
Fortune-telling is
no exact science

The best way to avoid indigestion

Will Waters discusses the challenge of predicting air cargo growth

Larry Woelk on the growth strategies of express
integrators that have become industry models
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Predicting future trends is a key

element of any business and espe-

cially for companies that need to

invest in expensive, long-term

assets. For airlines operating fleets

of widebody freighters worth

something in the region of t100m

each, it is key to have some degree

of certainty about whether there

will be a market for them.

Aircraft manufacturers Boeing

and Airbus publish their own 20-

year air cargo forecasts, although

with a vested interest in selling

aircraft, their predictions of

global air cargo growth of 5%-6%

in the coming years are generally

seen as slightly optimistic.

Analysis of past patterns shows

the sales growth of semiconduc-

tors has a good correlation with

air freight growth and, according

to Air France KLM Cargo, far better

than that with GDP growth (IFW,

Opinion, 27 November).

“Most forecasts are still based

on GDP growth just because the

GDP data for longer periods is

published,” Dick van den Berg,

senior market analyst at AF-KL

Cargo, tells IFW.

“A large part of the GDP of most

countries is made up of the serv-

ices sector, which has no correla-

tion with air freight. Some states

rely on commodities such as oil

that are not transported by air. So

the logic of using GDP growth is

not convincing.”

GDP has no predictive value at

all for the perishables trade, he

adds. “For example,  Zimbabwe

has the most negative GDP dev-

elopment in the world, but the air

trade between Zimbabwe and the

and they are always carried by

air, as are a lot of the products

that use them, such as com-

puters, phones and cameras. 

“On the major trade lanes, Asia-

Europe both ways, Asia-US and

Europe-US both ways, the prod-

ucts that have a relation with

semiconductors make up a major

portion of air freight,” says  van

den Berg. “Of course, there are also

other products that are shipped by

air, like perishables – hence the

development on Europe-Africa

and Europe-Latin America is dif-

ferent. But on a world scale the

correlation is good.” 

He says the outlook for the

semiconductors market may give

a feeling on where FTK growth is

going to be, but care must be

taken when drawing conclusions.

First, the semiconductors

market has high fluctuations and

is very difficult to forecast. Hence

any forecast has a limited value.

Second, the correlation from the

past may be different in the

future. Third, air freight growth

may also be caused by capacity

Netherlands is growing due to its

exports of perishables.”

So, with the Semiconductor

Industry Association (SIA) this

month releasing its annual three-

year forecast of global semicon-

ductor sales, is this a more useful

guide for air freight?

The SIA is projecting that the

industry will continue to ride a

strong wave of consumer demand

for electronic products. Over the

past few years, a 2.4% growth in

semiconductor sales has roughly

corresponded with a 1% increase

in global cargo tonne-km flown.

With the SIA forecasting a com-

pound 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 growth in

freight tonne-km (FTK) flown of

4% worldwide. 

That there is a correlation is

not surprising. Air freight is

dependent on a small mix of

products that usually have a high

value/weight ratio. Semiconduc-

tors are among these products

Cargo carriers find it difficult to predict their capacity needs on a long-term basis

TNT’s decision to offload its logis-

tics business was a surprise to

many in the industry. But they

are, in many ways, just following

the FedEx model. There are three

basic models in the express

industry: UPS, DHL and FedEx.  

The UPS model is to offer a

broad range of services through

one integrated company.  UPS is

a process-driven company. As one

business guru maintains:

“Quality is in the process, not in

the people.” 

UPS’s methodical growth from

a delivery company in Wash-

ington State in the US to the

largest transportation company

in the world exemplifies the suc-

cess of its process approach – and

long-term thinking.  

UPS is committed to offer serv-

ices from a few grammes to sev-

eral tonnes. It is combining

back-office activities for its

package and freight business and

use FedEx. I don’t have any fig-

ures to hand, but would speculate

that company-wide yield (revenue

per kilo) and, consequently, the

margin, is considerably higher at

FedEx than UPS or DHL. 

The City must like the FedEx

model as the share price is out-

performing its major competitors.

TNT is following the FedEx

model. It has shed its logistics

business and is in the process of

offloading the freight forwarding

business gained through the

acquisition of Wilson.  

Although not in the US, TNT

has very strong integrated sys-

tems, air and road, in Europe and

Asia – particularly China. It uses

its lift to move its packages, and

urgent freight. 

With the digestion problems

both DHL and UPS have had with

their models, is it any wonder

that TNT has opted for the FedEx

example?

will probably eventually combine

front-office activities. The

problem with this strategy is that

moving heavy freight is not quite

the same process as moving

packages. But history tells us

UPS will get it right, even if it

takes decades. 

An integrated freight and

express company means one face

to the customer.  One face which

will enable UPS to capitalise on

the strength of its brand. 

The DHL model is to offer serv-

ices from  a few grammes to sev-

eral tonnes – through separate

divisions.  DHL is, for all intents

and purposes, four companies –

Express (packages), Global

Freight (international air and 

sea freight forwarding), Freight

(road freight) and Supply Chain

(logistics).  

Rather than trying to integrate

front or back-office activities, the

strategy is to have each division

stand on its own two feet.  This

enables very clear strategic and

management direction and easy

evaluation of each division’s per-

formance and results.

There is potential for cus-

tomers to get lost between the

four divisions. DHL handles this

by having a commercial organi-

sation which is not division-

specific and bundles the all 

services together. This enables

DHL to capitalise on its brand

image without combining the

operations.

Both the DHL and UPS models

are driven by acquisition and they

have sopped up some of the

biggest names in the logistics

business – Exel, Danzas, Fritz,

AEI, Menlo/Emery, Airborne

Express and many more. They

have also suffered from “merger

pains” as it is never as easy to

merge operations as it looks on

paper.

Which brings us to the FedEx

model – increase your range of

services, but do it generically.  

Like DHL and UPS, FedEx can

handle anything up to several

tonnes. However, it handles only

air (express or freight) and not

sea freight like UPS and DHL.  

FedEx service range covers pri-

marily premium services. It does

not get down into the trenches

moving tonnes of cargo for mar-

gins of a few cents a kilo.  Neither

has its growth been driven by

aggressive acquisitions – espe-

cially not into areas such as

freight forwarding where it has

no experience and margins are

low.

FedEx uses its own lift to pro-

vide premium services for both

packages and heavy freight.  If a

shipper “absolutely, positively”

has to move something heavy

internationally, he will probably

growth, and in the coming years

a lot of capacity will be added.

Also, growth rates differ per

region and per trade lane. 

“The semiconductors market is

highly dependent on new product

and innovations,” he adds. 

“For example, if you need new

computers because Microsoft

introduces new Windows soft-

ware that can not run on your old

computer, the market for semi-

conductors grows fast and so

does air freight. This happened in

1999/2000 because the whole

world thought that the millen-

nium problem could only be

solved by getting new hardware. 

“It is difficult to forecast in the

long run what new products may

be developed. Over a six-month

period the SIA can make a pre-

diction for the semiconductor

market, but not for a longer time

frame. For an airline that buys

aircraft that will be operated for

15-20 years this is not a big help.

“However, the outlook in the

semiconductor market for 2007 is

for moderate growth, which is

also in line with the current

development of the air freight

market and the Iata freight fore-

cast. Hence, it is roughly in line

with our expectations.” 

That said, major uncertainties

continue to surround the eco-

nomic and political situation

worldwide and the impact of a

growing trend to shift from air to

sea freight – related to capacity

growth in the liner shipping

industry – means the future

growth of air cargo demand

remains difficult to predict. 

What do you think about the issues of the week?
Have your say. � � �
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