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Since the inception of the express industry,

or rather since FedEx’s invention of it, the

integrators have had it their own way.

Granted, it wasn’t easy and there is the

famous story of how Fred Smith went to Las

Vegas and parlayed his last penny into

enough dosh to meet payroll. If he hadn’t been

lucky, then FedEx, and maybe even the

express industry, wouldn’t be with us today.

Since then, the integrators have prospered

by picking low-hanging fruit from the

traditional providers – particularly the freight

forwarders. In the early 1970s, there were

ample flights to move air freight overnight

around the US market virtually from

anywhere to anywhere.

In the days before expensive fuel, the

airlines handled the heavy stuff in the US

market and the freight forwarders the smaller

shipments. In fact, 75% of shipments in

freight forwarders’ consolidations were less

than 25kg. Internationally, flights weren’t

quite as frequent but by using the airlines, the

forwarders would send consignments “direct

Iata” and achieve fast transit times. 

FedEx came along and proved that its

model of controlling everything – road

transport, handling and aircraft – worked and

was extremely profitable. Freight forwarders

were able to achieve gross margins close to

15%, practically triple what they are today.

Once it got going, FedEx was hitting margins

more than double that.

Airborne Freight Corp, or Airborne Express

as it became known, was the first to try to

copy FedEx in the early 80s. But Airborne

never quite had the resources to compete

service-wise, so it tried to get business by

being cheaper. Not the best strategy when

your customer “absolutely, positively” had to

get a package somewhere.

UPS eventually woke up to the potential in

express and became an express integrator. It

had a couple of advantages: it was already a

package integrator, albeit by road, and it had

deep pockets. UPS just needed to develop a

process that would move packages faster. As

the largest ground package company in the

US, even larger than the US Postal Service, it

had a huge customer base.

UPS also had staying power. It identified

express as where it wanted to be and didn’t

sway from that strategy until it got there.

Meanwhile in the international express

market, DHL was growing in leaps and

bounds. Internationally, it used couriers on

airplanes to service the world. Not being

straddled with high fixed costs, and with a

“do now” mentality, DHL digested the

international market. 

TNT was DHL’s only real competitor. TNT

was a little bit like Airborne and never quite

had the resources or the customer base to

overtake DHL. Both FedEx and UPS faltered

when they went “international” while they

adjusted their domestic processes to

international ones.

Initially, forwarders’ consolidations were

full of small packages. Strategically, they had

two problems with moving small urgent

shipments in consolidations long-term: it was

slow, and it cost too much.  

When the courier association organised a

courier handling facility, CFL, at

Heathrow with BAA,  forwarders

complained that the courier

companies were getting preferential

treatment to achieve an hour cut-

off for outbound flights and an

hour recovery for inbound ones.

When they were advised they could

join the CFL, they declined. They

opted instead to keep moving small packages in

consolidations so they could continue

generating revenue from customs clearance,

airline handing, documentation, bonded

warehouse and the like.

Fifteen years after the CFL opened, no

forwarder has joined. Their lack of response

fed the growth of the integrators

internationally.  Today less than 5% of

shipments in a freight forwarder’s

consolidation is under 25kg.

The integrators have now set their sights on

urgent heavy freight. If something big has to

get from one place in the world to another

quickly, they have the dedicated lift and

flights to handle it. Of course, they also charge

above normal air freight rates for the service,

which produces high margins. Their success

in moving into the urgent air freight market is

helped by a “misconnect” in the air freight

chain.

Air freight rates are very competitive.

Shippers are always putting pressure on

forwarders to reduce their rates. The

forwarders, in turn, pressure the airlines to

reduce their rates. As a result, airlines’

margins go down and service deteriorates.  

What does this leave for the freight

forwarders? Slow, cheap freight.  Together, the

airlines and forwarders have the flights and

coverage to move heavy freight as fast as the

integrators. They just don’t have the process,

communication or pricing strategy to compete

and it looks like history will repeat itself.
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The integrators have now set their 
sights on urgent heavy freight

The Semiconductor Industry Association (SIA) has
released its annual three-year forecast of global sales,
projecting that the industry will continue to ride a strong
wave of consumer demand for electronic products. 

Sales growth of semiconductors correlated well with air
freight growth in the past – far better than with GDP
growth, according to Air France KLM Cargo. 

That is not surprising, given that air freight is dependent
on a small mix of products that usually have a high
value/weight ratio.  

In the past few years, 2.4% growth in  semiconductor
sales has roughly corresponded with a 1% increase in
global air freight tonne-km (FTK). With the SIA forecasting
a compound annual growth rate of 9% during 2006-2009
(9% this year, 10% next year, 11% in 2008 and 6% in
2009), that would translate roughly to average FTK
growth of 4% worldwide. 

Air France KLM Cargo says the picture is not quite as
simple as that. But the SIA prediction seems to roughly
support the generally optimistic forecasts of aircraft
manufacturers Boeing and Airbus of FTK growth of 
5%-6% in the coming years. 

Container lines put themselves in the lions’ den at the
European Shippers’ Council forum last week. Opinions
naturally differed on how well they’re currently
performing, and on life after the block exemption for
liner shipping is repealed. But both sides agreed that
more - and more reliable - data will be needed in a post-
conference world.

Lars Jensen, from AP Møller’s market intelligence
and analysis unit, predicts a black hole in the data on
which investment decisions have to be made. 

A neutral, and certified, index of freight rates would
pave the way for longer-term contracts, he believes.
But, while visibility of the spot rates paid by freight
forwarders may be a partial solution, calculating a true
freight rate in a way that accounts for different lengths
and types of contracts would be a truly Herculean task.

Chris Bourne at the European Liner Affairs
Association agrees the base information available to
analysts is “dreadful”, forcing them to go through
hoops to extract meaningful conclusions. He welcomes
the fact that most elements of the ELAA’s counter-
proposals are now acceptable to Brussels.

But a six-month delay is still being demanded before
data is published, to avoid collusion, and that’s
ludicrous. If a week is a long time in politics, six
months is an eternity for the global economy.
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