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Key success factors

The Australian logistics industry contributes 3.1% to GDP. Given
Australia’s size and distance from major overseas markets, its indirect
contribution is even greater.

The road freight industry is highly competitive. Given powerful
customers, low barriers to entry and high rates of substitution, price
led competition is prevalent.

The competitiveness of the road freight industry is reflected in lower
industry returns. With average profitability of just 6.2%, the dividing line
between success and failure is narrow.

The task of freighting goods around Australia continues to grow. Whilst
the rate of growth is projected to moderate, demand will not be a
concern over the short or medium term.

Future productivity gains are limited. Therefore, as demand increases,
the industry will face increasing pressures from congestion and driver
shortages.

The industry is subject to a vast array of regulations that lack
uniformity between states. High compliance costs restrict productivity.

The acceleration of growth in online retail is driving a need for
structural changes in the way goods are transported. There are
opportunities for some road freight operators.

To succeed operators must be cost and risk focussed, but must also
develop non price differentiators.
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Outlook

Whilst demand for road freight will continue to
grow, the industry will struggle to match the
productivity gains achieved over recent years. As
a result, congestion will become an increasing
problem, as will driver shortages. The increasing
importance of ‘the last mile’ will provide
opportunities for those operators who have the
resources and flexibility to exploit this growing
area, but most operators will continue to face
high price-led competition.

The task of freighting goods around Australia continues to grow.
Whilst the rate of growth is projected to moderate, demand will
not be a concern for the road freight industry over the short or
medium term.
342 billion
tonne/km

207 billion
tonne/km

5.2% p.a.

2.8% p.a.

27 billion
tonne/km
1972

The domestic road freight task has grown six
fold over the last four decades, from around
27 billion tonne kilometres in 1972 to over
200 billion tonnes in 2012. This equates to
growth of 5.2% per annum.
Source: Bureau of Infrastructure, Transport and Regional Economics
Note: A tonne kilometre is one tonne of freight moved per one kilometre

2012

2030

The domestic road freight task
is projected to continue to
increase, albeit at a rate closer
to the growth in GDP (2.8% per
annum).
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Challenges

Whilst demand is projected to continue to grow,
the industry will face increasing pressures from
congestion and driver shortages. Significant
productivity gains over the past four decades
enabled the industry to meet the six fold increase
in demand over the same period. The prospect for
future productivity gains are limited. Without
these, congestion will grow and consequent
increases in inefficiencies will allow rail transport
to gain a greater share of non-bulk freight.

The industry will face growing challenges from congestion,
driver shortages and increasing competition from rail.
Congestion
Whilst the domestic road freight task increased
six fold over the last four decades, the
productivity of heavy freight vehicles (average
weight carried per vehicle) has increased by a
similar factor over the same period and that of
light commercial vehicles has more than
doubled. Without these productivity gains,
there would be more than twice as many
trucks currently on the road.
Whilst the road freight task is projected to
continue to increase, opportunities for further
productivity gains are limited. For example,
recent modelling suggests fleet-wide heavy
vehicle average loads are likely to increase by
less than 5% between 2010 and 2030,
compared with the 40% growth in average
loads over the past two decades.
Indeed, according to figures from the
Australian Bureau of Statistics, productivity in
the transport sector has all but stalled with
productivity growth for the sector increasing by
only 0.6% a year in the five years to June
2011. The slowdown can be linked to a
number of factors, including accumulated

historic infrastructure shortfalls, which cause
delays along the supply chain, an inconsistent
regulatory framework, which stifles efficiency,
and restrictions on the size and load of large
vehicles.
If the growth in the freight task outstrips
growth in productivity, then the road network
will become even more congested in all major
cities and on interstate connections. The
Bureau of Infrastructure, Transport and
Regional Economics estimates that road
congestion will cost Australians $20.4 billion
by 2020. The majority of this cost will be borne
by the Road Freight Transport industry in the
form of additional fuel consumption, increased
driver costs and increased repairs and
maintenance.
“…going forward, there needs to be a much
stronger focus on lifting the performance of the
national freight transport system as a whole
and achieving outcomes that are economically,
environmentally and socially sustainable in the
long-term.” (Productivity Commission, 2005)

Driver shortages
The workforce is ageing and, as older drivers
exit the industry, skills shortages are becoming
apparent. The average age of an Australian
truck driver is approaching 50 years old. Over
the next 10 years, the recruitment of around
15,000 new drivers will be required to replace
drivers retiring or exiting the industry.
The driver shortage is more keenly felt in the
line haul sector, where specialised skills are

required to drive heavier trucks with a wider
range of configurations. These drivers are also
more likely to be attracted to higher paid
opportunities in the mining sector. By contrast,
short haul drivers tend to be relatively less
skilled and immigration inflows underpin
supply. Line haul driver costs are projected to
increase by around 4.9% per annum over the
next five years.
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Increasing rail competition
Australia is one of the most intensive users of
road freight in the world but has the least
energy efficient road passenger transport
among members of the International Energy
Association. International experience
suggests that increased use of rail will be
vital to meeting transport and emissions
challenges as Australia’s population increases.
Whilst there is currently relatively low
substitutability between road and rail modes,
rail is growing as a competitive threat in
certain sub markets. The most significant sub
market is the long eastern states to Perth
corridor where rail currently accounts for
around 57% of non-bulk freight and the
Melbourne to Brisbane run where it accounts
for around 35%.

Whilst a recent study by BITRE concluded that
“substantial and sustained improvements to
rail freight rates and rail service quality,
relative to road, would be required to
significantly increase rail’s share of inter
capital freight” it also noted sustained changes
in road and rail input costs could alter inter
capital modal market shares significantly. For
example, in many markets oil prices of $100
per barrel or more render rail cost competitive,
even on a door-to-door basis, with road.
However, for some freight users, the
inconvenience of goods tied up in efficient rail
yards will remain a primary consideration.
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Regulation

The industry is subject to a vast array of
regulations that lack uniformity between states.
This adds unnecessary compliance costs.
However, whilst recent moves to streamline
regulation through the establishment of a
national regulator should provide some respite,
underlying principles around road safety and
network pricing will mean the industry will
continue to carry a heavy regulatory burden.

The movement of goods into, around and out of Australia is a
fundamental requirement of economic activity and government
provides and maintains the road network the road freight
industry operates on. As such, the industry is susceptible to
changes in government policy.
The industry is subject to a vast array of regulations covering areas such
as the safety of vehicles, speed limits, controls on driver fatigue,
intimidating driver behaviour, the safety and security of loads. In addition,
urban amenity issues, including noise and exhaust emissions and control
of truck routes, and road damage issues, such as overloading and the
use of lightly constructed roads.

Onerous and
complex regulatory
framework with
state and vehicle
configuration
variations

The National Transport Commission has identified 368 variations in the
existing national legislative framework.
Complying with inconsistent legislation comes at a cost. To help improve
productivity within the industry, the National Transport Commission has
recently established a National Heavy Vehicle Regulator (NHVR) which,
with effect from January 2013, will regulate all vehicles over 4.5 tonnes.
The industry has long voiced its support for a consistent regulatory
framework, with the establishment of a national regulator responsible for
administering a consistent national law. The benefits to be unlocked by
regulatory uniformity are estimated to be worth $9 billion to $20 billion
over the next 20 years.
Generally, government regulation favours larger players who have the
scale to better manage the administrative complexity. Some smaller
players can only remain competitive by not fully complying with
regulations.

The government provides the road network through which the road
freight industry operates, but it does so at a cost. Pricing for use of the
network is a combination of fixed costs (in the form of vehicle registration
fees) and variable costs (in the form of fuel based charges).

Network pricing

Fuel tax credit

Following a review by the Productivity Commission in 2009, the
Council of Australian Governments (COAG) Road Reform Plan
considered new models for recovering costs. In July 2012, COAG
established a new Heavy Vehicle Charging and Reform Board (HCVI) to
develop an integrated package of investment, funding and charging
reform in preparation for a Regulatory Impact Statement (RIS) for public
comment in 2013.

Under the Diesel and Alternative Fuel Rebate scheme, the road freight
industry can claim a cents per litre rebate on diesel fuel (the rebate was
38.143 cents in 2012). The net benefit is 15.043 cents per litre after a
road user charge of 23.1 cents per litre is taken into account.
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Carbon tax

From 2015 the fuel excise rebate will be progressively reduced as a
result of an impost on emissions arising from the Carbon Tax. This is
estimated to result in an additional $509 million in fuel cost
(approximate 1% increase in overall costs). It is expected that larger
operators will pass on this increased cost to customers although
smaller operators may be forced to absorb some of this additional
cost, with a consequent impact on profitability.

Regulators have long recognised the opposing pressures imposed on
transport companies by clients, regulators, unrealistic delivery
timeframes and tight margins.
Statistics from the ABS and Bureau of Infrastructure, Transport and
Regional Economics demonstrate that whilst heavy vehicles
(including buses) comprised 3.9% of vehicles on the road in Australia
in 2009, they were involved in 16.3% of all fatal collisions – a
significant over-representation.
In 2005 the Federal Government introduced ‘Chain of Responsibility’
legislation meaning that anyone in the road transport supply chain
with control over any aspect of the load, including management,
maintenance, loading and even the customers, can be held liable for
breaches of the law associated with that load.

Chain of
responsibility

This forced key players in the industry to recognise the potential for
damage to their brand and livelihood, which drove them to participate
in the development of new technologies to reduce avoidable
accidents.
The Road Safety Remuneration Bill or ‘Safe Rates’ legislation passed
through parliament in March 2012, responding to a 2008 enquiry into
industry safety. The legislation will establish a Road Safety
Remuneration Tribunal. This tribunal will use legislation and
complementary regulations such as the federal Work Act 2009 and
the Independent Contractors Act 2006, as well as state legislation, to
monitor remuneration practices in the industry. The bill puts explicit
pressure on contractors to take responsibility for the effect their rates
have on the supply chain. By addressing the sub-contracting chain
the bill brings into focus the mechanism by which owner-drivers at
the bottom of the industry food chain are often put at risk.
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The last mile

The acceleration of growth in online retail in
Australia is driving a need for structural changes
in the way goods are delivered to consumers.
There are opportunities for major logistics
providers to capitalise on this growing market and
offset falling margins elsewhere within their
businesses. The outlook for smaller operators is
bleaker as they often lack the financial capacity to
reconfigure fleets.

With the rapid adoption of online retailing, and communication
improvements that are allowing businesses greater freedom of
location, the ‘last mile’ is becoming increasingly critical.
Online retail sales in Australia are expected to
double in the period from 2009–2016 to
$33.3 billion. The continued growth of this retail
segment will have fundamental implications for
the structure of Australia’s road freight and
courier industry.
Goods sold through traditional storefronts have
typically been road freighted in bulk from a port
to a national distribution centre, before being

disaggregated and repacked for bulk lot delivery
to stores. Online retail has fundamentally
different logistics requirements. Goods are
typically shipped in single units from overseas by
air, before being transferred individually to
residential addresses. This approach requires a
fundamental reassessment of fleet configuration,
technological requirements, distribution
infrastructure, and pricing models.

Traditional retail distribution
Store

Goods imported in
bulk by container
vessel.

Seaport

Goods transported in
bulk to a national
distribution centre
(via line haul).

National
distribution centre

Store

Repackaged goods
transported via line
haul to retail stores.

Online retail distribution

Store

Residential
address
Regional
distribution centres

Residential
address
Residential
address
Residential
address

Seaport
Goods imported in
single units, either by
container vessel or air.

Regional
distribution centres

Residential
address
Residential
address

Airport

Residential
address
Regional
distribution centres
Parcels transported via
line haul to regional
distribution centres.

Residential
address

Individual parcels
delivered to individual
residential addresses
via light commercial
vehicles.

Residential
address
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These structural changes raise a number of
issues to resolve. Major logistic players have
already identified the opportunities and begun to
restructure and re-orientate their organisations.
Australia Post (which has a 40% share of postal
and courier markets in Australia) has already
commenced trials of in-store parcel collection
lockers, with attached scanning and tracking
facilities, as well as SMS and e-mail alerts.
Supermarket style self-service machines are
also being rolled out, allowing customers to pay
for, send and track a package at any time of the
day.

With line haul margins under continued
pressure, and warehouse and distribution
infrastructure underutilised, the major logistics
providers are hopeful of maximising ‘last mile’
opportunities to subsidise falling margins
elsewhere within their businesses.
The outlook for smaller operators is bleaker.
Perhaps most at risk are smaller line haul
operators focussed on the business-tobusiness segment. The financial capacity to
reconfigure fleets will be beyond most of these
operators.

Australian Post has also recently entered into
arrangements with a number of online retailers,
such as tarazz.com.au, through which Australia
Post will provide cheaper delivery rates on US
clothing and apparel purchased through the
service.
Similarly, Toll has signalled an intention to
partner with newsagents and milk bars to provide
a parcel collection network similar to that of
Australia Post.

With the acceleration of growth in online retail
in Australia, the emergence of technology-led
logistics platforms for internet order fulfilment,
and a refinement of delivery modes to reduce
the cost of failed deliveries (e.g. no-signature
deliveries or encouragement for shoppers to
select a business address), there are
significant opportunities for those who get it
right, but significant repercussions for those
players who are unable to fully participate.
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Key success factors

The road freight industry is highly competitive.
With industry profit margins typically 40% lower
than the Australian all industries average, the
margin for error is slim. To succeed, operators
must be cost and risk focussed, but must also
develop non-price differentiators such as service,
relationship, technology or specialised freight
configurations.

With average industry profitability 40% below that for all
Australian industries, the margin for error is slim. Failure to
meet key success factors can quickly lead to business failure.

Performance
management,
cost control and
KPI benchmarking

Developing a culture
focussed on risk

Given tight profit margins, it is imperative that costs are carefully
managed to ensure overruns are minimised and efficiencies are
maximised. This is best achieved through a formal framework of
recording and benchmarking costs against drivers of activity and
developing detailed cost models.

Breaches of risk protocols can not only lead to onerous financial
penalties, but can also irreparably damage goodwill. Chain of
responsibility legislation means that customers are now increasingly
focussed on risk management and, in circumstances of material
breaches by their logistic provider, may choose to take their business
elsewhere.
Risk compliance cannot be imposed overnight. It can take years to
develop a culture of risk compliance.

Commercial, profit
focussed approach

Strategic approach
to differentiation

Whilst it may seem obvious, in a highly competitive industry where
large and powerful customers can play off smaller owner operators in
order to drive down price, in the absence of a larger strategic goal, it
is critically important to not do unprofitable work.
Industry operators should ensure they know the rules of thumb for
their operations and have systems in place to ensure they are being
followed. As costs change, so should rates. Time should be invested
in explaining cost assumptions to clients but if a competitor has lower
costs (or is underquoting) then operators should find another
differentiator or walk away. Loss leaders are fool’s gold.

In a highly competitive industry, cost differentiation allows very few
winners. Industry operators should seek to identify and pursue
non-price differentiators such as service, relationships technology or
specialised freight configuration. If a division is not able to pursue at
least one of these, then consider closing it and downsizing to
prosperity.
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Why freight matters - the operation and efficiency of the national
freight sector has a direct impact on national and individual
prosperity.

The annual cost of road accidents to the
Australian economy has been estimated at
$18 billion. Freight transport can reduce the
safety of passenger transport, particularly on
heavily used routes such as the
north-south eastern seaboard
corridor between Melbourne and
Brisbane.
Congestion is also an increasing
issue, particularly in
metropolitan centres. However,
whilst increased road freight
often contributes to congestion,
improvements in freight
infrastructure can also lead to
decongestion and improved safety.

Environmental
impact

Road transport (freight and passenger services)
is responsible for around 13% of Australia’s
greenhouse gas emissions, and its share is
growing.
Pollutants such as noise, dust and light also
impact liveability and there are numerous
regulations in place to restrict these.

Freight

Social
impact

Economic
impact
Given Australia’s geographic
remoteness, size and population
dispersion, there is a need for
efficient internal freight networks.

Freight infrastructure and economic growth are
interdependent. Economic growth not only increases
the demand for freight infrastructure, but freight
infrastructure facilities economic growth. Without
sufficient supply, demand cannot be met.

“Without transport and logistics,
Australia doesn’t move”
(Australian Logistics Council, 2008)

Inter-relationship between growth
and demand
Increasing demand

“Given the size and distance from
major overseas markets, an efficient
and cost-effective freight transport
system is particularly important to
the competitiveness of Australia’s
manufacturers and exporters, and
ensuring competitors benefit from
the lowest possible prices.”
(Productivity Commission, 2005)
Source: Meeting the 2050 Freight Challenge, Infrastructure and Partnerships Australia

Economic
growth

Freight
infrastructure

Supporting growth
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Melbourne

Sydney

Perth

Level 24
333 Collins Street
Melbourne 3000
Victoria Australia

Level 5 Chifley Tower
2 Chifley Square
Sydney 2000
New South Wales, Australia

Level 11
37 St Georges Terrace
Perth 6000
Western Australia, Australia

Tel: +61 3 8623 3333
Fax: +61 3 8623 3399

Tel: +61 2 8257 3000
Fax: +61 2 8257 3099

Tel: +61 8 9220 9333
Fax: +61 8 9220 9399

info@kordamentha.com

info@kordamentha.com

info@kordamentha.com

Brisbane

Townsville

Singapore

Level 14
12 Creek Street
Brisbane 4000
Queensland, Australia

Level 6
75 Denham Street
Townsville 4810
Queensland, Australia

30 Robinson Road
Robinson Towers
#12-01
Singapore 048546

Tel: +61 7 3338 0222
Fax: +61 7 3338 0298

Tel: +61 7 4724 5455
Fax: +61 7 4724 5405

Tel: +65 6593 9333
Fax: +65 6593 9399

info@kordamentha.com

tsv.reception@kordamentha.com

sing.info@kordamentha.com

Adelaide

New Zealand

Level 4
70 Pirie Street
Adelaide 5000
South Australia, Australia

Level 16 Tower Centre
45 Queen Street
Auckland 1010
New Zealand

Tel: +61 8 8212 6322
Fax: +61 8 8212 2215

Tel: +64 9 307 7865
Fax: +64 9 377 7794

info@kordamentha.com

nz@kordamentha.com
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