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Abstract 
From 2006 to 2009 the global economy observed dramatic fluctuations in oil and fuel prices. During this period oil prices rose from US$36 a barrel to over US$140 and then dropped to US$30. The question this thesis aims to answer is what effect this fluctuation has had on the Dutch road haulage firms. Limited research has been undertaken to date on the topic and it is foreseeable that the fuel price fluctuation will have multiple effects on road haulage firms. For these firms fuel is a significant cost and the fluctuation is likely to impact firm behavior in a number of ways. This research investigates the fluctuating fuel price’s impact by assessing firm pricing, general costs, their synergistic activities and change management. 
To understand the different variables and how they interact within the firm a qualitative analysis has been undertaken. This has involved case studies with 9 different road haulage firms in Holland and a literature review. In so doing the follow on effects of a fluctuating fuel price can be investigated on each of the 9 road haulage firms. This information is then put through a data analysis, being compared with the academic literature on the topic. The findings were used as a basis of a conclusion with suggestions for further research. 
The results of the research answered the main question and sub questions of the thesis. In essence the impact of the fuel price fluctuation on firms has been minimal even though fuel costs, a major cost for firms, fluctuated considerably. Most road haulage firms have a fuel surcharge clause in place to pass on fuel price fluctuations (in part) to their clients. While this has insulated road haulage firms from the volatile oil prices it has given a deeper understanding of pricing strategies that firms can use. The presence of contracts has arguably increased road haulage price volatility rather than reduce it plus it is apparent that there is an asymmetric cost of price setting which also affects price stickiness across different firms. Beyond the scope of fuel price fluctuations a common trend is for competing firms to work together where synergies exist, which are typically in geographic nature. Furthermore it was observed that all road haulage firms are continuously being subject to internally and externally driven changes. 

Following on from this thesis there are a few areas in which further research can be conducted. These include quantitative analyses of the cost of transportation and the fuel price fluctuation plus an investigation into the evolutionary nature of road haulage firms. Firstly, regression analyses could be conducted on sample firms to assess the effect of their fuel surcharges and the inflation on goods transported during the 2006 to 2009 period. Secondly, it would be interesting to assess the evolutionary nature of firms and to what extent game theory or demand/supply models can explain how different firms have historically evolved in their size and focus.
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1: Introduction

Since 2006 oil and other commodity prices have experienced extraordinary volatility. Considering the relevance of oil to the Dutch economy it is therefore expected that this has had a significant impact domestically. This thesis aims to investigate that impact on the Dutch road haulage sector. Looking at a company level it will be seen that the cost of inputs is one of the most important factors affecting firm strategic decisions. This paper will look at the magnitude of the oil price volatility, previous research into firm behavior and the effects on 9 transport firms in the Netherlands. 

In any economy there are many different commodities which are collectively important but one commodity, oil, has had the most influence. Oil prices have played a large role in the general commodity price fluctuations because oil and its derivatives are commonly used in production of many commodities. To illustrate the strong relationship oil prices rose from US$36 a barrel in 2005 to over US$140 in July 2008
 at which time it was widely anticipated that it would continue and surpass US$200 by December 2008. It subsequently dropped to US$30.28 within 6 months. During the same period the price of copper went from just over US$2/lb in 2005 to over US$4/lb and down to US1.5/lb. Similar price spikes were observed with other commodities such as gold, rice, palm oil, copper, uranium and soy beans. And while price shocks are not unprecedented, this level of volatility has not been seen in a number of years
. 
Fluctuating oil prices have had a variety of impacts on different organizations. Organizations have been afflicted with higher inputs costs, varied inventory costs and subsequently more frequent pricing changes of their final products. Some producers however, such as oil companies, have benefited from the temporary increase in market prices. However budgeting has been more complicated given the uncertainty of commodity prices in the market. 
Turning towards general firm behavior, some relevant observations can be made about company strategic decisions at a microeconomic level. Canadian research has demonstrated that over 50% of companies adjust their prices more than 4 times a year
. While investigating price-setting behavior it was found that input costs are a major determinant of output prices. Also, the piece of research suggested a follow up study to investigate of the impact of input price volatility on firms. 

The recent oil price fluctuations give a unique opportunity to investigate the impact of fluctuating commodity prices on firm level strategic decisions. Broadly speaking this is what this thesis seeks to investigate but more specifically the commodity regarded as the firm input will be fuel and the portion of the Dutch economy the firms will come from will be the road haulage sector. To conduct this investigation and gain an insight to the underlying mechanics about firm price setting behavior a qualitative research is undertaken. 

1.1 Importance of Research

The impact of fluctuating fuel prices can hypothetically affect a transport firm on a number of levels. These levels can include, but are not limited to, pricing, change management, costs and synergies in the market. Each of these areas has been written upon and they will be researched accordingly for the purpose of this thesis. 

A number of qualitative studies have been undertaken in different countries into price setting behavior of firms. One was performed in 2004 in the Netherlands by the ECB but others were conducted in the UK, Japan, Sweden, Canada, and the US. One study in particular, that of the Bank of Canada
, focused on the price responsiveness of firms due to interest rates. Although insightful onto the topic of price stickiness the authors note the importance of further research into other determinants of the responsiveness of prices such as input costs (e.g. fuel, wages). In the Netherlands a 2006 report presented findings of the cross elasticity of oil and transport costs. 

In the private and public sector, by audit and consulting firms as well as the European Commission
 interest has been expressed to assess the impact of price fluctuations on the economy, in particular on firms. Considering that commodity price fluctuations affect many firms, it would be valuable to understand how they respond during these periods. 
1.2 Research Approach 

This thesis will use an exploratory research approach to investigate the impact of the fluctuating oil prices on firms of the Netherlands. Accordingly a qualitative process will be performed with 9 companies, providing more information which will be further analyzed. 
Despite needing to look at a variety of companies it is prudent to limit the scope of the investigation to a sector, so as to be able to draw conclusions. Many sectors have been affected by commodity price fluctuations and could be looked at. This thesis will examine one sector which is prominent in the Netherlands and which is relatively dependent on oil or fuel. Road haulage as a sector shall be useful for researching. It is an example of an industry which is dependent on various input prices and of which fuel prices are important. Furthermore, the sector is not dominated by 1 or 2 firms rather there is a mixture of large, medium and small firms which can be looked at more closely. A side note is that transportation is an important part of the Dutch economy and also other economies around Europe and the world. It is possible that inferences drawn from this thesis could be extrapolated to other economic contexts. 

The 9 companies will be selected at random from a consolidated list of companies in the sector. Within the firm’s Chief Financial Officer (CFO) or other available person with the knowledge of the topic will be approached for an interview. Chapter 3 explains the research methodology in more detail. 
1.3 Thesis Structure

The thesis is structured in a flow that includes research and analysis. Firstly in chapter 2 a literature review will be conducted. Chapter 3 follows with an explanation of the research methodology. Chapter 4 consists of the output from the 9 transportation firms interviewed for the thesis. In chapter 5 a data analysis is conducted on the output of chapter 4. Finally, chapter 6 concludes, answering the thesis questions by drawing from the data analysis (chapter 5) and the theoretical input from the literature review (chapter 2). Chapter 6 also gives input for future studies and research. Figure 1 illustrates this process. 










Figure 1: Thesis structure

1.4 Summary 

Fluctuating oil prices impact firms and other commodity prices within the Dutch economy. Road haulage firms use fuel and are exposed to these fluctuations and will be investigated accordingly. To undertake this research a qualitative approach will be used, as discussed in section 1.2. In order to conclude the thesis in chapter 6 the literature review and qualitative analysis of 9 transportation firms will be drawn upon. This approach is explained in section 1.3. 

2: Literature Review
2.1 Introduction
For the purposes of a literature review the impact of oil price fluctuation on the road haulage sector of the Netherlands can be broken down into four components. These include commodity price fluctuation, firm price setting behavior, change management and synergies with each being investigated in turn. 

2.2 Commodity Price Fluctuation

The level volatility of commodity prices that has occurred since 2006 has been significant and has prompted a number of articles to be written on the topic. It is worth recognizing the significance of the one commodity which directly and indirectly impacts the cost of many other commodities. Oil plays an important role in driving commodity prices and they have been significantly volatile in the recent past, particularly since 2006. This volatility affects not only fuel prices but other elements of the economy. This section presents research into the oil and fuel price fluctuation by looking at the determinants of oil prices, its relationship to fuel prices and the rest of the economy, as well as the causes of the recent fluctuations.
Determinants of Oil Price
Looking at the determinants of oil prices it can be seen that a number of factors influence them. There are the classic demand and supply influences which relate simply to what consumers are willing to pay for their oil and how much oil producers are willing to sell at given prices. Firstly the supply side, oil production is inelastic meaning that while the price of oil may double; the production of oil will not double. This is because it takes an average of 11 years to go from an oil-field discovery to the point where that oil reaches a service station, not taking refined oil reserves into account. Therefore, to increase supply the new oil field investment decisions are reliant on long-run forecasting models. These oil price forecasts are based on long term extrapolations, in which prices grow in real terms at a fixed rate. This fixed rate is influenced by a variety of factors including resource depletion, technological change etc. On the demand side of the equation a number of factors influence oil prices both in the short and long term. In addition to the market demand (by consumers of oil) these include geo-political issues (e.g. the Iraq war, wider Middle East stability), institutional arrangements (e.g. OPEC), and the dynamics of the futures markets. 

It is not an easy task to predict the long term price and trend of oil. To do so in the short term, economic models are used for explaining and determining movements in demand and supply. These are determined by changes in their explanatory variables which include things such as investment and production capacity, inventory levels and determinants of demand over the long term. However, considering that geo-political issues, institutional arrangements and the dynamics of the futures markets can in the long term be unpredictable it is challenging to predict, with accuracy, long term prices of oil. This makes investment decisions in new oil fields difficult and compounds the reason for the inelastic supply of oil. 

Oil Prices, Fuel and the Economy 

Before putting current trends of oil prices into historical context the linkages between oil prices, oil’s derivative products and other factors of the economy will be discussed. Oil prices influence oil derivatives like fuel and other general economic indicators such as the US dollar exchange rate and the general business cycle.

This link between oil prices and the other facets of the economy, including fuel prices, will now be elaborated upon. Oil is but one commodity but it directly and indirectly impacts the cost of many other commodities. This has been observed during the same recent period since 2006 for copper which rose from just over US$2/lb to over US$4/lb and down to US$1.5/lb. Oil’s derivative, fuel, has been used in the production of copper and many other commodities and one can therefore state that oil prices have indirectly influenced other commodity prices. Oil prices may not entirely be to ‘blame’ for the recent fluctuations however as they could to a certain extent also be correlated. It is possible that the rise and fall of other commodity prices can be attributed to general market speculation which affected all commodities, but most in particularly oil. Notwithstanding this however, the main point to note is that oil’s derivative, fuel, is used in other commodity’s production and that fluctuations in oil can lead to fluctuations in the prices of other commodities. 
Furthermore, oil prices are linked to inflation. This was evident during the 1970’s when two oil price shocks were linked to an increase in inflation rates across many countries. Research undertaken since this period shows that changes in the oil price globally has an impact on the domestic energy inflation. This takes effect usually 6 months after the shock and the magnitude of this pass-on-effect is similar across countries. Looking at the current period it is forecasted that the impact of the decline in energy prices from the peak in late 2008 will reach the inflation figures by mid 2009. The research shows that for one region, emerging Europe, a 1% rise in oil prices has 0.02 % impact on inflation. So, when oil prices go up 100% (as in 2007-2008) then one can expect there to be an increase in inflation of 2%. A consequence of this link between oil prices and inflation is that central banks monitor the price of oil in addition to the CPI and RPI. Rising oil prices are often indicative of inflationary pressures which central banks can influence. A central bank decides monetary policy which changes interest rates to avert inflationary pressures. Interest rates have an effect on investment levels which underpins the direct and indirect impact that the price of oil can have on the economy. 
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Of relevance to this thesis is the relationship between oil prices and fuel prices, the later being paid by road haulage companies. Fig 2 and Fig 3 show the fluctuation over a 45 year period using average prices per year which were corrected for inflation. While both oil and diesel prices fluctuated considerably within the recent 12 month periods the plots illustrate the correlation in prices between oil and its derivative, diesel. Table 1 shows this relationship in comparison to the other transportation methods of rail, waterways and aviation. Taken from a 2006 European Commission funded study it shows that if oil prices go up by 100% then the fuel costs for a road haulage transportation company go up by 40%. It also states that if oil prices double then the price of a unit to be transported goes up by 10%. This is useful as an indicator of the relationship between oil prices, fuel prices and the subsequent road haulage prices. However, this is an example where a number could give too simplistic an inference. For example the figure of 10% increase in the price charged to clients based on a doubling of fuel prices is subject road haulage firms which are asymmetric, with different contractual arrangements and fuel consumption rates. Notwithstanding the need for more detailed information from transport companies, which will be investigated in chapter 4, these figures do give an indication of the degree to which oil price fluctuation affects road haulage transport price fluctuation. 
	Table 1: Average share of fuel costs in freight transport costs

	
	sensitivity of energy costs to crude oil price
	share energy costs in total transport costs
	effect of doubling of crude oil price on transport costs

	Road Freight
	40%
	20-30%
	10%

	Rail Freight – diesel
	40%
	15-25%
	10%

	Rail Freight – Electric
	15%
	15%
	2-3%

	Inland waterways
	100%
	10-15%
	10-25%

	Short Sea
	100%
	15-30%
	15-30%

	Aviation
	100%
	15-30%
	15-30%

	Source: 2006 Ecorys Analysis of the impact of oil prices on the socioeconomic situation in the transport sector


Fluctuation of oil and fuel
Having looked at the determinants of oil prices and their link to other components of the economy this section looks at oil and fuel price fluctuations. The first oil price fluctuations will be put into a historical context before looking at the recent period of oil price fluctuation. Thereafter the causes of the recent fluctuations will be discussed. 

It would be easy to assume that the recent set of commodity price hikes and dives are unprecedented however this is not the case. While the absolute prices observed in 2008 broke records in most commodity markets the scale of volatility had certainly been seen before in the last 300 years. In fact, during the last three centuries commodity price fluctuations have actually decreased. The periods of highest volatility have occurred during increased autarky (e.g. between 1918 and 1939) plus during the major wars. Another way of interpreting this observation is that there has been less commodity price volatility during periods of globalization and world market integration. Interesting to consider is the current period of economic development is widely associated with increased globalization and world market integration even though significant commodity price fluctuation has recently been experienced. One positive aspect to take out of the history of oil prices is that commodity prices have generally reverted back to their real trends as noted by Perron (1998). One can observe this on fig 2 from 1963-1973 and from 1985 to 2003. The actual price deviates away from long run trends during shocks like the two OPEC ones of the 1970’s and stock market crash of the late 1920’s.  

Looking more closely at the recent period of volatility since 2003 a number of economists are still investigating what the actual causes of the excessive prices were. This suggests that there are multiple factors which have influenced prices by debatable extents. Some note that it is strongly related to the growth in usage of oil from Asian countries such as China and India where consumption grew by 112% and 80.9% respectively in the 10 years from 1994 to 2004. During this time all OECD countries were experiencing increased demand for oil (e.g. US 16%) (with the exception of Germany and Japan) but the aforementioned growth by China and India helped push already high oil prices higher. Despite this growth other economists were anticipating drops in the price of oil from 2004 onwards when by their expectations oil was already at a relatively high price. Given the increased demand for oil the nature of oil price rises of this period up until 2009 was quite different to that of the 1970’s when institutionally driven supply shocks affected the market to drive prices up. 

Adding to the debate researchers have noted that other factors in the economy have also been influencing the price of oil. Since mid 90’s there has been a steadily decreasing CA balance in the United States fuelled by rising oil prices and the investment of ‘petro-dollars’ from petroleum producing countries (such as Saudi Arabia, Kuwait, the UAE etc) in financial assets in the United States, including the sub-prime markets. This was in part encouraged by the Asian financial crisis of the 1990’s, increasing the amounts of money flowing into the ‘safe’ US financial markets. According to Deutsche Bank approximately 3 trillion dollars was being channeled through to these asset markets by state owned funds of petro countries. A bubble was created in the asset markets which were in part spurred by these petro dollars. When problems started to emerge in the subprime market a large amount of money began to shift towards the commodity markets helping to raise the price of oil to record highs in 2008. Eventually the subprime crisis lead to a liquidity crisis that spread to the real economy. A drop in demand helped bring oil prices down again.

2.3 Price Adjustments

Much has been written about price setting behavior theory and recent research illustrates how it has been developing in practice. In classical economics, under the assumptions of perfect competition, it is assumed that pricing is costless and instantaneous. Empirical evidence shows it does require effort and is time consuming. Understanding this price setting behavior is important for microeconomic theory but also for macroeconomic institutions, such as central banks, in order to anticipate and guide inflation. 

As Stiglitz, Akerlof and other economists have illustrated, classical economic assumptions with regard to pricing needed to be revised. The most relevant economic theories that can be applied to pricing involve price stickiness, degree of competition (many firms or few firms) and extent of informal and formal agreements between parties. To give context, the term ‘sticky prices’ essentially stuck to the observed phenomenon that prices (and wages) do not instantaneously change in the markets in response to changes in input prices. A lag is observed of between 2 to 6 months. Two factors that contribute to price stickiness include contracts and customer relationships. Prices set in contracts require time to change and companies who have relationships with their customers tend to change prices less. Another theory that affects the level of prices and likelihood of price revision is the degree of competition in the market. More regular price reviews are likely to take place in industries with increased numbers of producers (or suppliers) and on the assumption that no collusion is taking place. This is contrasted to a situation where a monopoly exists and prices are set according to where marginal cost equals marginal revenue. In this situation there is no competitive pressure to review prices and therefore prices stay relatively stable. 

To compare theory with empirical evidence a number of recent surveys have been undertaken across OECD countries to study the price setting behavior of firms. One such study undertaken in the Netherlands in 2006 produced a number of insights into this behavior. In this survey three indicators are used to assess the degree of price stickiness: the frequency of price reviews, the frequency of price changes and the share of firms raising and lowering their prices in a given year. Worth noting is that the equilibrium price level is not observable, and secondly, prices may have been stable because the underlying economic circumstances were. Nevertheless they found that prices were being reviewed much more frequently than changed. This suggests that firms may have particular intervals in which to review but that doesn’t mean they will always change the prices. The statistics that provide this finding is that approximately two-thirds of all firms reviewed prices more than once a year, while only one-third of all firms changed prices during the same period. This shows that there is activity happening within a firm in the form of price reviews which do not necessarily result in price changes. Looking more closely one can see that this is a skewed result because while one third of firms changed prices during a year, the mean duration of a price on a product or service for the Dutch business sector as a whole was 12 months. This is an indication that the one third of firms who do review their prices within a year do it very frequently so as to skew the mean to one year. Another interesting observation is to do with the direction of the price changes; they went up more often than down. This was particularly evident in labor intensive service sectors where price decreases are rare. Common throughout all industries however was that when price decreases did happen the magnitude was larger than of price rises. This means that price rises occur in small increments while price decreases by contrast are large. Interesting to note is that prices were most flexible in large firms and inflexible (stickiest) in small firms, particularly single-worker firms. To explain this evidence of asymmetry in pricing behavior the survey found that the main underlying factor for price rises were rising input costs while the driving force for price decreases was deteriorating market conditions. 

Other observations were also made in that 2006 study that have direct relevance to the economic theories discussed above. The survey found that the degree of competition is very important in shaping price setting behavior. Under conditions of weak competition, prices become stickier. This means that in industries with fewer rival firms prices do not change as often as compared to industries with more firms. There are also industry specific patterns for example the trade sector (wholesale and retail) adopts relatively flexible pricing policies whereas prices for business-to-business services and catering are more rigid. These are linked to the ‘sticky prices due to contracts and relations’ theory. This concept suggests that due to the existence of a contract or a ‘relationship’ between two parties they have more incentive to keep their prices the same. Among the motives for not changing prices or delaying price changes, informal and explicit contracts are the most relevant. Alternative explanations like menu costs and appealing prices seem to be unimportant. This is in line with findings for other European countries. Finally and most relevant to the industry under discussion in this thesis, the road haulage sector, fuel costs have an influence on price rises.

2.4 Change management

Change management is an important consideration for many industries and companies. A typical driver of change is when the markets evolve. For example, when the market for information technology changed and they started to drop in price regularly, this allowed firms to invest more often in advanced information systems. However, change can be hard to achieve in itself for any organization and therefore change management is quite a challenging undertaking. To illustrate this considerable texts have been written on the topic since the late 1980’s. Change is something that is continuously necessary in order for firms to remain effective. 

During a change process there are different aspects that are required. Sometimes more ‘soft’ approaches are required while at other times ‘hard’er ones are. Soft in this context refers to more intangible aspects of an organization such as organizational culture, values, mission etc. Hard aspects refer to more quantifiable things such as profit, revenues and ratios for example. While much focus is put on the important soft areas during organizational change, hard areas have been recently re-emphasized in terms of change management. Changes that can be categorized as hard mean that they are easily able to be measured; easily able to be communicated; and quickly able to be influenced. 

Other Crucial elements that are deemed important in change management include; commitment (backing from influential people); integrity (extent to which firms can rely on teams of individuals); effort (time needs to be invested into these activities, but not too much time); and duration (effort over a period of time needs to be exerted, either long or short). It can be seen that change management theory has undergone significant changes since the 1950’s when it first began to be written about. An example of one of the original theories is ‘Unfreeze, change, re-freeze’ which reflects the initial non-continuous perspective of change management.

Taking a step back from individual organizations and looking at the changes in the transport sector it can be seen that there has been a movement towards relevancy, efficiency and effectiveness. This has been reflected in the enhancements seen within individual companies. Other major changes that were forecasted in the 1990’s and have since been observed include a movement from customer service to relationship management; adversarial to collaborative practices; experience to transition strategy; functional to process integration; vertical to virtual integration; information hoarding to sharing; training to knowledge based learning and managerial accounting to value based accounting.

Linked to the broader market, industry improvements and lower transport costs help to change the market by leveling the playing field on which companies compete with each other. As and when transport costs rise, the playing field shrinks and fewer competitors are able to play in the market.

2.5 Synergies

The next section turns to synergies. Road haulage can be looked at through the lens of synergy which allows for industry trends and relationships to be observed more closely. Looked at broadly, transport can be seen as part of the supply chain, and the supply chain can be linked to marketing and technological developments. It has also been observed that the industry structure has evolved over the last twenty years to allow for 4th Party Logistics (4PL) players to enter the market, utilizing their unique position to enhance synergies between transport providers and their clients. 

Per definition, synergy is the co-operative action of discrete agencies such that the total value is greater than the sum of value of the individual agencies. This broad principle has been gained popularity as a concept corner stone for a number of corporate strategies since the 1980’s. These strategies have aimed to enhance organizational value and efficiencies where implemented. Igor Ansoff brought ‘synergy’ to management literature and bases his explanation of the concept on how it is possible that the value of economic entities together, can be larger than the sum of the individual parts, as described above. He based this on economic benefits of scale as well as from the abstract benefits from managerial synergy. 

Looked at in perspective, transportation is part of large synergistic supply chain. It links goods from manufacturers to distributors and to consumers. Typically the supply chain is referred to as a large logistics system that encompasses retail stores, distribution centers, suppliers, manufacturers, distributors, carriers, networks, information service providers, insurers and bankers. Considering that customer satisfaction is inherently linked to quality and cost, a manufacturer relies heavily on transportation to keep costs low and the quality high of goods. 

Based on changes in the market since the 1980’s, synergies exist in the supply chain due to the need to be more responsive to customer service and market demand. Supply chain management therefore now has assumed strategic importance in a company’s functions. In addition to being of strategic importance, logistics activities involve a large commitment of capital and have a large impact on the final goods and services offered. To illustrate, approximately 7.5% of the cost of a final good is made up of transportation costs. This is based on the transportation costs involved in sales, inventory carrying costs, warehousing costs and customer service and distribution administrative costs.

Turning to other components of business it can be seen that transportation has synergies with other functions of a typical company and in an industry. Of particular note since the 1990’s there have been increased synergies with the marketing component of business. For example, costs have been saved through strategies such as ‘Just-In-Time’ servicing. One prism with which to analyze the synergistic relationship between transport and marketing is to look at the transportation method as ‘agile’ or ‘lean’ transport. In this context ‘agile’ refers to adjustments in transport being made on customer preferences. ‘Lean’ refers mainly to an emphasis on lowest cost transportation. An example of an agile natured transportation system would be for fashion related items where demand fluctuates and can only be foreseen on short notice. An example of lean natured transportation would be for wheat or flour related products where demand is predictable and minimal fluctuation occurs. Since the early 1980’s this agile/lean paradigm has been used to develop three types of models for the transportation of goods. These include the Parato curve approach, the de-coupling point approach and the separation of ‘base’ and ‘surge’ demand approach. The Parato approach is sometimes referred to as the 20/80 method where the top 20% of products can be predicted and therefore transported leanly. The remaining 80% are done in an ad hoc manner (i.e. agile method). The de-coupling approach is when different segments of a final good are transported in different ways. A good example of this is in the computer industry when particular models are custom based on consumer preferences. Key components are transported in a lean manor to the assembler who then assembles based on a customer’s order; the computer is then transported to the customer in an agile fashion. The separation of base and surge approach looks at transportation more cyclically. For example in the chocolate market there would be a constant ‘base’ amount which is transported throughout the year to the market however during periods like the run up to Easter and Christmas additional chocolate is transported in an agile way to account for the ‘surge’. Further analysis reveals that for particular industries a mixed approach of the above mentioned methods can be used, creating hybrid transportation mechanisms. 

Technology can be used to enhance the information systems and improve the synergies between transportation and other functions of the business such as marketing, management and accounting. For example Point of sale (POS) systems; value added networks (VANs); electronic data interchange (EDI); bar-coding; and electronic ordering systems (EOSs), all enhance efficiency.

Broadly looking at the transportation industry, it has undergone a structural evolution since the 1980’s to include an intermediary which further enhances synergies within the sector. As illustrated in Fig 4 there are references to 1P, 2P, 3P and 4th Party Logistics players (4PLs). 1P refers to a situation in which a company transports goods itself. 2P refers to the traditional transportation company model and 3P is a situation in which a transport company provides all services to a client as ‘one stop shop for all transport needs.’ 4PL’s have recently evolved to act as the intermediary, linking parties who want to transport goods and the transporters themselves. It is useful to think of them as agents or transport consultants who are individual entities separate from the transport companies and the clients. What allows for 4PLs existence is market imperfection, that incomplete information is held by all. This creates an opportunity for a middle party to find out information about cost possibilities, transportation channels and create more optimal outcomes for both the customer and the road haulage company.
4PL is able to adopt more of a holistic approach to the whole supply chain. As such this holistic approach can lead to solutions that cover the all aspects of the supply chain. In so doing, there is the potential for economies of scale as the 4PL can pool (and usually does so) the logistical means of a number of clients. Ultimately 4PL’s can affect the bottom line as the possibility for lower costs for consumers of transport services exists. Indeed the most successful 4PL’s are the ones who reduce costs. They tend to have contracts in place and are able to undertake performance monitoring. 


Fig 4: Logistic structures. Source: Logistik | Vahrenkamp 2007

To perform the role of intermediary well the 4th PL requires trust as they play the role of mediator. Linking to this requirement of trust is the fact that 4th PL has independent decision making capabilities over which solutions to present to their clients.  Building upon these points, an interesting question would be how the presence of a 4th PL influences the pricing decisions in the market, by transportation companies. Does this lead to more responsive pricing changes to fuel price changes? Are more contracts present as a result? Ultimately the parties that ends up interacting with the transport companies end up being a mixture of retailers and 4PLs. 

2.7 Summary
The literature review broke down the impact of commodity price fluctuation on the Dutch road haulage industry into four components, namely commodity price fluctuation, firm price setting behavior, change management and logistics synergies. It was found that oil price fluctuations of the magnitude seen between 2006 and 2008 have been witnessed before and that the effect of a doubling of the oil price leads to a 10% increase in the price of road haulage. For the firm a number of observations about price stickiness were discussed based on theory and research into Dutch industry. A key observation was that prices were reviewed more often than changed. In terms of change management a movement has been seen towards more client oriented operations. Finally on the topic of synergies the latest development of 4th party logistics was introduced and discussed. 
3: Research Methodology
3.1 Introduction

It is important to select a research methodology which best provides an answer to the thesis question. As was discussed in the chapter 2 oil price fluctuation has been considerable since 2006 and understanding is limited about the impact on road haulage. It is foreseeable that the fuel price fluctuation will have multiple effects on a transport firm. Therefore multiple variables need to be investigated and a research methodology will be used that can perform this. This chapter discusses qualitative analysis as a research tool and how it will be applied to the thesis question: the impact on the fuel price fluctuation on Dutch road haulage firms. More specifically this chapter covers the steps involved in the research such as how the information was obtained and how it was processed. 

3.2 Qualitative research

Qualitative research emphasizes the importance of observing variables in their natural setting. In doing so, more detailed information can be recorded about the interactions between different variables. Data is obtained by asking open ended questions to participants so that their answers can be used for further analysis, quotations and comparisons. The focus of qualitative research is therefore to use the in depth information gathered to provide explanations of observations and/or compare theories. In qualitative analysis the interviewer is a key part of the data gathering process (Jacob, 1988). This is in contrast to quantitative research where the investigator uses observations typically from secondary sources and aims to limit their role to analyzing relationships between the observations. 

For this qualitative analysis, the case study approach will be used to investigate companies who have been exposed to fluctuating fuel prices in the Netherlands. This will allow a large amount of information to be gathered about what happens within the transport company once the fuel price variable starts to fluctuate. In essence the follow on effects of a fluctuating fuel price can be investigated on each transport firm. Considering the depth into which the research aims to go the key question of this thesis will therefore be assessed by using key sub-questions. 

Important to note is that there are some advantages and disadvantages associated with the use of qualitative research versus quantitative research. 

The first advantage is that a rich amount of information is able to be obtained from a source. The information is comprehensive and is typically not limited to one or two facets of the business. The second advantage is that interactions between various variables are more easily identifiable. This is due to the depth of information that is provided. 

The disadvantages of qualitative research are that there is a high amount of subjectivity and a risk of bias. Because answers are given verbally during interviews and are then analyzed there is an element of interpretation on the part of the interviewer and investigator which leads to subjectivity. In terms of bias this could arise from a few sources. These include the representation of the case study companies as an extrapolation of the entire population or the influence of the interviewer on the response of the interviewee through a reaction to an answer or even merely their presence in front of the interviewee. 

3.3 Research questions

For road haulage firms it is unclear what the impact is when the oil price fluctuates in both directions by a considerable magnitude such as what has recently been experienced. Thus the thesis question can be summarized as 

How do volatile fuel prices affect Dutch transport companies?

The sub questions that will be used to help answer this are: 

1. What are transport company’s major costs and which has fluctuated the most?

2. How do transport companies set their prices and has this changed?

3. How do fuel price fluctuations affect company investment decisions?

4. What are the synergies for companies in the transport sector?

5. How have transport companies managed change?

3.4 Data sources
Information will be analyzed in order to answer the above main question and sub questions. This information will be obtained from both primary
 and secondary sources. The primary sources include the company interviews and their documentation while the secondary sources include academic articles and textbook contributions which can be found in the literature review. The primary information collected from the companies in the interview format was conducted during October and November 2009. A total of nine companies were interviewed and their names are R. Nagel BV, van Deudekom BV, Top Transport BV, Ben Becker BV, Hessing Logistiek BV, van de Wetering BV, Winder Limmen BV, van Bentum BV and Vlug en Zn BV. These are all medium to large sized transport companies and were sourced from a short list of transport companies. This short list consisted of 50 road transport companies with 10 employees or more, located in North Holland, Utrecht or South Holland. The shortlist was approached in a random order to minimize potential selection and/or representation bias.

The interview questions asked during the interviews were tested and finally decided upon after consultation with the thesis supervisor Professor Guah. To obtain as much information as possible the questions were framed in an open manor, avoiding too narrowly focused questions, particularly ‘yes/no’ questions. The result of which was an interview in the format of a guided conversation and not a lead one. This also allowed the interviewer to guide the interviewee to disclose more information in particular areas if relevant to the research. 

3.5 Data analysis
Considering that rich information is obtained from sources during a qualitative analysis a methodical approach will be used to analyze the information. The objective of the analysis is to categorically report on grouped information obtained from the transport companies so as to be able to interpret and use the information. This would allow the guided conversations had with the transport companies to be fully utilized and to be able to be compared wherever possible with other transport companies. The output of which can then be used to answer the sub questions and the main question of this research thesis. 

To further explain, the process undertaken to analyze the information was two-step. The first step is to group the information collected from the interviews for each transport company. Each interview will be transcribed in full and the individual interview text will then be grouped into 15-20 topics. These topics are then grouped into 3-5 general groups which then form the basis of each company sub chapter, seen in chapter 4. The second step is to summarize across companies. This is achieved through collating the general groups from all companies and bringing them together into a comprehensive pool of general topic groups. The comprehensive pool of general topics will consist of over 30 topics which will then be grouped into similar categories. The final 5 categories are then used as the basis of the analysis, forming chapter 5. This is a process through which all the information gathered from the transport companies could be made use of rather than looking only at specific pieces of information in isolation of the greater company context. 

3.6 Summary 

Oil price fluctuation has been considerable since 2006 and its impact on road haulage firms marginally understood. Considering the impact could affect a range of areas within the firm it is advantageous to use a research method which collects rich information of a range of variables and allows for the interpretation of their interaction. Qualitative analysis is a tool in which to obtain this rich information from companies about the effects of the multiple variables on each other. Some examples of these variables examined include the fluctuating fuel price, transport prices quoted to clients, transportation volumes and management decisions. The information obtained from the firms is mainly through interviews as a primary information source. The transcripts of which will be put through a two step process, utilizing all the information for comparison and analysis. 

4: Fuel price fluctuation and the Transport Sector
4.0.1 Introduction

The road haulage sector is an integral part of the Dutch economy, and that of Europe in which the Netherlands plays an important role in the export and import of goods. As such it is an industry employing 141,100 in 2008 which is approximately 2.5% of the Dutch workforce. In terms of trucks there are over 75,000 which transport goods both internationally and domestically. The largest trading partner is Germany which was responsible 48.4% of international haulage. The other two main international partners, in terms of haulage, are Belgium (28.3%) and France (11.6%). This translates into distances of international transportation (by good type) ranges from 425kms for foodstuffs, to 284kms for solid mineral fuels, to 445kms for transportation equipment, machinery and miscellaneous articles. 

Crucial to the road haulage industry is the use of fuel. As such it makes up 20% of the total costs for domestic road haulage and on international haulage it accounts for marginally more, 24.2%. The industry is therefore susceptible to the price of oil which impacts the price of petrol and diesel. Since 2006 the price of fuel has increased from 79c per liter to 1.04c and has dropped back down to 89c per liter.
In addition to fuel price fluctuation the transportation industry has recently seen significant increases and decreases in other factors. During the 7 years since 2001 the number of people that have been employed has grown by 16,000 from 125,000 to 141,000. Since 1990 the number of trucks has decreased from 84,000 by 9,000. However this decrease is mainly due to the increased diversification of vehicle types, such as vans, on the road. 

Generally transportation sector profit has also fluctuated in recent years. International transport profitability has been declining in the Netherlands annually since 1998. For example it had reached a low of -2.5% in 2004, climbed to -1.2% in 2007 and then dropped again in 2008 to -2.6%. Although domestic road haulage was able to be profitable from 2006 to 2008 it followed a similar profitability curve, dipping to its lowest of -1.1% in 2004 before rising to 1.0% in 2007. In 2008 it dropped to 0.2%. 
4.1 Case Study 1: R. Nagel BV
4.1.1 Introduction

R. Nagel BV is a small to medium size transport company with 60 trucks. Since 1994 it has specialized in the transport of airfreight from Schiphol (Amsterdam’s airport) to the rest of the Netherlands. The company is over 60 years old, is still run as a family company and its general manager, Erik Nagel was interviewed for this research. Firstly in section 4.1.2 the establishment of R. Nagel will be discussed. In section 4.1.3 the factors affecting pricing trajectory will be examined. In section 4.1.4 the components of the cost factors will be investigated. Then in section 4.1.5 the dynamics of customer relationships and information management will be explored under the heading of technology impact. Finally section 4.1.6 will conclude the chapter by shortly summarizing. 

4.1.2 Establishment and Continued Evolution

R. Nagel BV started in 1938 as a milk transport company handling the logistics of milk from the farmer to the factory and later from the factory to the supermarket. It continued and diversified this business model up until 1994 when the company was transporting milk, food products and cargo for companies like IBM. A decision was made to focus on the more lucrative airfreight market. This allowed R. Nagel BV to specialize on one type of transportation. Furthermore, the transportation of milk and produce had comparatively less profit margins than what could be earned transporting cargo between Schiphol and the rest of the Netherlands. To make the switch R. Nagel took over a small company that worked solely on transportation for Fokker, the former Dutch airplane manufacturer. Utilizing the competencies of the newly acquired firm and R. Nagel’s experience in transportation for IBM, they were able to grow the scale of their operations. Once Fokker went bankrupt in the late 1990’s R. Nagel had only two remaining major clients and therefore had to expand its customer base. It did so by positioning itself in the network as a fast moving transport company, picking items up from Schiphol on one day and delivering them anywhere in the Netherlands the next, at anytime. This was also be complimented by a physical handling, forwarding and temporary warehousing service. Additionally once R. Nagel had transported the goods domestically they would then be able to use those trucks to transport other goods from other nearby clients back to Amsterdam to be air freighted out of Schiphol. 

Since 1994 an important aspect of R. Nagel’s success has been its increased customer base. Their customers typically have a contract for a year and during which they have goods transported to and from Schiphol. The scope of business varies as some customers have one shipment per month whereas others have over 500 shipments per week. However, not all customers necessarily use R. Nagel exclusively; instead they may use R. Nagel for some loads and other rival transportation firms for others. For example R. Nagel does not operate on weekends which means that those clients who need to transport goods on a weekend would have to do so with another transportation company. 

Looking to the future R. Nagel will continue to change and one of the areas which it anticipates to do so in the medium term will be regarding the industry wide switch to more fuel-efficient vehicles. This is a change that has already been discussed by the government with the transport sector. It is such that without regulations or incentives, switching to more fuel-efficient trucks is a cost. If R. Nagel makes this cost and other firms do not, it will decrease R Nagel’s competitiveness. As long as it is a strictly dominant strategy not to switch there is a role for the government to play in regulating the market and incentivizing the transport companies to phase in more fuel-efficient vehicles. In Germany this is already happening with the application of road taxes to ‘dirtier’, less fuel-efficient trucks. 

4.1.3 Pricing Trajectory

R. Nagel’s prices are flexible and are usually negotiated with each client individually. In doing so there are two main determinants that play a major factor in how high or low the prices are. These are volume and packaging. In terms of volume, lower average prices can be offered for large load amounts. By virtue of economies of scale, larger volumes are more attractive for R. Nagel and mean that the firm can avoid having to load, transport and unload many small volumes. In terms of packaging there are variable costs associated with the physical handling, customs declaration, distribution, storage, categorization, and re-distribution. Depending on the requirements of the client different prices can be quoted for the different services. Important to note is that prices are not static and in instances when a clients’ volume or packaging requirement changes during a contract period then there is scope for re-negotiation. Operational staff visit the clients regularly, in some cases every 2 weeks to discuss the services. If there is a special need then the topic of potential price revisions is mentioned. At the end of the year period prices are reviewed and built upon for the next contract year. 

Trust in the customer relations plays an important role in pricing. R. Nagel is able to demonstrate cost breakdowns to its clients and in cases of extra volume, is able to offer bonus discounts. By being flexible in prices R. Nagel reduces the incentive for the client to shop around and transfer their transportation services to a competitor. Through regular communication and negotiation on special cases, trust is built up and is maintained. As a result, this fine tuning of prices has meant that some major customers keep their transport with R. Nagel rather than take their business elsewhere. 
4.1.4 Cost Factors

There are a number of costs involved in running a transportation company and they are by no means all stable or predictable. Operational costs for R. Nagel can be broken down into some main groups, including fuel, labor, and insurance. There are also overhead costs and depreciation of equipment (depending on cost and age of truck) which are found on R. Nagel’s balance sheets. By far the largest cost for R. Nagel is labor, accounting for 55% of operational costs. 

It was anticipated that operational costs would fluctuate over the last 3-4 years but they did so more than expected. Fuel prices went both up and down. Labor costs steadily rose. Insurance costs have increased and decreased. But of all the operational costs for R. Nagel, fuel prices fluctuated the most since 2005.

However, these fuel price fluctuations are passed through to the clients in a mechanism called the fuel surcharge clause. This surcharge is calculated based on the variation in the price of fuel from its base price (set from January 2008, for example). So when the fuel prices go up by x% then the fuel surcharge goes up by x% as well. And similarly, when the fuel prices go down by y% then the fuel surcharge goes down by y%. Clients are aware that these fuel surcharges exist as they are discussed in the negotiations with R. Nagel about the contract. Originally fuel surcharge clauses were introduced by R. Nagel in 2000 when there was another period of rapidly rising fuel prices. At the time R. Nagel and other firms in the transport industry decided that it was too risky to absorb the fluctuating fuel prices internally within their prices. A simple solution could be found when looking at how fuel costs were accounted for in the airfreight pricing models used by the major airlines, who put fuel surcharge clauses in their own contracts. So when haulage companies like R. Nagel decided to implement these fuel surcharges their clients were already familiar with how they worked. An advantage of the fuel surcharge is that they can be modified quite regularly, on a weekly, monthly or quarterly basis. Another advantage is that clients are already aware of fuel price movements because generally people notice fuel prices when they visit the petrol stations to refill their own cars. Although the fuel surcharges were adopted by most of the transport companies handling airfreight, according to R. Nagel each firm calculates it slightly differently. 

At R. Nagel some clients reviewed their prices every month and others did it every 3 months. This was tricky because initially in 2008 when the fuel price rose quickly the quoted fuel price for the 3 months was based at the beginning of that period, which was far lower than the real fuel price being paid by R. Nagel. Towards the end of 2008 when the fuel price dropped again, quite rapidly, the fuel surcharge then reflected a price higher than what was being paid by R. Nagel for its fuel. R. Nagel then decided at the beginning of 2009 to charge all customers fuel surcharges that were calculated every month after discussing this situation with the relevant clients. Current practice is to send an email to each client at the beginning of the month what their fuel surcharge will be for the current period (month). To ‘smooth’ the fuel surcharge, the calculation used by R. Nagel is based on the average price for the preceding 3 months, and this is then used for the coming month. 

There have also been some fluctuating costs due to cost cutting initiatives. For example there has been an increase and a decrease in the insurance costs. The increase happened some 3-4 years ago when insurance companies noticed more damage being done to trucks. This was attributed to the influx of inexperienced truck drivers due to a higher demand for drivers. With newer drivers on the road the total number of damage claims to insurance companies went up. R. Nagel decided to reduce the number of inexperienced drivers it had by giving new drivers temporary contracts plus putting drivers through training programs. Furthermore, trucks were increasingly being left idle which meant their exposure to damage was also being brought down. This reduced R. Nagel’s claims and so they were able to negotiate lower insurance premiums with their insurance providers. Insurance is calculated on a three year basis and at the beginning of the period there is scope for discussions and negotiations. 

4.1.5 Technology Impact on Planning

The planning department is quite important for R. Nagel’s operations. Cost savings can be made and lost through well planned transport routes and the timely communication of those corresponding orders. Planning interacts with not only the drivers and management but also clients, partners and competitors. Quite a lot of experience is required by staff to properly conduct planning, in fact staff require one year of training to be able to perform the role. 

Over the last few years some major investments have been made in the area of IT. This has caused even greater efficiencies allowing a computer to make trucking routes quicker than a planner would be able to. Information is processed based on orders, drop offs, truck locations and customer addresses. All this information is processed each evening before 7pm and is communicated to all the drivers by 9pm so that they know where they need to go the following day. This allows drivers to have the maximum amount of preparation time the day before they drive and ensure they do not have to spend time on the phone getting confused about spelling street names of their destinations. Clients, having booked online and are informed who will be dropping off what loads and at what times. Once a load has been delivered the driver uses his/her onboard computer to update the status of the delivery, where it was delivered, at what time and if it has been finally dropped off. Its status is automatically sent through to the central planning office which can then track the deliveries, trucks and drivers. The system is effective and has a 99% success rate which R. Nagel is very satisfied with. The change to the system has lead to personnel savings in the planning room and it is reportedly most noticeable how affective the IT system is only when there is a breakdown and things have to be completely planned manually again – the way they would do it before the IT planning system upgrade. During these times there is considerable extra work. Another benefit has been the possibility of analyzing costs and revenues more closely and timely rather than waiting until final end of year financial statements were produced. R. Nagel has been continuously enhancing its systems for almost 10 years now and the adoption of the IT system is the latest phase of this process. 

The client response to the IT enhancement has been generally positive. They seem to appreciate having more up to date information about their shipments. For example if shipments are late arriving into Schiphol the system can automatically send a message through to the client who is supposed to receive the shipment about what the status is. This can be done without the driver or planner directly getting involved in the process. 

This state of the art management information system contrasts that which can be found at some of R. Nagel’s partners. For example when shipments arrive at Schiphol it is not clear if the entire load that is expected will arrive, in many cases from China. Sometimes what happens at the airport of origin is that if the plane is full then part of the cargo does not get loaded. This information is not sent through to R. Nagel. So R. Nagel still sends its anticipated number of required trucks to Schiphol and only finds out if they are required once the plane arrives. As mentioned above, this contrasts the effective communication that R. Nagel gives its clients about when cargo is loaded and expected to be dropped off. On the occasion that more cargo is received than expected or that a client is located in an area that R. Nagel does not usually drive to, the firm can make use of its competitors (partners). Similar relationships exist vice versa. Such arrangements have unexpected benefits as there has been an instance in which a competitor went bankrupt and its clientele was absorbed by R. Nagel. 

4.1.6 Summary 
It has been seen that R. Nagel is a family company that has grown and changed when compared to its original form as a milk transportation company. Through decisions and acquisitions it has now specialized in the transportation of airfreight going to and from Schiphol. R. Nagel sets its prices in yearly contracts with its clients based on expectations of volume and packaging services required. There is scope for flexibility on the prices which can be made through increased volumes or other special situations discussed with clients. The largest cost for R. Nagel is its labor, accounting for some 55% of operational costs. Fuel is its most fluctuating cost and this fluctuation is passed directly on to clients in the form of a fuel surcharge, thereby reducing the risk exposure for R. Nagel. Progressively over the last 10 years R. Nagel has invested in management information system development to improve efficiencies and client service. The result of the latest IT system that has been adopted has reportedly been positive from clients, planners, drivers and management. Despite a general downturn in volumes transported there have been some instances where R. Nagel has increased cargo transported. 

References: http://www.rnagel.nl/iFrames/history.asp

4.2 Case Study 2: AJ van Deudekom BV

4.2.1 Introduction

AJ van Deudekom BV (Deudekom) is a small to medium size transport company with 135 employees. Operating mainly in Holland, it transports general cargo, conducts office removals and performs exhibition logistics, for example at trade fairs. The company is a 5th generation family company and the recent 5th generation has bought the all of Deudekom’s shares in 2003. Fuel is an important component of Deudekom’s costs and its Managing Director Erik Sens was interviewed for this research. Initially in section 4.2.2 the evolving business of Deuedekom will be explained. In section 4.2.3 the cost factors will be examined. In section 4.2.4 the dynamic elements of the market structure will be investigated. Then in section 4.2.5 the important change drivers will be analyzed. Finally section 4.2.6 will conclude the chapter with a short summary. 

4.2.2 Business Evolution

Deudekom is a relatively old Dutch transport company and has been family owned for its existence. Since 2003 the 5th generation of the Deudekom family has had complete ownership of the business. For most of its history Deudekom has conducted transport and (office) removal but over the last 5 years it has spread into exhibition logistics as well. The firm has some old clients for example the Bijenkorf, a Dutch department store, which has been dealing with Deudekom for almost 25 years. 

Today Deudekom conducts three main activities; office removals, transport and exhibition logistics. Office removals and transport are self explanatory but to give context to exhibition logistics, it refers to the logistics of exhibition shows at locations such as the RAI in Amsterdam or AHOY in Rotterdam. A client who has a display would use Deudekom’s services to transport their stall and equipment to the exhibition. Some clients come from overseas locations like China so in that instance Deudekom would handle customs activities as well. The three main activities account for approximately a third of revenues each, however in terms of labor, office removals is the largest segment. The three activities are quite distinct however there are some synergies between transportation and exhibition logistics. By virtue of the company ownership structure the formal major decisions regarding the business are made by the sole stockholder. However, key individuals of senior management do play a role in providing input into the strategic direction of the company. Furthermore there are 2 external members of the board who are commissioned to give advice to the business.

Looking at the market there is quite some disturbance of late. According to the Transport and Logistics Netherlands website there are about 2.5 companies that file for bankruptcy every day which is mainly due to the economic downturn from 2008-09. Mr. Sen’s expectations were that the larger companies with fleets of 200 trucks or more would have been more likely to go under however it is apparent that the majority of the defaulting companies seem to be smaller ones instead. Many other smaller family transport companies, sometimes referred to as ‘Mamma & Pappa’ companies, will not be able to adapt and survive. There are some key factors that will determine the success of most companies believes Mr. Sen. These include a company’s focus as well as their level of overhead costs. Companies who are able to strategically prioritize core activities and perform them well are likely to emerge from the downturn intact, Mr. Sen explained. Also, companies who can keep their overhead costs low without getting caught up in debt repayments for vehicles, for example, would be better able to handle the decreased volumes transported these days. Being able to set clear priorities for the firm and work towards them is not necessarily an easy skill and is a key difference between ordinary and excellent managers, according to Mr. Sen. Another observation that is evident is that the transport sector is not attractive for startups any more, considering the economic downturn.

For Deudekom the strategic vision has been researched, discussed and decided upon at the senior management and board level. Deudekom is set to focus on one of its key activity areas and aims to become one of the key market players in the Netherlands in that area. The removals activity has been chosen as the key focus for the firm because it is a niche in which it is already in the top 5 firms performing it. In exhibition logistics Deudekom does not have the same scale as some of its competitors and in transportation Deudekom does not consider itself one of the most competitive firms. The consequences of this shift is that over the next 1-2 years the operations will eventually cease in exhibition logistics and transportation allowing the firm to focus on removals. This may imply that Deudekom will scale down the size of its firm but strategically it will allow itself to expand in this core area in the future. It is feasible that in the coming 3 years that Deudekom will be in the top 3 players of removals in the Netherlands. 

4.2.3 Cost and Pricing Factors

At Deudekom the prices are set during the contract phase of a deal with its customers. In some cases there are rolling over contracts for when a client extends its contracts with Deudekom and in that case the prices are simply reviewed. For example one of Deudekom’s main clients, the Bijenkorf, has been working off this practice for at least the last 5 years of an almost 25 year old partnership. Within the contract there are a number of clauses which stipulate what will happen in a number of circumstances such as fuel price volatility or the introduction of more fuel efficient trucks. However, depending on the business there are different ways in which the price can be built. For example in the removal business the distances transported are typically not very long so the fuel price makes a smaller proportion of the cost. In this case the fuel is simply calculated as part of an hourly rate. In the transportation activity the price depends on the number of kilometers driven and for this a certain percentage is subject to the fuel surcharge clause. For exhibition logistics it is not standard and a case by case approach is taken. 

In terms of operating costs the major items are fuel, labor and vehicles which account for approximately 20%, 50% and <30%, respectively. Overhead costs also exist but are regarded as fixed costs. One consideration is that for the different activities the breakdown of proportions varies. For example the trucks that transport for the Bijenkorf drive most of the day so their fuel cost proportions are higher than for the removal division. 

There has been some fluctuation in terms of the costs for Deudekom. One major cost that has climbed considerably in 2009 has been wages, which has gone up by 5.9%. This has been due to the transport labor union negotiations taking place across Holland and is something which Deudekom has limited influence upon. It was anticipated that wage costs would go up but not by such a large amount. Fuel prices on the other hand have also gone up and down but this is accounted for in the fuel surcharge and gets passed on to clients. For Deudekom as a firm wages have been the largest fluctuating cost because the fuel costs are passed through to the clients via the fuel surcharge. The impact of the increasing wages has been a challenge to handle. It is comparatively more difficult to explain to clients that wages have gone up by so much when considering that wages in other sectors, such as the government, have remained constant. This is unlike fuel which everyone who drives a vehicle is able to relate to each time they visit a petrol station. 

4.2.4 Market Interdependence 

There are a number of interdependencies that exist in the market between various players. These players are from different sectors and in the 2008-09 market down turn were acutely dependent on each other’s activities. For example, larger banks such as ING, Rabobank and ABN AMRO have large amounts of money invested into various road haulage companies, particularly the larger ones. An observation that Mr. Sen has made is that the banks have made extra loans to the larger transport companies to see them through the recession. The banks do not want to lose their loans to these companies and the transport companies require liquidity assistance. This however is not ideal for small transport companies who do not get access to these extra loans. One interdependency that small transport firms can take advantage of is when larger road haulage companies outsource part of their haulage to them. This happens when different transport companies specialize in different locations or if there is a peak period and a given company cannot handle their deliveries alone. For large transport companies one way in which they position themselves is as a 3PL ‘total logistics handler’ and they synergize various aspects of their business to form solutions for their clients. Examples of this are companies like DHL who have extensive networks, a set client base and they perform their entire distribution. 

Another interdependency that is apparent in the market is the link between the stock market and economic expectations. In August 2008, after the collapse of Lehman Brothers and subsequent drop in the international stock markets there was a quick drop in demand for transport services. By October 2009 there has been positive movement on the stock markets and the expectation is that this will trickle down to general economic expectations, leading to higher demand for transport services. However, Mr. Sen foresees that there will be a lag in this happening. 

A further player that has an impact on the transport industry and as such is interdependent with them is the government. Within the city of Amsterdam there are restrictions placed on the movements of trucks. This has meant that various transport companies need to upgrade their fleets and Deudekom is one of these firms. So to achieve higher fuel efficiencies using hybrid trucks the transport companies need to buy new trucks but cannot do so competitively unless there is regulation put in place requiring them, and their competitors to do so. This is because customers tend to look only at the price they have to pay rather than how something is transported. If competitors use older, more polluting trucks, then this puts the competitor at a cost advantage. The transport companies also rely on the government to create incentives in order to switch to the new vehicles. Looking more broadly however, such changes to the transport industry need to be addressed at a European level because of the nature of transport. Trucks move from Moscow to Stockholm, from Warsaw to Milan, and therefore an institution like the European Commission should play, according to Mr. Sen, a regulatory/incentive creating role. One constraint that the government at the national level faces is its access to information. At the beginning of 2009 there were conservative forecasts from the government about the impact on employment of the recession. However, firms such as Deudekom had their own information about what lay-offs would have to be taken and that subsequently happened. 

4.2.5 Change Drivers 

There are a number of different drivers of change in organizations and three that play a role for Deudekom are its management, finance and government regulations. In terms of management a strong vision is required in order to be able to say ‘no’ to certain business activities and ‘yes’ to others, and at the right points in time. Management need to be thinking 2-3 steps ahead from where the organization is currently and this helps in allowing the firm to focus on the its right activities. 

A further key driver is finance for a company in order to drive change. A key advantage for Deudekom is the fact that they bought their real estate and assets in the past, meaning that they own them. This reduces the pressure to abide monthly to lease payments and this is a constraint that other firms in the industry face. As already discussed larger firms in some cases are able to negotiate extra liquidity with their banks whereas smaller firms have bigger challenges to do this. 

Another change driver is the government, and it has played a key role in the industry switch to hybrid engines. Government has objectives in the form of policy, for instance sustainable development. This then manifests itself into regulations and incentives for the transport industry. Presently national level governments are active in their involvement in the economy however according to Mr. Sen the European level parliament is not playing as active a role. A key challenge that government has to deal with is the lack of accurate and timely information about firms. 

4.2.6 Summary 

Deudekom has a number of key factors to consider including its evolution, cost factors, market structure and change drivers. It has been seen that Deudekom’s business has evolved as part of a family business into diverse transport related activities and it intends to further transform itself into a focused removals company. Costs for the firm vary across its 3 transport activities and fuel is of varying importance across each area. Prices are negotiated in contracts and fuel fluctuations are passed on to clients in the form of fuel surcharges. A number of factors drive change at Deudekom and these include its management, its finances, and the influence of government in the market. 

4.3 Case Study 3: Top Boeket Transport BV
4.3.1 Introduction

Top Boeket Transport BV is a small to medium size transport company with 83 trucks. It has existed for 10 years and specializes in the transportation of flowers from the Amsterdam area to the rest of the Netherlands and Germany. Although having changed ownership 3 times it has maintained its transport focus. Initially section 4.3.2 will cover the business set-up. Section 4.3.3 will look at the changing revenue and cost dynamics. In section 4.3.4 cooperation in the market will be investigated. Then in section 4.3.5 the business enablers will be analyzed. To end with, section 4.2.6 will summarize.  

4.3.2 Business Set-Up

Even though Top Transport BV is relatively young by the road haulage sector standards its ownership structure has changed 3 times already. Initially when Top Transport was set up it existed under its parent company ‘Leliveld groep’. It was owned and overseen by Leliveld up until 2007 when Leliveld was bought by an Italian company called ‘Chico-lella’. In early 2009 ownership of Top Transport changed to ‘Goos BV’, a family owned Dutch transport company. There have been advantages and challenges along the way with the changes in ownership structure. For example when the Chico-Lella owned Top Transport communication and decision making became more difficult. Financial reports had to be frequently produced and sent to Italy for viewing. Furthermore representatives from each company had to communicate in English, which is neither company’s mother tongue. 

Switching ownership to Goos transport has generally been advantageous for Top Transport but does present a few challenges. Goos operate in Dutch which makes communication easier than with the previous Italian owners. Goos also operate slightly more professionally which raises the standards for Top Transport. Furthermore Goos is a family company which has meant that it is more forward looking than Top Transport tends to be. 

4.3.3 The Changing Revenue and Cost Dynamics

Working out profit for Top Boeket Transport is based on a few dynamic variables. To start with, revenue for Top Boeket Transport is calculated based on a few factors. It is formulated based on earning enough revenue to cover the cost of transporting goods to a particular location. For example, if a truckload needs to be transported to Munich and the cost of the trip is known then a price can be quoted to clients. What is important to take into consideration with this calculation is the fact that a load can be transported back from Germany (as long as they are on the same route from Munich). So once a load has been calculated from Germany back to Holland and the cost of the entire trip can be worked out, then a price can be quoted for the trip from Holland to Germany per palate. A consideration at this stage is that there are varying sizes of cargos that clients will want to transport. For smaller loads the cost will be higher per unit than for larger loads. Another consideration is where exactly in Germany the load is to be transported to. Top Boeket Transport has a cost framework for all postcodes in Germany which assists in the quote generation process. However, because of the nature of the industry, the market has a great influence on what the price will be. Top Boeket Transport is affected by what its competition charges per palate. 

Having looked at the revenue side of the profit calculation, attention will now be turned to costs. Operational costs can be broken down into fuel, truck lease payments, reparations and driver wages. Approximately 20% of the operational cost is comprised of fuel. 

Top Boeket Transport is noticing fluctuations in a number of costs. The price of trucks is going down because there is less demand for new trucks. Reparations tend to be continuously going up but by generally the same rate. Diesel costs are the most variable because it has been going up and down in an unpredictable manner. The company does have fuel surcharge clause in their contracts and diesel accordingly has a base price of 0.85c. A proportion of the variability is absorbed by Top Boeket Transport and the rest is given through to their clients. 

Taking costs as given, up until 18 months ago the most important profit ‘driver’ was price. Until then demand was strong and sometimes there was a problem of filling the trucks. This was in the sense that during peak periods, such as Mother’s Day, Top Boeket Transport had too many loads to transport and would have to consider giving loads to competitors who were also very busy. Therefore the component of the revenue equation (price vs. quantity) that was tweaked was price. Since the onset of the recession demand for transportation of flowers is down, so the most important ‘driver’ of profit today is volume. The problem of filling the trucks is now approached from the opposite direction due to the pressure to keep the trucks on the road, earning revenue to cover costs like truck lease payments. The objective today is to keep business. Sometimes per unit prices are offered to clients too cheaply in order to obtain that client’s business and this can be risky for Top Boeket Transport because the clients can communicate with each other. If one client receives a lower price than other clients may ask for them as well. This is in contrast to Goos however, who are not as aggressive in their pricing strategy in order to obtain clients. 

A large risk facing Top Boeket Transport is in terms of their receivables. Their largest client, Leliveld, is responsible for 40% of their turnover, which is a significant amount of money for Top Boeket Transport. Although they are not concerned that Leliveld is going to go bankrupt it is evident that Leliveld require more time to pay their invoices. Other clients of Top Boeket Transport have gone from 30 to 60 days to pay their invoices. This affects the liquidity of Top Boeket Transport and they therefore have to be careful with their cash-flow planning. 

4.3.4 Synergistic Activities

There are two main synergies that Top Boeket Transport exploits for their business. These refer to the geographic and competitor features in the industry. Geographically, Top Boeket Transport has located a division of its company in Venlo which is close to the Germany border. By being located there, in Alsmere and in Westwijk, the company divisions can focus on different regions of Germany. The one closest to the north of Germany services that area, the one closest to the south of Germany, Venlo, services that area (e.g. Ruhr, Frankfurt etc) and the other division tends to the middle region of Germany. This is how Top Boeket Transport cooperates with its sister companies, by taking advantage of the geographic proximity each has to their destination markets. 

In addition to that Top Boeket Transport works with its competitors in a synergistic manner as well. These co operations can be also geographic in nature for when it does not make economical sense for Top Boeket Transport to go to a certain location. An example of this is when Top Boeket Transport sends a truck load to Berlin and within its truck 2 palates need to be taken near to the Polish border. Considering the capacity of the truck is 33 palates this represents a small load proportion. So in this instance Top Boeket Transport would ask a rival firm whether they would be interested in taking the 2 palates from Berlin to near the Polish border themselves. If they say yes then Top Boeket Transport takes a low outsource fee for the palates and hands them on to the rival firm. By doing this they are synergizing with the competition. To exploit both synergies (geographic and competitor) the planning department of Top Boeket Transport play a crucial role. 

4.3.5 Business Characteristics

As has been seen above planning that plays a key role for the organization. Furthermore company culture and social networks play integral roles in defining Top Boeket Transport’s business characteristic. To start with, planning is referred to as the ‘heart of the company’ because they deal with all aspects of the operations and through their actions establishes the success of the company. In Ms Drost’s words “They [planning] determine whether you keep clients and whether you earn money. They are the utmost important function in the company.” 

This in turn influences the social connections in the company as well. The planning department may not directly be aware of their influence on cash flows for example or management may not directly be aware of particular problems being faced between planners and drivers. By building up informal connections with the planning department information, degree of urgency, as well as trust can be communicated more effectively. 

The other key characteristic of Top Boeket Transport which differentiates the company from some others is that they are more aggressive in terms of competition. In contrast to Top Boeket Transport’s parent company, Goes, Top Boeket Transport will look at the broader picture of volumes rather than the profit of only individual loads. In this sense Goes has been characterized as more traditional. An example of this is that Top Boeket Transport would consider transporting a load, even if it had just 2 palates. This is because for that particular client they may be experiencing a down period, but Top Boeket Transport knows that there will be a high period later in the year that can offset this. Knowing that the load might make very modest revenue for the company, they do consider it very seriously in order to obtain business. This is something that Goes transport would be less likely to do. 

4.3.5 Summary

It has been seen that the business set up of Top Boeket Transport has been quick and eventful over the last 10 years. Despite only recently being established, the firm has switched ownership between its original parent company, an Italian firm and the current owners, Goes. Although its ownership has been dynamic, Top Boeket Transport has quite successfully continued to focus on transporting flowers from the Netherlands to Germany. Revenues and costs are monitored quite closely to establish price quotes for clients on a regular basis. Each load is considered for its cost, where it is going to, what the return load could be and then what the price per palate would be. Fuel fluctuations are taken care of by virtue of a fuel surcharge that means that a proportion of the fluctuation of the cost of fuel is passed on to clients and the other proportion is taken up by Top Boeket Transport. Through capitalizing on geographies and its competition, Top Boeket Transport is able to synergize with other players in the market, including its sister companies, and rivals. Finally, it was seen that there are unique business characteristics relating to the importance of the planning department, influencing social connections and company culture. 

4.4 Case Study 4: Ben Becker BV
4.4.1 Introduction

Ben Becker BV is a medium size transport company, over 100 years old and is located near Soest in the centre of the Netherlands. It has 100 trucks and approximately 185 employees, of which 130 are drivers. Based in Holland, it transports a wide variety of general cargo to Germany, Belgium, France and other countries around the Netherlands. As is the case with most transport companies, fuel is an important cost factor for Ben Becker and their company representative, Mr. Wilco Jak, was interviewed for this research. Section 4.4.2 will look at the company context. Section 4.4.3 will focus on the cost factors that Ben Becker has to take into consideration. Section 4.4.4 then examines the freight management and Section 4.4.6 will then summarize. 

4.4.2 Company Context 

To look at Ben Becker as a company it is useful to see it in the perspective of its business overview, quality standards, customer relations and future ambitions. In addition to being a medium sized transport company, Ben Becker performs a number of functions along the supply chain. It assists its clients with their sorting, handling, warehousing as well as transportation to a range of countries in Western Europe. Ben Becker has the capacity for 14,000 palates at its central depot in Soest and this is the main distribution centre for operations. Around 64 customers utilize the warehousing service in addition to transport. 

In terms of transport Ben Becker conducts ‘Groupage’. This means that it doesn’t necessarily have to have full loads in order to conduct transportation for its clients. The kinds of goods that Ben Becker transports varies and in principle could include anything. However, the main items it transports are car tires, industrial products, printed matter and cleaning products. In total Ben Becker handles distribution for over 400 companies.

Over the course of the last 3-4 years the number of employees at the company has stayed stable. There have not been dramatic labor force reductions. The main pattern is that the during summer breaks temporary drivers get hired and the good ones are offered full time positions once the vacation period is over. 

One key way in which Ben Becker is addressing the worsening economic conditions is to focus on customer relations. Staff at Ben Becker regularly assist with clients challenges over the phone and prioritize the quality of the service they offer. Maintaining a high level of standards ensures that Ben Becker reduces the chance that clients will leave. Another reason to focus on customer retention is because when the economic conditions get better, those clients who stay will likely transport more again. Even though Ben Becker may not be earning as much as what they previously did, they are keeping their client base satisfied. 

Across the industry there are movements towards higher quality provision. Transport and Logistics Netherlands (TLN) is a service body that provides support to the transport companies of Holland. On the topic of quality they assist with ‘Kuurmerk’, which is an industry equivalent of ISO standards. If a firm needs and wants support in this are then TLN is able to provide it. Although Ben Becker values high service standards and quality, it is currently working on only one part of the TLN ‘Kuurmerk’ quality standard implementation. 

Looking forward Ben Becker aims to maintain its stable position in the market. This will be achieved by keeping its relationships with its client base and focusing on the current set of countries it operates in. There are no plans on the table for aggressive expansion in the number of customers to the extent that DHL and other companies have. It is perceived by Ben Becker that this would be to the detriment of customer service quality, something that Ben Becker prioritizes. 

4.4.3 Revenue and Cost Factors 

In this section the fee structures, major costs and fluctuations will be looked at more closely. Ben Becker has pricing rates based on different area codes around Western Europe. For example transport with in the Netherlands has a standard price and to Germany there are four different prices because it is a much larger country and distances vary considerably. For each area code there are different prices for different amounts of palates loaded in a truck. The maximum number of palates that can be loaded is 33. This system has been tried and has been in place for a long time at Ben Becker. The only adjustment to this pricing system was in 2001 when the fuel surcharge was introduced. Like some other transport companies Ben Becker uses a base price from which to calculate the fuel surcharge. If the price of fuel goes above level then there is a certain percentage increase charged to the clients using a specially designed fuel surcharge table. This table has been circulated to clients and they are familiar with the structure. The fuel surcharge is usually calculated each week, using the Friday afternoon price of diesel, and is charged for the week ahead. There are some exceptions though where clients request their fuel surcharges to be calculated monthly. To summarize, the rate structure is the same from the 1st of January until the 31st of December, with the only fluctuation being due to the fuel surcharge. 

Ben Becker has a number of operational costs including wages, fuel, trucks, insurance and road taxes. Fuel accounts for at least 18% of costs for national distribution and varies upwards for international transportation. Wages account for approximately 40% of costs. The other 40% of costs are made up by insurance, truck costs and road taxes. 

There has been fluctuation in some of the costs for the operations. Fuel has gone both up and down and its affect has been passed on to customers by virtue of the fuel surcharge. Labor costs on the other hand have increased, but not decreased. Nationally there have been labor union negotiations in the transport sector and this has resulted in a 3.9% increase in labor costs for Ben Becker since January 2009. This is not so much a fluctuating cost but more of a steadily increasing one. 

4.4.4 Freight Management  

The aspects of freight management that will be looked at below include synergies, volume handling and planning. Firstly looking at synergies it is not immediately apparent where Ben Becker’s synergies are with other competing firms. However, there are ways in which they cooperate and looking at the industry there are ways in which all firms ‘work together’ through the TLN. Ben Becker does not usually work closely with competitors in the market. There is an exception of course when something needs to be transported to regions that Ben Becker does not specialize in such as Greece or Sweden. In these instances Ben Becker will ‘sell’ their cargo to their rivals. This happens on average 10 times a day. The other mechanism through which synergies are created in the transport sector is through the utilization of the TLN. The TLN is a body that acts on behalf of the individual transport companies. They perform negotiations with the labor union (CAO) and they assist in setting quality standards for the transport industry as well as help implement them in firms, should they request it.

Another aspect of freight management is to do with volume handling. Customers have an understanding that Ben Becker will be able to transport almost any good they require. In doing so the planning department then has to assess the schedules, routes, destinations and most importantly the volumes to be transported. In some instances trucks can have their cargos mixed so that the number of trucks can be reduced. For example if 3 trucks can transport what was going to go in 4 trucks then they will re-arrange the cargo. A further dynamic that is considered with volume management is on the return journeys. Ben Becker tries to ensure that their trucks are also transporting on the way back from their destination, to the Netherlands.

Looking more closely at planning there are a few aspects and steps to consider. Firstly there are orders that have been put through for transportation both to and from the Netherlands. A planner will plan a route for a truck to drop off a load in, for example, Munich. Because the planning department has already orders from elsewhere in Germany it looks at what is ‘on the way back’ in order to pick up. A city like Nuremberg is not a large detour for the truck and if there is a package that needs to be picked up from there it can do so. These are the pieces of information that are put together to form the orders for the drivers in the fleet. 
4.4.5 Summary   

It has been seen through this section that Ben Becker is an established medium sized transportation company with a focus on strong customer relations. It aims to continue this practice and maintain stability through the economic crisis and in the future years to come. A number of factors are considered for Ben Becker’s costs and revenues. Ben Becker has set prices based on volumes and geography plus it accounts for fuel price fluctuation through its fuel surcharge. The major costs for the firm are fuel and labor costs which have both been fluctuating recently although wages have only been ‘fluctuating’ upwards. In terms of freight management Ben Becker utilizes other competitors in the market quite regularly for geographic zones it doesn’t specialize in. Ben Becker also manages its planning based on routes, orders, volumes and timing to obtain the most optimal routes possible for its fleet. 

4.5 Case Study 5: van de Wetering BV

4.5.1 Introduction

The transport company van de Wetering BV specializes in a niche; boat transportation. It is the major European player in this market and this gives an insight into its scope. Van de Wetering transports boats across the UK, France, Spain, Italy, Germany, the Netherlands and other peripheral countries. In its niche it is a major player but compared to general transport companies it would modestly be classified as a small to medium sized company with 30 trucks and 50 employees. Mr. Richard van Dijk gave an insight into the firm’s operations, the market and its recent history. The first section, 4.5.2 will look at the firm position of van de Wetering. In section 4.5.3 the market will be investigated. In section 4.5.4 the cost implications will be examined. Then in section 4.5.5 the price of doing business will be analyzed. Finally section 4.5.6 will provide a summary. 

4.5.2 Business Evolution

Van de Wetering transports boats. It is a specialist company and was originally set up when its founder transported his own boat to the Mediterranean and received a request from someone else to transport theirs. Over the decades van de Wetering has grown considerably larger. The kinds of boats they transport include fast boats, sailing boats as well as others. Their transportation is quite seasonal with the majority of moves taking place in spring and summer. In 2005 revenue from transporting boats was in the order of Euro 8 million, but this was before a decision was made to also transport other kinds of large loads. 

One of the reasons this is a specialist business is because of the restrictions involved in moving boats. For example to get a boat from the Netherlands to the South of France it would take van de Wetering a week, compared to a usual motorist’s 1-2 days. Van de Wetering cannot use large highways, due to the toll booths and therefore have to travel along smaller, slower regional roads. It is also worth mentioning that the trucks with the boats onboard also cannot travel so quickly for safety reasons, which adds to the travel time. 

As a transporter of boats, van de Wetering’s core competencies are in transporting large, oversized loads. Not many other companies are able to provide this service. Van de Wetering has the knowledge of obtaining special driving permits required for wide/tall loads; it knows how to move signs around and even have a fleet of accompanying vehicles to support the trucks. 

Since 2005 van de Wetering has made a decision to transport not only boats, but extreme sized cargos. In addition to boats there are specialist pieces of machinery, silos and other cargos which are too large for normal transport companies to handle. This proved successful because in 2007 revenues for van de Wetering increased by over 50% to Euro 13 million. However, the change was met with initial resistance. From the higher levels it wasn’t until the financial opportunities were presented that senior management became convinced to undertake non-boat loads, especially in the autumn and winter months. For the drivers there was cultural resistance encountered. This was due to the fact that drivers identified themselves with the boat cargos. Drivers reportedly said: “No, we transport boats.” However, once a few extreme loads were transported drivers could see that it was beneficial to be on the roads transporting things instead of being at the depot doing support activities like painting the trucks. 

4.5.3 Cost Implications

In the Cost Implications section the input costs will be identified which will be followed by an investigation of the fuel cost absorption, fluctuation and vulnerability faced by van de Wetering. Operational costs for van de Wetering consist of the traditional costs associated with transport companies plus an extra one. The operational costs include labor, fuel, trucks, insurance as well as special permits (for driving wide loads). Fuel accounts for about Euro 2 million per year, approximately 17% of costs. Special permits account for about Euro 1.2 million per year which makes it a significant cost for van de Wetering. For the company the consumption of fuel is considerable. When a truck has a big boat on its trailer it will consume about half a liter of diesel per half kilometer, which is a significant amount. 

During the last 2 years there has been considerable variation in the price of diesel that the company has to pay. It has gone from 79c per liter to 1.04c and back down to 89c per liter. Other costs have increased as well, such as the CAO, which has risen some 4%. Due to the nature of pricing however, which will be discussed later, the fluctuation of the fuel price is absorbed by van de Wetering and not pass on to clients via a fuel surcharge clause. 

There are some ways through which van de Wetering can attempt to reduce the price and variability of their fuel costs. The cheapest location for them to purchase fuel is in the Netherlands. In Holland, they are able to negotiate a deal with oil companies, like Shell, about the purchase of fuel at particular locations. This reduces the average cost of fuel. Another way in which van de Wetering reduces their expenses on fuel is through carrying larger fuel tanks on their trucks. This allows the trucks to load more of the cheaper fuel in the Netherlands than to pay higher fuel prices in places such as France or Germany. It is not a possibility to take advantage of the cheap fuel prices in Luxembourg generally because this is a popular activity of many travelers during the summer months as well and would result in time spent in long queues at the service stations there. 
4.5.4 The Market

The market for shipping boats is unique compared to other transport markets in the Netherlands. Van de Wetering has clients from various countries such as New Zealand, Turkey, Morocco, Australia, and the USA etc. Typically these clients are wealthy private individuals. During the high season in spring and summer some 100 boats, of various sizes, are transported each week and this number drops dramatically in the autumn months. Sometimes more than one boat can be transported on a trailer and other times just the one boat, depending on the size. Due to the nature of transporting boats they work closely with shipping companies who also transport boats. For instance if a boat is transported from Australia to France then it will most likely go through a particular shipping company and end up in Rotterdam. The shipping company would then recommend van de Wetering to the client and van de Wetering would then pick up the boat in Rotterdam and take it to the desired destination. 

By looking at a number of indicators it is evident that since the onset of the financial crisis and subsequent recession there has been a dramatic decline in the number of boats transported. Because boats are a luxury item and wealthy private individuals were also a victim to the recession they tended to transport their boats less. This affected demand for van de Wetering’s services. Around Europe there are a number of different boat shows which are a good ‘bell-weather’ for the market. One is the Dusseldorf boat show, Europe’s largest, which usually has around 100 boats present. In 2008 there were only 30 boats present. In the Netherlands the annual boat show in Amsterdam was cancelled for 2008. In Hamburg the boat show had significantly less venue space for the show. One trader of boats, who van de Wetering knows in Amsterdam, has approximately Euro 900 million worth of second hand boats which they cannot sell at the moment. Key clients in particular countries have reduced their use of van de Wetering’s services at all, for example the Russians and the Turks. 

This has had an impact on the scope of van de Wetering’s activities. They have reduced their staff from 70 to 60 employees and then again from 60 to 50. 

There are also key indicators and times for the future. In the near future van de Wetering is focusing on the March activities because this is usually a high period and can offset the seasonal downturn of autumn and winter. Also, it is felt that when the market for sailing boats picks up again, meaning that sailing boats get purchased again, that this will be positive news for van de Wetering. In the medium term there will be the Americas Cup in Europe and this will be very positive for van de Wetering’s business. Assuming that van de Wetering makes it through the current downturn there is an expectation of a lot of business in the future. 
4.5.5 The Price of Doing Business

There are a few considerations to make when setting prices which include the quotes you give to clients, the partners in the industry as well as the competitors. 

However, before looking at the competitors and the partners the process of setting an ordinary price will be looked at. Each quote is done on a case by case basis. Once the design specifications are received by van de Wetering a tally of the costs are put together. Fuel will be calculated after considering whether a boat and trailer need to have an escort, plus how far the truck, trailer and escort will have to travel. Once all the costs are put together a price is quoted to the client. This is a total cost and is not subject to revision or change. That means that because clients place orders to move their boats some 3-6 months in advance the prices quoted to clients have assumptions of what the prices will be in the future. This is of particular relevance to fuel costs that the company will incur when transporting the boat. It is not feasible to introduce a fuel surcharge in this price setting process because high-end wealthy private clients desire set fixed quotes for their boats. Similarly when an ordinary person orders a new kitchen that will be delivered in 3 months time, the price is not expected to change due to fluctuating prices of wood materials. When asked how van de Wetering deals with this uncertainty, particularly with respect to fuel prices, it was explained that prices for fuel tend to smooth over time. To make things simple for van de Wetering they use the up to date price of fuel at the date of the quote, for the quote. However, a small buffer is always calculated in the quoted price anyway so if there are fluctuations then they potentially can reduce these buffers. Otherwise the ‘buffers’ simply contribute to profits. 

Van de Wetering does find that there are some synergies in the market and these are with the shipping companies that transport boats. Through them they are able to gain key referrals for new business. Another group that is able to assist van de Wetering in obtaining new business is the marinas in the different ports throughout Europe. Word of mouth is very effective for van de Wetering to obtain new clients and these marinas are the first place many boat owners turn to when needing to find someone to transport their boats. 

In terms of competition there are 2 other competitors on the market and during periods of higher demand then they do cooperate to an extent. On ferry trips over to England they would look to see if they could synchronize any boat deliveries and pick-ups so as to avoid having to pay higher fares on the ferries for the return journey, when the trailer was empty. This had the potential to affect prices quoted to clients. 
4.5.6 Summary

Van de Wetering is the largest boat transporter in Europe and has been in the market for around 50 years. Although having grown considerable in this time its core work has remained the same. Of the last 4-5 years it has capitalized on its core competency of hauling large oversized cargos by transporting non-boat large items. This change was met with some initial hesitation but has since become more accepted. In terms of costs, fuel makes up an important component for van de Wetering, in addition to other unique costs faced in the market such as licenses etc. However, due to the absence of fuel surcharges in the pricing model the exposure to fuel fluctuations is large and this was indeed felt from 2007. In the market there are 2 other competitors in Europe and key partners such as Marinas and ship oriented boat transport companies. Synergies do exist with these other players and in the case of the competitors this was exploited more often in good market conditions. Since the onset of the financial crisis the boat transport industry has been hit particularly hard which is due to the profile of the clients in the market; namely private high income earners. Van de Wetering conducts a quote system for its pricing and does this for each boat that is requested to be transported. Orders are received some 3-6 months prior to transportation and this means that fuel costs calculated for the quotes are based on historical prices, once the service is rendered. This has and still presents challenges with regard to extreme fuel price volatility. 

4.6 Case Study 6: Winder Limmen BV

4.6.1 Introduction

The transport company Winder Limmen BV is a medium – large company that specializes in transportation and crane operation. Located in Alkmaar it primarily focuses on the Benelux region and sometimes operates in Germany, France and other Western European countries. Over 100 years old it is a family company, employs 75 people and operates some 50 trucks. Mr. Marco Winder was interviewed for his insight on Winder Limmen and the market. The first section, 4.6.2 will look at the firm position of van de Wetering. In section 4.6.3 the market will be investigated. In section 4.6.4 the cost implications will be examined. Then in section 4.6.5 the price of doing business will be analyzed. Finally section 4.6.6 will provide a summary. 

4.6.2 Evolving Business 

Winder Limmen BV started in 1896 as a flower transport company while through its 100+ year history has expanded to other areas and continues to evolve as a business. During this time it has performed a range of different activities including fuel trading and even had a coal department. Although those activities have long since ceased it only stopped the transportation of flowers activities in 2004 once it became apparent that it was no longer a major part of the total work performed. This has allowed Winder Limmen to focus on its crane and haulage operations. 

Currently Winder Limmen sees itself belonging to the medium-large companies in the market. 45-50% of its activities are on construction work, 30-35% is offshore related (in the oil and gas industry with companies like Exxon, BP etc) and the rest is taken up by transportation and other types of work. Winder Limmen has 3 locations, all in North Holland, in Alkmaar, Hoorn and Den Helder. This allows the company to be physically very close to its key clients. 

Looking ahead Winder Limmen aims to continue to operate these crane and transportation activities. However the way it positions itself towards clients may continue to evolve. One way in which it has already begun to change is by being ‘the transport provider’ for clients (3PL). This implies that Winder Limmen undertakes the main activities for the firm but if there are functions which it cannot perform, such as bulk material handling, it then subcontracts those activities out. All the while being the main transport point of contact and in saying to the client, Mr. Marco Winder’s words, “we organize it for you.” This 3PL shift represents a move towards not only doing activity for companies, but providing them a whole service. 

There are a couple of careful considerations that Winder Limmen is mindful of in its business development. Firstly the company is mindful of selecting partners/clients who they mutually fit with. It is not a priority to simply earn revenue on activities that aren’t core to the company just because of partner/client obligations. Secondly Winder Limmen is careful about explaining frameworks, organizational strategy and concepts with clients because they are not nearly as tangible as seeing assets such as trucks and cranes. This becomes relevant when the company offers broader services to a client or discusses theoretical arrangements with partners to offer to clients. More detailed examples of this are discussed in section 4.6.5. 

4.6.3 Revenue Considerations 

Winder Limmen sets its prices annually with their clients after estimating what the costs will be of providing particular services. The materials needed in order to run the trucks are calculated and subsequently the fees. Consideration is given to what the previous fees were and typically adjustments are made to the input costs. Mr. Marco Winder mentioned there are different ways to calculate the fees. For example they can be done in a detailed manner or kept general, based on the client’s preferences. 

It is sometimes apparent that what is charged to clients is not necessarily what it should be. There are a few reasons for this. The market price can force Winder Limmen to drop prices below what they would otherwise charge. Also, it can happen that after having calculated a fee for the year the actual activities deviate from what was assumed for the fee calculation. This is not an uncommon occurrence. 

Some clients have fuel surcharges within their fee structure. This can be of interest during turbulent fuel price periods. Some clients calculate their fuel surcharges monthly, others quarterly and in principle it would be possible to calculate it weekly. The advantage of the fuel surcharge is that fees more accurately reflect what the operational costs are. However the consequence of having the fuel surcharges in place is that the administration for Winder Limmen increases because the new fees need to be regularly calculated. This costs time and effort for the firm and is weighed up against the benefits of the more accurate fees charged. Due to the cost involved in administration it is not ideal for Winder Limmen to change their prices continuously. Another disadvantage of the fuel surcharge system is that it is an adjustment that takes affect after the event. This means that although the fuel component of the fee is modified it is never 100% up to date because fuel prices can change the minute after the fuel surcharge is updated.  It is preferred that the client have standard fees charged with occasional adjustment for fuel surcharges, for instance. There are some clients who do not even want to have fuel surcharges as part of their fees. For those clients Winder Limmen aim to build stronger margins in the fees to absorb some of the fuel price variability. 

One consideration that is made during the calculation of fees for clients is the utilization of equipment. The time the equipment is used for factors into the average costs for providing the service and therefore the fees charged. If equipment is charged out as part of the fee based on 100% utilization then average costs are calculated also based on this 100% utilization. This is usually then the fee charged to the company. Should the equipment not be used 100% of the time like during an unexpected downtime then the true average cost increases. This is because less service is provided with approximately the same costs incurred. In this event the company risks cutting into its profit margins which presents other related consequences. 

4.6.4 Cost Factors 

A number of factors make up the costs for Winder Limmen. Fuel accounts for between 20-25% and wages are approximately 45% of costs. On top of that there are special costs (e.g. crane tires, environmental and road taxes etc) which all together represent approximately 75% of costs. The rest is accounted for by overhead costs. According to Mr. Marco Winder this contrasts with other transport companies where the fuel costs can be as high as 30% of operational costs. The reason for this is because Winder Limmen focuses on Benelux, where the distances are relatively short, and the fact that transportation represents some 30% of operations. In crane and offshore activities like loading/unloading the fuel consumption is less than in pure haulage transportation. It would be expected that in international transport companies who go to Germany, France, the UK or Italy for instance, that fuel costs would be a larger proportion of operational costs. 

In terms of costs for Winder Limmen there has been some fluctuation in different areas. To begin with, the fuel price has fluctuated the most. However due to the lower proportion of operational costs that they represent, the exposure is reduced. Wages have also been changing although the change has only been upwards. The CAO labor union agreements came into effect in 2009, impacting costs. This accord which was struck in April of 2009 took retrospective affect. This meant that the wages for drivers would increase by 3% for all of 2009 even though the agreement happened only in April. The impact of this was that Winder Limmen would have to pay their drivers their entitled wage increases for January-March 2009 across the rest of 2009. So, what across the year would have been a 3% increase, in effect turned out to be a 3.9-4.0% increase from April-December 2009. This needed to be communicated through to clients and explained because quoted prices increased. However, Winder Limmen had been communicating since 2008 with clients about prices and until April 2009 were not concretely able to explain what the fee increases would be (due to the late accord struck). There is usually a CAO agreement every 2 years so looking ahead the next one is already being anticipated. Other costs which have been fluctuating include the special tires that are required by Winder Limmen for their mobile cranes. The tires are unique and expensive because the cranes are so large and specialized. The prices for those tires went up and down over the last 2 years and this is thought to be a result of the fluctuating steel prices which are used as a component in the production of those specialty tires. 

Looking at costs there are a number of things that management need to keep considering. The two key issues that need to be accounted for are wages and fuel. Because they together represent a large proportion of the operational costs, if they are estimated relatively accurately then distress can be minimized. Management assumptions need to be made about how much the wages will go up in the future. It is known that the CAO negotiations will take place in 2 years time so an estimate is made about how high the wage increases will be the next time, e.g. 2.5% or 2.75%. This management assumption can allow the firm to make budgets and quotes. On the fuel side it is a challenge to accurately forecast how they will change. In this case a stable fuel price is obviously desirable. 

4.6.5 Changing Operations 

In this section elements that affect operations, outside pricing and pure logistics, will be analyzed more closely. These include aspects of synergies, personnel support, partnership considerations and how to go about initiating change. 

In terms of synergies, Mr. Marco Winder sees there are a lot of possibilities compared to what is actually happening. In nature it is more of a ‘fighting market’ than a ‘cooperative market’. This is in part a result of the fractioned structure of the market. Traditional family transport companies are used to setting their prices independently and look only at their own financial statements rather than comparing theirs to others. At the larger firms in the market people start to look for cost savings which can come about through co-operations with other firms. The bigger companies, in principle, can purchase larger volumes at discounts and they can strategically combine loads, which lead to cost savings. However, in practice this does not always happen because of the competitive nature of the market. What frequently happens is that the transport companies themselves do not see these synergies, but the client does. For example if a client has two transport companies working for it they may see two half empty trucks and then ask the transport companies to combine loads. This comes about as a result of the client having to otherwise pay for twice the fee price. 

Regarding personnel, strong support is required in order to activate any kind of change in the market. They need to ‘believe’ in the changes that need to be made and this typically is a result of understanding those reasons for the changes. 

Recently Winder Limmen has been working with other transport companies in the market to form a partnership arrangement. Theoretically this is beyond the scope of 3PL, nearing 4th party logistics. The initiative began as a result of an attempt to create more synergies by working together, with a client. There were opportunities for cost savings for the client and potentially for the participating transport companies. Then with a group of companies taking part, pooling of loads starting to take place. This was coordinated by a small, specially established office, set up for the client. For a period of time this was effective because the initial cargos were indeed being pooled effectively. However, increasingly there were requests for different types of cargos to be transported in a similar fashion. These were loads which not all the transport companies were prepared to transport. This contributed to diverging objectives of the partnership and the result for Winder Limmen was not to continue with the partnership, at least in its current state. For this reason, Mr. Marco Winder, says that it is important that partners in a partnership have similar objectives and that there is clarity about what is supposed to be achieved through an initiative. 

Change in the transport industry can be achieved through a few mechanisms and Mr. Marco Winder shared his opinion on the topic. Firstly it can be difficult to articulate and to ‘sell’ it to partners, clients and even staff. Secondly, in some cases a pilot initiative may be required to test a new model before completely changing. To elaborate on the first point, clients typically respond better to material things that they can see or figures they can read on financial statements. It can be challenging to discuss frameworks and abstract theories to them. For this reason a bottom line approach is recommended. Regarding the second point there have been instances where the ‘construction Nederland’ congress has discussed changes. People are aware that those changes need to occur but are reluctant to attempt them. Winder Limmen sees that for these cases pilot projects can be beneficial and has even volunteered to undertake these. 

4.6.6 Summary 

Winder Limmen has evolved since its beginning in 1896. It initially focused on flower transportation and now focuses on crane works and haulage transport in the Benelux area. Looking forward Winder Limmen aims to be a ‘transport service provider’ for key clients, arranging all transport. Winder Limmen calculates its prices for clients based on quotes for particular contracts. Once the labor and fuel costs are accounted for then the quote is formulated. Of all the costs for Winder Limmen the labor and fuel costs not only fluctuate the most but together represent over 65% of costs. In order to modify operations a number of factors are able to catalyze changes. There is the possibility of working with partners in 4th party logistics arrangements however this can be problematic if goals of the partners are not congruent. 

4.7 Case Study 7: Internationaal Transportbedrijf H.J. van Bentum BV

4.7.1 Introduction
The transport company Internationaal Transportbedrijf H.J. van Bentum BV (Bentum) is a specialist in undertaking transport from the Netherlands, and surrounding countries, to the UK. In terms of goods the company handles both bulk products as well as general cargo. Bentum is medium sized companies and has made a number of changes to its operations in its recent history covering its transport routes, fleet and even business model. Set up in 1969 it has today over 250 trucks. Mr. Aard de Greef gave an insight into the firm’s operations, the market and its recent history. The first section, 4.7.2 will look at the business evolution of Bentum. In section 4.7.3 the price setting will be explained. Then in section 4.7.4 the costing will be examined. In section 4.7.5 the synergistic developments will be analyzed. Finally section 4.7.6 summarizes. 

4.7.2 Business Evolution
In this section of the business evolution the historical operations will be looked at and recent changes highlighted. Thereafter some alternate transport models will be discussed and linked with some points of adaptation mentioned in the context of Bentum’s recent changes. Firstly the historical operations will be explained by looking at Bentum’s cargo loads and fleet, the routes they work, changes they have made to their routes as well as their driver organization. 

Bentum has existed for approximately 40 years and has maintained a strong focus on transport between continental Europe and the UK. The company handles a variety of loads and these can be grouped into two main categories; bulk and cargo. In terms of bulk (and silo) they handle only dry powders such as cement, plastic pads, china clay etc. In terms of bulk cargos they move palates and big bags. In order to move these loads Bentum has 200 curtained trailers to move the bulk items and approximately 130 bulk/silo trailers for the dry powder cargo. Looking at turnover, Bentum’s general cargo accounts for about 60% of revenue and the dry powder cargo for the remaining 40%. This illustrates that both divisions play significant roles for the company. 

Since the mid 1990’s and up until 3 years ago Bentum covered the continent to UK route using the channel tunnel. This would require a driver-tractor-trailer combination to go from the clients loading location via the tunnel to the destination and then return.

In 2006 the route model changed. Bentum bought an additional 80 trailer units and instructed their drivers they would be combined with their tractor units exclusively and be flexible to take any trailer units. Another change would be that the drivers would no longer use the train in Calais to travel to the UK. All drivers then drove the trailer units to a sea port at Zeebrugge, Vlaardingen, Oostende etc. There the trailers are loaded on to the ferry each evening at 1900. The driver and tractor do not go with the trailer at this stage. The ferry with a number of unaccompanied trailer cargos then departs for Killingholme, England where it will arrive the next morning. On the other side, in England, a set of Bentum drivers and tractors await the trailers, pick them up, and deliver them onto their destinations by the next morning deadline of 0900. This process is referred to as the A-C model as it takes place over 3 days; A, B and C. The prior model took place over 2 days; A and B. The problems with the old route using the train is that there were a number of possibilities for delay ranging from traffic in France to train delays to traffic problems between Dover and London. If a delay is encountered in any one of these locations then the deadline is difficult to achieve. With the ferry A-C model the risks of not meeting customer delivery expectations is significantly reduced. Firstly the customer is told that the delivery will happen before 0900 on the 3rd day. Secondly, once the load is delivered to the ferry in the Netherlands, before the ferry departure time, it is 99% sure that it will arrive in the UK the next morning on time.  Thirdly, the driver/tractor team in the UK has almost a whole day to transport the load to its destination so long as it arrives at the client before 0900 on the 3rd day. This gives significant flexibility in terms of planning delivery routes, times and schedules. The one exception is for transportation from distant continental locations such as Munich. From Munich it is difficult to reach the ferry by 1900 on the first day so then transportation is spread over 4 days using an A-D model. Regarding the A-C model there are also other cost advantages but these will be discussed in the section covering costing. However one implication of the model is that a large capital investment had to be made by Bentum into extra trailers. As such Bentum is the only transport company who undertakes their transport this way. 

Another implication of the model is that the drivers in the UK stay in the UK and the drivers on the continent stay on the continent, at least for a week. The way that this is arranged is that there are teams of drivers, 3 Dutch teams and 1 English team. Of the four teams, one Dutch team and the UK team are in the UK at any one time. This means the Dutch teams rotate and go to the UK to drive for a week and then return to be based in the Netherlands for a further 2 weeks. 

Looking at Bentum and at its competitors there are 2 distinct alternative methods of operation that can be examined; 4 PL style operations and foreign drivers. Firstly the 4PL style operations which is present in the silo division (also known as ‘Ferry colleagues’), of Bentum who have a unique model in that they subcontract all their transportation out to other companies. This is similar to the 4th party logistics model. In essence the coordinator receives orders for transportation between the UK and the continent and then puts those orders through to smaller transport companies that the coordinator works with. The subcontracted firms receive a price per kilometer travelled. During periods of fuel price fluctuation the price per kilometer does change as well but is dependent on the fuel price trend rather than the spot price each day. The advantages of this model is that the silo department does not have large capital commitments in the forms of fleets of trailers or tractors. So that when demand drops for transported goods the coordinator simply informs the subcontractors there is less to transport. The disadvantage is that the subcontractors have other transport companies they work for as well and it is feasible that in periods of high demand there are challenges in finding enough trucks. 

The other alternative method that some competitors use in order to cut costs is to drive with Polish drivers, or other cheaper wage rate nationalities. The advantages here is that wage costs are significantly lower than compared to trucks using Dutch drivers. The disadvantage is that Polish (and some other nationalities) have fewer skills in communicating in Dutch or English. This is a problem when the truck needs special instructions from a client regarding loading/unloading or if the truck breaks down. 

Bentum has been shown its flexibility in light of the current recession. In January 2009 a decision was made by the dry bulk division to make it more adaptable to dropping demand. Using lessons learned from the silo group they sold 25 of their older trucks and only bought 10 new ones. This meant they would incorporate more subcontractors into the transportation of dry bulk. Using subcontractors they were more flexible when demand eventually did drop in February. 

4.7.3 Costing

Bentum has generally a similar cost structure to other transportation companies but with some unique facets. At Bentum the proportion of fuel costs to that of total operational costs is about 20%. This contrasts some other transport companies for which it represents between 20-30%. The reason for this is because Bentum uses ferries to transport their trailers to England and the tractors do not need to drive the loads to Calais for instance. These shorter driving distances equate to a ‘few’ million less kilometers driven per year. However this does mean that Bentum has ferry costs, which many other transport companies do not. However, aside from the fuel and ferry costs there are labor costs, cost of equipment and maintenance. One way in which Bentum has strived to save costs is in terms of repairs. It has negotiated cheaper rates at strategic locations so that their tractors can easily and conveniently go there.

For Bentum there have been some fluctuations in the costs of operating. Fuel has certainly fluctuated but this is accounted for in the company’s fuel surcharge which it passes through to clients. Other fluctuations have included wages, which have increased in 2009. 

In terms of costs, Bentum has been very active in trying to reduce their costs, particularly this year. The reason for this is because they have received pressure from clients to do so. Clients will ask them to reduce their prices by 5% otherwise they will take their business elsewhere. Bentum therefore looks to save money where possible so they do not lose their clients because it can take some years to obtain those clients again. Innovative ways in which Bentum tries to reduce their costs include negotiating maintenance deals with garages, postponing paint jobs on their trucks until 2010 and closer controls of drivers’ hours driven. 

4.7.4 Price Setting

There are a few different ways in which pricing is performed at Bentum. Ordinarily there are quotes set for cargos that a client asks about. In some cases there are tenders instead however they are limited to larger customers who have the resources to arrange them. Firstly, to construct ordinary quotes for clients, their request is compared against a number of variables, including distance, ferry costs, driving hours, volumes and frequency. This information is then used to calculate a quote for the client. The objective here is to incorporate a margin to contribute to covering the overhead costs for the company. Some clients are not difficult with regard to this process but others are striving for the lowest cost possible. This method is mainly used for smaller clients of Bentum who only seek quotes from between 3-4 transport companies, usually. 

For the larger clients, a tendering process is typically used. A large client will invite some 20 different transport companies to offer to transport their goods. The company with an acceptable quality standard and lowest price then wins the tender. This method is not preferred by Bentum because it is quite competitive and if they win, results in smaller profit margins for the firm. 

Comparing the two processes and groups a few observations can be made. For the bigger clients the volumes are larger but the possibility for profits lower. As such Bentum prefers dealing with smaller clients to obtain these higher profit possibilities. Similarly across both processes however there are varying lengths of contracts which typically are 1 year or longer. 

4.7.5 Synergistic Developments

In this section topics relating to client satisfaction, economies of scale, synergies and trade secrets will be looked at and their application to Bentum discussed. In terms of client satisfaction the switch from an A-B model to an A-C model, as discussed in section 4.7.2 has allowed for increased customer satisfaction. Expectations can be given to clients that are 99% sure of being met. Under the old model individual arrival times were negotiated with clients and should there be any delays via Calais then this would cause a delay. Using the ferry system the company can assure clients they will receive their loads by 0800 on the third day which in 99% of cases is met. 

Bentum has been able to use its size in order to obtain a number of discounts from service providers. These economies of scale savings have benefited Bentum in the form of lower costs but also those service providers through increased volumes. Firstly, Bentum have arranged particular cleaning stations, for instance in Maastricht, when the company specifically goes to. They were able to negotiate an exclusivity deal with that cleaning station in exchange for lower prices. Secondly, they were able to obtain discounts for fueling their fleet at particular petrol stations such as Shell. Shell benefits from large volumes demanded and Bentum benefits from discounted fuel prices. Thirdly, Bentum has pre-selected repair workshops that it goes to on its routes. These ‘service points’ tend to Bentum’s fleet exclusively and have benefits such as 24 hour service for competitive prices. This is advantageous when Bentum require quick repairs. 

In terms of synergies with other competing firms in the industry, their scope is quite defined. Typically, two competing transport firms cooperate if there are geographical benefits to doing so. For example, Bentum is a specialist in terms of continent-UK transport but it has less knowledge in terms of continent-Scandanavia transport. If Bentum has loads that need to go to Scandinavia it gets in touch with other firms who can provide this service. Furthermore, in situations where Bentum is out of capacity it calls on its competitors to assist. If Bentum must transport 25 loads and can only handle 20 then it will contact other firms. 

Care is given to the usage of competitors’ assistance. The reason for this is because of a fear that competitors will either get too close to Bentum’s clients and poach business, and that competitors will learn trade secrets from Bentum in terms of how their continent-UK transport model works. 

4.7.6 Summary

Bentum focuses on transport between continental Europe and the United Kingdom. It is a specialist transport firm utilizing the ferry system on its connection route with the British Isles. This process has lead to lower fuel consumption and maintenance costs Bentum. The company has a strong focus on quality with 99% of loads delivered on time. It cooperates with other firms who specialize in other geographies and has special agreements with oil stations, cleaning services and repair shops. In light of the fuel price fluctuations and economic recession Bentum has adapted its operations to be more flexible, engaging more subcontractors. In terms of fuel price fluctuation exposure Bentum uses fuel surcharges clauses which reduces its exposure. 

4.8 Case Study 8: Hessing Logistiek BV and Vlug en Zn BV

4.8.1 Introduction

Two transport companies that focus on the transportation of foodstuffs are Hessing Logistiek BV (Hessing) and Vlug en Zn BV (Vlug) and both work mainly in North Holland. Hessing operates solely for a producer of fresh foods whereas Vlug operate in partnership with a number of different companies, although mainly supermarket chains. While each company focus on generating a profit (directly or indirectly), they are equally focused on maintaining strong stakeholder relations. Fuel is a major component of costs for both firms however only Vlug charges these costs through in the form of a fuel surcharge. Mr. Tjeerd Hofte from Hessing and Mr. Rico van Achellen from Vlug have provided input about their respective firms and will be covered in the following sections. The first, 4.8.2 will look at the business evolution of the two firms. In section 4.8.3 the cost factors are looked at for Hessing and Vlug. In section 4.8.4 the business enablers are discussed. Then in section 4.8.5 the labor features of Hessing will be analyzed. Then section 4.8.6 outlines a summary. 
4.8.2 Business Evolution

Although Hessing and Vlug both transport similar products they have contrasting business ownership structures. Hessing has existed in its current form since 2006 when it was taken over by its parent company, Hessing Holding BV. This means it handles transportation exclusively for Hessing and also its financial statements are consolidated with its parent. Prior to 2006 however Hessing was a family owned company which had operated for about 20 years focusing also on transportation of foodstuffs in North Holland. Vlug on the other hand is still a family company which was started by the father of the current Managing Director. Vlug generates its own profit for its owners and doesn’t have to consolidate its financial statements with anyone else. 

Where the two companies generally differ in their operations is that Vlug also transports specialist gas products (such as Helium, Nitrogen, Oxygen etc), which Hessing does not. Vlug also has a much broader customer base than Hessing does. This means that Hessing is more dependent on its main customer and Vlug is more independent from any one of its customers. But despite this and in contrast to many other transport companies, both Hessing and Vlug do not put their own company brands on their trucks but instead that of their parent and client companies.

Looking forward at the market for transporting foodstuffs, Vlug foresees a more competitive market with clients such as the Albert Hein tendering out their transportation services on terms they predetermine. This means there are little margins to benefit from. Hessing already works like this to an extent. They are controlled by Hessing Holdings and the prerogative for Hessing Transport is that they need to work towards the lowest costs, rather than maximize their own profits. An interesting result of this model is that Hessing is not a particularly competitive firm, in relation to other transport companies, and would be open for more dialogue and discussion in terms of sharing ideas. 

One major advantage for both Hessing and Vlug is that the transportation of foodstuffs is quite recession proof. Vlug for example has seen only a 7% drop in demand for their services and Hessing also comments that their business has not been terribly affected by the financial crisis. One unique advantage for Hessing is that if they did theoretically run at a loss it would be absorbed by its parent company and they could survive much more easily than an independent company like Vlug. 

4.8.3 Cost Factors

In the transport of foodstuffs the operational costs appear to be quite similar and have each undertaken various cost reduction strategies. For both Hessing and Vlug, wages is the largest cost component. Both have recorded significant costs categories such as fuel (approximately 20%), truck costs and maintenance. Other costs that are associated with operations include overhead costs, road fees and taxes. To reduce costs Hessing have made some investments whereas Vlug have chosen to ‘tighten their belt’. Hessing recently bought a new fleet of trucks and the result of this is that their maintenance costs are lower. Vlug on the other hand have addressed their costs and maintenance costs, in addition to other cost cutting measures. In terms of labor they already had a semi-permanent contract system in place that allowed the firm to reduce staff if necessary in the medium term. Staff are hired on 3x6 month extendable contracts which mean that after 18 months the firm can make a large labor reduction if necessary. However, because Vlug’s labor relations are such that employers and employees tend to be highly committed to each other the firm has opted to reduce the number of hours worked for the employees. This has been achievable because before the financial crisis the staff were already working ‘overtime’. This has meant that instead of retrenchment, labor hours have simply been reduced. Another cost saving mechanism for Vlug has been to conduct its own maintenance on its vehicles, time permitting. When Vlug has the capacity in terms of staff time available it can fix its own trucks, reducing the need to use garages. 

As with all transportation companies, Vlug and Hessing have each been exposed to operational cost fluctuations but the implications of them have been slightly different. Starting with fuel prices, Vlug have fuel surcharge clauses in place and have had them there for some years. This means that the erratic prices since 2006 have been passed on, to a greater extent, to their clients. Hessing also have fuel surcharges in place which are recalculated on a weekly basis. Something to consider though is that 70% of Hessing’s clientele is their parent company, Hessing Holding, which implies that their fuel surcharges get passed on to their parent company. For Hessing transport, having a fuel surcharge clause calculated weekly can mean that prices charged to clients change 52 times a year. Hessing have commented that the fuel price fluctuations were difficult to anticipate. 

Both Vlug and Hessing use their knowledge of historical prices to set quotes for their clients although they use this information in slightly different ways. Upon contract re-negotiation with clients, Hessing will refer to its prior prices that it charged as a basis. This, in addition to market rates are used as inputs for quotes to minor clients. However, an interesting dynamic for Hessing Transport and its main client (responsible for 70% of turnover) is that it does not have to compete with other transport companies. Instead of competing to lower costs and increase revenues for itself, reduced cost levels are passed on directly to its parent company’s profit margins. A contrasting price setting system at Vlug uses high tech information systems onboard its fleet to collect data about kilometers driven, fuel consumed and time required for different transportations. This historical information is then used for when Vlug needs to make a quote for a new client or re-negotiate prices with an existing client. Although no detailed information was given by Vlug about profit margins it was mentioned that it has become increasingly competitive in the foodstuffs transportation market, which has an impact on those profit margins. 

4.8.4 Business Enablers

In this section a number of business enablers will be discussed. These have helped influence the way both Hessing and Vlug have run their operations. Technology enhancements, partner/client synergies and the competition have each played a role in shaping transportation in the foodstuffs sector. Firstly, technology developments are a priority for both Vlug and Hessing although both companies are at very different stages of IT utilization. At Vlug an information system is in place which allows planners and management to monitor trucks, loads, fuel consumption, schedules and kilometers driven. This information is utilized regularly for management accounting oriented performance monitoring, client quotes, and planning. At Hessing the benefits of information technology are aware and the planners are planning to upgrade their systems accordingly. 

Another enabler of business is synergies. Like IT, both companies recognize the importance of synergies but use them in very different ways. For Hessing the synergies are maximized vertically with their parent company. They lower their costs as much as possible so that Hessing Holdings is able to maximize their profits. Another aspect of their relationship is that communication is streamlined by having the client and transport entity as part of the same holding company. Hessing Transport is also able to be more flexible to Hessing Holding needs. Should Hessing Holding have priority loads then the Hessing Transport can react as required. For Vlug the synergies are more oriented towards clients. They maintain a close relationship with their clients such that their vehicles can be based at their clients locations; their clients logos are featured on the trailers; and their clients are at liberty to plan their truck usage, if they so desire. This flexibility in the arrangement with Vlug’s clients allows a mutually beneficial relationship to develop with cost savings and other benefits to both parties. Aside from Vlug and Hessing, other synergies have been noted in the market. 

One more influence on the foodstuffs transportation sector is the competition. This seems to have more impact on Vlug rather than on Hessing. Looking at Vlug first, there is a large emphasis on cost per unit transported. Customers can quickly view prices from other transporters in the market who are consistently pushing to reduce their costs. One example that was given was of TNT transport. There in their head office they reportedly are looking at all elements of costs to try and find savings, from light bulbs to office furniture etc. With such competition the focus on cost per unit is underscored. 

4.8.5 Labor Utilization

Central to all transport organizations are its drivers and staff and consideration is given to how best to utilize them particularly during periods of change. At Hessing a unique situation is found where there are distinctions between staff from the older generation, pre-2006 and the recent hires. It has been experienced that the longer that someone has stayed with the firm, the less likely they will be to cooperate with change initiatives the firm wishes to undertake, preferring instead to go with the status quo. At Vlug there has been some similar sentiment towards changes and these have had to be considered when adapting to the economic downturn. Prior to the recession, drivers and other staff were already working overtime, on average at 50+ hours per week, instead of the prescribed 40 hours per week. An observation has been that employees had gotten used to the higher wages associated with the higher working hours. Accordingly, staff has had to adjust financially to working with fewer hours. However, Vlug have prioritized maintaining a ‘social contract’ of sorts by opting to limit hours worked by employees rather than take steps towards job cuts. The argument for this is that ‘commitment works both ways’ in the sense that on the occasion, Vlug needs commitment from their staff which is well above what their contract stipulates. An example of this is irregular weekend work. A firm might expect that employees would be resistant to working on the weekends but an attitude exists at Vlug about committing to do the work that needs to be done. An obvious encouragement of this is that there are extra wages linked to weekend work so there are mutual benefits to being committed. 

4.8.6 Summary

The two companies, Hessing and Vlug, focus on foodstuffs transportation. Each have a similar cost structure although their business models. Hessing is owned by a holding company of the same name which is also its largest client. In contrast, Vlug is a family run business with many customers. Both companies work closely with their clients in that they adapt to their customers needs and advertise on their vehicles using their customer’s brands. In terms of pricing each of the companies conduct quotes for new customers and for re-signing contracts. Both use historical information to do this although Vlug bases this historical information on specific variable information obtained through an information system. Each company has labor that can be resistant to change at times and neither company has had a large lay-off period of late, despite the recession. Business has decreased by only 7% at Vlug and Hessing also did not report dramatic downturns in revenue. Both companies use fuel surcharges as part of their pricing structure with their clients and this reduces their exposure to fluctuating costs. 

5: Data Analysis

5.1 Introduction

The analysis section will capture the major observations from the series of interviews with road haulage companies in Holland. It can be seen that there are some commonalities in the sector however individual firms’ uniqueness provides for useful observations. These have been compiled and sorted into the following groups: dynamic business models; transport costing; enhancing operational effectiveness; transport revenue; synergy utilization; and market forces. As will be explained, each road haulage company has changed in its size and focus since it was started which shows how dynamic firms can be, particularly in the long term. It will also be demonstrated that all the road haulage firms have similar cost structures consisting largely of salary costs, capital costs and fuel costs (of which fuel costs range between 17-25%). Furthermore, most firms have been able to enhance their operational effectiveness although through different means such as technology utilization, business model changes and increase of labor efficiency rates. Revenues for transport firms are heavily influenced by the prices charged which, as will be shown, are calculated in a variety of ways. In terms of synergies in the market there are those seen across multiple firms and within companies themselves, based on geographic advantages and opportunities to reduce costs for particular clients. The market forces that transport companies have to contend with include the financial crisis, recession, case by case opportunities and regulations. All of these sections will be discussed further with examples to illustrate. 

5.2 Dynamic Business Models

Business models used by companies in the transportation sector are varied and these have changed during each company’s history, according to all those firms interviewed. Changes have come in terms of their size, focus, ownership structures as well as their revenue model. Although having been experienced by all companies, these changes have been by differing amounts. What will be explored in this section are these business model changes as well as the main causes of them. The causes can be classified into intrinsically and extrinsically motivated changes and examples of these are found across the sample of companies. A catalyst for changes to a company is its ownership structure and whether mergers or acquisitions have taken place. These will also be discussed. 

Most of the transport companies in Holland are well established and have moved beyond the traditional family company model. Most have been in existence for at least 40 years with only one company interviewed having been set up within the last 15 years. For the older firms the company was originally set up as a family company where in many cases a descendant of the family is still involved in management or has an ownership stake. Despite having origins as a family company it is important to note that the companies employ many more individuals now than when established and ‘non-family’ members largely outnumber ‘family’ ones. This is linked to of the fact that all the companies interviewed had grown considerably in size since they were established. They have bigger fleets of trucks, haul more volumes of cargo, have larger turnover in addition to having more staff. 

It can also be seen that transport companies not only grow but in most cases change the focus of their transport activities during the company’s lifetime. This means that at different times they have transported different types of goods or have undertaken different activities. For example Nagel BV started transporting Milk when it was set up over 50 years ago. That company now specializes in transporting air-freight to and from Schiphol. Another example is Winder Limmen BV who started as a flower transport company in 1896 and who now focuses on general transport, construction and offshore activities. The main reasons behind these changes will now be explored in more detail. Firstly extrinsic factors, outside the immediate control of the company, will be looked at as influences on a firm’s activities. Thereafter intrinsic factors will be considered. Finally the catalysts behind change being ownership structure and firm acquisitions will be looked at. 

There were 3 main factors cited by interviewees that can be classified as extrinsic factors that have lead to changes in the focus and size of the transport companies. These are economic downturns, market opportunities and government regulations. 

Turning first to economic downturns it is evident that some companies are heavily influenced by the current economic downturn to re-evaluate their operations. They have assessed their activities in terms of the most profitable, stable and future growth potential in order to make decisions about what to focus on. An example of this is Deudekom BV which currently have 3 main areas of transportation, that being office removal, general cargo transport and exhibition logistics. Demand for exhibition logistics has dropped considerably which, although lucrative until 2008, is less reliable and does not have the same future growth potential as general cargo or office removal. Deudekom have stated that the current economic downturn has played a role in their decision to focus on one of these three areas in the future. Another example is Bentum BV which decided to change its fleet structure as a result of the economic crisis, to give it more flexibility. In the dry bulk transportation division they sold off older trucks at the beginning of 2009 and replaced them with fewer, newer trucks. The rationale for this was so they could hire subcontractors for extra loads if they have them and not hire them if they have to transport less. The advantage of this change, namely incorporating subcontractors, is that Bentum are less likely to have idle trucks. Idle trucks which would otherwise not be utilized for transport but which would still require lease payments. This situation could have exposed Bentum to higher costs. 

Another extrinsic factor that have lead to changes in transportation companies activities are market opportunities. These can be the result of economic development, niches or client specific requirements. There are some examples of where transport firms have taken advantage of these in the present context but also in the past. An example of general economic development is for the Nagel BV Company who during the 1990s saw growing demand for freight transportation through Schiphol. It decided to get more involved in this type of transport, working with clients such as IBM and Fokker. Eventually the growth in this type of transportation was sufficient for it to become the main focus of Nagel. A company who took advantage of a market niche is, Van de Wetering BV who has focused on transporting boats since it was established and only recently has diversified into other forms of transport. Utilizing its core competency of being able to transport extreme sized loads it penetrated the niche market of oversized machinery and silos which were not able to be transported by other companies. This started to happen in 2004-5 and quickly lead to increased revenues for the firm. An example of a company adapting itself to its clients is Winder Limmen who has seen opportunities with major customers of theirs. Rather than previously positioning themselves purely as a construction, an offshore or a general transporting company they now discuss with the clients overall transport solutions. This is different to what they previously did because it makes Winder Limmen the ‘transport service’ or 3PL company who can subcontract activities it does not want to do itself while perform the other activities it chooses to. 

The regulatory environment is also an extrinsic factor that influences transportation companies. Government and Unions influence the regulatory environment through the implementation of new policies, laws and restrictions. For example, it is anticipated that the government will impose stricter fuel emission standards on trucks in Holland. Once enacted, this law will mean that all transport firms will have to switch to newer fuel efficient trucks. Another example is the periodic labor union negotiations which take place in Holland. Individual transport companies have little influence on these but have to deal with the results of the discussions. In 2009 a 3% wage rise was imposed on firms which affected firm prices. This can affect a firm’s business model by making foreign truck drivers economically more attractive. Although no firm with foreign drivers as part of their business model was interviewed they were frequently referred to by the interviewed companies. 

There are intrinsic ways in which firms change themselves. These can manifest themselves as pure efficiency gaining activities or in some cases as visionary strategic management changes. Both were encountered in the company interviews. In terms of intrinsically driven efficiency gains Vlug BV utilizes technology and partner relationships to increase their efficiencies for the company. IT systems that track trucks movements, fuel consumption and statuses allow for more enhanced planning. They also arrange to keep their trucks based at their client’s warehouses for their faster mobility and savings on fuel consumption. Both measures increase efficiencies for Vlug. An example of a firm who increased efficiencies through reducing fuel consumption and reducing labor costs while increasing customer satisfaction is Bentum BV who decided not to use the Chanel Tunnel any more to transport goods to the UK. The company now uses a ferry based model which reduces chances for delays, improves on-time delivery rates to 99% and reduces labor costs. There have been instances where internally the management board has made strategic decisions for the future of the business which have made considerable changes to the company’s operations. An example of this is Deudekom where, in part through economic pressure, the management has established a longer term strategic vision for the company that is now guiding which of its divisions it will decide to focus on. 

Some catalysts exist which help facilitate changes for companies. When a company is bought out the new owners can have a large impact on deciding what will be transported. Additionally an acquisition for a company will have the affect of giving more competencies in certain areas, allowing the company to expand its activities in that area. An example of being bought out would be Hessing Transport where 70% of their operations are dedicated to their parent company. They can work with other clients but their main priority is their parent company. An example of an acquisition is Nagel BV, after their management decided they would focus purely on the airfreight transport they acquired a company which at the time was transporting purely for Fokker. This allowed them to quickly build up more competence in the area of airfreight transportation. 

5.3 Transport Costing

There are a number of common important cost components for each of the transport companies. In addition to this some companies have unique costs associated with their special activities. The common costs encountered by all the companies were labor, fuel and capital expenses with labor being the largest proportion in most cases. All companies observed similar unpredictable fluctuations in their fuel expenses but for some companies also experienced it in other areas like specialized tires and insurance costs. Labor costs rose for all companies and this was attributed to the labor union negotiations, CAO, that were finalized and implemented in 2009. 

For all the firms interviewed labor was the highest cost centre, accounting for between 40-50% of costs, and in 2009 it got more expensive. Responses about labor tended to be similar across all companies interviewed with few companies having unique observations to discuss. Each company in the transport sector had to incorporate a 3% pay raise for their drivers in 2009. Considering labor costs account for almost half the costs this was at least a 1.5% increase in total costs. To make it more challenging for some firms, they had to spread the cost of these pay increases over the later 9 months of 2009 because the CAO agreement only was agreed upon in late March 2009. This meant that it was retro-active for 3 months, even though companies had already been operating and charging clients their old prices for those 3 months from Jan to Mar 2009. An example of this was at Winder Limmen BV where the effective wage rate rose by 3.9% from April until December 2009, to compensate for the 3% that should have been added in the first quarter. Despite these increases wage prices are still relatively sticky and the CAO negotiations take place every few years so these prices rises were to a certain extent expected. However, they cannot always be predicted and management therefore has to anticipate these wage increases. In the case of Winder Limmen the management makes estimates based on their information sources about what the CAO wage increases will be. 

Although less significant than labor costs, fuel is still an important cost for all companies and there have been considerable fluctuations in the prices they have had to pay. It comprised between 17% and 25% of costs and companies that specialize in long distance haulage tend to spend more on fuel. Others spent relatively less such as those companies who have smaller transport divisions, who travel small distances or who have transport models that rely on ferry services. For the majority of firms fuel has been the most fluctuating of all their costs. Van de Wetering noted that fuel had gone from 79c to 1.04c and then back down to 85c since September 2007. The transport companies did mention however that this is not the first time that fuel prices have fluctuated. Nagel BV explained that towards the end of the 1990s there was a period of fluctuant fuel prices also which lead to the introduction of the fuel surcharge clause. This fuel surcharge clause effectively passed on the fluctuation of the fuel price to the clients. Although the majority of firms use this fuel surcharge clause there are exceptions and the clause itself is constructed differently at each firm. An example of a firm that does not use it is van de Wetering, the boat transporter, because it is impractical for pricing with their clients. This means they have to absorb the price fluctuations internally. In terms of the different types of fuel surcharges, s firms use different base periods for fuel prices and review them at different intervals. Some firms did this weekly whereas others did it quarterly. This illustrates that their prices can change quite regularly, up to once per week, and this in turn reduces the stickiness level of their prices. 

Another major cost area is capital and firms chose to set this up in different ways, depending on their organizational strategy. For example some firms lease their trucks while others own their equipment. The proportion of costs that capital accounts for varies from 20% up to 40%. 

In addition to labor, fuel and capital costs there are other costs which differ per firm and in significance. These include special load permits, ferry costs, crane tires, maintenance, washing costs etc. For Bentum a major cost is ferry transport between the Netherlands and the UK. For van de Wetering a major cost is licenses to be able to transport boats across different territories, totaling some 1.2million Euros annually. Other firms have cited maintenance, cleaning costs as well as government fees and taxes. These costs, while important, vary considerably between the different firms depending on their types of operations and are not as general and significant for all firms as the fuel, labor and capital costs mentioned above. 

5.4 Enhancing Operational Effectiveness

A number of activities were being used by various companies to enhance their operational effectiveness, in light of the fluctuating fuel prices, the economic recession but also for general competitiveness. These efficiencies can be brought about in various ways including IT enhancements, planning improvements, quality control and labor management. Some companies are implementing management information system improvements through the utilization of IT. Other companies are focusing on improving their planning processes. Another company is focusing on a client oriented business model. Some are looking at ways to reduce labor costs while maintaining commitment and flexibility from their staff. Finally there are some instances where management is in the process of consciously and significantly changing the company’s business model by cutting some business units and focusing primarily on others. 

In terms of technological enhancements, IT is allowing firms to become more efficient, accurate and reliable for their clients. An example of this is at Nagel BV which was in the last phase of an IT upgrade, allowing information from its fleet to be sent electronically back to the planning department in the head office. This new system also gives customers an online interface where they can lodge, track and update their freight orders with Nagel. The central planning department is then able to use this information to plan the upcoming day’s movements faster which is beneficial for drivers, customers and the planners. The drivers now know earlier where and when they will be driving. The significance of this change is felt the night before a trip has to be made. A driver now can be told at 7pm rather than at 11pm in the evening that they will have a shift starting at 5am the next morning. The driver can then get extra sleep and prepare for an early start which was less likely under the old system. Drivers are now transmitted destination addresses with increased accuracy using the new system compared to the old system which involved being told manually over the phone; a time consuming and error prone process. Clients now can lodge and track the progress of their transported goods on the Nagel website where they can make modifications to orders online. The planners have more information about driver locations and freight status’ which reduces the incidence of driver shirking while on the job and adds to operational effectiveness. Nagel senior management explained that while the implementation seemed quite smooth, it was only evident how useful the new system was, once it broke down for a period of time. During that period the planning department reverted back to the old system which required significant extra work compared to their new IT based system. A similar information management had been installed at Vlug transport with similar benefits. An additional advantage for Vlug is that when they generate quotes for new clients they are able to refer to actual data of similar deliveries for more accurate estimates.  

Enhancements are often made in the planning division where planning decisions can commonly lead to cost savings. Across the transport industry effort is made to reduce the average cost of a palate transported. This can be seen by combining truck loads and calculations of revenue for return journeys of trucks. An example of this is Ben Becker. There the company simultaneously has a list of loads that need to be transported to different destinations. There could be an instance where 4 loads are being transported to southern Germany and if it is possible to combine these loads into 3 trucks instead of 4 then this results in a cost saving for Ben Becker. Additionally, while the planning department is looking at the route the trucks will take to Germany, information is used for the return trip. If the loads are to be dropped off in Munich then it is possible to pick up freight for the return journey in cities along the way back to Holland, like Nuremburg, Stuttgart etc. As noted, this practice is not unique to Ben Becker but is an activity undertaken to enhance operations and reduce costs. 

Firms have also taken measures to enhance the usage of their personnel in order to reduce costs while maintaining commitment and flexibility from their staff. An example of a firm which has taken steps towards this is Vlug where an existing committed relationship existed between staff and management. In order to reduce costs the current labor expenses were re-examined. It was found that the current employees were already working above their industry prescribed weekly hours and were in fact consistently working overtime each week. Faced with the objective of reducing costs Vlug opted to reduce current employees work hours down to the prescribed level rather than laying off other staff members and keeping the overtime arrangement. This has meant that no major retrenchments have had to be made and that Vlug is stricter regarding the total number of hours that can be worked by individual employees. This has achieved the objective of reduced costs and has enhanced operational effectiveness accordingly. 

Another way in which firms have enhanced operational effectiveness is to streamline their whole company’s operations. It is common for firms to diversify their activities over a period of time because of revenues that can be earned in different activities. However, in some cases this can reduce firm effectiveness, especially if synergies across activities are limited. The firm van Deudekom has decided that in order to create optimum operational effectiveness it will focus on one of its current 3 transport activities. This is expected to make the firm more of a specialist in one area, benefiting from economies of scale and potentially making it a stronger sub-market player. 

5.5 Transport Revenue

When analyzing the revenue models of the transport industry it is important to distinguish how agreements are negotiated and how prices are calculated.  There are three main methods in which to form an agreement between a transport company and their clients however there are a variety of different ways in which a transport company calculates its prices that form the basis of the agreements. The negotiation methods will be explained first and thereafter the price calculations used by firms. In most contracts, but not all, there are contingencies set for unforeseen developments such as the fluctuation of fuel prices. These particular contingencies known as fuel clauses will also be assessed regarding how effective they have been to reduce the impact of fuel fluctuations as well as why there are some companies who chose not to use them. There is one other method that firms referred to which is when they outsource cargos to other transport companies. In this instance a commission (finder’s fee) is charged which is considered as revenue for the initial transport company. 

Before any cargo is transported an agreement is made about how much it will cost the client and these agreements can be facilitated through three main methods. Contracts are mainly formed as a result of either a new customer requesting a quote, a renegotiation of an existing contract or a quote filed as part of an invitation to tender. These account for the majority of instances when a contract is negotiated. Some methods are more preferred than others by different transport companies. For example, Nagel put a lot of effort into their contract renegotiations to keep their existing clientele. This means they do not have to market as much to attract new customers and they don’t have to tender for contracts which typically have small margins. At Bentum a preference is given to writing quotes to new clients rather than participating in the large invitation to tender processes. The ‘invitation to tender’ processes is associated with large potential clients and have a tendency to result in very low fee rates (unattractive to road haulage companies). When putting a quote together for a newer client there are more opportunities for higher margins which is advantageous for a transportation firm, such as Bentum. 

Irrespective of which method the firm and client come to the agreement the transportation firm will use one of a number of approaches to calculate the prices for its services. Some firms use historical prices, others look at their marginal costs, others look at average total costs, others use sophisticated information systems to generate precise costs for particular services while others have straightforward standard set rates. The reasons for the different methods have to do with the business cycle (lower vs. higher demand), customer relations, fixed cost obligations or competitor pressure.  An example of a firm choosing to cover its marginal costs is Top transport, at that firm an individual quote is made for each delivery based on a truck load. The firm is aggressive in setting low prices which ensures that its marginal costs (fuel, driver and truck lease costs) are covered. This aggressiveness has allowed it to increase its volumes through attracting new clients. However, one risk is that once prices are dropped for one client, other clients can find out about this and ask for the same special low rates – which can be problematic. An example of when a firm uses its average costs to set prices is at Nagel, who in the contract renegotiation phase with their clients understand that their clients need to reduce their costs otherwise they will look elsewhere for better deals. Nagel then offers cheaper rates in its contracts for higher volumes of cargo transported, on the condition that Nagel’s own costs are covered. Through economies of scale, lower prices are passed on to clients and the clients are encouraged to stick with Nagel rather than find a new transport company partner. Some firms chose to use set price structures for different services offered. This system proves simple to administer and is useful for clients who know exactly what prices to expect. Ben Becker uses this system by having a price for each postcode in Germany, where it transports to. An example of a firm that uses its sophisticated IT to help quote prices is Vlug. There the information of particular services routes is used to provide accurate cost estimations for the company to offer the client. An example of a company that uses historical figures to set prices is Hessing where they have a strong relationship with their parent company who is also their main client. This relationship means that prices do not need to be put under the same degree of re-evaluation compared to other companies. 

Contracts are by nature incomplete and to account for this, contingencies are built into the contracts that get signed between transport companies and their clients, particularly with regard to fuel price fluctuations. This applies to the majority of firms but certainly not all of them. A fuel surcharge clause simply states that as the price of fuel rises, the cost of the unit being transported goes up as well. When the fuel price drops, so does the fuel surcharge. Furthermore, the factor to which unit prices change with the fuel price changes is pre-determined. This eliminates a considerable amount of risk for many transport companies who therefore no longer have to absorb the fluctuations by themselves only. Having been in used for almost 10 years the fuel surcharge practice reportedly does not receive much complaint. Clients are aware about when prices of fuel go up and when they go down because most they themselves make visits to the petrol station on a regular basis. Some transport companies have their fuel surcharge clause set for quarterly adjustments, others for monthly, and some do it weekly. These are dependent on the transport company and client negotiations and preferences. Some companies find it administratively costly to change the prices each week while other companies have set up systems where it automatically occurs weekly. One company who did not use fuel surcharge clauses and for whom it did not make practical sense to do so was van de Wetering. For this company the quotes offered to the clients are an ‘all inclusive’ price, set 3-6 months in advance. The nature of the boat transport industry is such that clients desire to see one set price and not an ‘uncertain’ price. To account for the fluctuation van de Wetering uses the current period price of fuel for its quotes. When the prices of fuel go down, they make slightly higher profits on the pre-signed contracts. But van de Wetering will use the new lower prices for their new quotes they set. In essence there is a lag effect and the assumption is that in the long term the short term gains and losses from fuel price fluctuations will cancel each other out. This does make for challenges in the short term however, with potentially rising costs and non changing revenues. 

Another way in which transport companies can earn money is by referring cargos to other companies. This occurs when a firm has no more capacity to transport goods or when a load is too small and needs to be transported to a location which is logistically expensive. For some firms this happens frequently at others it is irregular. In such an instance the firm will charge a proportionately small fee, considered a ‘finder’s fee’ to the other firm. The way this occurs is that the initial firm will simply offer a reduced rate (compared to the amount it received from the client) for the package to be transported. The difference between the amount offered to the other firm and that received from the client is the amount retained for the initial firm. This is typically not very much, so as to make sure the other firm still has an incentive to transport the cargo. 

5.6 Synergy Utilization

Synergies can be found across the transport industry both within firms and outside them. They exist geographically but can also be found in particular partnerships with clients and competing transport companies. Synergies refer to the phenomenon where entities can benefit from the presence or existence of others in their environment. Competitors may utilize each other if they specialize on different geographical regions or if the company is so structured the same can be achieved within different divisions.  Firstly geographical synergies will be discussed and thereafter the synergies of competing firms cooperating with each other for the interests of a common client. 

The vast majority of companies interviewed cited that there was a degree of cooperation with competitors in the industry. This occurred most often when it was not commercially viable for a company to transport to an unusual geographic zone. For example, Bentum focuses on transport across the English Chanel to the UK. If they were to be asked to transport something to Scandinavia they would approach another transport company who specializes on this route. The vice versa is also true in that the Scandinavian specializing firm would approach Bentum for goods to be transported to the UK. Many times the firm would charge a ‘finder’s fee’ or a commission of some small amount for passing on the business. This synergy characterized competing firms who differentiate in terms of location specialization however it also occurred within firms as well. Top transport has a partner firm with warehouses in other parts of the Netherlands which it takes advantage of for its business. The warehouse located furthest north specializes on the Northern Germany market while the warehouse located furthest south in Holland specialized on the Southern Germany market. The area between these two German zones was catered for by the other remaining warehouse. If one warehouse had something that needed to go to a zone serviced by the other warehouse they would send it between themselves first before dispatching a truck to the relevant part of Germany.

Synergies also appear across competing firms who service common clients. When it makes sense to cooperate and therefore reduce average costs for the client then firms sometimes did this. An example is Winder Limmen who has a major client which works with several transport companies. At a certain point the client noticed that half full or quarter full trucks from competing firms would arrive to drop off goods so they suggested that the firms work together to transport loads amongst them, thus reducing the total number of trucks required. While in theory this is a simple concept it is contingent on a number of factors including common goals amongst the transporting companies. Also referred to as 4th Party Logistics, a central unit was established to coordinate the transportation amongst the firms. For a period of time this system worked effectively until it became apparent that there was goal incongruence. One party suggested that foodstuffs be transported with construction equipment, which was not possible for all the participating transport companies. The result was a break down in the arrangement and a referral back to the pre-existing system. 

5.7 Market Forces 

A number of market forces influence the activities of the transport companies in the industry. These refer to the finance required for operations, market regulation and economic cycles. Each will be discussed with their relevance and examples illustrated. 

During the financial crisis of 2008-09 a common problem for transportation companies was reduced demand and a subsequent reduction in cash flow. This brought about liquidity problems for transport companies of small, medium and large sizes in the industry. What was observed by some medium sized transport companies was that banks provided liquidity support was provided to the larger transport companies in the industry but not to the small-medium sized ones. It was postulated that the larger transport companies represented a larger investment from the banks and that their bankruptcy would have significantly larger negative effects on the banks that they had a loan with. If a small to medium sized transport company defaulted then this would not be as significant for the bank that supported it. 

Another force within the market that transport companies have to take into consideration is the regulations and rules. Fuel efficiency standards are expected to be introduced into the transport industry and this will have implications on firms in a number of ways. Their initial capital outlay will increase as investments in new trucks will be required. In the longer term this will affect the consumption of petrol and their fuel expenses will also drop. However it is unsure to what extent this will happen. Regulation already currently exists in Germany where fuel inefficient trucks have to pay higher taxes than fuel efficient trucks. 

Finally the main market force which has affected all transport companies interviewed was the economic downturn associated with the 2008-09 financial crises, irrespective of the nature of their transported goods. All transport companies said that demand for transport had dropped somewhat. However, what was apparent was that different transport industries were affected to differing extents. For example, inelastic goods like foodstuffs, consumption of which drops less during recessions, dropped by a relatively small amount. Vlug reported that the volumes that they were transporting, much of which is foodstuffs, dropped by 7% during 2009. Luxury items, known as elastic goods, suffered a significant drop in demand and this was apparent when interviewing van de Wetering Transport Company who transport boats. Demand for boat transport dropped at least 40% and boat shows across Europe had contracted the size and scope of their exhibitions. Demand for other ‘normal’ goods varied between these extremes which were also dependent on the company being interviewed. 

5.8 Conclusion

The major observations from the transport companies have been analyzed in terms of the following groups: dynamic business models; transport costing; enhancing operational effectiveness; transport revenue; synergy utilization; and market forces. As was discussed, each transport company has changed in its size and focus since it was started illustrating firm dynamism in the long term. All the transport firms have similar cost structures with salary costs, capital costs and fuel costs being the largest components. Fuel prices have fluctuated the most of all costs incurred by the transport companies. It was also seen that firms have been able to enhance their operational effectiveness through many initiatives such as technology utilization, business model changes and increased labor efficiency rates. Revenues for transport firms are a function prices charged which are calculated in a variety of ways. Synergies in the market were also seen across competitors and within firms, based on geographic advantages and opportunities to reduce costs for particular clients. The market forces that transport companies deal with include the financial crisis, recession, case by case opportunities and regulations. 

6: Conclusion

6.1 Introduction

This chapter will answer the initial research question by using the output of the literature review and the research data. Initially in section 6.2 the sub questions will each be answered based on the information from the data analysis (chapter 5) and the literature review (chapter 2). Thereafter the limitations of the research will be mentioned and at the end of the chapter, the final section provides a thesis conclusion, answering the main research question. 

6.2 Main findings 

This research set out to clarify the impact of the fluctuating fuel prices on a specific but crucial component of the Dutch economy namely the road haulage sector. The sub questions postulated in the research methodology section, chapter 3, will each be answered based on the information obtained from the primary sources (interviews and accompanying documentation) and the secondary source research performed for the literature review. 

1. What are transport company’s major costs and which has fluctuated the most?
To answer this sub question the major costs will be presented and this will be followed by the most fluctuating cost. All transport companies face a set of common costs and some companies have specific major costs associated with their specialization. Firstly, the common major costs encountered by all the companies are labor, fuel and capital expenses. For all the firms interviewed labor was the highest cost centre, accounting for between 40-50% of costs. Although less significant than labor costs, fuel is also a major cost for all companies. It varied between 17% and 25% of operational costs with companies that specialize in long distance haulage tending to spend more on fuel. The companies who spent relatively less of fuel were those companies with smaller transport divisions, shorter distances to travel and with transport models that relied on ferry services. The other major common cost area is capital, accounting for between 20% and 40%. Firms chose to set this up in different ways with some firms leasing their trucks while others owning their equipment. 

There are other major costs which were firm specific or based on their business model. These include special load permits, ferry costs, crane tires, maintenance, washing costs, government fees and taxes etc. These costs, while important to some firms, vary considerably based on the types of operations and are not as general and significant for all firms as the fuel, labor and capital costs mentioned above. 
For all transportation firms the cost that fluctuated the most was fuel. All the companies interviewed had to deal with the same unpredictable fluctuations in their fuel expenses and consistently rated it the most unpredictable cost. From September 2007 fuel had gone from 79c to 1.04c and then back down to 85c. There was also a minority of companies who also experienced fluctuations it in other areas like specialized tires and insurance costs but these fluctuations were not as severe as those experienced with fuel costs. Another cost which changed for all transport companies, but which only increased in terms of unit costs, was Labor costs. This rose for all companies and this was attributed to the labor union negotiations, CAO, that were finalized and implemented in 2009. This turned out to be a 3% pay raise for their drivers in 2009 and due to the proportion of costs that labor comprised it meant for most firms a 1.5% increase in total costs, if they did not change their numbers of employees or hours worked.

To summarize and answer the sub-question, the major costs for transportation firms in the Netherlands are labor, fuel and capital and the one which fluctuated the most was fuel.  
2. How do transport companies set their prices and has this changed?

To answer the first part of this question, Dutch transport companies’ use a variety of ways to set their prices and these need not necessarily adhere to the theoretical paradigms surrounding pricing. The pricing methods range from systems such as using historical prices, marginal costs, average total costs, specifically tailored prices generated by sophisticated information systems and standard set rates. In most instances fuel surcharges are included which influence the extent to which the price can fluctuate. There are a variety of reasons for the different methods which include the business cycle (lower vs. higher demand), customer relations, fixed cost obligations or competitor pressure. To answer the second part of this question, the pricing models used by firms have changed during the long term and in some cases in the short term. 

During the research it was found that a firm who uses historical costs had strong relations with their client. An example of this in the study was one firm whose primary client was their parent company. For this firm the used established prices and reviewed them only when major changes to costs had occurred. In terms of marginal costs as a basis for pricing this was found in companies who were had an objective of covering their operating costs in the short run. This objective could stem from a need to survive as a company or as a means to be aggressive and undercut the competition. There were other firms who used the average total cost as a means to set their price. The firms that opted for this method were ones who did not have an objective of making supernormal profit from their clients but who were prepared to offer the lowest sustainable possible price to their clients. Some firms did this in negotiation and re-negotiation with their clients to demonstrate commitment to maintaining low costs. Other firms used specifically tailored prices for particular services for their clients. While this method is similar to offering the long term average cost to clients as a price it differs in the sense that each quote is handled individually and profits from each contract modified accordingly. In some cases more profit is calculated than others because more is possible. While the price might in some cases equal the long term average cost, it wouldn’t always. Other firms used standard set rates in order to price their services. This was based to an extent on their historical prices for particular products however the major difference is that fuel surcharge clauses could also be incorporated which would in the future differ from the historical prices. 

While all transport companies were exposed to the fluctuating fuel prices it is important to mention the fuel surcharge clause. This feature, introduced around the year 2000 in most transport companies, gave a provision for how the transport price would change as and when the fuel price fluctuated from a given base rate. Although the details differed across transport companies, the principal mechanism was common. It allows transport companies to pass on part or all of the fluctuating fuel cost as a function of the price charged to clients. Some firms would change prices weekly and others quarterly. Not all companies used this tool however. Firms who found it costly to administer or for whom it was impractical chose not to use it. The reasons for why it would be impractical were for the instance when the transport niche and clientele were specific enough to require all inclusive quotes before service was rendered.

The presence of the fuel surcharge clause on the majority of transport companies has a number of implications on pricing theory and previous research outcomes on the price setting behavior of firms. It’s presence and varied usage means that there is varied ‘stickiness’ amongst road haulage firms in terms of prices quoted to clients. It is also plausible that prices would be more ‘sticky’ before the fuel price volatility. Given that fuel prices would have natural fluctuation irrespective of the extent to which the fuel price changes, the price quoted to clients would change automatically at the end of each week, month or quarter. This means that the stickiness would not change and that it continued to be varied, just as before 2006. 

Another consequence of the fuel surcharge is that even though contracts are in place with clients, prices for the service can change, because the contract allows for flexibility in terms of prices based on fuel price fluctuations. This is counter intuitive to general theory which suggests that the presence of contracts adds to price stickiness. 

Additionally, one major feature of price stickiness has not been seen. Instead of the transport company deciding the stickiness of prices, the stickiness is also determined by the clients. This is because contracts are negotiated and at a number of firms the review periods are determined by the clients regarding how often the fuel surcharge is reviewed. 

Another premise in economic theory is that strong relations between the firm and the client would add to price stickiness. Exceptions to this rule were discovered during the study which showed that some firms were more willing to re-negotiate their pricing structure with their clients in order to keep their business and despite a pre-existing contract. The presence of the strong relationship in some cases reduced the degree of price stickiness. 

Conventional economic theory suggest that when the number of firms in an industry reduces or if a good is highly differentiated that the producer of that good yields more influence on the price and is less inclined to change their price regularly. This theory did not entirely hold for one company who transports goods in a highly differentiated way. For the firm who transports boats, prices were quoted for each boat they transport and each boot has different measurements to previous boats transported so in this case it is not entirely true that the firm does not change the price as often, because it is the only provider of that particular service. In fact the reverse is true, because the kind of service for each boot it transports is so unique it changes its price more regularly, for every quote, and therefore the price is not very sticky. 

3. How do fuel price fluctuations affect company investment decisions?

It was not found that the fuel price fluctuations had a significant effect on investment decisions for all the transport companies. However, some investments made by firms did reduce the company’s exposure to fuel price fluctuation because the investment reduced the fuel consumption of the firm’s trucks. This will be discussed further but to start with, there are other factors that influenced a transport company’s decision about investments such as expectations relating to the recession, business opportunities, increasing of efficiencies (improving customer satisfaction) and government regulations. 

To protect themselves by improving liquidity a small proportion of firms changed their leasing commitments in anticipation of decreased demand. One particular firm terminated the lease of a number of older trucks in its fleet and replaced them with fewer new trucks so that it had less fixed monthly costs. In financial terms this results in a better current ratio
 and more importantly for the recession period, a better quick ratio
. However, if demand were to pick up then that firm would use sub contractors to transport the goods. By not replacing all the old trucks and reducing lease commitments the firm improved its ability to handle reduced demand. 

Other firms have made investments into equipment to exploit market opportunities, irrespective of the fuel price fluctuations. Some examples of this are when firms purchase other transport companies, new warehouses or new trucks. It should be noted that this occurred less since the onset of the financial crisis in August 2008 and subsequent recession. 

Most firms made investments into things that would ultimately increase efficiencies for the firm. For one firm this occurred when they changed their business model, to make use of a ferry system to the United Kingdom, which created efficiencies through reduced fuel consumption. The result was less money spent on fuel overall, but this result also lead to less exposure to fuel price fluctuations. 

A number of transport companies said that they would make investments into newer fleets of trucks with better fuel efficiency standards if the government brought in regulations to do so. What is interesting is that the companies said they would not invest in the newer fuel efficient trucks without the regulations. It is a seemingly strictly dominant strategy to invest in the cheaper trucks and to keep prices charged to clients as low as possible. This is because clients primarily compare transport companies based on price per unit only. Fuel efficient trucks raise this price per unit whereas older non-fuel efficient trucks do not. So, with government regulations in place ensuring that all firms purchase fuel efficient trucks, it is no longer a dominant strategy to keep the older non-fuel efficient trucks. One result of purchasing the fuel efficient trucks is that they will reduce fuel consumption and subsequently exposure to fuel price fluctuation.

4. What are the synergies for companies in the transport sector?

A number of synergies were found in the road haulage sector both within firms and outside them. They are geographical in nature but also relate to particular partnerships with clients and competing transport companies. Synergies refer to the phenomenon where entities can benefit from the presence or existence of others in their environment. Competitors tend to utilize each other if they specialize on different geographical regions or in periods of excessive demand. Individual companies sometimes exploit geographical synergies if they have multiple warehouse locations in their network.  

The vast majority of companies interviewed cited that there was a degree of cooperation with competitors in the industry. This occurred most often when it was not commercially viable for a company to transport to an unusual geographic zone. For example, one firm might focus on the Netherlands – United Kingdom route and if they were to be asked to transport something to Scandinavia they would approach another transport company who specializes on that route. The firm would charge a ‘finder’s fee’ (a small commission) for passing on the business. This synergy characterized competing firms who differentiate in terms of location specialization however it also occurred within firms as well. Some firms had warehouses in different parts of the Netherlands which it would use as a dispatch base to different countries surrounding Holland. If one warehouse had something that needed to go to a zone serviced by the other warehouse they would send it between themselves first before dispatching a truck to the relevant end destination.

Synergies also appear across competing firms who service common clients, taking advantage of the fourth party logistics model (4PL). When it is mutually advantageous or a weakly dominant strategy (in terms of game theory) for competitors to cooperate and therefore reduce average costs for themselves and the client then firms sometimes did this. Although cited as a major shift in the logistics industry by the literature it was not found to be as prevalent amongst the firms interviewed. One firm that did engage in 4PL has a major client which worked with several transport companies. At a certain point the client noticed that half full or quarter full trucks from competing firms would arrive to drop off goods so they suggested that the firms work together to transport loads amongst them, thus reducing the total number of trucks required. A 4PL central unit was established to coordinate the transportation amongst the firms. A caveat for successful 4PL operations is that the firms have common goals for their cooperation. 
5. How have transport companies managed change?

There were many different perspectives on how change management should be performed although all the companies did demonstrate that they had changed. During the interviews each company highlighted various success factors in achieving successful change. Some highlighted ‘hard’ aspects referring directly to cost cutting, increased revenue generation or a combination of both in terms of profit margins. Other companies referred to ‘soft’ aspects of change management as being crucial to modify their businesses, highlighting commitment, communication and common goals as being important. However there was one striking observation which was common across all organizations interviewed which was that they had all changed in terms of scope (size) and if the company was older than 15 years then they had all changed their focus of transportation at least once. This was reflected in the responses of a number of interviewees who mentioned that change is a continuous process. 

To start with, ‘hard’ factors play a pivotal role in prompting discussions in the organization about whether change should occur. This was evident in companies who cited an objective of reducing fixed costs, allowing their firm to be more flexible, companies who wanted to diversify their revenue streams, and companies who generally were looking to make cost savings. Some organizations that had an objective of reducing fixed costs opted to use more subcontractors for their transportation work so that they had a reduced fixed fleet with fixed lease payments. This changed the nature of their operations and also reduced their number of drivers they employed. If it were not for the recession and anticipated reduction in demand for their services they would not have modified their business model in this way. Organizations that had an objective of diversifying their income looked into new mechanisms to generate revenue. One organization for example had management who analyzed their seasonal activities and saw an opportunity to use their company’s transportation core competency to provide new and additional services in traditional ‘off-peak’ periods of the year. Other companies who sought to make general cost savings undertook initiatives such as technological enhancements, synergistic initiatives and efficiency analysis of their operations. All firms had and were currently introducing new IT systems with the intention of increasing information dissemination at a lower cost through the organization. At least 2 firms also highlighted new business models they had incorporated such as 4PL to reduce costs, taking advantage of synergies across companies. One firm analyzed what their largest costs were regarding labor and accordingly reduced employee overtime hours to reduce costs.

In terms of ‘soft’ changes in the transport companies a few components were cited on a number of occasions as being important to drive change. Commitment from both employees and management was mentioned as being a key factor. Strong communication between partners, owners or employees was needed and finally common goals were mentioned as being important, particularly between clients and partners on joint ventures. During the interview stage of this thesis some examples were given by companies who cited ‘commitment’ as being important to driving change from examples both when it did not work and when it did. One organization was able to reduce employee hours by eliminating overtime and thus reducing wages. However it noted that this endeavor was largely successful because staff were quite willing to collectively go along with the measures because they are committed to the organization. In another organization the management mentioned that it was difficult to get the old staff to change their practices because they lacked commitment and were seen as skeptical to new initiatives. Commitment is closely linked to strong communication and has as such a different focus because it involves more stakeholders than just employees and management. One company mentioned that poor communication was a key reason why they were sold by their owners who were a foreign company that spoke Basic English and not even Dutch. In terms of common goals, one transport companies mentioned that they exited certain business models and partnerships because the other firms with which they had to work had goals that were not in line with their own. 

Perhaps the most striking of observations in terms of change management across the transport companies was the one common feature amongst all of them. All the transport companies had changed either in scope or focus, with the exception of one relatively young firm who had not yet changed its focus of operations. This suggests that all surviving transport companies will have their own ‘evolutionary story’. The key causes and features of change have been mentioned above under soft and hard reasons however it can be concluded that irrespective of initial size or focus, a transport company will change during the course of its existence. Therefore a constant consideration for management is change. 

6.3 Research Limitations

There are some limitations to consider with this particular thesis which relate primarily to sampling issues. It is possible that there was a sampling error regarding the companies participating in the study. When contacting the companies for the interviews at least 10 out of 50 companies said they had current problems (being overtaken, declaring bankruptcy or undertaking significant downsizing) which meant that they did not have time to assist in this research. This means that companies who were interviewed were not in a ‘dire financial state’. It is therefore possible that because the interviewees were with companies who were in a relatively better financial position, they could give a skewed perspective of the industry. 

Another sampling shortcoming of the study was that the people interviewed were of management level only, being either the CFO, General Manager, or Operations Manager. This could influence the perspective with which they answer certain questions or topics such as change management. 

6.4 Lesson Learned

Writing a thesis is a unique process and can be a challenging one. In the process of writing this particular thesis the author learned a few key lessons regarding how a qualitative analysis is undertaken, its usefulness and its drawbacks.

Firstly regarding the process of how a qualitative analysis is performed the author learned the importance of giving proper consideration to interview questions so that sufficient guidance is given to an interviewee, but not too much so as to lead and their answers. It was also very useful to understand the process of grouping and collating all the information obtained from the interview process.

Secondly regarding the usefulness of a qualitative analysis it was learned that the information obtained, although non-numerical, was very rich. The information given in an interview illustrated links between many facets of the transport companies which otherwise would have simply been postulated from theories of previous studies and research papers. The qualitative analysis gives fuller explanations of features which would otherwise be misinterpreted using the numerics of a survey system. 

The third key learning point pertains to the drawbacks of qualitative analysis such as the potential misrepresentation through sampling errors. 

6.5 Further Research
There are a few areas in which further research can be conducted to better understand the impact of fluctuating fuel prices on the Dutch economy. These pertain to pricing behavior, the evolutionary nature of firms and specific quantitative analysis’ of the cost of transportation and the fuel price. 

Firstly, a regression analysis could be conducted on sample firms to assess the effect of their fuel surcharges. This would investigate the proportion of the fluctuating cost of fuel that is passed on to clients by different firms in the transport industry. Secondly a regression analysis of the inflation on goods transported during the 2006 to 2009 period as a function of fluctuating fuel prices. Thirdly, it would be interesting to assess the evolutionary nature of firms and to what extent game theory or demand/supply models can explain how all firms have historically evolved in their size and focus. Lastly, should the ECB commission another study such as the Jonker & Blijenberg one into the price setting behavior in the Netherlands of firms then they should fine tune the questions in the survey. This is to account for the existence of fuel surcharges which allow for regular and automatic price changes as part of a previously agreed contract. This means that although responders to the survey will say that their prices change considerably, the reality for those with fuel surcharges will be that they infrequently review their pricing structures. 

6.6 Thesis Conclusion

Main question: How do volatile fuel prices affect Dutch transport companies?

Since 2006 the world has seen unprecedented oil and fuel prices and a level of fluctuation not experienced in at least one generation. In an attempt to assess its impact on the road haulage sector it has been seen that it has had a limited impact. 

Transport companies in Holland have largely adopted a fuel surcharge clause as a part of their contracts with customers which mean that they are able to pass on the increased cost of fuel proportionately to their clients. This reduces the exposure of the majority of transport companies to fuel price fluctuations and has a number of interesting affects on pricing behavior. Previous research and theory state that the presence of contracts and company-client relationships reduces price volatility but it was found in this study that this is not necessarily so. The thesis also showed that different transport companies have different costs associated with the process of reviewing their prices. This finding is useful for information economics as it implies that there are asymmetric costs of processing information for different firms. 

There were a minority of companies who were exposed in terms of risk to the fluctuating fuel prices but they were in niche markets where fuel surcharge clauses were not suitable. The fuel price fluctuation in this instance did provide uncertainty for the firm but it was dealt with through long term smoothing of prices. 

While limited impact was observed due to the fluctuating fuel prices there was significant impact observed due to the economic recession of 2008-09. This has directly and indirectly affected all transport companies in the Netherlands through decreased demand and has prompted different responses by all firms in the market. 
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Appendix 
A: Interview Questions 

The following questions were asked during the interviews with the 9 transportation companies during the context of a conversation. Some questions required clarification and explanation which was provided on a case by case basis. 

· What are the things that you take into consideration when your company puts together its prices? 

· Looking at costs, what are the costs which have fluctuated the most for the firm over the last 3-4 years?

· Where do you see synergies in the transportation sector? 

The word “synergy” was questioned by at least 4 interviewees and it was described using the following explanation: 

“usually when we’re talking about synergies we’re talking about multiple companies that exist together and where their individual values are less than their combined values. Perhaps they can cooperate through a joint venture or benefit simply through their competition’s existence. Take Rotterdam in the 1950’s and 60’s, back then because so many shipping companies were located in the same city the support industries located themselves there too. Then the shipping companies saved costs because they didn’t have to go far for services.” 
· How do you see change management happening within the industry? 

B: Example Fuel Surcharge Table  
Based on price of 1 liter diesel (including VAT)
	Min. Price
	Max. Price
	Discount %
	Fee %
	
	Min. Price
	Max. Price
	Discount %
	Fee %

	>0.64
	<0.65
	2.85
	 
	
	
	
	
	

	>0.65
	<0.66
	2.65
	 
	
	>1.12
	<1.13
	
	5.85

	>0.66
	<0.67
	2.44
	 
	
	>1.13
	<1.14
	
	6.00

	>0.67
	<0.68
	2.24
	 
	
	>1.14
	<1.15
	
	6.15

	>0.68
	<0.69
	2.03
	 
	
	>1.15
	<1.16
	
	6.30

	>0.69
	<0.70
	1.83
	 
	
	>1.16
	<1.17
	
	6.45

	>0.70
	<0.71
	1.62
	 
	
	>1.17
	<1.18
	
	6.60

	>0.71
	<0.72
	1.42
	 
	
	>1.18
	<1.19
	
	6.87

	>0.72
	<0.73
	1.22
	 
	
	>1.19
	<1.20
	
	6.90

	>0.73
	<0.74
	1.01
	 
	
	>1.20
	<1.21
	
	7.05

	>0.74
	<0.84
	0.00
	0.00
	
	>1.21
	<1.22
	
	7.20

	>0.84
	<0.85
	
	1.25
	
	>1.22
	<1.23
	
	7.35

	>0.85
	<0.86
	
	1.46
	
	>1.23
	<1.24
	
	7.50

	>0.86
	<0.87
	
	1.66
	
	>1.24
	<1.25
	
	7.65

	>0.87
	<0.88
	
	1.87
	
	>1.25
	<1.26
	
	7.80

	>0.88
	<0.89
	
	2.07
	
	>1.26
	<1.27
	
	7.95

	>0.89
	<0.90
	
	2.28
	
	>1.27
	<1.28
	
	8.10

	>0.90
	<0.91
	
	2.28
	
	>1.28
	<1.29
	
	8.25

	>0.91
	<0.92
	
	2.69
	
	>1.29
	<1.30
	
	8.40

	>0.92
	<0.93
	
	2.90
	
	>1.30
	<1.31
	
	8.55

	>0.93
	<0.94
	
	3.10
	
	>1.31
	<1.32
	
	8.70

	>0.94
	<0.95
	
	3.25
	
	>1.32
	<1.33
	
	8.85

	>0.95
	<0.96
	
	3.40
	
	>1.33
	<1.34
	
	9.00

	>0.96
	<0.97
	
	3.55
	
	>1.34
	<1.35
	
	9.15

	>0.97
	<0.98
	
	3.70
	
	>1.35
	<1.36
	
	9.30

	>0.98
	<0.99
	
	3.85
	
	>1.36
	<1.37
	
	9.45

	>0.99
	<1.00
	
	4.00
	
	>1.37
	<1.38
	
	9.60

	>1.00
	<1.01
	
	4.15
	
	>1.38
	<1.39
	
	9.75

	>1.01
	<1.02
	
	4.30
	
	>1.39
	<1.40
	
	9.90

	>1.02
	<1.03
	
	4.40
	
	>1.40
	<1.41
	
	10.05

	>1.03
	<1.04
	
	4.40
	
	>1.41
	<1.42
	
	10.20

	>1.04
	<1.05
	
	4.65
	
	>1.42
	<1.43
	
	10.35

	>1.05
	<1.06
	
	4.80
	
	>1.43
	<1.44
	
	10.50

	>1.06
	<1.07
	
	4.95
	
	>1.44
	<1.45
	
	10.65

	>1.07
	<1.08
	
	5.10
	
	>1.45
	<1.46
	
	10.80

	>1.08
	<1.09
	
	5.25
	
	>1.46
	<1.47
	
	10.95

	>1.09
	<1.10
	
	5.40
	
	>1.47
	<1.48
	
	11.10

	>1.10
	<1.11
	
	5.55
	
	>1.48
	<1.49
	
	11.25

	>1.11
	<1.12
	
	5.70
	
	>1.49
	<1.50
	 
	11.40


Source: Ben Becker Internationaal Transportbedrijf B.V.
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� Jacks, D, S,. O’Rourke, K, H,. Williamson, J, G,. 2009
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� Current ratio refers to current assets divided by current liabilities


� The liquidity measure, ‘quick ratio’, refers to cash and cash equivalents plus marketable securities plus accounts receivable, all together divided by current liabilities
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