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Delivery Services
'One Throat to Choke'

By RICK BROOKS 
Staff Reporter of THE WALL STREET JOURNAL
November 21, 2005; Page R6
In the era of snazzy technology, it's worth remembering how much of that stuff gets from here to there in a humdrum box in the back of a truck. Done right, which usually happens, the trip is precisely synchronized, right down to how briskly your delivery person carries the package the last few steps to the front door.

Delivering packages might not be an exciting business, but it's a huge business -- and hugely important. The four major parcel carriers in the U.S. -- United Parcel Service Inc., FedEx Corp., the U.S. Postal Service and the DHL unit of Deutsche Post AG -- together handle roughly 23 million shipments a day. They keep factories chugging, replenish customers with inventory and help Santa survive Christmas.
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See the full Trends report2.

It's a tough job, and it's getting tougher. Here are 10 hot topics in the package-delivery world.

1 > BRANCHING OUT
While FedEx still is the king of overnight packages and UPS dominates ground shipments, both companies are barreling into new businesses in hopes of broadening their reach beyond the types of deliveries that made them household names.

Atlanta-based UPS bought trucking company Overnite Corp. for $1.25 billion in August. It was the largest acquisition in UPS's history, and intensified the competition with FedEx, which gobbled up trucking carrier American Freightways Corp. in 2001.

With their expansions, the shipping companies are burrowing deeper into the supply chains of customers to help companies eliminate much of the unpredictability in their operations and steer shipments as efficiently as possible -- even if that means avoiding the priciest delivery options the two carriers provide.

But the rival delivery giants disagree on how far to take the one-company-fits-all strategy. As a result of about 30 acquisitions since going public in 1999, UPS says it can do everything from running warehouses for its customers to lending them the money they need for their own expansion. FedEx Chief Financial Officer Alan Graf Jr. told analysts and investors last month that "you've got to really think" before "you put all your eggs in one basket."

Michael Eskew, UPS's chairman and chief executive officer, acknowledges one drawback of being a one-stop shop: Customers "call it one throat to choke," he said in a meeting with Wall Street Journal reporters and editors in September, "and they look at our throat to do that."

2 > BULLS IN THE CHINA MARKET
Carriers are ramping up their Chinese operations to grab a bigger piece of the country's export-led economic growth.

UPS plans to open a cargo hub in Shanghai by 2007, its first in mainland China, as part of a $500 million investment in the country. And after taking direct control of much of its express-delivery business in China from Sinotrans, a government-owned transportation company that operated as an agent for UPS since 1988, UPS is going head-to-head against state-run China Post, which had a near monopoly on domestic deliveries until recently.

FedEx will open a $150 million Asian hub in 2008 in the southern Chinese city of Guangzhou, countering a move by DHL to double the size of its air-freight operation at Hong Kong International Airport in 2007.

3 > DHL'S UPHILL RIDE
DHL is struggling in the U.S., where it has an estimated market share of just 7%. But lately it has shown signs of a rebound. "We've made great progress on stabilizing the basic business, probably even a little faster than we hoped," John Mullen, a joint chief executive of DHL Express, said in August, claiming the company's on-time performance is "consistently" equal to that of FedEx and UPS.

DHL seems to be recovering from a series of missteps that set back its progress in the U.S. market. After plans were announced in 2004 to spend $1.2 billion to build or upgrade DHL shipment-sorting facilities and make other improvements to its delivery network throughout the U.S., it looked like the carrier would inch closer in the rearview mirrors of UPS and FedEx, which have a combined 80% share of their home market. But then came potholes big enough to swallow a yellow DHL delivery van.

Late deliveries, inconsistent customer service, snarled billing and other problems added up to a loss of €495 million ($581 million) in 2004 for DHL Express Americas, much worse than the forecast of a loss of €300 million. The U.S. business isn't predicted to break even until the fourth quarter of 2006.

4 > LABOR-MANAGEMENT TURBULENCE
It's a bad omen for contract negotiations if labor and management can't even agree on how much workers are currently being paid.

According to the union representing the 2,500 pilots flying UPS packages and other freight throughout the world, the typical pilot's pay is $168,000 a year. UPS says its pilots make an average of $175,830 yearly. Given that, maybe it's no surprise that the two sides remain stuck after three years of negotiations on issues that include compensation and retirement benefits.

Meanwhile, FedEx last month asked the National Mediation Board to intervene in contract talks with its 4,300 pilots, claiming that the union wouldn't allow members to vote on a deal that would have "cemented" their bragging rights as the best-paid pilots in the aviation industry.
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Get used to the war of words. With pilots at major passenger carriers such as Delta Air Lines agreeing to huge concessions in an effort to stem catastrophic losses, the era of how-high-can-you-go pilot contracts is over, meaning pilots at FedEx and UPS don't have lots of leverage. On the other hand, the two delivery companies made combined profit of $4.78 billion on revenue of $65.95 billion in their most recent fiscal years, and their pilots say it's time to share the wealth.

5 > THE TRACKING COMPETITION
Delivery companies show no signs of slowing the race to improve package-tracking capabilities and other customer-oriented features.

Next year, the post office will start using 300,000 so-called Intelligent Mail devices, hand-held scanners that will make it much easier to track a piece of mail all along its route.

But the Postal Service has a lot of catching up to do. UPS now collects electronic data on 95% of the packages that move through its U.S. system each day. And FedEx Billing Online gives real-time access not only to certain shipment details but also to customer accounts and invoices.

6 > PRICE SUPPORT
With such fierce rivalries, you would think customers could get a break on shipping rates by pitting the delivery companies against each other to get the lowest price.

Wrong. The resilient economy continues to generate robust growth in shipping volume, meaning space is tight on railroad cars, cargo ships and package-delivery trucks. Ground-delivery customers surveyed in September by James Valentine, an analyst at Morgan Stanley, expected the biggest jump in shipment volume since his survey began in 2001.

Meanwhile, UPS and FedEx in particular are being careful not to ruthlessly undercut each other as they spar for customers, since Wall Street gets panicky at any hint of a price war. As a result, the pricing environment is "aggressive on a market-by-market and an account-by-account basis, but stable and rational," Daniel J. Sullivan, president and chief executive of FedEx's ground-delivery operation, said last month.

Customers will have to dig even deeper into their pockets next year. On Jan. 2, FedEx plans to boost rates on air shipments in and from the U.S. by 5.5% -- the largest percentage increase in at least nine years. This year's increase on those deliveries was 4.6%. UPS will also raise air-shipment rates 5.5%.

7 > FUEL FINANCES
Fueling the more than 88,000 delivery vehicles and nearly 600 planes used by UPS to crisscross the world cost $1.41 billion in the first nine months of 2005, a 45% increase compared with a year earlier. Sky-high fuel prices have triggered an energy-conservation binge that saves more than $1 million a month at UPS's airline, partly by having planes use only one engine when taxiing. But the brunt of rising energy costs is being passed along to customers.

Strong demand has made delivery companies more successful than many other industries in adding substantial fuel surcharges to basic pricing, which can increase delivery costs by more than 10%. (The Postal Service doesn't use fuel surcharges, so it has been trying to buy fuel in bulk so it can negotiate lower prices.)

Fuel prices have been climbing so fast that it has been hard for the delivery companies' surcharge mechanisms to keep up. FedEx adjusts its surcharges once a month, but it can take as long as six weeks after fuel prices rise for FedEx to start recovering the increases from customers.

8 > DELIVERING EXTRA FEES
Package carriers also are hitting millions of customers with a growing list of "accessorial" fees that the companies defend as a way to zero in on deliveries that are the costliest to make.

For example, houses and apartments usually are scattered more widely than office buildings, and drivers in residential areas sometimes have to make another delivery attempt when residential recipients aren't home. So FedEx, of Memphis, Tenn., adds $2 to the price of every air shipment to a residential address, plus as much as $2 if the destination is rural. Both those fees will climb by five cents to 10 cents in January.

The push to raise fees began several years ago, and now it's hard to avoid paying extra. The total number of items on UPS's accessorial list is 36, including a 50-cent fee for certain specially printed return labels and a hazardous-materials surcharge of $20 on ground shipments. Putting the wrong address on your package will cost you as much as $10.

The Postal Service doesn't charge more for residential or rural deliveries. But it can't match the delivery guarantees or package-tracking capabilities offered by the private companies.

9 > POSTAL SERVICE REBOUND
Despite its shortcomings, the Postal Service is staging a comeback in the package-delivery market as a three-year lull in rate increases restores its bargain-basement status.

The volume of Priority Mail and Express Mail deliveries rose 4% in the first nine months of the current fiscal year from a year earlier. Those deliveries had declined in each of the previous four full fiscal years.

Another positive sign: Dell Inc. recently began steering some computer shipments to the Postal Service instead of delivery companies. Mr. Valentine, the Morgan Stanley analyst, estimated the Postal Service could win more than two million shipments a year from Dell, plus lots of attention for its new "hold for pickup" service, in which recipients pick up deliveries at a post office instead of having them delivered to their home address.

10 > HERE, THERE, EVERYWHERE
The number of shipping locations is mushrooming as delivery companies escalate their fight for small and medium-size business customers. These customers typically account for some of the industry's most profitable shipments, since they lack the bargaining power of bigger companies with more regular deliveries.

FedEx now has more than 1,450 Kinko's outlets, up from 1,200 when it acquired the copy-store chain in February 2004 for $2.4 billion. UPS has a franchised network of more than 5,500 retail shipping locations. These outlets' offerings include pack-and-ship services and document production and shipment.

The formula seems to be working. According to Colography Group Inc., a transportation consulting and research firm in Atlanta, 13.7% of all U.S. air shipments and 14.5% of ground deliveries in 2004 were made at a Kinko's, UPS Store, post-office counter or other "retail access point."

--Mr. Brooks is deputy bureau chief for The Wall Street Journal in Atlanta.

Write to Rick Brooks at rick.brooks@wsj.com3 
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A Bigger Load

Total average daily volume of packages
carried by UPS, FedEx, the U.S. Postal
Service and DHL (in millions)
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