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Preface

Many trends that stem from the economic deregulation of transportation during
the last two decades are intensifying as we enter the new millenium. The buying and
selling of transportation services today occurs in a highly complex and rapidly
changing environment. That the transportation marketplace has undergone volatile
changes is evidenced in the evolution of third-party providers, partnerships between
shippers and carriers, an increase in intermodal movements, and a decrease in lo-
gistics expense as a percent of GDP.

Since the last edition of our book, government regulation of the modes of trans-
portation has continued to be eliminated. The ICC has been replaced by the Surface
Transportation Board, whose major responsibility is economic regulation of the rail-
road industry and significant changes have taken place in international ocean regu-
lation. All modes of transportation must now be compliant with antitrust regulations.

These changes in government intervention allow carriers and shippers to do
business in a market that is ruled by the laws of supply and demand while out-
sourcing continues to grow. Third-party providers, both asset and non-asset based,
are beginning to offer shippers more than just transportation services. Some third
parties offer expanded services in warehousing, inventory management, order man-
agement information technology, financial services, and consulting that enable them
to more completely manage the activities in the supply chain. With these expanded
services, third parties and shippers are beginning to develop more sophisticated and
complex relationships.

Technology used in the transportation industry has also expanded rapidly. Car-
riers and third parties find that many technologies no longer provide a competitive
advantage and are needed simply as a basic requirement for doing business. Satel-
lite technology, bar coding, global positioning systems, and locator systems for ve-
hicles are now commonplace for many carriers.

Innovations in routing and asset utilization technology have allowed many car-
riers to eliminate operating costs from their fleets. The use of enterprise resource
planning (ERP) and transportation requirements planning (TRP) systems by shippers
has allowed them to share forecasts and timely shipment information with carriers
to further improve asset productivity.

Another major change since the last edition of Transportation is the consoli-
dation of carriers in several modal markets. Mergers and acquisitions in the rail in-
dustry include the joining of the Union Pacific and Southern Pacific into a single
entity. Parts of Conrail were bought by the Norfolk Southern with the remainder be-
ing purchased by CSX, basically eliminating the once government-owned entity.
Federal Express purchased RPS, Roberts, Express, and Caliber Logistics from Road-
way creating a formidable competitor in the small package express industry with
UPS and the U.S. Postal System.

Finally, deregulation has given carriers the incentive to understand their costs.
The development and implementation of activity-based costing (ABC) systems by
many carriers allows them to understand both market and customer profitability.
This knowledge gives carriers the tools to more effectively price their services and
manage their overall profitability.
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With all of these changes, transportation still provides the basic service of mov-
ing people and freight. This movement creates time, place, and quantity utilities for
the commodoties moved. With the explosion of supply chain management over the
last several years, the utilities created by transportation have taken on heightened
meaning. The management of product, information, and cash flows in the supply
chain are all influenced by transportation cost and quality. Sophisticated carriers and
shippers no longer evaluate the role of transportation in the supply chain by price
alone. The new standard used is transportation value: the relationship between ser-
vice and least total cost. Increased prices for better service are more than offset by
reductions in inventory and loss and damage. Transportation has become a critical
cost and service component in the supply chain.

Change in the transportation industry has been dramatic and revolutionary dur-
ing the last two decades. Transportation is an important tool for understanding
this dynamic field for both students and professionals alike. At the same time, this
book provides readers with a solid background and history of transportation that
emphasizes the fundamental role and importance the industry plays in our society.
This is a text written for students at the undergraduate and graduate levels, but it is
equally suitable as a reference for business practitioners in the transportation in-
dustry.

NEW TO THIS EDITION

e While continuing to use a managerial approach in the fifth edition, we pay
special attention to both perspectives of the marketplace—that of carriers and of
shippers. This increased emphasis is evident in three new chapters:

“Relationship Management” (Chapter 12), explores managing relationships
between carriers and shippers in today’s logistics environment (especially sig-
nificant given the growth of third-party providers). This chapter introduces the
different types of relationships found in transportation/logistics as well as
ways to manage these relationships.

“Information Management and Technology” (Chapter 13), highlights the
importance of managing information in successful supply chain implementa-
tion. Special attention is given to information and technology used to manage
the transportation process. This chapter covers basic data gathering tech-
niques for transportation management, data transmission technologies, and
decision tools for optimizing the transportation process for both carriers and
shippers.

“Shipper/Carrier Network Strategies” (Chapter 14), focuses on the shipper/
carrier transportation infrastructure and processes used to successfully com-
plete the transportation transaction. An important topic examined in this
chapter is how shippers can help carriers reduce their operating expenses in
transporting freight. This follows in the spirit of supply chain management of
eliminating costs, rather than shifting them to other supply chain partners.
This chapter also discusses how shippers manage their transportation process
and how carriers design and operate their transportation networks.

e New organization of the book. The fifth edition of Transportation is di-
vided into four parts and includes a total of 14 chapters. Part 1 features the role
and importance of transportation. Part 2 presents an overview of the five major
modes of transportation as well as intermodal carriers and international trans-
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portation. Part 3 focuses on carrier management and Part 4 discusses topics
pertinent to both shippers and carriers and technology.

e Walter Weart, new member of the writing team, has added more recent ta-
bles, examples and recommended readings, assuring that this edition is as up-
to-date as possible.

e To support the instructor, Walter Weart has written a new instructor’s man-
ual with a test bank (ISBN 0-324-00752-3). This supplement includes Learning
Objectives, key terms and a detailed chapter outline for each chapter. There are
notes for the cases, Internet activities, and other additional teaching materials.
The testing material is comprised mainly of multiple choice, short answer and
essay questions.

e Also new to this edition is an appendix with URL listings for all companies
and organizations related to transportation that we mention in the text.

While making changes to the new edition, we retained features of the book that
made previous editions successful: “Stop Offs” that expand chapter material and
deepen students’ understanding with real life examples, thorough chapter outlines,
and summaries along with suggested readings and cases.
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Transportation is a vital activity in moving both freight and passengers around the
world. The management of transportation is concerned with the overall purchase
and control of this movement service used by a firm in achieving the objectives of
its logistics process. Business logistics is the process of planning, implementing,
and controlling the efficient and effective flow and storage of goods, services, and
related information from the point of origin to the point of consumption for the pur-
pose of conforming to customer requirements.! This definition specifically includes
the importance of transportation in business logistics. Recently, a new term is being
used to describe this flow and movement in an organizational environment: supply
chain management. Supply chain management is an expanded version of the lo-
gistics process. Whereas logistics has traditionally focused its attention on coordi-
nating the product, the information movement, and the flow activities of an
individual firm, supply chain management is concerned with coordinating the prod-
uct, information, cash movement, and flow activities in a logistics channel envi-
ronment. The effective and efficient management of transportation has a significant
impact on all three types of inter-firm flows and is critical in achieving supply chain
integration and objectives.2

The objective of this chapter is to place emphasis on the importance of trans-
portation to the individual firm as well as to the economy. Attention is given to how
transportation functions within the realm of supply chain management and business
logistics. Finally, the nature of transportation demand is discussed.

The 1990s: A Decade of Change

During the 1990s, many businesses throughout the United States were compelled to
reevaluate their approach to doing business and to focus their attention upon some
fundamentals to successful business operations, such as customer service, quality,
and the value added by service and/or productivity. The external factors that re-
sulted in this reexamination of business practices included intensified global com-
petition and increased involvement in international markets, deregulation of
transportation, mergers and acquisitions, and shrinking profit margins.3

The focus of attention on basics, such as the value added by customer service,
attracted increasing management attention to logistics as a source of potential con-
tribution to revitalizing the organizations and making them more competitive again.
Although logistics has been a growing area of responsibility in many companies
since the 1960s, it is fair to say that the profile of logistics managers in corporate
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America was not as high in most companies prior to 1980 as it is today. Logistics
managers tended to be regarded as hard-working individuals who played primarily
a supporting role to marketing and manufacturing. However, the “back-to-basics”
movement helped to change the profile level of logistics in the 1980s, particularly
because a growing number of companies recognized the role that logistics is capa-
ble of playing at the margin in their strategic efforts to gain or regain a sustainable
competitive edge.4 Efficient transportation systems support such logistics practices as
“just-in-time” inventory and manufacturing or “effective consumer response” in retail
manufacturers such as General Motors and retailers such as Wal-Mart have used such
techniques to gain lower cost and competitive market advantage.

The 1990s actually began on a continuing, evolutionary basis for logistics from
the decades following World War II but quickly changed because of the exogenous
variables mentioned above:

1. Globalization of business

2. Deregulation of transportation and a changing governmental infrastructure
3. Organizational changes in businesses

4. Rapidly changing technology®

Because the influence of these factors will continue to be felt throughout the
1990s, a brief explanation is in order here.

The globalization of business has had a tremendous impact on the way compa-
nies operate today. The scope of globalization runs the gamut from foreign sourc-
ing in the procurement area and/or selective sales in other countries to multifaceted
international distribution, manufacturing, and marketing strategies that encompass
international production sites, multiple staging of inventory, countertrading in the
sale of products, and so on. Whatever the situation, the cost of logistics as a per-
centage of total cost is greater for international ventures, and the complexity of lo-
gistics operations usually increases at a geometric rate in the international arena.
Often if procurement is included, logistics is the single most important factor for suc-
cessful international ventures.® Transportation, in particular, has been affected be-
cause of the distances involved both inbound to manufacturing from foreign
sourcing and outbound for additional manufacturing or delivery to customers. Trans-
portation may account for as much as 50 percent of the total logistics costs.

The changes in the transportation marketplace were accelerated with the advent
of deregulation of air, motor, and rail carriers in the 1980s. A virtual revolution has oc-
curred in the U.S. transportation system that has resulted in many fundamental changes
—some positive, some negative. Overall, it is probably fair to say that the cost and/or
quality of transportation service have improved for many shippers with only minor ex-
ceptions. In fact, transportation costs on a relative basis declined during the 1990s and
played a major role in helping to lower overall logistics costs on a relative basis.

However, changes in government infrastructure have been far more widespread
than what occurred in the U.S. transportation system. These changes include the
deregulation of banking and communications, the deregulation of motor carrier
transportation in Canada, and changes in the European economic community, re-
sulting in more open market structures in the 1990s. The opening up of Eastern Eu-
rope and the dissolution of the USSR were additional changes. The North American
Free Trade Agreement (NAFTA) is yet another governmental change that will affect
transportation and the globalization factor discussed above.

The restructuring of business organizations has also been a factor affecting lo-
gistics (mergers, acquisitions, leveraged buyouts [LBOs], employee stock ownership
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plans [ESOPs], spin-offs, etc.). In some instances, the logistics functions have been
consolidated into one to streamline the organization and gain reduced costs and
added efficiencies. The flattening of organizations has also led to other changes, par-
ticularly the outsourcing of supplies and/or services and the growth of third-party lo-
gistics organizations who supply all or part of the logistics services required.
Outsourcing logistics activities has also been a manifestation of the focus upon core
competencies.

Another factor is the rapidly changing technology and, in particular, the
changes in computer hardware and software. The significant price reductions for
powerful computer equipment have helped bring about better inventory control,
better equipment scheduling, more efficient rating of transportation movements, and
so on. The technological changes in communications (such as satellite global posi-
tioning systems to maintain contact with motor carrier fleets) have helped to improve
service quality to the extent that motor carrier companies are now able to meet nar-
rowly defined time windows for pickups and deliveries. The interface between com-
munication technology and computers is another area that has tremendous potential
for logistics. These items are just a tip of the iceberg; many other things could be in-
cluded in this area, such as bar coding and robotics.”

In concluding this section, a few brief comments about the development of lo-
gistics prior to the 1980s should be provided. Logistics, as we know it today, began
to develop after World War II in response to internal cost pressures associated with
expanding product lines and increased product value, as well as external pressures
from more competitive market conditions. All of these factors led to activities being
revamped in companies on the physical distribution side of logistics. Essentially,
what happened in many cases was an integration of outbound transportation and
field warehousing to more systematically examine trade-offs that would result in
overall lower costs (see Figure 1.1). Integration was a key element even during this

Raw Materials Raw Materials Manufacturing Finsished Goods Markets
Supply Points Storage Storage
Movement/ Movement/ Movement/ Movement/
Transportation Transportation Transportation Transportation
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Materials Management Marketing Logistics



