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Been another month for not realising the responsibilities that
come with an interdependent world.
As Russia threatens to deliver so-called humanitarian aid to
eastern Ukraine, the European Union has shown much less
decisiveness towards northern Iraq.
Whatever is in the 300-truck Russian convoy heading for
Ukraine’s ‘separatist’ region, the decision to do something was
predictably swift.
Not so European and Mid-East leaders who don’t seem able to
provide a quick humanitarian response to the events in Gaza
and Iraq.
The situation is unlikely to improve while the decision-makers
continue to enjoy their obligatory August vacations.
Perhaps they’d be a lot more decisive if the logistics industry
also took a month off.
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Taking the long view

There’s no shortage of Sustainability
reports from companies - however a few
are much more relevant to the investor or
employee stakeholder than most.
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UPS electric vehicle fleet
For example, any corporation that
makes an annual appearance on the
Dow-Jones Sustainability Index while
continuing to lose money, lay off staff
and carry €5 billion in long-term debt
can hardly call its business sustainable.
According to a new McKinsey survey,
the more sustainability rises in
significance the more it needs to be
integrated into - and so might even
change – a company’s core business.
The challenge for managers is often
their results suggest failure while their
reports claim success.
“Executives at all levels see an important
business role for sustainability. But when
it comes to mastering the reputation,
execution, and accountability of
their sustainability programs, many
companies have far to go,” say lead
authors Sheila Bonini, from McKinsey’s
Silicon Valley office and Anne-Titia Bové,
based in the company’s São Paulo
office.
After canvassing the views of nearly
3,500 managers from all over the world
in a variety of business verticals, the
two women were able to identify not
only the building blocks of a successful
sustainability program but also the
characteristics of sustainability leaders.
“Executives at these [leading]
companies are almost five times
more likely than others to say they
use aggressive external goals for
sustainability, more than three times
likelier to report a focused strategy,
and nearly three times likelier to report
an organization-wide understanding of
sustainability’s financial benefits,” they
note.
Additionally, they discovered that top
leaders prioritize sustainability and
report higher employee engagement
on sustainability at every level,
including CEOs, board members, and
sustainability advisory committees.
Crucially, McKinsey found these
companies are doing more to manage

the life cycles of their products; are
four times more likely than others to say
they have already implemented a lifecycle strategy; and face fewer barriers
to realizing value from sustainability
because of better overall performance
on practices that underpin a healthy
sustainability organization.
“Looking more closely at individual
practices, some interesting patterns
emerge,” say Bonini and Bové: “We
identified four distinct approaches to
the sustainability organization: leader
supported, execution focused, externally
oriented, and deeply integrated.
“The first approach is characterized by
actively engaged leaders across the
company, employee encouragement,
and clear strategy; the second by clear
structure, accountability, and middlemanager engagement; the third by the
use of external ideas, networks, and
relationships, as well as top-leader and
middle-manager engagement; and
the fourth by employee incentives for
sustainability work, a focus on talent,
and even engagement on sustainability
at all levels of tenure.”
They add that sustainability leaders
are represented in each of these four
approaches, so there’s no single formula
for success.
McKinsey is already supporting the Ellen
MacArthur Foundation and its focus on
the circular economy. So it is no surprise
that its latest survey identifies a need to
redesign products that could save more
than a US$1 trillion a year in materials
alone:
“Today, resource constraints are
creating unprecedented prices and
volatility in natural-resource markets. Yet
the results indicate that most companies
have not even begun to implement
strategies that extend the life of their
products and thereby reduce their
resource dependence in a significant
way…Forward-looking companies should
begin investing in the ‘circularity’ B

Executives at
all levels see
an important
business role for
sustainability. But
when it comes
to mastering
the reputation,
execution, and
accountability of
their sustainability
programs, many
companies have
far to go
Sheila Bonini, Lead Author
McKinsey Survey. Silicon
Valley
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of their products, for the benefit of society
and for their bottom line,” declare the authors.
Despite advances in technology that can
create opportunities to drive sustainability
solutions in a resource-finite environment,
McKinsey found that only 36 percent of
respondents said they were “mostly or
fully” integrating sustainability into their
data and analytics work – a level the
authors suggest should be substantially
increased.
Finally, as sustainability becomes more
central to the business, Bonini and Bové
say companies should align internally
on what they
stand for and
what actions
they want to
take on an
issue, whether
it’s economic
development
or changing
business
practices.
“Whatever
approach
companies
take, they
should develop
a strategy
with no more
than five clear,
well-defined
priorities—one
of the key
factors for
successful
sustainability
programs,”
they add.
Writing in his
company’s
latest
Sustainability
report, UPS
CEO Scott
Davis identifies
three:
“continual
innovation,
a global
perspective,
and a clear
focus on what
matters 		
the most.”

Images: AIRFRANCE KLM corporate
responsibility report 2013

For the CEO who embarks on a
sustainability journey, the temptation
is to focus on cost-reduction because
it appears to be the fastest way of
achieving the most obviously sustainable
benefit – at least for a time.
For UPS, after decades of relentless focus
on improving processes, the subject is now
about doing more, not less. The company
has even trademarked a new slogan:
“Sustainability is often about creating or
doing less: less waste, lower emissions,
fewer impacts. But at UPS, we’re
‘Committed to More’. In every aspect
of our business we strive to do more,
whether through delivering packages

more efficiently, creating more connections
around the world, or finding more ways
to take action and give back. Through
these connections, we can do more for
the environment, more for our customers,
and more for our communities around the
world.”
According to company archivist Jill
Swiecichowski, UPS has been doing “…
More” for a lot longer than people might
think: In 1913 the company introduced
parcel consolidations on its trucks (to
save time and fuel); by 1933 it was
operating electric vehicles; it introduced
propane-powered vans in 1982; natural
gas-powered ones in 1985; eliminated
paper with the ubiquitous hand-held
delivery recorder in 1990; introduced
reusable sort bags instead of disposable
plastic bags in 1994; hybrid electric
vehicles in 1998; solar panels in 2003;
carbon neutral offsets to customers
in 2009; and appointed its first Chief
Sustainability Officer in 2011 as it began
testing “plastic vehicles”.
Not that too many investors noticed this
self-improvement until November 1999
when the company had its IPO. Prior to
this date UPS had been privately held
by its managers and supervisors so they
only had to persuade themselves of their
sustainability.
According to Rodney Irwin, managing
director, Redefining Value and Education
for the World Business Council for
Sustainable Development, “reporting
alone brings society no benefits” so it
makes sense to understand what makes a
report effective and gets it read.
“Managements need to understand their
whole story about what really matters,
and to understand the strategic levers
for addressing impacts on sustainability.
They also need to be able to impart their
vision and performance to stakeholders.
Without a clear understanding that
reporting is based on solid management
commitment and information, external
reporting is nothing more than branding –
icing without the cake.”
Not surprisingly investors should be a
primary target for sustainability reporting yet
Irwin says often they don’t trust the data and
most of the time they can’t compare what
they’re reading against other companies in
the sector – or outside it.
So they avoid the icing and follow the
cake: UPS reported revenue of US$14.27
billion for its second quarter ending June
30 – up 5.6 percent over the same period
last year. Earnings before tax excluded
a US$1.066 billion pre-tax charge for
transferring post-retirement health and
welfare benefit obligations relating to
its Teamsters union agreement. As a
result, net income fell 56 percent to
US$454 million from US$1.07 billion yearon-year.
However, by avoiding the quarterto-quarter mindset that contradicts
sustainability and viewing UPS over a five
period, the trend is clear: From August B

2009 to August 2014, UPS stock rose
from US$53.53 to US$97.03. In the same
period the Air France-KLM Group stock
price fell from €10.30 to €7.87.
Unfair comparison? Apples and oranges?
UPS was founded in 1907 and is the third
largest carrier of expedited freight in the
world. Yet it didn’t become an airline until
1988. By comparison, Air France was
founded in 1933 while its junior partner
KLM took off in 1919. Until recently,
together they [still] carried more air
cargo than any other company with the
exception of FedEx.

No doubt that is a question he might
put to the historically profitable KLM.
Since the mid-2000s, there has been
an growing EU division between the
German-led northern economies and the
Mediterranean cluster, of which France is
increasingly a member. So is the FrancoDutch business model really sustainable
– or was it just a good idea at the time?
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“Too often we see companies set longterm, aspirational goals that depend on
a lot of external things going right in the
same time frame. It would be much better
to set goals that change the company or

top leaders prioritize sustainability and report higher employee
engagement on sustainability at every level, including CEOs,
board members, and sustainability advisory committees.
Latest IATA data suggests the French
and Dutch airlines have now fallen out of
the top 10 global airfreight carriers. While
FedEx retains the top slot, UPS is now
No.2 followed by Emirates, Cathay Pacific
and Korean. Lufthansa, Singapore,
Cargolux, Qatar and China Airways round
out the 10.
So taking the investor view, Irwin wants to
understand how management is actually
using the information it collects and
publishes. He says he would like UPS to
describe the causal relationship between
the information in its sustainability reports
and its actual business.

the industry over a few years, rather
than announcing an intention to change
the whole world at some distant point in
time,” notes Irwin.
Given its success over the past 100
years, UPS has managed to balance the
aspirational with the day-to-day according
to Davis: “Ultimately, it is our people who
drive our strategy. We continue to invest in
their training and development, their health
and wellness, and the richness of their
diversity. In many ways, UPS is a mirror of
the society we serve, and we are doing our
part to make it more sustainable.”
Be interesting to see how KLM makes it to
its centenary in the next five years. 
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Is
â Mark Whitehead, CEO. Hong Kong Air Cargo Terminals Ltd (Hactl)
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Various estimates put the volume
of all freight carried by air at
around one percent of world
trade - but by value, it's reckoned
to be anything up to 40 percent

air cargo sustainable?
Airfreight carries the latest must-have
electronic gizmo, the out-of season
strawberry, the latest best-selling novel;
and, more seriously, the humanitarian
relief to save lives of refugees from war
zones, and victims of natural disasters,
together with life-saving drugs and
human transplant organs that must be at
destination within hours.
Without airfreight, many of you reading
this now would have no jobs. Some of
you wouldn't even be alive. And the
delicate global economy, which is all
about buying from each other and selling
to each other, would start to unravel
– as, for example, producers of fruit,
flowers and other perishables in many
less prosperous countries saw their
livelihoods and buying power evaporate
- robbed of the means to deliver the
production they will never sell at home, to
huge markets beyond their own shores,
before it rots.
Essential though air cargo may be, we
suffer a love-hate relationship with a
highly-critical public. For the man in the
street, air cargo really isn’t on his radar;
he thinks all those containers being towed
to his plane are carrying his baggage.

He has no idea that two fifths of world
trade flies around the world, and most
of it beneath his feet as he sits sipping
his inflight drink. What he does know, of
course, is that he doesn't like airports in
his back-yard because they cause noise
and smells. So he certainly doesn't want
them to expand any more, and will too
readily take the side of any political party
strong enough (or short-sighted enough)
to vote against extra runways - even
if they do produce new jobs and boost
economies.
Environmentalists are ideologically
opposed to airfreight. They see it as the
very worst excess of a despoiling aviation
business that would have the world
replace buses with planes, concrete
over green fields with new runways and
terminals, and destroy the planet with its
carbon emissions. They talk about food
miles - without realising that 90 percent of
airfreight flies in passenger planes that will
operate anyway. And without stopping to
ask what all those sweatshop workers will
do when their boss can no longer meet
customer order deadlines, and so has to
shut his factory. No – aviation is a demon,
and airfreight its unwanted child. B
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Airside staff at cargo apron
In reality, aviation as a whole (and our
own part of it) have already made major
strides to reduce emissions and mitigate
our impact on this fragile planet. We are
flying bigger, more fuel-efficient, less
noisy aircraft that need fewer flights;
our new generation freighters also make

How did this industry, once hailed as
the leading edge of all transport modes,
come to be regarded with so little
affection and respect? While successfully
maintaining transit times in the face of
ever-mounting security procedures in the
aftermath of 9-11 – we stand accused of
deteriorating service.

Without airfreight, many of you reading
this now would have no jobs. Some
of you wouldn't even be alive. And the
delicate global economy, which is all
about buying from each other and selling
to each other, would start to unravel

And how did an industry whose rates
are lower today than ever before - even
after the addition of the universallydistrusted fuel surcharges - allow itself
to be accused of profiteering? (How
can anyone believe airfreight is making
indecent profits, when industry-wide
margins rarely top two percent even in the
best years, and many freighter operators
- the best measure of the true cost of
producing this thing called airfreight - are
today gasping their final breath?)

less impact on the world. We are using
new fuels. We are creating less pollution
with de-icing. We recycle old aircraft
more responsibly. We light, heat and
cool our warehouses and terminals more
efficiently. We are taking paper out of the
supply chain by adopting e-freight. In
GSE, we are trading diesel for bio-fuel,
and moving towards electrically-powered
equipment.
Nevertheless, even the person we call
“customer” seems unappreciative of
our industry and its vital role; and this
is a major concern. The once-friendly
shipper – who previously understood and
accepted rate increases to queue-jump
backlogs at peak times - has become
an angry man who perceives only everfalling service standards, and rip-offs
and dirty tricks at every turn.

In the name of justice, successive
governments have handed out businesscrippling (but highly-lucrative) fines to
carriers accused of anti-competitive
collusion. (Did the “cheated” shippers
see any of this money? So who really
ripped them off?)
Part of the reason for this breakdown in
our once-friendly relationship with the
people who ultimately pay our bills, may
have been the accusations made by
greedy, bullying, no-win-no-fee lawyers
drumming up support for class actions
against destitute airlines who dared
not fight back. And some shippers may
have paid too much heed to a handful of
inexperienced, self-appointed crusaders,
intent on media exposure bought with
attention- grabbing headlines founded
on cheap innuendo.
But we – the air cargo industry - are far
from blameless in all of this. We cannot B
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criticise shippers for taking advantage of
a rates war we started, driven by overcapacity that we introduced. Combination
carriers vary greatly in how they calculate
the costs of their airfreight capacity, and
how they price it. It can all-too-easily
become an invisible cost that looks like
additional revenue, under-priced and
paid for by a passenger boom.

recognise our common ground and goals.
Top of the scrutiny list must be pricing: we
need a much better understanding of the
true cost of production, and must use this
as the basis for freight rates. This does
not mean collusion, and may require
expert external input and advice. The soft
rates which are today’s norm lead airlines
to pressure suppliers – notably handling

Freighter operators have no such
opportunity to cross-subsidise their
direct operating costs. They are caught
between the need to reduce fuel costs,
and the ability to afford monumental
leasing costs for the latest lean-burn
freighters. Yet their pricing is dictated
by passenger carriers whose business
model is radically different.

agents – to absorb some of their pain. But
handlers themselves are heavily exposed
through commitments to long leases on
buildings, labour contracts and buying
(and then maintaining) expensive capital
equipment. Their scope to trim costs
without damaging manpower reductions
is severely limited.

We have mixed a lethal cocktail for our air
cargo industry: lack of respect and trust
by our customers, over-supply, and a preoccupation on selling on price alone. The
impact is very real, and can be measured
in dollars, euros and pounds. Our
customers move high-value commodities
that could easily accommodate modest
rate increases. Yet they grudge us every
penny and cent, because they are
convinced we are already cheating them.
So what are we going to do about this
situation? The solutions are not all in
our hands. Deregulation of aviation in
major markets was initiated for all the
right reasons; yet it made entry and
competition too easy in some quarters,
and fuelled the over-supply the industry
now faces. Legislators should ask
themselves whether the extreme aviation
landscape we view today is really any
better than the one it replaced?
Anti-competition laws, the deliberate
break-up of monopolies and anti-subsidy
measures are also being introduced more
and more. Again, while the intentions
are good, there is plentiful evidence of
undesirable consequences. And what do
these measures count for if some regions
of the world implement them and abide
by them, while others take advantage or
find ways of flouting them? The playing
field today is no more level than it ever
was: it just leans in a different direction.
What we can do is take a long hard look
at our industry, bury our differences, and

We also need to remind ourselves and
our markets of the value of what we do,
and price our products accordingly.
Airfreight is already ten times more
expensive than ocean freight for good
reason - so why are we scared to ask for a
trivial rate increase to restore profitability
and re-ignite vital investment? It's not
as if ocean freight is doing better than
airfreight in the performance stakes; slow
steaming is adding significantly to transit
times, messing up ship berthing slots
at major ports, and causing horrendous
congestion. Warehouses are running
out of stock and businesses are going
down. Modal shift is nothing new: and we
should not fall for the myth that it is driven
by our poor service standards.
Are we really getting our message across
to our market? Do shippers appreciate
what we do, understand the challenges
that face airfreight, and realise that we
are not just whingeing about rates for
no good reason? Do they recognise that
they are getting a fantastic deal? Do they
understand that, in the final analysis, you
only get what you pay for? Aircraft cannot
slow steam. But they can stop flying at all.
Throughout our industry investment
in systems, resources and people is
insufficient for a sustainable future. We
are living on borrowed time. Current
infrastructure will crumble, and will not
be replaced. Salaries will fall, and fail
to attract new talent. Training will be cut
back. Diminishing workforces will B

provide reduced opportunities for career
progression. This is not a sustainable
industry model.
Something has to change, and soon.
Somebody has to lead this charge, put a
stop to the political correctness, and start
doing some straight talking - both inside
and outside our business. Then, we may

still have a sustainable air cargo industry
for our children to join.
- Mark Whitehead is the CEO of Hong
Kong Air Cargo Terminals Ltd (Hactl).
Born and educated in England he
qualified as a lawyer in 1979 and worked

in London before transferring to Hong
Kong where he subsequently joined
Jardine Matheson. In the next three
decades he held numerous managerial
posts in in the company including
managing director of Jardine Ship
Management; group country chairman
for Vietnam; managing director of the
Schindler Lifts operation in Hong Kong

and executive director and Board
member of Hong Kong Land. In 2010
he was appointed CEO of Hactl where
he is responsible for the world’s largest
single air cargo handling operation that
employs 2,500 staff working for 100
airlines. 
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More risk and reward for

China’s government recently announced bold plans to increase
private investment in many sectors previously dominated by the
state. But even as it selectively liberalises market access, it is
tightening regulatory scrutiny and anti-corruption efforts. This
means that foreign companies could enjoy new investment
opportunities, but at the cost of increased regulatory risk.

?
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The high stakes were dramatically illustrated in May 2014 when
Chinese police said a year-long corruption investigation into
GlaxoSmithKline (GSK) had found evidence of “massive and
systemic bribery”.
Police have recommended that the company, as well as
three senior executives including the former head of its China
operations (a British national), face criminal prosecution. The
recommendation has almost certainly been approved at the highest
levels of government, while some regulators have talked of large,
“exemplary” fines like those seen in the US in recent years. Several
other leading multinationals in the pharmaceutical industry are also
reportedly under regulatory scrutiny in China.
The GSK case illustrates the intersection of efforts by Xi Jinping’s
government to more aggressively regulate and reform certain
sensitive sectors, and crack down on rampant corruption, with
ambiguous results for foreign firms.
Since taking control of the government in March 2013, Xi and his
colleagues have orchestrated the most sweeping anti-corruption
drive in the last three decades, targeting thousands of officials
in government and state-owned enterprises. The campaign aims
to solidify Xi’s grip on power, but also to break the resistance of
entrenched “vested interests” opposing reforms.
Yet the pharmaceutical industry shows how private businesses
paying bribes are now also under scrutiny—unlike in past
crackdowns—and how tackling corruption aligns with other govern
ment objectives.
China’s over-regulated healthcare sector, dominated by state-owned
hospitals and plagued by dysfunctional hospital funding and drug
pricing mechanisms, is a prime candidate for liberalisation. It is also
a major locus of corruption: patients must routinely bribe doctors
for treatment, and drug companies or distributors boost drug sales
by effectively paying off hospital officials who procure or prescribe
medicines. Such problems of access, affordability and corruption in
healthcare are key public concerns directly affecting people’s lives
and perceptions of government effectiveness.
For pharmaceutical companies, the certainty of rapidly rising
spending on healthcare in China’s vast and poorly developed
market represents a huge growth opportunity. For the government,
lower drug procurement costs are crucial to its plans for healthcare
reform and have major long-term fiscal implications. Meanwhile,
many in government genuinely believe foreign pharmaceutical
companies set some drug prices “unfairly high” in China compared
with other markets, and that corruption pushes up prices. While
crude price pressure and promoting local champions in the
pharmaceutical industry are certainly a factor in regulatory
behaviour, recent developments reflect deep-rooted policy
imperatives, not just protectionism or bullying of foreign firms
(targeting of domestic companies has also been widespread).
In this context, the GSK case is one part of a “shock-and-awe”
campaign to force progress on long-recognised problems in the
health and pharmaceutical sectors. B
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For many years, efforts to improve
industry practices stalled largely
because they were not backed by
institutional changes, such as creating
more competition, establishing
independent regulators, and making the
prices of drugs and hospital services
more rational and transparent. The new
government is more willing to attempt
some of these reforms, but recognises
that they will be slow and partial. In the
short term, a more intense and sustained
regulatory crackdown in the sector
represents an alternative means of
forcing change and compliance.
Other sectors are also likely to see
these tactics. Corruption investigations
involving China National Petroleum
Corporation (CNPC) are partly a more
“traditional” Communist Party crackdown
to undermine political rivals, but
this, too, aligns with industrial policy
goals. The energy sector also counts
dysfunctional pricing, market distortions,
over-regulation and corruption among
its problems, but weak regulators and
strong state-owned enterprises (SOEs)
have for years successfully blunted
reform efforts. The detention of very
senior current and former officials from
the industry’s most powerful SOEs has
surely helped reduce resistance, and
signalled Xi’s resolve.
The likes of CNPC and Sinopec now face
intense pressure to relinquish some of
their privileges and allow more marketbased competition in parts of the crucial
energy sector (though these reforms are
intended to strengthen these “national
champions,” not as a prelude to full-scale
privatisation and liberalisation of strategic
industries). It is probably no coincidence
that both companies have recently
expressed support for reform, and
announced plans to divest some of their
midstream and downstream businesses.
In health and pharmaceuticals, the
GSK case provides the same ominous
signalling of intent to key players in
the sector: that failing to fall in line with
priority reforms is now a riskier business.
The saga is also a signal to foreign
multinationals in China generally that
while this government may be easing
regulation in some respects, such as
regulatory approvals and market access
for private players, it is tightening
compliance expectations in others.

Investigations into corruption are likely
to become more common across many
industries.
With the police and State Administration
of Industry and Commerce (SAIC)
sometimes scrutinising foreign firms,
anti-corruption drives are no longer
limited to the periodic campaigns of the
Communist Party’s internal watchdog.
Scrutiny of perceived price-fixing
and anti-competitive practices has
also increased (including probes of
Qualcomm, InterDigital and TetraPak).
Signs such as expanded staffing at the
relevant regulatory departments suggest
a significant shift towards more serious
enforcement, rather than merely another
temporary campaign.
The optimistic view is that this might be
an acceptable price to pay as a first
step towards creating a more mature,
better-regulated domestic market
where competition, rather than official
connections, is the determinant of
commercial success. A less cheerful
reading is that even though the
government knows it must deregulate
many sectors to keep economic growth
going, it is unwilling to stomach the
reforms needed to create a truly level
playing field—which would include giving
regulators, the judiciary and perhaps
even the media freedom from political
control and interference.
In the latter scenario—which seems
more realistic at least in the short term—
the government will boost economic
efficiency by allowing more nimble
domestic private firms, and in some
cases foreign ones, to compete more
freely in non-strategic sectors. But it will
do little in terms of institutional reforms
that would create a fundamentally more
transparent, open and secure investment
environment for foreign firms.
Multinationals need to be aware that
while reforms to promote the “decisive
role” of market forces may bring new
opportunities in some areas, they also
pose political and regulatory risks that
few foreign companies have faced before
in China.
Author Andrew Gilholm, head of Asia
Analysis for Control Risks, oversees
the company’s analysis of political,
economic, operational and security
issues across the region. 
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WE’RE MOVING THE LOGISTICS INDUSTRY FORWARD.
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South Florida Logistics Services is a global logistics company that provides a full
suite of integrated supply chain management services and customized real estate
solutions. We have exclusive connectivity to South Florida’s busiest ports and
airport, which provides our clients a competitive advantage when importing and
exporting goods. To learn more, contact us at 305.520.2300 or visit www.sfls.com.

Providing superior services in the areas of Consolidation & Deconsolidation • Transportation Management Services •
Warehouse & Distribution • Foreign Trade Zone (FTZ) • Dry & Refrigerated Supply Chain Solutions • Real Estate Development
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Pharma delivery – taking it seriously
The global pharmaceutical
market is booming.
Growing at a rate of 5.1
percent per year, it is
expected to exceed US$1
trillion by 2020.The trade
in pharmaceuticals clearly
offers real potential for
air cargo carriers to secure
sustainable growth,
but only if the service is
delivered in the right way.
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In this instance, the ‘right way’ involves
integrating into a complex and robust
end-to-end logistics chain; putting in
place security and quality assurance
protocols to guarantee that these highvalue shipments get to market in an
optimum condition; complying with global
regulations; and training employees to
understand the pharmaceuticals industry
in as much depth as they understand the
air cargo industry.
As an air carrier, we will only ever be one
part of a wider logistics supply chain.
From manufacturer to pharmacy there
are a number of links that have to fit
together seamlessly if drugs are to reach
their markets in a safe, useable condition.
Our immediate partners in this chain
are the freight forwarders and we have
established close working relationships
with a wide range of them – from the
largest Tier 1 to smaller forwarders
and networks.
With all partners, we have put in place
processes with well-defined standard
operating procedures to ensure the
integrity of the supply chain. We also
take into account local market conditions,
procedures and regulations to ensure
best-of-breed governance. It takes a

serious investment and commitment
on behalf of the carrier to meet these
standards, but they are inseparable
from running an effective temperaturecontrolled operation.
There are a number of general conditions
that must be met across the board to
operate a pharma shipment service that
is fit for purpose.
From an infrastructure perspective,
IAG Cargo has invested heavily in
temperature-control technology and
process to keep drugs at the correct
temperature. This is an end-to-end
responsibility. From the moment the
medicines arrive at the airport, to when
they are handed over to the customer
at the destination, we must be able
to prove that they have been kept
at the temperature specified by the
manufacturer.
This consideration is only set to
become more important. Already some
regulations stipulate that temperature
control must not only be guaranteed
throughout flight, but also proved (by
recording data from in-flight temperature
sensors). Currently, Good Distribution
Practice guidelines in the EU mandate B
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A pharma product that is truly fit for purpose must
be built first and foremost on the knowledge and
skills of the team that services it. You can have
all the facilities in the world, but if your employees do
not understand pharma then there may be knowledge
gaps in managing the product.
proof of temperature control and we
expect similar regulations to spread
worldwide.
For the carrier, compliance is critically
important. At best a failed inspection
could lead to a non-compliance ruling; at
worst it could mean the carrier’s pharma
offering is closed down.

Alan Dorling
Global Head of Pharmaceuticals 		
& Life Sciences, IAG Cargo

As a result, IAG Cargo has put in place
96 stations worldwide approved to
operate our Constant Climate pharma
product. We have also built specialist
warehouses at our London Heathrow
and Madrid hubs. These are equipped
with temperature-control zones kept at a
variety of temperatures (15°-25°; 2°-8°;
and cold storage at -20° for example)
as required by specific medicines. Each
one of these facilities has been rigorously
audited to ensure compliance with all
relevant regulations.
In addition, we use specialist active
containers or high level passive solutions
to protect temperature sensitive cargo
when in-flight. Recently, the introduction
of the Airbus 380 and Boeing 787 has
made temperature control easier than
ever: these innovative aircraft come
with an option for full forward hold airconditioning, enabling carriers to set
the required temperature in addition to
that of the containers themselves. IAG
Cargo has taken up this option in all of its
new wide-body fleet of Airbus A380 and
Boeing 787 aircraft and will be doing so
for all new orders of the Airbus A350.
These capabilities have enabled us to
deliver a product that helps ensure a
consistent product temperature from
manufacture to patient administration.
Ultimately it is the patient that benefits
as they can rest assured that they have
been provided with a drug that is safe to
use and will deliver the therapeutic effect
it is licenced for.
A pharma product that is truly fit
for purpose must be built first and
foremost on the knowledge and skills
of the team that services it. You can
have all the facilities in the world, but
if your employees do not understand
pharma then there may be knowledge
gaps in managing the product. One
way that we have gone about building
sector awareness is by hiring staff
from pharmaceutical backgrounds

(incidentally, this is how I came to work at
IAG Cargo). We believe that customers
will usually prioritise carriers that have the
right blend of cargo and pharmaceutical
expertise and understanding.
To build on this knowledge base, wider
training is vital. Every person involved in
the product at IAG Cargo has undergone
training in temperature sensitive
processes. Every employee that is
engaged in booking a product, handling
a product or processing a product
is fully trained in the specifics of that
product, as well as in Good Distribution
Practice guidelines and all IATA Chapter
17 regulations. Underpinning this is the
bedrock of a robust quality assurance
management system that is overseen by
our global quality assurance manager.
To enter the pharma market therefore, air
carriers must invest heavily – in people, in
processes and in infrastructure. The good
news is that such investments look set to
deliver a good return, with the time and
temperature sensitive category expected
to grow approximately five per cent per
year. However, in the BRIC countries this
growth will almost certainly remain in
double digits for some time to come.
One particular success story has
been India, where the manufacture of
generic medications has grown rapidly
since the end of the ‘blockbuster’
era. Indian manufacturers have been
among the first to synthesise generic
alternatives and have rapidly established
themselves as major players in the global
pharmaceutical industry. Between 2011
and 2013 we saw a 92 percent increase
in pharma exports from our Hyderabad
operations to the rest of the world, fuelled
by this trade in generics.
Many of these India flows are terminating
in Latin America, where the low price
points of the drugs appeal to developing
nations. The Asia-LATAM trade flow will
continue to grow in importance over the
next few years and IAG Cargo is well
positioned to take advantage of it.
With five widebody gateways out of India
(Mumbai, Hyderabad, Chennai, Delhi
and Bangalore) we offer a great deal
of choice to shippers about where they
deliver their goods. These gateways
connect with our London hub, home to
our Constant Climate Centre, which is B

a Good Distribution Practice-certified
facility. From there, pharma companies
have two routes into Latin America. Either
they can fly direct from Heathrow to Brazil
and Argentina, or they can connect to our
Madrid hub and from there to anyone of
ten gateways in Latin America including
Chile, Colombia, Ecuador and Peru. We
believe that the depth and breadth of this
connection to Latin America is unrivalled.
Of course, maritime freight is often
positioned as a major competitor to air
cargo, and the pharma industry is not
an exception. The fact is, maritime is
only really an option where time is not a
factor. Customers have a simple choice
– they can either use airfreight to get
inventory to them at short notice, or they
can hold higher inventories to ensure no
market shortages while they await ocean
deliveries. Moreover, there are occasions
where air cargo is the really the only
option, such as when disease outbreaks
occur or when manufacturers want to
get goods to market more rapidly for
competitive new product launches.
Also airfreight is often more secure than
maritime for the sole reason that as long
as cargo is in transit it can be a target
for criminals. With pharmaceuticals
often being very high-value shipments,
anything a shipper can do to reduce
security risks should be embraced.
Security is therefore at the core of our
Constant Climate offering. As well as
checking all shipments upon receipt,

we carry out quality and security checks
every six hours during dwell time
and maintain CCTV recording of the
shipments while they are in our care.
Indeed, in terms of security, pharma
shipments on IAG Cargo go through the
same rigorous scrutiny and protection as
passengers.

21

The pharmaceutical market is an
attractive prospect for the future, but only
the very best carriers will be able to fully
exploit it. Operators that can demonstrate
they have quality control processes in
place, the right infrastructure and a welltrained and knowledgeable team, will
be best placed to take advantage of this
market.
Success in pharmaceuticals requires
serious investment and commitment, but
the rewards are more than worth it.
Alan Dorling is global head of
Pharmaceuticals & Life Sciences at IAG
Cargo, which is part of International
Airlines Group (IAG). He is responsible
for the global leadership and strategic
product development of airfreight
solutions for vaccines, biotechnology
products, diagnostics and other
temperature-sensitive pharmaceutical
products. His industry experience
includes management roles at Hoffman
La Roche, Wyeth Pharmaceuticals and
Mediwatch. Alan graduated Brunel
University with an honours degree in
Applied Biochemistry. 
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Continuous Improvement & Kaizen Executive
They say the best way to predict the future is to invent it. So, on a regular basis our teams take time oﬀ to work on new
solutions, unorthodox approaches, and imaginative concepts that will help our clients stay ahead of the game. It is yet
another way We care for your cargo.
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VIEWPOINT
E
“War of Talents” to intensify
Many employers, airlines included, place great emphasis on training and continued education of their
employees. They have learned over the years that improved quality and enhanced company performance
is only achievable by having highly qualified employees. Hence, a company’s competitive edge is
directly related to the level of sophistication and qualifications of its human resources.
Successful enterprises actively
influence their future by succession
planning for managers including
early identification of candidates
and outlining a plan to prepare them
for those higher positions. Some
companies even place them in talent
pools / environments to allow for open
free flow of ideas and innovations
to facilitate their preparation and
development.
But what constitutes talent? There
are many definitions, details, and
attributes but some of the fundamental
ones are in-depth subject matter
knowledge, integrity, reliability, and
tempered self-confidence along with
the need to understand the context
and complexity of the global business
community.
In general these trainees shoulder the
burden of a career triathlon consisting
of a higher academic education, and
practical training, while working in
the environment for which they are
being prepared to manage one day.
Oftentimes they start out working in
“invisible” positions were they can
gain invaluable experience in a variety
of subjects that will prepare them to
know the basic aspects of company
/ business strategies and the ever
increasing global challenges.

understanding and appreciation 		
of existing organizational cultures
is necessary;
. Personal development and support
have to be offered at very high, 		
professional levels;
. An open, unbiased view of the 		
world, its societies, and customs 		
of people from all walks of life must
be acquired with an eye on
leadership in diverse settings;
. Establishing and continuously
expanding a personal network
of contacts, colleagues, business
associates, and friends across
international borders.
Finally, subject matter expertise and
qualifications have to be gained via
studying and on the job training. As
already mentioned, this is a triathlon
and not a 100-metre dash. This is a
grinding exercise during which the
future manager will acquire:

. Qualifications via academic and/or
on the job training;

. Professional experience and most
importantly social competencies;

. Learn to make use of these two

items along with utilizing the
personal network the future
manager has built in the process.

The following five points are relevant not
only for future logistics managers but
those of most other companies as well:

It should be obvious by now that the
successful future manager will need
endurance, self –discipline and the
ability to recognize dangers and
pitfalls along the career.

. Leadership must be continuously

Oh and did I mention common sense?

and patiently nurtured by giving 		
guidance and structure;
. Strategic thinking and a clear 		

These attributes combined with a
clear view and understanding of

the complex and ever more global
environment along with characteristics
such as trust worthiness, integrity,
mobility, objectivity, and openness
will round out the leaders of the next
generation.
The logistics market is a growing
business and so is the airline industry.
The need for top managers will
increase and the “War of Talents” will
intensify. However by investing in great
talent the interests of future managers
and those of air cargo companies
can be aligned nicely. Airlines and
their business partners need to start
early to attract the new generation and
show them an enticing career path which in return will generate maximum
engagement from the potential leaders
of the future.
There has always been a next
generation of leaders and there will
be another one again, that I am sure
of. For the airline industry to excel
however, it will need to be proactive
and smart about attracting those
prospects before others do.
Helmut Berchtold is a co-founder,
president & CEO of adi Management
Consult, a human resource and M&A
consulting network. His consulting
career began with Brussels-based
Metra Proudfoot where he was
subsequently responsible for saving
clients a total of US$40 million. His
logistics experience includes 12
years as CIO for DB Schenker in New
York. More recently he enabled the
successful relocation of an Internet
software company from South Africa to
San Jose, California. 
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Quality worldwide.
A journey that makes all the difference.
From transporting a ﬁve-year-old elephant to loading a freighter in the pouring
rain in Osaka, we experience small episodes and big adventures every day
in the world of logistics. Quality has many faces and tells a thousand stories.
Read the latest ones at www.lufthansa-cargo.com/quality

24Networks: what’s in a name?

Richard Overton and the X2Elite team

One way of acquiring scale in the logistics
business is to buy everything not nailed down.

✈

Deutsche Post (DP) did it in
the 1990s once released from
German federal custody.

Together with his former McKinsey
colleagues, then chairman and CEO
Klaus Zumwinkel went on a lengthy
buying spree that was only cut short by
his resignation in 2008 following arrest for
tax evasion.
By then the company had become
the largest logistics organisation in the
world and had morphed into what is now
branded as Deutsche Post DHL.
XPO Logistics is another, more recent,
example of growth through acquisition.
Last month it announced two more
purchases totalling US$650 million
following a 2013 takeover of Pacer
International for US$335 million.
Unlike DP that funded its buying spree
with its own [post office] bank, XPO is
using private equity in a rush to scale.
Chairman and CEO Bradley Jacobs says
he expects the company to generate
US$7.5 billion in revenue by 2017.
Of course another way to grow a
sustainable global logistics network with
a single brand without venture capitalists
is to form a club.
That’s what some European forwarders
did in 1973 when they set up arguably
the first agency network - the World Air
Cargo Organisation (WACO). Three
of the members later became country
representatives for UPS - before being
acquired by the Integrator as it expanded
into Western Europe.
Over 40 years later, WACO is still going
strong. Unlike many of the networks that
have sprung up since, it is an association
owned by its members. Today they
WACO. 1973

apparently employ over 21,000 people;
move two million tons per annum and
have offices in 90 countries.
Not long after its founding one of the
WACO members – Atlas Air’s CEO Tony
Keating - was to predict middle-sized
forwarding companies like his would not
last. They’d either have to grow bigger,
be acquired, join a network or go into
terminal decline.
A quick Google will show that for many
cargo agent SMEs, the network option
has proved popular. There’s no shortage
of groups who are either specialist, plain
vanilla multimodal or even, like the WCA,
a collection of general and specialists
covering pharma, projects, dangerous
goods, relocations, perishables and even
humanitarian.
Unlike WACO, the WCA business
model is made up of independent
agents – currently 5,572 in 190 countries
according to its website – who pay a
yearly fee that includes support staff and
a head office in Bangkok. And in a bid to
ensure the WCA voice is heard amongst
the din of competition, founder David
Yokeum has even developed “media
partners” to help get the message
across.
Four decades ago WACO was formed,
in part, to compete with large European,
Asian and American forwarders. The
Integrators were not a challenge as DHL
was an on-board courier company that
favoured IATA airlines; UPS was still
an intra-State delivery company and
FedEx was trying to persuade the U.S.
Congress to deregulate America’s air
transport industry in order to fly larger
aircraft.
So in an industry still dominated by the B

IATA “TACT” pricing manual, and global
communication based on the telephone
and Telex, trusting your fellow network
members was the key differentiator in
convincing a customer that WACO was as
good as Expeditors or Danzas or Kintesu.
While technology may have improved
the potential to communicate in the
intervening 40 years, trust among
members remains the key to success in
the view of Richard Overton, head of a
relatively new network – also based in
Bangkok – called X2Elite.
In an earlier incarnation, Overton had
been a member of the WCA “Family”. He
doesn’t say why he sold out to Yokeum
but explains that the “X2” part of his
company name reflects a “second time
around” coupled with the implication
it has for growth. The “Elite” part is his
determination to focus on the cream
rather than the rest of the milk in the
bottle: “It’s the focus; it’s the type of
companies I want attract,” he explains.
Acknowledging there are many
networks an SME can join, he argues
X2 is different: “It really depends how
you define the goals and objectives of
a network. Mine are professionalism,
honest and transparency – both between
members (to stay a member) and with
their customers.” He suggests that if a
member “disappoints” a customer, it
reflects on the brand and all its members.
Which is why auditing a potential new
applicant is quite important: “I had an
email recently from an agent in Vietnam.
He wanted to know more about us. I
noticed he had eight or nine network
logos on the bottom of the email. So I told
him he seemed covered. He then replied
he wasn’t a member of any of them –
he was just using them in his email to
impress people. Apparently that’s legal in
Vietnam. I suggested maybe he should
try to join one of them.”
Like WCA, Overton’s new network
includes a number of “sub-networks”
covering similar specialisations. In
Q4 he’s going to roll out X2 Logistics
that will act as a principal on behalf
of its members – a sort of agent’s
agent representing the collective to
potential customers. For this he’ll take
a commission. Otherwise his income is
based on membership fees to pay for his
full time staff.
“For a freight forwarder to get value
from a network today, it [the network]
shouldn’t be too big; there should be
a fundamental understanding what it
is to be a professional in this business;
there should be reciprocity between
members and above all there should be
transparency.”
Following the initial audit, a member
is asked to complete a rigorous selfassessment every quarter which even
Overton admits is “complicated; some
people don’t finish it.” Those that do
get slotted into a tier-based system that
suggests the more transparent the agent,
the higher the tier and more potential
business between the members.
“I believe in measurement but the cost
of doing so doesn’t bring in revenue for
the network. Some organisations just
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encourage the prospect to sign up, pay the
fees and that’s the extent of it – off you go.
Personally I think investing in the upstream
audit process pays off for all the members
in the long term. That’s why I do it.”
He suggests that one way of measuring
the effectiveness of a network is to see
how many disputes there are between
members, how many are resolved
amicably and how many lead to expulsion
or even litigation. He says the disputes
he’s arbitrated in the past five years
have been settled without cost – largely
because of the willingness of the parties
to be honest: “The more professional the
membership, the more risk reduction.
Frankly, if you have a membership of five
thousand, you’re asking for trouble.”
Overton would also like his network –
now numbering “around 200” including
the specialist areas – to be in a position
eventually to leverage its collective
buying power. Although he’s not
convinced that other networks really do
have the ability to leverage an airline
or ocean carrier into blanket price
concessions: “Any network that claims
to improve buying power or rates I’d like
them to prove to me that they have done
it. In reality it is harder to achieve. Getting
people to buy in to that by putting their
cards on the table is a different story.”
Last year WACO announced it had
a relationship with IAG Cargo. This
followed WCA’s link with Etihad. Overton
remains sceptical about the benefits:
“I don’t think anyone really favours one
carrier over another, they just pretend
to. What does it mean exactly? When
you favour one carrier you’ve done a
deal that favours both parties. I think
some networks portray the image they
have done so; perhaps it’s more of a
partnership in a media sense.”
He agrees that an airline offering price
breakpoints will only relate it to volume and
the only way to guarantee that is to use its
waybill: “I’d like to work with one airline or
ocean carrier but in reality it is not going to
happen. We have to be honest about this.
I’m not sure where the benefit comes from
with exclusivity,” he adds.
Currently, X2Elite has representation in
103 countries with a goal to reach 140
by either the end of the year or during
Q1 2015. He says it’s very difficult
to generalise on market conditions
“somebody in Venezuela might be having
a terrible time with one of the most
overvalued currencies in the world, it’s a
nightmare.” On the other hand he sees
great potential in Iraq, Iran and the MENA
region generally in the next decade –
despite current signs to the contrary.
He notes that while there are reduced
volumes in and out of China, other parts
of SE Asia are doing pretty well.
“One thing I hear constantly from
members is they want more transparency
between them. They understand the
ups and downs of business: that’s life.
However they think by closer cooperation
they’ll all be better off in the long term.”
Judging by WACO’s ability to survive four
decades, a network may not require a
bank or VC to produce scale, but it does
require significant commitment. Overton
seems convinced he has it. 

One thing I hear
constantly from
members is
they want more
transparency
between
them. They
think by closer
cooperation they’ll
all be better off in
the long term.
Richard Overton,
Head of X2Elite
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Keeping it in the family
Dave Lucia is the founder and owner of the SME-centric
Security Cargo Network based in Colorado. He had a
background in higher education, sales, administration
and business publishing prior to becoming involved in
the transportation industry as a consultant to a forwarder
network in 1987. A year later he became a full-time network
administrator.
What made you start your network?
How long has it been going?
I started Security Cargo Network with my
wife, Joyce, in early 2002. I had been
involved since start-up with another
group that wanted to grow bigger and
bigger, but we preferred a small, handson concept that kept the director (myself)
in the loop on all communications other
than routine administrative matters.
We remain dedicated to that founding
principle.

Riaz Shahid, director of Prantik Express
(Dhaka, Bangladesh), receives the Distinguished Service Award from Dave Lucia,
president of Security Cargo Network.

How many members do you have?
Is it mainly US-centric?
Today we have around 200 member
companies operating 370 enrolled
offices in 86 countries. It is by no means
focused on the US, and membership
is rather evenly distributed in North
America, Europe and Asia, with
lighter representation in Latin
America and Africa.
In the current security environment,
what are the particular business
challenges associated
with a network like
yours? Is chain
of custody an
issue and how
do you manage it

between members, customers and
government?
I named the group Security Cargo
Network because, following 9/11, I knew
security would become something of
a buzzword. However, the security
I was referring to was transactional
among the members. In other words,
they could count on being paid, if not
through my collection efforts, then
with our member-owned SecurityPlus
member-to-member payment guarantee
program. SecurityPlus Financial Corp.
is a separately established corporation
controlled by a member-based board of
directors with each member company
owning one share of stock as long as
they remain members in good standing.
The program covers from $20,000
up to $50,000 based on longevity of
membership in cases of default or
bankruptcy.
We believe in focusing on what we do,
networking, and try to keep it basic.
That means we have no involvement
with chain of custody or other broader
industry issues, although we expect our
members to adhere to the laws of their
nation and the norms of the international
transportation community. My expertise
lies in overseeing the network, facilitating
communications, solving issues, and
enforcing the Terms of Cooperation that
all members have signed.
Is there a standard agency
commission between members or is it
always a bilateral arrangement?
Members are expected to share profits
according to industry norms, but it is
indeed based on bilateral agreements.
Most members extend credit terms,
but those few who don't are flagged in
our membership roster so that others
will know in advance and can make an
informed decision about use of their
services.
Is this all about service levels and
scalable buying for SMEs? Who
ensures the standards are maintained?
We do little in the way of group buying
beyond a few select vendors. Under
our structure, such programs have not
gained wide acceptance. Again, our
focus is on introducing members to
others that can meet their needs and
be governed by the disciplines outlined
in the Terms of Cooperation and my
oversight. Members want to be paid
in a timely manner, receive good
service, and have protection against
bankruptcy and default.
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Is there a yearly
audit of members to
ensure (ethical, price/service,
environment reporting) compliance?
What happens if a member doesn’t
meet the audit? Expulsion?
The audit is pretty much on a daily basis.
Members know they can come to me
with any problems, and they will have
some action within 24 hours. Usually the
sun does not set before I have contacted
the other party for an explanation.
Compliance issues are for them to
handle as they see fit, but certainly we
expect them to follow all the rules. We
had a European member sanctioned
recently for mishandling of VAT issues,
and indeed they were removed from
membership.
Is the network an association,
cooperative, partnership, separate
entity? How is it established and are
the members shareholders in it?
Security Cargo Network, Inc. is
incorporated in the U.S. state of
Colorado and wholly owned by myself. It
is considered a private trade association.
SecurityPlus Financial Corp. is a notfor-profit insurance association and is
also incorporated in Colorado with the
members as shareholders and myself as
president but not an owner.
Do you ‘favour’ a particular airline
(WCA/Etihad; WACO/IAG etc.)?
No.
Are the members responsible for
(customer) verifying and collecting
on behalf of each other? Or is there
a third part collection service? How
does it work?
Members are responsible for collecting
and paying their accounts with other
members. They are solely responsible
for collecting and are expected to pay
according to terms whether they have
collected or not.
What areas of the world/lane segments
do you concentrate on – any
particular?
While some members may have lanes
they focus on or other specialties, as
a group we do not concentrate in that
way. For locations where we do not have
a member, I rely on my non-member
collections built on some 25 years of

industry activity. Members
understand that these referrals
cannot be guaranteed in the same
way as another member, but they also
understand that I expect them to treat
referrals according to the same terms of
cooperation.
Is the business focus multimodal
or leaning towards one mode (air,
ocean etc.) or function (supply chain,
contract logistics etc.)?
Multi-modal, although some members
may be more heavily oriented to a
particular mode. We also have a fair
amount of project activity and have a
segment of our online network directory
dedicated to those who routinely offer the
services.
What (market) areas are improving and
what are not and why?
I note that some carriers are enacting
peak season surcharges on ocean
freight, but I do not detect any problem
with getting lift from the airlines…My
sense is that it has been a quiet summer,
but I see more activity beginning to stir
among the members, so I must assume
that things are loosening up.
Do you think Congress will step
up and fix the U.S. transportation
infrastructure?
Obviously Miami and Houston have been
hard at work on their port expansion
and improvement. Roads remain inferior
and will do so until the next bridge
collapse or other problem. There is not
the political will to raise the gasoline
taxes to provide funding. Airports have
done a lot over the past few years, but
we still have some tottering facilities. I
was recently amazed, for example, to
see how unfriendly to passengers O'Hare
International in Chicago has become,
and I would guess that the cargo
facilities are similarly retrograde. On the
other side of the ledger, I passed through
Pittsburgh's fine airport this summer and
got the impression it could handle twice
the passenger traffic. 
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Business and
Sustainability -

why it pays

Seven of the World Economic Forum’s Global Agenda Councils have released a
white paper offering an integrated view of business sustainability. The paper builds
on the framework presented in the 1987 Brundtland Commission’s report, Our
Common Future, that described sustainability in terms of people, planet and profits.
Michael H. Posner, professor of Business and
Society, NYU Stern School of Business, explains
why their perspectives are worth a read:
In recent weeks, Samsung suspended its operations with
a key supplier in China because of allegations of child
labour in its production facilities. Major oil companies face
environmental challenges in the fields where they operate,
from the Amazon to West Africa, and Internet providers
continue to respond to intense public pressure to enhance
privacy protections for their users in the aftermath of the
Snowden/NSA disclosures. These are but a few current
examples of the challenges business leaders face as they
seek to build sustainable business models.
Business sustainability is essential to the long-term prosperity
of global companies. But what does this mean in practice
and how is sustainability defined? Today’s smart business
leaders know that they are operating in a fishbowl, where
everything they do is on display and social media enables
news and information to travel around the world in seconds.
They are also operating in a world where many governments
are failing to provide a stable, secure environment for
businesses to operate. To address these challenges, CEOs
are recognizing that they need
to incorporate broader principles
of sustainability in their everyday
business decisions.
This is not simply a matter
of doing the right thing - it’s
smart business.
Leading global companies
are therefore developing
practical standards and
metrics to help apply
these principles. These
sustainability principles
serve to maximize their
opportunities and to minimize
the negative impact their core

Michael H. Posner,
professor of Business and Society,
NYU Stern School of Business

operations have on the environment, and the communities
and economies in places where they operate.
In today’s context, business sustainability encompasses
attention to such issues as climate change, corruption, rule of
law, the empowerment of women, human rights,
consumption and supply chain practices. In more concrete
terms, companies are recognizing that tackling climate
change means working towards goals of zero emissions,
waste and discharge, using measures that can also reduce
costs, minimize risks and increase resilience.
On a parallel track, they are addressing worker safety and
other challenges in their manufacturing supply chains,
enhancing internet privacy protections for their users and
developing right-respecting security policies in their mines
and oil fields by setting clear substantive standards, building
internal systems to fulfil commitments, and providing
accessible remedies when those standards are not met.
Sustainable companies also are promoting greater economic
participation of women, and combating corruption by
embedding rule of law principles in their operations and
initiatives. Taking this broader view of business sustainability
is important both because it’s the right thing to do, but
also because it serves a company’s long-term commercial
interests.
The World Economic Forum’s white paper amplifies
this more integrated understanding of business
sustainability, drawing on a network of experts in
different fields. In doing so, it provides a foundation
for corporate leaders who wish to develop and
incorporate sustainability policies and practices. It
also can and should serve as a resource to private
companies, governments and civil society groups
who also are engaged in debates about these
issues.
Hopefully the white paper will serve as a catalyst,
helping to frame future discussions of sustainability,
and providing a concrete starting point for companies
wishing to make a meaningful commitment in this area. 
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Perspectives:
John Manners-Bell,
CEO of Transport Intelligence on
behalf of the Global Agenda Council on
Logistics & Supply Chain Systems:
Globalization has been fundamental to lifting many
millions of people out of poverty, and the unbundling
and outsourcing of production by Western manufacturers has led
to the industrialization of developing countries and consequent
improvement in standards of living.
This process has meant that, today, global retailers and
manufacturers have a responsibility not only to their shareholders
but also for the working conditions and the environmental practices
that occur throughout the entire supply chain.
They have a duty to ensure that they are fully aware of their
suppliers’ environmental practices and working conditions, and
take steps to comply with a globally acceptable standard.
Their logistics suppliers also have a responsibility to provide
services that have a minimal impact on societies and the
environment. This is not only a moral responsibility but it is also in
the long-term commercial interests of retailers, manufacturers and
logistics suppliers.

Changhua Wu,
director Greater China for The Climate
Group on behalf of the Global Agenda
Council on Climate Change:
Climate change has been recognized as one
of the most daunting challenges for human
development in the 21st century.
Global sustainable development goals and objectives cannot
possibly be achieved without success in tackling climate change
issues. While governments have a key role to play in setting
effective policy incentives to regulate the market and drive
innovation, corporations today are at the forefront of actions and
solutions.
Business leadership that promotes investment in R&D, innovation
and talent is key to commercial success. It is also critical for
businesses to manage and minimize risk to maximize their positive
impact on climate change.
Many companies have embarked on a journey towards net positive
impacts, and zero emissions, zero waste, and zero discharge are
becoming the norm. By taking this step, companies discover
and capture opportunities to reduce costs, minimize risks and
increase resilience. This success may encourage politicians to
promote policies that grow the economy in a green, low-carbon
and sustainable manner.
What is required to address climate change is an integrated
approach consisting of close public- private partnership, and
clear and certain policy direction to drive technology innovation
and capital flows and scale up the markets for clean technologies,
products and services worldwide.

Dara O’Rourke,
associate professor Department of
Environmental Science, Policy and
Management, University of California at
Berkeley on behalf of the Global Agenda
Council on Sustainable Consumption:
To consume sustainably does not mean to consume less but to
consume differently.

From an environmental point of view, humanity already consumes
50 percent more in renewable natural resources than the Earth
is able to regenerate. This is true at a time when only 1.1 billion,
out of seven billion people, are responsible for 78 percent of total
consumption.
The emerging middle class will add another three billion people to
the mass consumption market in the years ahead. More than four
planets would be needed to supply all the goods and services
that this expanded market will require assuming that the present
models of consumption and production persist.
To address this imbalance, a sustainable model of consumption is
needed. Such a model will require a complete redesign in the way
products and services supply well-being to humanity. Consumers
are increasingly aware of the need for a more sustainable model of
consumption. This presents a great opportunity for companies to
drive growth by redesigning the ways their products and services
supply well-being to consumers.
For consumers to recognize and value the new ways in which wellbeing is supplied, companies will need to play a role in educating
consumers to change their behaviour when buying, using and
discarding products or services.
By capitalizing on these opportunities, companies will create
sustainable benefits to society and the environment, as well as to
themselves, the economy and individual consumers.

Leonard McCarthy,
vice-president Integrity
at the World Bank and
Steve Almond, global
chairman, Deloitte
Touche Tohmatsu
Limited on behalf of
the Global Agenda Council on Anti-Corruption
& Transparency:
Corruption is a pernicious disease affecting civil society and the
global economy. It is bad for business and very bad for sustainable
development and the advancement of the human condition.
Corruption in business transactions distorts competition, deters
investment and increases the cost of goods and services – often
to those who can least afford it. The impact of corruption on
doing business globally is huge: estimates show that the cost of
corruption equals more than 5.0 percent of global GDP.
Business has a fundamental role to play in sustainable development.
But corruption threatens the sustainability of business itself. A
strong corporate culture is a prerequisite to the establishment and
sustainability of trust in the business. And trust is a fundamental
business asset; it is the source of reputational capital.
Reputational capital provides brand strength that is as essential
as financial capital to long-term business health and prosperity.
Businesses are increasingly helping themselves in the fight
against corruption through collective action and are committing
to themselves and to each other to design and implement policies
and systems to prevent and address corruption.
In the long haul, progress in tackling corruption will deliver
substantial benefits to the cause of sustainability.
The authors say investors understand that sustainable business
models enhance long-term profits and the social legitimacy of
corporations. All stakeholders, they add, are starting to recognize
that financial success and company survival are synonymous with
maintaining a sustainable planet and the human rights of societies
where they operate. 
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Preparing for

post-Panamax
On August 15, 1914 the SS Ancon, co-opted to ferry supplies
for constructing the Panama Canal, made the first official
transit of the newly opened 51-mile waterway.

There is substantial commercial
risk on the East Coast with ports
expanding their container capacity
in the hope of gaining market share
Captain Allan Breese
a senior risk control engineer . AGCS.
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The historic link between the Atlantic and
Pacific, first ordered by U.S. president
Ulysses S. Grant, had taken 10 years
to build at a cost of US375 million – the
equivalent of US$8.9 billion today.
Over 100 years later, the canal now handles
12,000 ships a year carrying 319 million
tonnes of cargo worth US$270 billion.
The Ancon had a gross weight of 9,600 tons
and ferried large quantities of cement from
New York to Panama. Today the largest
containerships to fit through the canal locks
have a gross weight of 58,000 tons and
transport 4,400 TEUs. The fact that these
sizeable ships have since been overtaken
in width and capacity by several factors is
a reason why the Panama Canal Authority
(ACP) plans to open its US$5.25 billion
upgraded waterway next year for ships
capable of carrying 12,600 TEUs.
ACP expects the effect of allowing
approximately 12 to 14 of these larger
vessels a day through the new locks,
coupled with existing traffic, will double
annual canal volumes and keep the canal
competitive.
The rationale 100 years ago is the same

today: A vessel laden with coal sailing from
the east coast of the U.S. to Japan via the
Panama Canal saves 3,000 miles over the
shortest alternative all-water route. For a
vessel carrying bananas from Ecuador to
Europe the distance saved is about 5,000
miles. At 14 knots that means an eight-day
reduction in transit for the bulk carrier and a
13-day reduction for the reefer vessel.
The US is the No.1 O&D for cargoes
shipped via the Panama Canal, with
86.7million outbound long tons (1,016 kilos)
and 49.7 million inbound long tons in the
2013 fiscal year ending last September.
China took second place with 15.8 million
tons of exports via the canal and 30.5
million long tons of imports. Third place was
Colombia with 12.1 million and 5.3 million
respectively; followed by Chile, 11.6 million
and 17.4 million; and South Korea at 9.6
million and 7.2 million respectively.
So it is no surprise that the Hong Kong
Nicaragua Canal Development Investment
Company (HKND Group) is behind a
proposed $40 billion project to build a
new 170-mile canal from the Brito River connecting the Pacific to Lake Nicaragua B

Delivering the new lock gates
for the panama canal
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– and then to Punta Gorda on the Caribbean
coast.
Construction is planned to begin in
December this year and the new waterway
is slated to be open for business in 2020.
When completed it could reduce a typical
Asia-U.S. East Coast transit by 300 miles.
In addition to providing direct competition
to the enlarged Panama Canal, HKND
says its new Nicaraguan route will be large
enough to accommodate Maersk’s 18,000
TEU Triple-E ships – a transit not on offer
via Panama.

Captain Rahul Khanna,
AGCS Global Head of
Marine Risk Consulting

Meanwhile, as the world’s shipping fleet
gets bigger and HKND argues that
approximately 17 percent of it will not be
able to use the Panama Canal, a new review
by insurers Allianz Global Corporate &
Specialty (AGCS) says there are only eight
or nine ports in the world where a Triple-E
can be unloaded and thinks it is doubtful
whether this number will grow beyond 16 in
the next five to seven years.
With the opening of the upgraded Panama
Canal next year, AGCS says the value of
cargo throughput is expected to increase by
US$1.25 billion a day. Despite an improved
safety record in the past decade it thinks
the extra volume could pose a safety and
operating challenge to ACP, particularly in
the initial period when it will be handling
container vessels three times the current
maximum.
Captain Rahul Khanna, AGCS’s global head
of Marine Risk Consulting explains: “Larger
ships automatically pose greater risks. The
sheer amount of cargo carried means a
serious casualty has the potential to lead
to a sizeable loss and greater disruption.
For example, a fully-loaded new-Panamax
12,600 TEU container ship is as long as
four football fields with a beam of up to 49
meters and could have an insured cargo
value alone of $250 million.”
AGCS says there were just three shipping
incidents in the canal during 2013, in line
with the 10-year average, but up on a year
earlier. Over the past two decades, the
canal has had 180 shipping “casualties”
with a significant improvement in the past
10 years with just 27 incidents and two
total losses. Bulk carriers (11), cargo ships
(9) and container ships (9) dominated
the canal’s casualty list, collectively
accounting for over 75 percent of all
incidents since 2002.
Compared with other significant waterways
such as the Suez Canal (505) and the Kiel
Canal (272), the canal (180) has seen
fewer shipping incidents over the past 20
years, although more ships pass through
the Kiel Canal each year than Panama and
Suez combined.

PANAMA CANAL ZONE-1934:
Postage stamp printed in Panama Canal Zone, dedicated to
20th anniversary of the Panama
Canal opening, shows George
Washington Goethals, circa 1934

The odds of a shipping incident occurring
in the Panama Canal are around 1 every
4,000 ships. For the Suez Canal it is 1 every
1,100 ships. For the Kiel Canal it is 1 in 830
says AGCS.

The insurer believes training is key to
mitigating the new risks involved, both
in the canal region itself and in affected
ports. Khanna adds: “The expansion of the
Panama Canal will represent a new shipping
environment for many mariners. Due to the
increase in the number of larger vessels
passing through this important waterway
the level of training provided to pilots will
be extremely important. Attempting to
manoeuver one of these vessels through
such a restricted space in itself creates a
much bigger hazard.”
In a statement ACP says it has “prevention
programs and contingency plans for
different kind of events ranging from natural
disasters to oil spills. These plans and
strategies will extend to the expanded
canal, including the safety of bigger vessels
and new cargo”. The ACP is also planning
to charter a post-Panamax ship in advance
of the opening to allow pilots and tugboat
captains to practice moving through the
new canal lane.
Khanna agrees pilot training ahead of next
year’s opening is important but it won’t
prepare mariners 100 percent for the live
environment. “This is a new operation,”
he says. “It is extremely important that the
process and systems in place are dynamic
and that the industry learns from mistakes
as we go along, because inevitably a few
will be made. Although much training will be
done, it can only be done on a few vessels.
But when the canal is opened for real, a
whole host of different vessels with different
characteristics will be passing through.
That will be a challenge.”
AGCS also raises issues that could apply
equally to the proposed China-backed
Nicaraguan project: While Panamaxsize ships can be worked with four or five
cranes, larger ships arriving at global ports
via the expanded canal will need at least
six cranes. Additional container storage will
be needed to house a potential doubling
in capacity and to avoid bottlenecks at the
choke points in ports. Also, safe passage of
the larger container ships will require at least
50 meters of draft with no tidal restrictions.
“There is substantial commercial risk on
the East Coast with ports expanding their
container capacity in the hope of gaining
market share. Ports in the US West Coast
have also spent millions to expand their
capacity in order to protect a market share
that they already have,” adds Captain Allan
Breese, a senior risk control engineer for
AGCS.
While the ports of Baltimore, Miami, New
York/New Jersey and Norfolk are expected
to handle post-Panamax ships by this time
next year, other East Coast ports are busy
making their preparations by dredging
to channel depths of 45 feet or more. As
a U.S. Army Corps of Engineers Institute
for Water Resources report stated: “The
expanded canal could provide a significant
competitive opportunity for U.S. Gulf and
South Atlantic ports and for U.S. inland
waterways – if we are prepared.” 
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ATEST NEWS LATEST NEWS LATEST NEW
u Air France, KLM and
Martinair Cargo are no
longer among IATA’s top 10
global airfreight carriers.
According to the latest
statistics released in midAugust, the top five carriers
expressed in freight tonnekilometres are: 1. Federal
Express (16.127 billion),
2. UPS Airlines (10.584
billion), 3. Emirates (10.459
billion), 4. Cathay Pacific
Airways (8.241 billion), and
5. Korean Air Lines (7.666
billion).
Rounding out the top ten are
6. Lufthansa (7.218 billion), 7.
Singapore (6.240 billion), 8.
Cargolux (5.225 billion), 9. Qatar
Airways (4.972 billion) and 10. China
Airways (4.813 billion). According
to IATA CEO Tony Tyler, the cost of
shipping by air fell 7.1 percent in
real terms in the past 12 months. At
the same time, commercial aviation’s
global economic impact is estimated
at US$2.4 trillion and supports 3.4
percent of global GDP. By value, over
a third of goods traded internationally
are delivered by air and some 58.1
million jobs are supported by
aviation. 
u Hong Kong Air Cargo
Terminals (Hactl) – Hong
Kong’s
largest
cargo
handler – has become the
first handling facility at
the airport to achieve Good
Distribution Practices (GDP)
accreditation, bringing it in
line with the World Health
Organisation’s (WHO) quality
assurance guidelines for the
handling of pharmaceuticals.
To meet the GDP guidelines, Hactl
has enhanced the temperaturecontrolled zones in its Super
Terminal 1 facility, to accommodate
pharmaceutical products requiring
temperatures between 2°C to
25°C and from -15°C to -25°C.
The zones are equipped with
temperature mapping and 24-hour
monitoring by trained operatives.
Hactl has also designated a fast-

track “Golden Route” to ensure that
all pharmaceutical cargo enjoys the
fastest possible transit between the
apron and the handling areas. Hactl
CEO Mark Whitehead commented:
“Given the growing importance
of pharma traffic to the airfreight
industry, we see it as our duty to
our customers to introduce the
highest-possible standards for the
handling of such cargo, and we have
pioneered this in Hong Kong with our
GDP certification.” 
u After the summit of U.S.Africa leaders in August,
the U.S. Ex-Im bank says
it has underwritten US$1.7
billion in export financing
to sub-Saharan Africa in
the past 10 months. The
bank says it will pledge an
additional US$3 billion in
financing over the next two
years to support American
exports to the region.
One of the beneficiaries is Transnet,
South Africa's rail, ports and
pipelines operator, that has secured
a US$563.5 million loan guarantee
to acquire 293 locomotives being
manufactured by GE Transportation
in Pennsylvania. The railway engines
are part of Transnet's locomotive fleet
renewal program – a key element of
the company's seven-year US$29.2
million investment program. FedEx
Corp, which celebrated its acquisition
of the Flying Tiger Line 25 years ago
in August, said it welcomed the new
trade opportunities presented at the
Africa summit. In May, the company
acquired a ground delivery network
serving South Africa, Botswana,
Malawi, Mozambique, Namibia,
Swaziland and Zambia. Michael
Ducker, FedEx Express president
commented: "We look forward to
being a part of improving Africa's
ability to connect to global supply
chains, attract investment and
diversify their production base."
The Flying Tiger Line, arguably the
most famous all-cargo airline in air
transport history, enabled FedEx to
move literally overnight into America's
most important trade markets in Asia

and other parts of the world. Bill
Logue, a former Tigers operations
manager in Boston and now
president and CEO of FedEx Freight,
noted: "The Flying Tigers acquisition
played a very important role in the
history of FedEx, as it contributed
significantly to the backbone of
our very successful and important
international network. We were [back
then] a small group of employees
from a very tight organization, and
we continue to have great pride in
our heritage." 
u
Following Board
approval,
the
major
shareholder of Malaysia
Airlines (MAS) plans to
acquire 100 percent of
the company and take
it private by the fourth
quarter of 2014.
Khazanah
Nasional
Berhad,
Malaysia's sovereign wealth fund, is
offering MAS minority shareholders
a 12.5 percent premium above
the current market price for a total
of RM1.382 billion. Khazanah
says the reason for the offer is
based on the airline's accumulated
net losses for the past three years
and a subsequent drop of 22.58
percent in its share price over the
past 12 months. As MAS's majority
shareholder, Khazanah says private
ownership will allow it to complete
a restructuring proposal - details of
which will be announced at the end
of August. In a statement it said the
proposed restructuring will require all
parties to work together to undertake
a complete overhaul of MAS including
the airline's operations, business
model, finances, human capital and
regulatory environment. 
u Deutsche Post DHL says it
is not providing an earnings
forecast for 2015 due to
the costs associated with
restructuring its supply
chain, global forwarding
and freight businesses.
The company says the expected
costs for establishing what it
describes as a "New Forwarding

Environment" will lead to a one-time
negative impact on the company's
operating earnings in 2015.
However it is forecasting a higher
group EBIT the following year of
€3.4 billion to €3.7 billion made
up of €2.45 billion from the DHL
divisions and €1.3 billion from its
Post/e-commerce/parcel business
(PeP). For the first six months (H1)
of 2014, the group reported a drop
of 2.1 percent in its forwarding and
freight business to €7.3 billion due
to what it describes as a "challenging
market environment". Earnings
before interest and taxes for H1
dropped a dramatic 30.4 percent
to €149 million due to continued
lower gross profit margins. H1
express revenue rose 2.4 percent to
€5.96 billion to produce an EBIT
of €607 million - a rise of 16.1
percent. The PeP business had
revenue of €7.6 billion, a rise of
1.8 percent, and an EBIT of €585
million – a fall of 7.9 percent. 

u IAG Cargo will replace
a daily B777-200 with a
B787 between London and
Chennai from October 26,
2014. With its temperature
control capability, which
includes air conditioning
in the hold, the B787
is well suited to carry
products for the Indian
pharma market.
The new aircraft will also support
other industries on the LondonChennai trade route. Key flows
include laboratory equipment and
machinery inbound to Chennai
and large volumes of garments
outbound.
John
Cheetham,
commercial manager for IAG
Cargo’s APAC region, commented:
“India is fast becoming one of our
most important markets, particularly
when it comes to the pharma
industry…the introduction of the
B787 will further enhance IAG
Cargo’s capabilities by allowing us
to precisely control the temperature
at which unstable medications and
compounds are transported.”
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Training Turkey’s SMEs for disaster
Preparing for disaster rarely makes the news – only
its results. To help raise awareness of both, the UPS
Foundation has provided Turkish small business owners
with US$460,000 to launch a training project with the
U.S. Chamber of Commerce Foundation Corporate
Citizenship Center.
Serdar Dinler,
president of the Corporate Social
Responsibility Association of Turkey
and a board member of the CSR–
Europe business network.

Natural disasters impact communities
in a number of ways. They disrupt lives,
bring economies to a halt, and devastate
the local environment. A catastrophic
event is also complex, often affecting
the global economy, geopolitics, and our
social networks in ways that are not well
understood. Humanitarian aid and disaster
recovery are essential to responding
effectively to disasters but they are only
part of the equation. Preparedness is also
vital. By building resiliency, implementing
effective response systems, and helping
communities rebuild, the entire system of
disaster preparedness and response can
be more successful.
This is especially critical for small and mediumsized enterprises (SMEs) that are the lifeblood
of local economies. While large organizations
often have the resources to prepare, small
ones typically do not, even though the risk of
business interruption is much greater because
their operations are concentrated in one
location or community.
This difference becomes a major social issue
in countries that have both a high risk of natural
disaster and a high percentage of SMEs.
Turkey is such a country. During recent years,
thousands of entrepreneurs have played a role
in Turkey’s rapid economic growth, often by
forming new small businesses in communities
throughout the country.

Alfonso Martinez-Fonts Jr.
executive vice president of the
U.S. Chamber of Commerce Foundation

UPS Foundation, and the World Economic
Forum to transform small business disaster
preparedness in Turkey.
The project is designed to address the three
main reasons that SMEs are not prepared for
disasters: they don’t have the time to create
their own disaster preparedness programs,
they lack funds to pay for existing tools, and they
need training to apply the tools if they acquire
them. Saglam Kobi brings Turkish SMEs the
DRB Toolkit: an established, successful
system that was originally developed in the
United States and which we have adapted for
Turkey. The UPS Foundation grant pays for the
toolkit licenses for SMEs and underwrites a
training program organized by the Corporate
Social Responsibility Association of Turkey.
The launch of the project in Istanbul was
an international event, with attendees
representing many organizations from both
inside and outside Turkey. The training phase
of Saglam Kobi began shortly afterward. It is
reaching tens of thousands of SMEs around
the country, often with the support of local
chambers of commerce.
This success has attracted the attention of other
SMEs, and also interest from large businesses in
Turkey that may include aspects of Saglam Kobi
in their own disaster preparedness systems.

Yet earthquakes have cost the country
an estimated US$2.9 billion over the past
decade. That’s why the World Economic
Forum’s Global Agenda Council on Disaster
Management together with The UPS
Foundation recommended Turkey as a pilot
site for developing a collaborative approach to
promote disaster resilience among small and
medium-sized businesses.

We believe this project is of great benefit to
the people and economies of both Turkey
and the United States, not just because it
promotes disaster resilience. It also promotes
communication, collaboration and goodwill
between the public and private sectors of both
nations. And next time there is a significant
earthquake in Turkey, we believe that the
affected entrepreneurs and SMEs will be better
prepared to restore their economic prosperity
and renew the vitality of their communities.

The result was “Saglam Kobi”, which means
“robust small business.” Saglam Kobi is a
collaborative program led by the Corporate
Social Responsibility Association of Turkey,
the U.S. Chamber of Commerce Foundation
Corporate Citizenship Center (CCC), The

- Author Serdar Dinler is president of the
Corporate Social Responsibility Association of
Turkey and a board member of the CSR–Europe
business network. Co-author Alfonso MartinezFonts Jr. is executive vice president of the U.S.
Chamber of Commerce Foundation. 
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