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Adequate infrastructure investment and a well-educated labor force are crucial contributions govern
ment can make to help improve logistics and economic efficiency. This was the conclusion of the "Impacts 
of Logistics on the Upper Midwest Economy" symposium held on April 22, 1998. Moderated by Gerard 
McCullough, director of CTS and professor of applied economics, the symposium attracted a cross-section 
of government officials and representatives from nonprofit organizations and academic institutions, as well 
as decision makers and practitioners from shippers, carriers, and other private sector organizations involved 
in logistics and transportation. This special report summarizes the event's four sessions . 

• Keynote Presentation: "The Growing Role of Logistics in Industry" 
Introduction: Gary Eikaas, Executive Vice President, Dedicated Logistics, Inc. 
Speaker: Michael W. Wright, Chairman of the Board and CEO, SuperValu, Inc. 

• Panel 1: Industry Perspective 
Moderator: Robert Johns, Deputy Director, Center for Transportation Studies (CTS) 
Panelists: Ron Lifson, Vice President, LDI Industries; Ed Streeter, Director of Distribution, U.S. Operations, 

Medtronics; Judy Ohannesian, Director of Logistics, Dairy Foods Division, Land O'Lakes, Inc. 

• Panel 2: Impacts and Challenges for the Upper Midwest Economy 
Moderator: Gerard McCullough, Director, CTS 
Panelists: John McDevitt, Chief Economist, 3M; Jean Kinsey, Professor and Head, Retail Food Industry Center, 

University of Minnesota; Art Rolnick, Senior Vice President and Director of Research, Federal Reserve Bank 

e Panel 3: What Is the Role of Government? 
Moderator: Cheri Trenda, Director, T21LTAP and Continuing Education Programs, CTS 
Introduction: James Denn, Commissioner, Minnesota Department of Transportation (Mn/DOT) 
Panelists: Sherry Munyon, Director of Environmental and Transportation Policy, Minnesota Chamber of Commerce; 

Mary Smith, Member, Metropolitan Council; Carol Flynn, Senator, Minnesota Senate 
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Keynote: Slow Sales Growth 
Heightens Role of Logistics 

Michael W. Wright began his keynote address with com
ments about the general state of business and industry today. 

more efficient and productive logistics systems, just-in-time 
(JIT) delivery, and outsourcing. "That's why logistics began to 
assume a more important role in all industries," he explained. 

SuperValu has not been immune to this "revolutionary" 
change. The nation's largest wholesale grocer, Supervalu report
ed sales for the last fiscal year of $17.2 billion. In addition, it 
owns stores corporately, which operate under names such as He based his comments on a recent report by Norwest 

Investment Management, which he credited for giving 
him a greater understanding of the cause of the enor
mous business changes of the last few years. 

....---=:::----. Cub Foods. The logistics involved in supplying this net
work is a complex and massive undertaking, Wright said, 

with SuperValu's efficiency the industry benchmark. 

The 1990s can probably be summed up with 
the old saying, "It is the best of times, it is the 
worst of times," Wright said. On the one hand, 
we seem to have achieved an economic nirvana. 
Corporate profit growth has been faster than in 
any decade in the postwar period, and stock mar-
ket performance has been breathtaking. The cur-

"Logistics will 
continue 

Over the last four years SuperValu transformed 
itself in a number of ways, including the way product 
is moved to market and its relationships with vendors 
and customers. This followed recognition in the early 
1990s that a total supply chain review was needed to 
continue as an efficient provider to the consumer. In a 
study with manufacturers, wholesalers, retailers, and 
the industry, SuperValu determined that as much as 
$30 billion in costs could be taken out of the system. 

rent recovery is the second longest recorded in 
the United States, with almost unparalleled pros
perity and business efficiency. Most amazing, 
these accomplishments have been achieved with
out any evidence of inflationary pressure; in fact, 
disinflationary pressure is getting stronger, and 

to rise to 
unmatched levels 
of importance in 

industry." 

Until the 1990s, most manufacturers in the food 
industry paid little attention to logistics efficiency, he 
said, even though many distribution firms incur the 
bulk of their costs in logistics, second only to that of 
manufacturing and even eclipsing the numbers spent 

--Afichae/VV. VVright 
actual price declines are commonplace. 

However, several central indicators belie this 
success. Why, Wright asked, did total U.S. sales grow more 
slowly than at any time since the Great Depression? Why are 
real GDP, industrial production, and retail sales growing more 
slowly than in any decade since the postwar period? Why, in 
the eighth year of recovery, do layoffs, "rightsizing," and 
mergers persist near record levels? Why are disinflationary 
forces intensifying? And how can the U.S. economic miracle 
persist in the face of global economic crises sprouting in sev
eral parts of the world? 

"It is clear this 1990s global economic recovery has been a 
conundrum-record prosperity comingled with signals gener
ally found during recessions," Wright summarized. How do we 
make sense of this, what forces are at play, and what do they 
suggest for the future economic and financial landscape? 
Citing the Norwest report, Wright answered that the 1990s 
performance was so good precisely because the pace of eco
nomic growth was so weak. "Profits have soared not because 
of strong sales growth, but because record low sales growth 
forced corporations to widen margins." And because the 
underlying economy was so weak, price inflation has contin
ued to fall. 

The faltering demand of the 1990s precipitated new corpo
rate behaviors "premised on constant cost reduction," he con
tinued. The mentality of CEOs changed from a focus on sales 
expansion and rising prices, to an inward-looking, contrac
tionary behavior, to make more on less sales dollars. Payrolls 
were cut, compensation packages slashed, inventories reduced, 
capital added (primarily in computers), middle management 
eliminated, and suppliers "beaten up." In addition, mergers 
and acquisitions "exploded" and remain high. This drive to 
eliminate all unnecessary expenses also meant a new focus on 

on marketing expenses, sales, and administration. 
Logistics was just perceived as "a cost of doing business" 
passed through to the distributor or retailer. Moreover, inflation 
through the early 1990s allowed manufacturers to adjust prices 
routinely. 

When inflation ended in the mid-1990s and manufacturers 
could no longer rely on price increases, expense reductions 
became more important as a way of doing business. 
Marketplace economics were shifting and with this shift, those 
companies that could best exploit the change excelled. 
"Logistics was no longer seen as just a necessary evil, but as a 
vital point of differentiation and competition," he said. Wal
Mart typifies the "perfect model" of a firm that was able to 
exploit changes in the marketplace. It began to work with key 
suppliers to alter supply chain economics by, for example, link
ing computer systems to cut order lead time and the cost of 
replenishment. 

Wal-Mart's model of efficiency, still unchallenged, prompted 
a call to action by the food industry. The change to a focus on 
total supply chain management pushed SuperValu and its com
petitors to a much closer scrutiny of all costs, most notably 
logistics. In many cases, companies had had little idea of true 
costs, but the advent of activity-based costing provided a solu
tion. Activity-based costing allows firms to evaluate a variety of 
logistics paths to market. It allows SuperValu to understand the 
cost to handle a particular item, or to serve a customer or store, 
or even a particular order. "Although the model to understand 
this information was complex and costly to build," he said, "it 
has proven invaluable in assessing benefit in handling and pro
moting various vendors' goods." 

The new pricing method has two parts to it: first, charging the 
cost to serve a retailer with a particular order, and second, 
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charging the dead net landed cost for each product 
sold. Most significant, SuperValu found that by 
separating the cost of goods from the cost of ser
vice, it can rationally price in a way that facilitates 
efficient economic behavior by suppliers, cus
tomers, and itself. The new pricing system, in 

ment in the region (to provide 
markets for products), and to 
educate the labor force. A fully 
trained, creative, motivated labor 
supply is especially important for 

Ron Lifson, Ed Streeter, Judy Ohannesian producing the greater value, higher 
tech types of products that can be shipped to ports. Business 
must help education institutions and government understand 
what is needed to avoid costly worker retraining. The goal for 
both should be to work together to best spend the money avail
able. 

place in the firm's Denver distribution center for two years, took 
out 300,000 miles of truck travel in the first year alone. 

The common goal, Wright stressed, is landing products on the 
retailers' shelves at the lowest price possible. The new strategy 
drives SuperValu to provide menu pricing, reduce inventories, 
and reduce distribution expenses. Plus, "retailers are incented to 
ask for the level of service necessary to maintain stock condi
tions, but to avoid excessive deliveries for which they are now 
economically responsible." Subsidies are nearly eliminated, with 
each item, each vendor, each department, and each retailer bear
ing the consequences of total supply chain cost to market. 
Inventories and item counts are shrinking to a new, more prof
itable array. And as industry moves towards more efficient 
logistics behavior, the service costs to stores are lowered, so 
consumer buying power stretches further, positively influencing 
our economy. 

Government can help this trend by continuing deregulation, 
improving road networks, and fostering cooperation with 
employers dedicated to serving the community at large, Wright 
concluded. The real benefits from these changes are when all the 
partners act in concert-retailers, manufacturers, wholesalers, 
distributors, government-to build our economy. 

Panel 1: Industry Perspective 

Logistics plays a major role in the ability of Ron Lifson's 
firm to perform. LDI does business regionally, locally, and inter
nationally, with 50 percent of sales in packag-

Medtronics-Ed Streeter's firm-is the largest producer of 
cardiovascular products worldwide. It is a $2.5 billion company 
with sales in 120 countries. Streeter relayed that the healthcare 
industry traditionally had high margins and little concern for 
shipping costs. Ninety-nine percent of Medtronics' pacemak
ers-which had been its chief product-were shipped by air. 
Medtronics has since expanded its product line to include com
modity products such as blood plasma, and thus needed to reex
amine logistics. Another catalyst for change was healthcare 
reform, which meant shipping costs could no longer be buried in 
the product. 

As a result Medtronics contracted with providers and imple
mented logistics systems to rate shop, compare common carriers, 
and blend it all together. Given the nature of its products, full 
traceability is crucial, which is why Federal Express and UPS are 
relied upon. To improve efficiency-for example, by bundling 
products on shipments-Medtronics is making greater use of 
technology such as electronic data interchange (EDI) and 
intranets with a smaller network of carriers. Streeter believes 
they can halve their current freight costs of $70 million. 

Judy Ohannesian began by describing her firm, Land 
O'Lakes. It is a $4.2 billion company-$2.2 billion in its dairy 
food division-with members all over the country. Its supply 

chain extends all the way to members' farms (see 
ing products, and uses all modes of transporta
tion. 

Lifson credited the talent and work ethic of 
the Upper Midwest's citizens for the area's 
prosperity, but cautioned that the challenge for 
the region is continued growth. The Upper 
Midwest is not a consuming market for most 
manufacturing companies, but is an export 
market a thousand miles or more from sea
ports. With low population density, exports are 
necessary for economic prosperity-which 
makes logistics a major factor. JIT is no longer 
cutting edge or a competitive advantage, he 
claimed, but the norm in business. 

New logistics systems 
encourage retailers to 

bear the 

fig. I). From there the milk goes to plants; to 
storage; to remanufacture to make processed 
cheese; to distribution centers; to customer 
warehouses; and to consumers. 

Logistics is extremely important to Land 
O'Lakes, and is the second largest cost outside 
of product cost. She stressed, though, that logis
tics means a lot more than just transportation. It 
impacts quality of product, service to cus
tomers, and cost, as well as maximum shelf life 
for customers and consumers and consumer 
complaints. Customers expect perfect orders
delivered complete, on time, invoiced accurate
ly, with low unsalables. 

What does this mean? Business must fully 

consequences of total 
supply chain 

management-thus 
improving efficiency 

and stretching 
consumer buying 

power. 
Land O'Lakes has shifted its focus to total 

identify its needs and requirements and then develop a process 
to meet them, he said. A major part of this is to continue to 
develop, maintain, and improve a strong logistics structure and 
to establish partnerships with all affected private and public sec
tor players. 

delivery cost, not just logistics cost, razing functional barriers in 
the process. Using activity-based costing, it learned that cus
tomers that had been buying efficiently were subsidizing those 
customers that had not. As a result, Land O'Lakes changed its 
weight brackets and prices, so inefficient customers now bear 
more of the costs. The change has been well received by cus-He believes government's role is to foster economic develop-
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Fig. 1: Land O'Lakes dairy foods supply chain 

tomers, she said. The firm is also making massive investments 
in technology and installing new systems in all warehouses. In 
closing, she shared an item on her wish list-that Minnesota's 
rural road restrictions become more competitive with those of 
surrounding states. 

Panel 2: Impacts and Challenges 
for the Upper Midwest Economy 

John McDevitt predicted global business conditions for 1998 
and beyond. First, he reviewed where we've been: an era of 
huge inflation-22.5 percent globally in 1994-just ended. We 
now live in a "brave new world" where global inflation in 1997 
was less than 6 percent. Price increases are not as easily accept
ed in today's economy, he declared, so 
organizations must contain costs at every 
level. 

Aside from Asia, the world economy con
tinues to grow quite well. He forecast that 
as 2020 approaches, five economies will be 
dominant: Brazil, China, Indonesia, India, 
and Russia. In the United States, the growth 
rate of 1997 is unsustainable, but the consumer sector will be as 
strong in 1998. With our healthy economy and low unemploy
ment, technology is needed to make up for the labor shortage. 
As a result, investment in plants and equipment will continue to 
grow briskly. Growth in exports will still be strong, and Europe 
can counterbalance Asia's weakness to absorb exports. He 
agreed with Alan Greenspan's expectations for a "soft landing": 
continued growth without recession. 

Still, he warned that the fastest growth rates of the U.S. econ
omy are behind us. A slow growth pattern with shrinking mar
gins is likely in 1999, so emphasis on customer needs and cost 
containment will continue. 

Jean Kinsey discussed changes in the food distribution sys
tem that began in about 1992. One trigger for the changes was 
the arrival of Wal-Mart, now the second largest grocery seller in 
the country. Another reason was the slowing of inflation. And 
third, sales have stagnated (even in real terms, sales have been 
negative in the past three years) due to competition from other 
retailers such as superstores and the takeout food market. 

What does the "efficient response movement" mean for trans
portation logistics? Meeting demands for smaller, more frequent 

loads and higher quality requires higher technology, particularly 
computer compatibility, such as EDI ordering. Computer com
patibility is still one of the biggest bottlenecks in implementing 
this fully JIT system in the food industry. Also, lower invento
ries mean less room for error. 

Another major change is that food has become a consumer
driven market, instead of manufacturer driven. Part of this is a 
demand for higher quality and safer foods, which has put retail
ers in the position of gatekeeper. She also reinforced the impor
tance of product traceability and the need to upgrade labor skills 
for this new era. 

The number one point Art Rolnick made was the importance 
of competition. Why has the U.S. economy been so resilient and 
strong since 1982, even in the face of the 1987 stock market 
crash, the S&L crisis, and huge budget deficits? Not because of 

industrial policy or our natural 
resources, but because our economy 
is competitive and open to new ideas, 
he claimed. Guided by this history, he 
predicted that the current Asia crisis 
won't have much effect on our econo
my. Japan's model is now failing 
because the government has too much 

control over industrial policy. They will have to open their mar
kets and look to their industry to recover, he predicted. 

What does this mean for Minnesota's economy, one of the 
strongest in the world? He argued that downsizing is the sign of 
a healthy economy. While thousands of jobs may be lost, thou
sands more are created nationally, for a net gain. Companies 
that lay off workers are simply restructuring for greater efficien
cy and many rehire later. Besides, in a competitive environment, 

Labor 
shortages will 
mean higher 
investment in 
technology. 

firms have no choice: "If you don't 
restructure, you won't be around very 
long." 

He then raised two challenges for the 
Upper Midwest's continued prosperity. 
First is the shortage of educated, skilled 
labor. A proper role for government and 
the education system is to do a better 

job of educating citizens and providing skilled workers. 
The second challenge is the lack of competition in airline hub 

city markets. Recent studies from Washington show significantly 
higher ticket prices in the Twin Cities and other monopoly hubs 
than on average in other cities. This raises serious ques-

••• 
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tions, he said. Because the market is not competitive, it adds 
costs to all business here. Why doesn't the state of Minnesota 
ensure a competitive market, when it is the key to our future 
economy? He suggested the state consider the following 
approaches. First, establish rules for predatory pricing that 
would require predators, if they are successful in driving out 
competitors, to keep the predatory price for two to three years. 
This would be good for consumers. Second, he urged reopening 
the case for a new airport. It is important for the business com
munity to ask tough questions, he asserted, such as how much 
more competition there would be with a new airport, and how 
many more gates. In summary, Rolnick affirmed that there is a 
role for government-to make sure markets are as competitive 
as they can be. 

Panel 3: What Is the Role of 
Government? 

James Denn declared that Mn/DOT is 
clearly aware of its role as a service provider 
and responsible enabler, and believes in the 
value of public-private partnerships. Through 
its own operations, Mn!DOT is developing a 
practitioner's appreciation for the benefits of 
logistics and has been participating in the James Denn 
evolution of business practices, including 
activity-based costing. 

He then announced a proposed Freight Advisory Committee 
that will consist of approximately 30 representatives from the 
public sector (Mn/DOT, regional, county and city, academic) 
and the private sector (truck/motor carrier, railroads, waterways, 
air freight, intermodal, and shippers). Its mission is to provide a 
forum for the exchange of ideas and issues between Mn/DOT 
and the private sector to develop and promote a safe, reliable, 
efficient, and environmentally responsible freight transportation 
system for the state. The objectives of the committee are: 
• to ensure freight transportation needs are addressed in plan

ning, investment, and operation of Minnesota's transportation 
system, 

• to establish guidelines to measure and manage 
the state's freight transportation needs, 

• to provide input and direction to Mn!DOT on 
freight transportation policies, needs, and issues, 

• to recommend program and research areas for 
Mn/DOT follow-up and direction, 

• to represent the needs and requirements of 
freight transportation to the public, elected offi
cials, and other public agencies and organiza
tions. 
Activities of the committee will be incorporated r--

into the state's transportation plan, which 
Mn!DOT will update by January 2000, he said. 

Coalition. The mission of the coalition, established two years 
ago, is to organize at the local level to create awareness of and 
improve freight transportation systems, working cooperatively 
with all modes, their users, and the public sector. 

The coalition held freight stakeholder forums over the past 
two years to address a variety of issues. Many private sector par
ticipants were concerned about the lack of coordination between 
modes and between agencies. The public sector was equally 
concerned about the lack of freight information available to con
duct freight planning and programs. Both agreed that the general 
public is unaware of the role and importance of freight to 
Minnesota's economy. 

A key goal of the forums was to clarify the role of govern
ment. The three top roles were defined as (1) research, (2) edu
cation and awareness, and (3) partnership development. 
Members believed that a research and data void exists for topics 
such as the relationship between freight distribution and the 
broader economy, methods for streamlining regulations and 
enforcement, and ways for improving efficiency. Research 
should provide the essential link and justification for enhancing 
freight movement initiatives. The coalition also identified the 
Center for Transportation Studies as the appropriate site for 
research. Taking direction from both the public and private sec
tor, the CTS research agenda should be developed and supported 
by the business and logistics communities. It was also suggested 
that all interests would be better served if the research arm is 
maintained as an objective research center, Munyon reported. 

The forums found unanimous agreement about the lack of 
awareness of freight's importance. Members thought public-pri
vate partnerships offer the best arena to develop and disseminate 
information. The public sector should convey the important role 
government can play and provide freight advocacy, and 
Mn/DOT should act as a freight information clearinghouse. 

Almost everyone thought that partnerships, particularly pub
lic-private, are absolutely essential for ensuring the economic 
vitality of the region. Participants thought a more formal, ongo
ing partnership should exist between the freight community and 
the public sector-which, Munyon pointed out, matches the pro
posal that Commissioner Denn announced earlier. 

Mary Smith described the Metropolitan Council's role in 

Sherry Munyon recounted the work of the 
Chamber of Commerce Freight Stakeholders 

Sherry Munyon, Mary Smith, Carol Flynn 
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enables the private sector to use its energy, talents, 
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regional planning. The 
council is the federally 
designated metropoli
tan planning organiza- -Mary Smith 

Metropolitan 
Council. First, 
given limited 
resources, where 
should we best tion (MPO) in this area, 

and with Mn!DOT and the Transportation Advisory Board, 
plans capital improvement and allocation of federal dollars. 

The council is guided by its 1994-95 regional blueprint, 
of which the first policy is to "promote development of a 
regional economic strategy to strengthen the area's ability 
to compete in the international marketplace and improve 
the standard of living of its residents." Underlying this is 
the philosophy that government provides the foundation for 
the private sector to be the economic engine in the region, 
she said. Specifically, a transportation policy guidebook 
calls for the council to promote development of various 
modes and modal connections, to adequately serve the 
movement of freight within the region, and provide link
ages to statewide, national, and international markets. 
Strategies used to meet that goal have included: 
• promoting investment in freight terminals, through a plan

ning process with Mn!DOT and freight providers, to 
increase freight handling capacity and improve efficiency; 

• analyzing, with stakeholders, freight terminal needs; 
• looking at the broad freight system, with an advisory group 

and Mn/DOT, to see what needs to be recommended to 
make the area competitive in the future. 
Another role of the council is to evaluate alternative 

strategies for reducing the impact of traffic congestion on 
regional freight routes . Serious congestion is upon us. 
Why? Over the past 25 years this region grew about 25 
percent, and approximately 200 miles of freeway were 

spend our money? And second, how do we promote transit to 
relieve congestion in the seven-county area? She urged the 
logistics industry to correspond with the Met Council, com
municate its needs, and become more politically involved. 
"As you know, we have not had a gas tax increase since 1988, 
and without increased dollars, and because of the ISTEA 
requirement, we just cannot do the projects that need to be 
done in this area." 

State Senator Carol Flynn detailed how the legislature 
used portions of the $2 billion budget surplus to address 
some of the issues raised by the other speakers. One action 
was property tax reductions, primarily for commercial and 
industrial buildings. Legislators also spent a quarter of the 
surplus in bonding and capital improvements, some of which 
went to transportation. (About $34 million was allocated for 
local bridges from the general funding.) 

Another quarter was invested in education and into the 
reserve. And funding was included for light rail along the 
Hiawatha Corridor, which will connect major employment cen
ters and may get some people off the roads to ease freight 
movement, she said. "Now I think that's a good investment, and 
I consider those [allocations] as spending the dollars in ways 
that reduce your costs. And I think that's government's role." 

While acknowledging that logistics isn't on legislators' 
front burner, Flynn asserted that a good deal of state spending 
already benefits business. Higher education and K-12 pro
grams help establish a competent and skilled labor force. The 

transportation system is another example, added. Projections are that growth in the 
next 25 years will again reach 25 per
cent (which is a higher actual number, 
because of the higher base), and we 

,..-------:-----:-------.... albeit it needs improvements. Built by 

will build perhaps 20 miles of new 
freeway, Smith said. 

Part of this decline is due to 1991 's 
Intermodal Surface Transportation 
Efficiency Act (ISTEA), which 
required MPOs to have fiscally con
strained budgets. This meant a pro
ject could not be included in a trans
portation improvement plan if dollars 
were not identified for it. When 

"It is the responsibility 
of good legislators to plan 
ahead and try to create a 

long-range strategy for 
industrial development and 

the viability of the 
Minnesota economy. 11 

-Senator Carol Flynn 

government and functioning well, the 
transportation system perhaps explains 
why Minnesota's economy is ahead of 
much of the rest of the Upper Midwest 
and the country, she posited. 

But infrastructure is more than just 
roads-it's also the water and sewer sys
tem and air quality regulations, she said. 
The state does a good job of regulating 
the environment. "That's a good role for 
government and we spend a lot of 
money on it." 

ISTEA was passed, the Metropolitan Council had to cut 
more than $2.5 billion in proposed projects from its bud
get, she said. 

In closing, Flynn emphasized that government and business 
are dependent on each other and should work together on 
education and job training. 

Smith closed by naming two challenges for the 
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