 2000 fuel crisis, Gordon
Brown promised to consider the
way in which transport is taxed.
Eight years on, we have seen no
progress.”

The Road Haulage Association
called it “a small step indeed”,
while the Freight Transport
Association  said: “The
scrapping of the increase at a
time of high world oil prices was
inevitable. The government must
now engage with the industry in
order to find a practical means of
bringing UK duty more in line
with continental competitors.”

UAE-based Etihad’s US$43bn
order of up to 205 Boeing and
Airbus aircraft, placed last
week, will make it an “air
cargo force to be reckoned
with”.

The order, signed at the
UK’s Farnborough
International Airshow,
comprises 100 firm orders, 55
options and 50 purchase
rights and has the capability
to increase Eithad’s cargo
capacity by up to 22,840cu
metres.

Firm orders with Airbus are
for 20 A320s, 25 A350s and
10 A380s; and with Boeing,
for 35 B787s and 10 B777-
300ERs.

Etihad claims it is one of
the largest orders in

commercial aviation history.
Larry Woelk, industry

expert and MD of the
international division of
George Henderson
Recruitment, said the order
showed Etihad had the ability
to get serious about cargo.

Woelk said that although
the order bucked the trend of
the overall world economy,
Middle Eastern airlines were
performing well because of
booming economies fuelled by
the Iraq war and oil prices.

“The new order of aircraft
makes Etihad a force to
reckoned with, and very
competitive in terms of air
cargo capabilities, comparable
with other Middle Eastern
airlines,” he said.

Kombiverkehr reckons it has become the

first rail operator to shift a million truck

consignments from road to rail, following

six consecutive years of growth. 

In 2007, the German rail operator

increased the number of consignments

transported by rail by 7.6% to 2m teu, in

line with an increase in turnover of 9.6%

to €408m (US$641m).

Kombiverkehr MD Armin Riedl said

more could have been achieved but for

capacity restrictions and issues with loco-

motive driver strikes. “Our rate of growth

in the first half of 2007 was running at

more than 11%.” 

But, he said, the strikes in Germany had

limited that growth, and many customers

had lost faith in the mode. 

“Owing to the length of the dispute,

many consignors, concerned about the

security of their supply chains, asked their

freight forwarders to move their goods by

road. The process of regaining some of

these volumes is still going on.”

DP World Southampton (DPWS) has
celebrated the commissioning of its
two new super-post-panamax cranes,
an event its MD labelled a “turning
point” for the terminal.

The last year has been a difficult
one for the facility formerly known as
Southampton Container Terminals.

Several shipping lines removed

services and diverted vessels because
berthing capacity was reduced during
upgrades to gantry crane rails. And,
in January, a crane collapsed, causing
months of reduced capacity while
safety checks were carried out on five
others, the last of which is scheduled
to re-enter service next month.

DPWS MD Campbell Mason said the

terminal’s problems were now behind
it. “For a range of well-known reasons,
service levels have at various times
been short of where we wanted them
to be.

“With those problems very much
behind us, we are all please to see
that performance has picked up over
the last couple of months.

Southampton
gets a lift
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