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EXECUTIVE SUMMARY
During one of his two combat tours in Vietnam, Federal Express CEO Frederick Smith got a quick lesson in survival from a crusty Marine sergeant.  “Lieutenant,” the sergeant told Smith, “there’s only three things you gotta remember: shoot, move, and communicate.”(Fortune, Nov. 1997)

Some thirty plus years later, and at the helm of one the shipping industry’s largest competitors, Smith has utilized that same tactical advice in the business world.  His maneuvering of FedEx has incorporated an aggressive shooting strategy as the company has emerged into numerous shipping regions around the world such as Asia, and furthermore, FedEx continuously has been pursuing and developing a solid foundation and infrastructure for the company and its future.  One example is the addition of a new hub in the Philippines, at Subic Bay. His movement has guided the company to innovate its products and develop with the needs of its customers.  Finally, the use of communication has emerged as one of the company’s greatest competencies, not only with customers, but internally as well.  “FedEx has always been a technology trailblazer, and the success of fedex.com is testament to that.” The company was one of the first to harness the power of the Internet, launching its Web site in 1994 with a bold new package tracking application one of the first true corporate Web services. Soon after, FedEx became the first transportation company with Web site features that allowed customers to generate their own unique bar-coded shipping labels and request couriers to pick up shipments.  FedEx Ground is taking advantage of the wireless LAN technology by expediting the movement of shipping information from delivery workers' terminals to a central database.

It is with these tactics along with FedEx strong competencies and worldwide infrastructure, which will be discussed in further detail hereafter, that will foster the companies success and eventual competitive advantage in years to come.

FedEx provides many benefits to its customers.  The shipping industry, however, is one of extreme competition.  Not only are customers confronted with the choice of carrier, they are also confronted with a choice of means of shipment.  It is further complex, as the pricing strategy of the sector has companies, for instance, who lead cost in one form of shipment such as ground and follow in another form of shipment such as international delivery. 

FedEx foresaw the importance of differentiation early on, as did most of the sector players.  FedEx realized that it was in the information business.  Customers are not only concerned with the product getting from point A to B, but further, are interested in the knowledge of where the cargo originated from, its present whereabouts, destination, estimated time of arrival, price and cost of shipment.  All these elements are just as important to some businesses and consumers as receiving a safe delivery.  To support this need, and differentiate itself from competitors, FedEx created state-of-the-art technology for customers to track and validate shipments.  Shipments are virtually traceable from their origin to their destination all with the convenience of the personal computer.  Additionally, FedEx has forecasted the important strategic trend of a continuously global shipping market.  The differentiation of products is a continuous process in this competitive industry as innovations are often quickly imitated.  FedEx strives to develop innovations and listens to customers wants and needs.

Further meeting the needs of customers worldwide, the company has invested extensively in global infrastructure. Fedex connects some of the most important areas of the world that make up 90% of the world’s gross domestic product, some of the new hubs were built in the Philippines at Subic bay and in Europe at Charles de Gaulle, in Paris.   Particular emphasis has been placed on gaining a strong presence in the spawning Asian market.  Countries such as China, which had been predominantly exporting countries, are now large importers of goods from all parts of the World.  Since 1984 they have expanded service to over 300 cities within China.(Business Source Premier)

It is with this keen sense of “the big picture” that FedEx finds itself without a current sustained competitive advantage within the shipping industry.  The Fedex return-on-equity percentage of 10% falls far below the industry average of nearly 20%.  The company has invested heavily in aircraft and development of strategic worldwide airline hubs.  In 1997, FedEx foresaw the opportunity of Internet commerce and its implications on the shipping industry.  It is this same intuition that we at the San Jose Consulting Firm believe FedEx is positioning themselves as the future leader, with sustained competitive advantage, in the international market of the shipping industry. 

The extensive infrastructure and resources FedEx has compiled are quite impressive.  The company has added several optimum hubs, the Euro One Hub in Paris, the Asia One Hub at Subic Bay, and the new Iraq hub to increase the reach and accessibility in blossoming new economies and manufacturing locations.  This infrastructure, coupled with FedEx’s continuous innovations and fulfillment of customers needs, is what will create continued success, and eventual sector competitive advantage in the years to come.  

Chapter I: HISTORY

Key events and dates in the history of FedEx Corporation. 

(In italics: the entry of FedEx’s major competitor, UPS Corporation.)

1907 – UPS created by Jim Casey as the American Messenger Company in Seattle, Washington. 

1953 - UPS resumes air operations. Blue Label Air provides two-day service to Chicago, Detroit, and several major cities on the east and west coasts. 

1957 - UPS serves areas of five states within 150-mile radius of Chicago. 

1971 – Federal Express Corporation is founded in Little Rock, Arkansas.

Frederick Smith realized the tremendous need for one to two day package and air-freight delivery that was better than the current distribution system.

1973 - Federal Express relocates operations to Memphis, Tenn.

On the first night of continuous operation, 389 Federal Express employees and 14 aircrafts deliver 186 packages overnight to 25 U.S. cities — and the modern air/ground express industry is born.

1975 - Federal Express installs the first Federal Express Drop Box.

1975 - UPS forges "Golden Link," becomes first package delivery company to serve every address in the 48 contiguous United States. 

1977 - After two years of lobbying led by Federal Express, Congress passes Public Law 95-163 enabling FedEx and other cargo airlines to use larger aircraft with no geographic restrictions on routes.

1977 - UPS provides air service to all 50 U.S. States

1978 - Federal Express Corporation is listed on the New York Stock Exchange; ticker symbol is FDX.

1981 - Federal Express introduces the Overnight Letter.

           Federal Express begins international delivery with service to Canada.

           Federal Express opens its Super Hub adjacent to Memphis International Airport.

1981 – UPS purchased first aircraft for use in air delivery service. 

1983 - Federal Express becomes the first U.S. company to reach revenues of $1 billion without merger or acquisition.

1984 - Federal Express acquires Gelco Express International and launches operations in Asia Pacific. The first PC-based automated shipping system, later named FedEx PowerShip®, is introduced.

1985 - RPS Inc. (now FedEx Ground) is founded in Pittsburgh, Pa., and introduces bar code labeling to the ground transportation industry.

1985 – UPS started international air service between U.S. and six European countries. 

1986 - Federal Express introduces the SuperTracker®, a hand-held bar code scanner system that captures detailed package information.

1989 - Federal Express purchases Flying Tigers to expand its international presence.

1990 -Federal Express becomes the first company to win the Malcolm Baldrige National Quality Award in the service category. 

1990 – UPS - first scheduled flights to Asia on UPS aircraft. 

1992 – UPS - electronic tracking of all ground packages begins. 

1992 - UPS is delivering to more than 200 countries and territories; delivering 11.5 million 

packages and documents a day for more than one million regular customers. 

1993 - RPS (now FedEx Ground) exceeds $1 billion in annual revenue in its ninth year of existence, recording the fastest growth of any ground transportation company.

1993 - The UPS Logistics Group is established to provide global supply chain management solutions. 

1994 - Federal Express officially adopts "FedEx" as its brand for recognition as the worldwide standard for fast, reliable service.

- FedEx launches fedex.com as the first transportation Web site to offer online package status tracking, enabling customers to conduct business via the Internet.

- FedEx Ship® software (now FedEx Ship Manager QuickShip) allows customers to process and manage shipping from their desktop.

1994 - UPS.com goes live. 

1995 - FedEx acquires air routes from Evergreen International with authority to serve China.

FedEx opens the Asia Pacific Hub in Subic Bay, Philippines, launching the FedEx AsiaOne® Network.

1996 - RPS (now FedEx Ground) achieves 100 percent coverage of North America.

1998 - FedEx acquires Caliber System Inc. and creates FDX Corporation. 

1988 - UPS receives authorization from the FAA to operate its own aircraft, thereby officially becoming an airline. 

1989 – UPS worldwide Express Service expands to deliver packages and documents to more than 175 countries
1999 - FedEx Marketplace launches on fedex.com, providing easy access to online merchants that offer fast, reliable FedEx express shipping.

-  FedEx Corp. acquires Caribbean Transportation Services.

2000 - Parent company FDX is renamed "FedEx Corporation." Services are divided into companies that operate independently yet compete collectively: FedEx Express, FedEx Ground, FedEx Global Logistics, FedEx Custom Critical and FedEx Services. 

- FedEx Ground launches FedEx Home Delivery, an innovative business-to-residential service, in major U.S. markets.

- FedEx Trade Networks is created with the acquisitions of Tower Group International and WorldTariff.

- FedEx Custom Critical acquires Passport Transport.

- FedEx teams with Amazon.com on a major e-commerce event, delivering the book "Harry Potter and the Goblet of Fire" to 250,000 eager customers on the Saturday of its release.

- FedEx introduces customer technology solutions including a redesigned fedex.com, FedEx e-Commerce Builder, FedEx Global Trade Manager and FedEx Ship Manager.

2001 - FedEx Express and the U.S. Postal Service forge a public-private alliance. FedEx Express provides air transportation of some U.S. mail and places FedEx Drop Boxes at post offices nationwide.

- FedEx Corp. acquires American Freightways, a less-than-truckload carrier serving the 40 eastern states in the U.S. 

2001 –UPS launches direct flights to China with China Express

2002 - FedEx Corp. brands two of its LTL companies, American Freightways and Viking Freight, together as FedEx Freight. 

- FedEx Trade Networks reorganizes; Tower Group International becomes FedEx Trade Networks Transport & Brokerage Inc., and a new subsidiary is created, incorporating the services of WorldTariff, called FedEx Trade Networks Trade Services.

- FedEx Home Delivery completes its expansion to serve virtually 100 percent of the U.S. population.

2003 - FedEx marks a 30-year milestone; Federal Express (now FedEx Express) began its first night of continuous operations in 1973.

- FedEx teams again with Amazon.com -  FedEx Express and FedEx Home Delivery delivered over 400,000 copies of "Harry Potter and the Order of the Phoenix" (up from the previous release of 250,000) in a single day. (About FedEx, FedEx Historical Timeline; About UPS, Company History).

Chapter II:  EXTERNAL ANALYSIS

A.  Industry Life Cycle

FedEx offers a wide range of transportation services and they accommodate to the widest range of shipments.  FedEx is in the shipping services industry, which is an oligopolistic industry with few established competitors.  The shipping services industry can be classified as being in the mature stage of the industry life cycle.  The few competitors in this industry, such as UPS, DHL and USPS, in addition to FedEx, each have their own brand loyal customers and low cost operations that create significant barriers to entry into this industry.

As for the intensity of competition, in mature industries "companies tend to recognize their interdependence and try to avoid price wars."  (Hill Jones, p.57)  For mature industries a stable demand reduces the threat of intense rivalry between the established companies.  However, unpredictable economic activity can cause a "trickle down" effect, such as a slump in an economy causing a decrease through-out industry demand, and as companies fight to make money a price war begins among companies in an industry, therefore, price leadership can be broken down by unpredictable future events.

B.  Industry Dynamics

The shipping service industry is very dynamic. The variety of consumers needs explains the energetic nature of this industry. Global Corporations, E-Commerce Companies, small businesses, as well as individual consumers all have a need to ship packages or documents to other businesses or individuals; however, the nature of these services will vary. IBM Corporation, for example, is a large company that depends on shipping their products to a large extent. Due to the IBM’s large shipping volume, their shipping needs call for specific conditions provided by their shipping service provider, FedEx Corporation. IBM uses discounts on large quantity of shipments. In addition, they can use FedEx Corporation for aid with the customs documentation that is required for shipping internationally. The shipping industry needs to reflect the dynamics of other industries to keep up and sustain in today’s ever changing environment. 

The major innovation that has reshaped the shipping service industry and changed the world in the past decade is the Internet. With the use of internet and information technology, customers do not have to drive to drop of their packages at the nearest location any more. They can simply order a pick up on the internet or by calling in. This technology also makes it possible for customers to receive information on the shipment status at any time

.

This might seem as an established form of doing business in shipping service industry. However, many of us do not realize that it has been only since 1994 when FedEx established the first tracking applications website and provided each customer with a unique bar code to individualize each shipment.  This form of shipment tracking already provides customers with a very convenient way of staying in touch with their shipments from pick up to delivery. Yet, today’s information technology allows for even better way to do that, the wireless solution. An example of wireless solutions that FedEx offers to its customers is the accessing package tracking data through FedEx ground and home delivery web enable devices. These phones or personal data assistance (PDAs) allow customers to access tracking information from virtually anywhere and anytime. (About FedEx, Wireless Solutions)
The shipping service industry, like many other industries, constantly strives to incorporate technological innovations to meet their customer’s ever more sophisticated needs.

FedEx is not alone in the transportation industry that implements new technology in their way of doing business. One of their major competitors, UPS, is also taking advantage of new technology. In the latest press release from September 23, 2003, “UPS Suite of New Technologies Promises Better Customer Service, Operating Efficiency,” UPS reveals new technology system, including software, hardware and process changes to deliver customized solutions and even more reliable service. These service enhancements include “the ability to handle unique or unusual delivery instructions to offer more customized time commitments and to allow customers to make in-transit changes on package deliveries.” Innovation is transparent not only in FedEx’s operations but also in the way its competitors, like UPS, do their business. As stated in UPS’s press release: “These flexibilities correspond to today’s complex global supply chains that demand speed and frequent change.”

C.  Porter’s Five Forces

Applying Porter’s five forces model to the industry is not an easy task provided that FedEx Corporation provides various shipping services. For simplicity, we examined and applied the Porter’s five forces model to the ground and air-shipping sector. In FedEx, these two sectors are represented by FedEx Express and FedEx Ground. FedEx Express is the world's largest express transportation company. FedEx Ground, on the other hand, is North America's second largest provider of small-package ground delivery service, following the lead of UPS. Other segments of shipping service industry are for example e-commerce and supply chain management services, which are not included in the Porter’s five forces analysis.

1. Risk of new entry by potential competitors
The barriers to entry are very high.  One of the reasons that there is a high entry barrier is the high fixed cost associated with establishing the international transportation network. This includes hubs, ground transportation vehicles, air fleet, etc. Additionally, existing companies can take advantage of the absolute cost advantage achieved by large volume of shipments and economies of scale.

2. Extent of rivalry between established firms
Established players in shipping service industry complete rigorously for a market share, as demonstrated by the constant battle between FedEx and UPS, the company who responses first to the constantly changing environment wins. Established companies have to strive for continuous improvement in quality, lowering price, and innovation. There is very low switching cost for consumers in this industry making rivalry even more intense. In addition, intense rivalry is also due to the fact that maintaining the infrastructure of an express delivery company presents an exit barrier due to high fixed costs.

3. Bargaining power of buyers
The bargaining power of large buyers in shipping service industry is high. Cost associated with switching from one shipping service to another is very low. Therefore, buyers can turn to a shipping provider that offer faster service, lower price, or service innovation with ease. This is especially true for large corporations, like IBM, which ships in large volumes and can bargain quantity discounts.

4. Bargaining power of suppliers

The supplier power within this industry is fairly low. Large shipping service provider can affect prices of supplies, like packaging materials. This is because they buy in large quantities and can turn to different suppliers easily. 

5. Threat of substitute products

There are not many substitutes to shipping. In this day and age where many businesses have strong online presence and a small physical presence, it would be difficult to find a substitute in delivering their product. Shipping services are very much similar to a commodity, in that it is not easily replaced with another service or even a similar service. 

Graph 1: Porter’s five forces model – FedEx Corporation
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D. Global Competition 


The competition in the package delivery service is very global.  FedEx Corporation competes with UPS (United Parcel Service), DHL, USPS (United States Postal Service) as well as a host of other smaller companies at home and abroad.  FedEx delivers packages to 214 countries as do most major players in this industry like UPS and DHL.  As well as competing against bigger players, FedEx must also compete with regional delivery companies and international delivery companies that serve only their country.  

Competition is not becoming more global due to the fact that companies are merging and the industry is consolidating and companies are making alliances with each other.  These are the visible signs of a shakeout occurring within an industry.

E.  National Context

The shipping service industry in which FedEx operates is a complementary industry to the majority of other industries.  The industry has several leaders all of whom provide various services with unique twists on the service offering.  Local conditions largely influence the operations of FedEx Ground. In addition, FedEx also needs to monitor the moves of the established leader of this sector, UPS. FedEx Express, on the other hand, faces all the affects of changing global environment. The operations of FedEx Express need to respond to local demand conditions, factor conditions and related and supporting industries of each country that FedEx serves.

Factor Endowments: FedEx Corporation in the United States administers variety of advanced factors of production. These are managerial sophistication, logistics know-how, and physical infrastructure.  Logistics is one of the main advanced factors which FedEx developed for managing its complex hubs. Physical infrastructure that FedEx uses is not only airports but also roads and ports. 

Local Demand Conditions: Demand conditions in the United States thrusts FedEx, as well as its competitors, to constantly upgrade its services.  As customers continually desire their shipments delivery faster and cheaper, the shipping service industry must constantly improve its services and customer responsiveness. The rivalry of existing competitors is very intense and the low buyer switching cost only fuels it. Specific shipping needs of various companies and individuals demand innovative approaches and the extensive use of technology in this industry.  

Competitiveness of Related and Supporting Industries: The presence of internationally competitive suppliers and related industries in the United States serves as another complimentary attribute of national advantage for FedEx’s operations.

Intensity of Rivalry: As mentioned earlier, the shipping service industry faces rigorous rivalry for market share. Established companies have to strive for continuous improvement in quality, lowering price, and innovation. There is very low switching cost for consumers in this industry making rivalry even more intense. In addition, intense rivalry is also due to the fact that maintaining the infrastructure of an express delivery company presents an exit barrier due to high fixed costs. Rivalry forces companies in this industry to improve its services, making them better international competitors.

F.  Opportunities and Threats

Table 1: Opportunities and threats – FedEx Corporation

	Opportunities
	Threats

	- The cost of infrastructure of express delivery companies are a barrier of entry to new comers

- FedEx leadership in global express delivery - As long as the nature of our socioeconomic environment exists, there will always be a need for express delivery

- E-commerce is creating an increased need for express delivery

- Globalization offers opportunities for expansion
	- Maintaining the infrastructure of an express delivery company is an exit barrier because of high fixed costs

- Capitol is acquired through the volume of sales, so the high fixed costs can hurt when times are slow

- Due to the nature of the industry, it is nearly impossible to become the clear industry leader

- The nature of the industry shows very low returns on invested capitol  

- The E-tailing industry demands lower shipping rates and charges to pull customers from the retailing industries

- Major competitors: UPS, the airborne DHL


Chapter III: INTERNAL ANALYSIS

A.  Competitive Advantage

FedEx does not have a competitive advantage in the shipping services industry because their return on investment is below the industry average.  When the FedEx return on equity percentages are compared to the returns of their leading competitor, the United Parcel Service (UPS), the FedEx returns are half that of the shipping giant.  The average return on investment for FedEx over the past four years is around 12% and the industry leaders four-year average is around 25%.  The industry average is figured to be just above 20%.  With such a low return on investments, FedEx does not appear to have a competitive advantage in the shipping services industry.

B.  Distinctive Competencies

FedEx does not so much possess distinctive competencies, as it has strong existing competencies.

FedEx’s existing competencies include brand equity, strong infrastructure and a fierce commitment to innovation and technology.  These competencies enabled FedEx to become the premier express delivery company in the world.  Although FedEx still trails UPS and DHL in terms of competitive advantage, these competencies will enable FedEx to make inroads and eventually gain a competitive advantage in the shipping industry.

The FedEx brand name is synonymous with express package delivery.  When a company or individual needs to send a package in a quick and timely manner, they say “FedEx it.”  They don’t say UPS it.  FedEx has positioned itself in the minds of its customers that they (FedEx) are the company you turn too when you need it there fast. A quote from allaboutbranding.com says it all, “FedEx is a great brand.  Great brands provide a source of identification. These brands differentiate great brands and cement their leadership credentials
 assurance of quality”. This is a hard thing to imitate because you can say that you’ll get it there, but can you really?  FedEx owns a large fleet of aircraft and has an enormous infrastructure to back it up, for anyone to viably compete with them would take lots of capital and a whole lot of advertising.

FedEx’s next existing competency is its infrastructure.  FedEx has spent billions, over $1.5 billion
 in 2003 alone in capital expenditures, to create a worldwide network of hubs, airplanes and trucks.  This is something that would be hard to imitate because, again, of the huge amount of capital needed to compete directly with FedEx and the fact that FedEx could cut prices to harm new entrants into the market.

FedEx’s third existing competency is its dedication to innovation and embracing new technologies.  This commitment to better serving their customers is what makes FedEx Express the number one express delivery company in the world with over a fifty percent market share in the express package delivery segment of the shipping industry.  An example of how FedEx stays on top of new technologies was the fact that FedEx was the first company to embrace the world wide web and this attitude has made the FedEx website the number one website in the shipping industry with over one million hits a day and a network of over two million people connected through its website.  Another example of FedEx’s commitment to innovation and technology are its wireless solutions, the first in the industry, which enables its couriers to send customer package information via a magic wand over a network for faster shipping times; its website allows customers to track their packages from the moment it was sent to the moment it is delivered, another area in which FedEx was the first in; and finally, FedEx has partnered with the university of Memphis to open the FedEx technology institute which will give FedEx first crack at the newest technologies that will be developed in the future.
  This dedication to embracing the newest technologies to better serve their customers is not a new thing as Frederick Smith of FedEx said in 1979 “The information about a package is just as important as the package itself.
”

FedEx’s vision, to be the world’s leader in the shipping industry, has motivated them to build on their existing competencies through a constant focus on customer satisfaction, which guides FedEx’s strategies.  Before the 1980's, UPS was the number one express delivery company.  But by the early 1980's the Motor Carrier Act and the Staggers Rail Act deregulated trucking and railroad industries
 paved the way for FedEx to compete with UPS on a more level playing field.  FedEx’s commitment to quality, innovation and customer responsiveness caught UPS off guard.  By the time UPS made the appropriate adjustments, FedEx had already seized a sizable chunk of their market share and now has the (greatest share of the overnight delivery market.

C.  Strategies

The current strategies that are pursued by FedEx do build on the distinctive competencies that they have cut out in the past three decades.  FedEx continues to offer faster delivery times and expand their global network.  On September 2nd, 2003 FedEx announced that they would be offering next day delivery to and from Taiwan.
  This further defines in the minds of its customers that FedEx as having faster delivery times, as this is the first firm in this industry to offer a direct flight from South China to the Continent of North America.  Another industry first is the entrance that FedEx has made in Iraq, becoming the first shipping firm to offer door-to-door pick-up and delivery service in that country.  This will continue to build their distinctive competence of offering services where no one else does.  By opening up a hub in Iraq, FedEx has established themselves as an industry innovator of moving into new markets, putting them one step ahead of the competition.  When the competitors of FedEx decide to finally move into that market it will be difficult to make up the step that FedEx has already established.

Another aspect of the strategy that is pursued by FedEx is along the technology front.  FedEx offers more automated and package tracking options, from the plain barcode to wireless, for their customers than any other firm in the industry.  FedEx also continues to push their technology advances with the FedEx Technology Institute that is opening in the fall of 2003 at the University of Memphis.
  FedEx contributed over $5 million to the construction and establishment of the institute that will be a joint venture with the state and local governments.  While FedEx is expanding and reaching into new markets, they do not seem to be building any new distinctive competencies and rather just relying on the ones they already posses.  

FedEx’s distinctive competencies are based on their strong resources as well as their capabilities to operate in the shipping industry.  To some of FedEx’s major resources, that distinguish their operations from their competitors, undeniably belongs to their aircraft fleet.  We can observe the extent of this distinction by comparing FedEx to one of their major competitors, UPS.  Fed Ex is a younger company (FedEx Express was founded in 1971
) in comparison to UPS , which was founded in 1907.  Still FedEx Corp was able to establish an air fleet of 638 aircrafts.
  Even when we add their 319-chartered aircrafts to UPS’s air fleet, UPS still falls way below FedEx in respect to this type of resource.  It is not difficult to distinguish the barriers to imitate this kind of distinctive competence.  For the most part, the biggest barrier to imitate FedEx’s air fleet is the high cost of acquiring more aircrafts.

Additional distinctive competencies that FedEx have, also arise from firm-specific tangible and intangible resources, namely, FedEx’s hubs and package handling systems; its package tracking and customer support function and its logistics support.  Again, the main barrier to imitate these firm-specific resources is the high cost associated with acquiring them.  FedEx’s package tracking ad customer support functions as well as their logistic support are examples of the firm’s distinctive competencies as well.  The barriers to imitate FedEx’s package tracking and customer support functions are based on the fact that FedEx was the initiator in establishing the first tracking applications website and providing each customer with a unique barcode to individualize each shipment.  That allowed FedEx to gain proficiency at these systems and knowledge about the functional operations.

D.  Four Building Blocks

When evaluating FedEx against the four generic building blocks of competitive advantage (efficiency, quality, innovation and customer responsiveness) it has been determined that FedEx does not have a competitive advantage.

When considering efficiency, FedEx was the first in its industry to embrace wireless technology which enabled FedEx employees to access information from the company(s information systems network 24 hours a day as well as using wireless collection data via a barcode and a magic wand that employees use to scan packages
 This investment in capital productivity enables FedEx employees to quickly enter packages into the company’s package tracking system, which reduces the possibility of error.  However, they are still lackluster when compared to UPS ground delivery service.  These investments that FedEx has made in efficiency may soon pay off.

In terms of quality, FedEx’s commitment to quality is very apparent.  They invest heavily in new technologies that enable them to improve their service and make it more reliable and valuable in the eyes of their customers.  They have improved quality by introducing innovative technologies such as package tracking on their website, address checker which is a (convenient tool that can help you reduce the costly mistakes, late deliveries and dissatisfied customers resulting from incorrect addresses
 This commitment to improving the quality of their service with add-ons creates a more valuable service in the eyes of its current and potential customers

As mentioned above, FedEx has a very vested interest in continually investing in new technologies that will aide in improving their service.  They are set to open a FedEx technology institute in a joint partnership with the University of Memphis as stated earlier in the chapter.  FedEx’s investment in future technologies will ensure that they will not be caught off guard when a new technology is used in their industry, in fact they will probably be the one using it, and using it first.

FedEx values its customers, and that is why FedEx is continually trying to identify and satisfy its customers needs through the use of new technologies which make it easier and easier for customers to use FedEx and adds value to the service they are using.  This is making it easier for current and potential customers to see the difference between FedEx versus UPS.  An example of this is that FedEx just extended it drop-off times by three hours to give its customers more time to make the deadline for next day express delivery
.  They have also recently partnered with the USPS to include in post offices a FedEx drop off box
.  These are both the results of customers wanting longer hours and more locations to drop off their packages.  FedEx answered the call.

FedEx is strong in all four areas of the building blocks of competitive advantage, however they do not as of yet have a competitive advantage over their rival, UPS.  This is not because UPS is better at the four building blocks but rather because FedEx has made so many capital investments over the years that their ROIC is not as good as UPS.  But that same expenditure in invested capital will probably give FedEx a competitive advantage in the years to come once their investments start to pay off.

E.  Strengths

FedEx has many strengths.  They are very innovative in coming up with new ways to add value to their customers experience with FedEx.  They have always been wiling to embrace new technologies as well as create some of their own as shown in the example of FedEx using wireless technology to better track packages as well as launching its website with lets customers track their packages till it reaches its destination.  They are responsive to their customers needs, as is evident in FedEx extending their drop-off times to better suite the needs of their customers.  They also own a large fleet of aircraft and have an extensive hub and spoke network which extends to more than two hundred countries around the world.

F.  Weaknesses

FedEx’s weaknesses derive from their inability to differentiate themselves on a wide scale basis from UPS, this is hindering their ability to achieve a industry wide competitive advantage, although they do dominate the express delivery segment of the market.  Another weakness is FedEx’s high cost, because of their constant expenditures in their infrastructure, they are unable to lower their prices and thus take away market share from UPS.

There are several strengths and weaknesses of the FedEx Corporation that are not captured in the four generic building blocks of efficiency, quality, innovation and customer responsiveness.  There are other elements of the company that are not as easily measured such as the company image and customers perception of the product and FedEx.

G.  Image

The element of image is crucial to large companies like FedEx.   When competing in an industry with such large and well-run players, image is a key differentiator when the purchase-decision arises.  According to Forbes magazine (Jan 02), “Being most admired is all about delivering what you promise to multiple audience, and that’s something FedEx has down pat...FedEx has successfully transcended its image as simply an air express carrier for business to become a one-stop shop for any shipping need.”  FedEx Corporation competitive market position is continually reinforced through a positive advertisement campaign and its continual effort to provide for customers needs.

A market leader must extend its hand beyond business improvement arenas and into the community.  One way FedEx could achieve a competitive advantage is by appeasing these external elements.  Earlier this year FedEx announced steps they are taking to reduce their energy consumption and carbon emission.  FedEx collaborated with Environmental Defense, a nonprofit organization, to introduce a low-emission hybrid electric powered delivery vehicle that could become the standard medium duty delivery truck in FedEx’s fleet

.

Chapter IV: BUSINESS-LEVEL

A.  FedEx’s Business Level Strategy

FedEx’s strengths in logistics, operations, and technological innovation allow them to pursue a differentiation business level strategy. FedEx works to stand apart from its competitors by creating a level of service that is difficult for competitors to match. FedEx has clearly been identified as an innovator, but what they need to get across to their customers is that they provide a high level of quality service. FedEx charges higher prices for its services than many of its competitors in the industry. This is considered a premium that a customer pays for the quality of service FedEx provides. By differentiating their standard of quality from their competitors, FedEx lets their customers know that if they are willing to pay more, it will be worth it.

The purpose of differentiation is to establish a strong customer base which understands that FedEx does offer a superior service than its rivals. While all players in the industry are capable of making fast deliveries, FedEx is the most customer-friendly. Some of the special services FedEx offers are the most support, a money back guarantee, and the capability to pick up packages from the customers home. FedEx goes far out of its way to differentiate itself from its rivals. 

B.  Issues in Differentiation

However, due to the nature of the industry and the awareness level of the customer, differentiating themselves is proving to be difficult. When it comes to shipping, customers are very price sensitive. They will usually just decide on the cheaper carrier, so there isn’t much brand loyalty at all. The typical customer doesn’t care how well FedEx can deliver around the world, or how innovative their logistics or technology is. They usually want their package delivered from point A to point B for as cheap as possible. For these customers, the lines of quality service are blurred by affordability. Therefore, FedEx needs to differentiate itself in as many ways as possible from its competitors, namely UPS. The less they resemble their rivals, the better their customers can perceive their level of quality, becoming more willing to pay the premiums.

C.  Targeting Customer Needs

FedEx understands that different customers have different needs. Therefore FedEx has divided itself into six different segments; FedEx Express, FedEx Ground, FedEx Freight, FedEx Custom Critical, FedEx Trade Networks, and FedEx Supply Chain Services.  Each service is targeted toward a specific segment of the market, according to the specific needs of different customers. By specifically targeting customers by their needs, FedEx hopes to serve the immediate and psychological need for those who need a guarantee on time and delivery. Customers may require different services at different times, falling into more than one category. A company may need a document express delivered overnight a few states away, and then need freight something the next day. FedEx understands that there are a variety of needs their customers could have, and have segmented the market accordingly. That way, no matter what the customer may need to do, FedEx will be able to serve them.

D.  Market Segmentation

FedEx has divided itself into different business units to better serve customer needs. Their goal is to operate independently of each other yet to compete collectively. This segmentation is also how it has differentiated itself from its competitors. By splitting up into different business units, each segment can better concentrate on its own market rather than concern itself with the whole market. 

The largest segment, FedEx Express, is geared to satisfy time and day definite service for anyone needing speedy delivery of small packages (documents, legal papers, etc.), with a money back guarantee to ensure an on time delivery.  The FedEx Ground service caters more to a business-to-business small and medium package delivery with less time and destination restraints. They also account for business to home delivery with FedEx Home Delivery.  A third segment is the heavy package segment, FedEx Freight. This service allows customers to send packages of over 150 pounds, regional and interregional, within the continental US. This caters to large shipments that have flexible time restraints.  The remaining substantially smaller segments are the FedEx Custom Critical, which provide shipping of products requiring special care in handling or specially equipped vehicles, FedEx Trade Networks, which provide end-to-end support for international trade, and finally FedEx Supply Chain Services which synchronize the movement of goods for enhanced customer satisfaction. With all of this evident it can be said that FedEx segments its markets according to the needs of the customers and not by demographic regions.

FedEx Express and FedEx Ground do the majority of the company’s business, and are currently its most profitable aspects. FedEx Express and FedEx Ground account for over $14 billion in revenues. FedEx Express gives a good a picture of the company’s overall success because that is what FedEx prides itself on, and what they do best. FedEx is associated with express delivery because of their capability and promise to deliver.

E.  Differentiation of Quality

FedEx is able to meet the needs of all these segments. They have spent an extraordinary amount of capitol developing their infrastructure, just so they can make the best promises to their customers. FedEx transports more than 3 million items to over 200 countries each day. Within each business unit are specific functional units that perform particular functions. The main functional units are logistics and operations for its transportation system. These units assure the coordination and smooth flow of FedEx’s deliveries. The end result is a high level of quality service. Their service includes customer responsiveness and innovations such as; its aircraft fleet, its hubs and package handling systems, package tracking, customer support functions, and logistics support. Not only does this help FedEx follow through with their promises, but in some ways that are superior to that of the competition.

F.  Distinctive Competencies

FedEx does not so much possess distinctive competencies, as it has strong existing competencies that allow it to compete competitively with industry leader UPS. These competencies include a very timely customer response time and cutting edge technology and innovation.

FedEx has its own large fleet of aircraft, extremely efficient storage and packaging capabilities, and tracking functions. This allows FedEx to follow through with its guarantee to customers that their packages will get where they need to go in the time promised. FedEx has a strong commitment to its customers and is constantly working on being able to meet a variety of needs through technology. FedEx also has a competency in technology and innovation. They even have a university that helps them develop new innovations. FedEx has a global mindset and are presently seeking to grab a global market share. This wouldn’t be possible without a constant push to improve upon and develop new technologies to improve their service.

G.  Differentiation in the World

Despite their efforts to differentiate themselves from their competitors, they are often compared to UPS in the US. Since UPS is generally cheaper, they hold the competitive advantage in the US market. However, on the global level, FedEx is much more visibly differentiated from its competitors. They can make promises that their rivals cannot because of their resources. With the expected globalization of big business in the future, it is likely that competitors will work to eliminate this differentiation by establishing their own infrastructure. But for now, FedEx stands on top as far as global express delivery is concerned.

FedEx has hubs all over the world, and a fleet of over 600 aircraft. This is very difficult for other companies to establish. Because no one else has the infrastructure that FedEx has, people think of FedEx for global delivery.

H.  The Advantages of Differentiation

The advantages of FedEx’s differentiation strategy are that if they are able to set themselves apart from their competitors, they can create a larger customer base and perhaps brand loyalty. Based on their history and commitment to innovation, it is easy for FedEx to introduce new package tracking systems, shipping hubs or a greater general efficiency. All of these things give them the upper hand over the competitors that cannot duplicate their methods. Another advantage of their strategy is that by becoming differentiated in the eyes of the consumer, FedEx would be justified in charging a higher price for its services than most other shipping firms.

I.  The Disadvantages of Differentiation

However, the disadvantage to their strategy is in the challenge of being differentiated. Customers have very low switching costs, enabling them to easily turn to alternatives other than FedEx. While FedEx does offer a superior service, it is very difficult to convince the general masses of this, and whether the price is worth it. It has been very costly to differentiate itself, and will continue to be costly if FedEx intends to remain so.

J.  The Impact of their Strategy

Despite FedEx’s considerable investments, they do not have a sustainable competitive advantage nor do they possess distinctive competencies. With all of the hubs that FedEx is operating and opening up in foreign markets it could be said that they are on their way to building a competitive advantage. While they may be a few years out on this they are on the right track. 

Currently, UPS controls the domestic ground market, which has guaranteed them a large portion of the domestic market share, as well as above industry average profits. However, just as UPS took a few years to build up that domestic infrastructure, FedEx is building an international infrastructure to support building a competency for that market. Currently no other shipping firm is pursuing the worldwide network as intensive as FedEx. It could be said that the current strategies that FedEx is pursuing, as well as the lack of action that is being taken by the other leading firms will build a distinctive competency that will eventually take them to having a competitive advantage. 

There are a couple of trends that are playing in the favor of FedEx. The first of which is globalization. With every industry buying and selling products around the world, FedEx is poised to offer them the solutions to transporting those products better than any of its rivals. The second trend that is in the favor of FedEx is the rise of Internet commerce. This is in part linked to globalization, as consumers all over the world can purchase products on the Internet that need to be shipped from the business to the consumer. FedEx is poised to offer a solution to this problem, and if successful, will have a very differentiated service.
Chapter V:  VALUE CHAIN, TECHNOLOGIES, GLOBAL STRATEGY

A.  Value Chain

The value chain for FedEx Express can be seen as starting with the pick-up of the packages.  FedEx employees gather the packages from various locations such as drop boxes, businesses and residences.  Value is created for the customers by making package pick-ups possible just about anywhere or anytime.  FedEx has a money back guarantee for those people whose packages do not arrive on time, therefore creating value by assuring timely delivery of the packages.

After the packages are initially picked up, they must then be transported to a hub.  The hub is a central location where packages are sorted according to their destinations. The packages will likely pass through many hands before reaching their final destination.  The packages stay at the hub until they are picked up and shipped either by truck or plane.

The package delivery is probably the greatest value creation activity for Fedex Express.  The drivers of the planes and trucks must perform their activities efficiently to increase the perceived value of the service.  The drivers must absolutely no matter what, get the packages to their destinations on time, and they do a good job in doing so.  By meeting and exceeding the customers’ expectations value is increased with each positive result.

The final primary activity is customer service.  This function is to provide after sales service and support, however, FedEx provides customer service during the use of the service by letting customers track their package while it’s in route.  This creates extreme value for customers because they are able to check the status of their package at any given moment for an increased sense of security.  

Each of the primary activities is able to take place due to support activities such as company infrastructure, which is planes, buildings, trucks etc.  Information systems, another support activity, allow the customers to track their products and place orders on-line.  Materials management and human resources are additional support activities.  Materials management can also be referred to as logistics, or the flow of goods or services through production into distribution.  Overall, the support activities allow the primary activities to take place and function correctly. 

 FedEx has a competitive advantage with their information systems and possibly company infrastructure.  Their advanced information systems allow for precise package tracking, which few other companies offer.  The customers can track their package by way of the Internet, without having to contact someone from customer service, which can be very time consuming.  Other companies provide tracking numbers for packages but often times it is a hassle to track down a package.

The massive fleet of airplanes, automobiles, and employee’s add up to an enormous company infrastructure.  This infrastructure allows FedEx to have a very reliable delivery service.  FedEx is very confident with their time restricting package delivery service, they guarantee their packages arrive on time when the customer wants it delivered.

B.  Product Technology

FedEx Corporation’s main businesses in the transportation industry are the FedEx Express and FedEx Ground. As found in our previous research, FedEx Express and FedEx Ground account for over $14 billion in revenues.
 While some technologies are specific to these two business units, FedEx’s dominant product technology adheres to all businesses in the transportation industry in which FedEx operates.

The dominant product technology used by FedEx for managing operations of all business units in the transportation industry is the internet.  “FedEx has always been a technology trailblazer, and the success of fedex.com is testament to that.” The company was one of the first to harness the power of the Internet, launching its Web site in 1994 with a bold new package tracking application one of the first true corporate Web services. Soon after, FedEx became the first transportation company with Web site features that allowed customers to generate their own unique bar-coded shipping labels and request couriers to pick up shipments. 

Today, fedex.com hosts more than 6.3 million unique visitors per month and handles on average over 2.4 million package tracking requests daily. More than 2.3 million customers connect with the company electronically everyday, and electronic transactions account for almost two-thirds of the more than five million shipments FedEx delivers daily. The fedex.com Web site is widely recognized for its speed, ease of use and customer-focused features. The Web Marketing Association praised fedex.com as the "Best Transportation Web Site" and eWeek saluted it as a top e-business innovator.” 

In addition to the Internet, FedEx also uses technologies specific to its FedEx Express and FedEx Ground businesses. Example of these technologies is the “FedEx Solutions.” In short, FedEx Solutions is a “variety of electronic tools, applications and online interfaces for customers to integrate into their processes to shorten response time, reduce inventory costs and generate better returns and to simplify their shipping.”
  For example, Global Trade Manager is a comprehensive online resource to help identify the documents needed for international shipping.

Technical standard is “a set of technical specifications that producers adhere to when making the product or a component of it.”
  An example of technical standard that FedEx adheres to in its FedEx Ground business is an “IEEE 802.11b.” “This wireless LAN standard, ratified in late 1999, lets data fly through the air at Ethernet-level speeds: up to 11Mbps. FedEx Ground is taking advantage of that start by expediting the movement of shipping information from delivery workers' terminals to a central database. Wireless LAN technology lets FedEx Ground give its customers faster delivery confirmations, including signed proof of delivery. Last fall, the company began deploying wireless LANs at each of its more than 400 local pickup and delivery centers as part of an $80 million technology upgrade project. As the vans return home, the LAN automatically moves package data from drivers' portable computers to the database. “
 As mentioned in the article “Wireless LAN technology was designed to be open.” This suggests that the standard is accessible to anyone and is therefore in the public domain. In my understanding, this standard was set by the IEEE P802.15 Working Group for Wireless Personal Area Networks (WPANs)

C.  Impact of national context on the industry

The local demand conditions do not have a heavy impact on FedEx and the rest of the shipping industry. However, overall domestic demand does have a large impact on FedEx. With America being the world’s single largest economy, the demand to ship domestically is a large part of the business for FedEx. With the Ground Segment and Express Segment making just over $5 billion in revenues.
 This segment of FedEx cannot be downplayed just because FedEx is an international business.

While there are not many related industries that cannot be seen as substitutes, the supporting industries are as varied as automobiles all the way to clothing. As we had stated before, many companies are moving toward the clicks and bricks approach of having a large online presence while holding a minimal physical presence. Each of these businesses needs an efficient means of transporting their goods to the customers; this is where FedEx plays a huge role. An increase in demand for these industries would directly affect the demand for FedEx and the rest of the shipping industry. Basically, it could be said that any positive increase in economic activity would have a positive affect on FedEx. 

The intensity of rivalry in the United States for the shipping industry is pretty high. UPS and FedEx are constantly fighting for market share and the tag of being number one. While the companies do not openly attack one another, it is evident by their actions that they are in fierce competition for the top spot in the industry. This often helps FedEx, not necessarily gain market share, but growth in general. It has forced FedEx to stay on top of technological advances that would make it more efficient. It has also forced FedEx to examine the global market and constantly look for new markets to enter. Just recently FedEx became the first American shipping firm to open a hub in Iraq, and offering the only door-to-door service in Baghdad, Mosul, and Basra.
 FedEx is also the only American firm to offer overnight delivery to and from China. 

With all this in mind, the national context plays a large role in the demand for FedEx and the shipping industry. While it could be seen that FedEx continues to grow, it is not domestic growth. In other words, FedEx is only growing because it is expanding to new marketplaces internationally. When the U.S. goes into economic downturn it can be seen that FedEx and the rest of the shipping industry takes a hit in demand as with all of its supporting industries. While America has not been the greatest peacemaker in recent years or months, it can be said that the reason for the growth by FedEx is because of the new markets that have opened, namely Iraq. With all this in mind, FedEx will continue to be helped in growing by the foreign policies of the United States that continue to open new markets.

D.  Response to Differences Among Nations

FedEx’s worldwide marketing goal is to create a consistent, brand-building messaging and design across all customer communications.  In continuing with the growth opportunity of globalization, and the service extension into new and untapped markets, FedEx attempts to unify the diverse markets by standardizing its product.  This will increase efficiency of shipment and reduce costs through uniform corporate responsiveness.  

FedEx should continue its unilateral product and marketing effort due to the fact that the ideals of speed and reliability of shipment are universal wants and needs of all customers, regardless of worldwide location.

Despite its efforts, this industry does encounter many regulatory and governmental restrictions in areas of taxation, limitations and legalities.  To help customers of various nations sort through the complications of these regulations, FedEx has recently introduced an online sight to aid for international shippers.  FedEx has unveiled the first carrier-provided, online duty and tax estimator on its Internet-based FedEx Global Trade Manager application.   FedEx designed the business-planning tool to help customers obtain information before they ship about charges and fees they can expect in the overseas shipping process. This includes duty, excise, value-added tax (VAT), Most Favored Nation (MFN) rates and other governmental fees that are levied on international shipments to and from 42 countries.

E.  Global Dimensions of Strategy

FedEx pursues a global strategy. Given the service they provide, we believe that they are pursuing the correct strategy.

Since FedEx is a delivery service, which is in an industry with a global standard, there is not much need for them to customize their service for each country they do business with. This is consistent with the global business model. The FedEx global network spans 210 countries, broken down into 4 Express networks; Asia-Pacific, Canada, Europe-Middle East-Africa, & Latin America-Caribbean. As far as exporting and importing goes, these countries all have the same simple basic needs as far as timely delivery is concerned. FedEx does need to customize their service since it is standardized.

This is consistent with their low cost structure approach that ties into a typical global strategy. Since they don’t have to raise costs for customizing their service, they are able to use their cost advantage for a successful aggressive pricing strategy. They are able to spend their resources on technology instead, maintaining their focus on the cutting edge and ability to deliver, rather than on customization.

In each Express network, there are only a few key locations close to the action. These are the headquarters designated with the responsibility of managing that region’s operations. Their established headquarters in the Asia-Pacific network is in Hong Kong. They have acquired a number of delivery businesses in their Canadian network to serve as multiple headquarters since 1987. In the Europe-Middle East-Africa network, FedEx has facilities in Belgium, Dubai, and South Africa. Miami and 2 cities in Mexico serve as the headquarters for the Latin America-Caribbean network. A presence in a few key locations abroad is also part of a global strategy.

To review, FedEx is correctly using a global strategy because they have a low cost structure, a globally standardized service, and a few key locations abroad that serve 210 countries.

Chapter VI: CORPORATE-LEVEL STRATEGY

A.  FedEx Corporation

To understand the corporate level strategy of FedEx it is necessary to first know what industries they currently compete in, as well as where they stand within those industries. Currently FedEx is made up of six independent business units: FedEx Express, FedEx Ground, FedEx Freight, FedEx Custom Critical, FedEx Trade Networks, and FedEx Services, each compete in different sectors of the transportation industry in order to tailor the entire FedEx service to best fit each customers needs. Its parent company is the FedEx Corporation, which offers all of the strategic leadership, as well as the financial accountability for all of the business units. The business model that is followed at FedEx Corporation is “Operate independently, compete collectively.” Figure 1 lays out the decision making tree at FedEx Corporation.
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The board of Directors sits in conjunction with the vice presidents and is responsible for an array of activities such as auditing, executive compensation, information technology oversight, and governance. Although FedEx Corporation is a the parent company of the six independent business units, FedEx Corporation offers strategic leadership at a corporate level and the operate on their own and are therefore solely responsible for their decisions and ultimate success. The top two performing companies, as well as the most widely known FedEx companies are FedEx Express and FedEx Ground.

B.  FedEx Express

The first of the six independent units is FedEx Express. The president and CEO, David J. Bronczek heads this unit. FedEx Express is the world’s largest express transportation firm. It has three subsections of U.S., International, and Freight. Offering guaranteed service to 120 different countries for packages from 1- 2,200 lbs. FedEx Express accounts for over one-half of FedEx’s revenue. 

C.  FedEx Ground

FedEx Ground is the next business unit, headed up by Daniel J. Sullivan, president and CEO. FedEx Ground guarantees delivery to every business address in the U.S., Canada, and Puerto Rico. It currently accounts for a little over $3 billion in revenue.

D.  FedEx New Offerings

While FedEx is a very large company that occupies a large portion of market share in the express delivery sector as well as the ground sector we have concluded that FedEx does not so much possess distinctive competencies, as it has strong existing competencies that allow it to compete competitively with industry leader UPS. These competencies include a very timely customer response time, cutting-edge technology and innovation. With the fact that FedEx does not have a competitive advantage, or distinctive competencies, yet is still the largest express package delivery service there are many directives that could be followed to attain both. This is obviously a long-term goal, however it can be seen that the undertakings have already begun. Its most recent endeavor, characterized as a diversification from its “usual” product offering of actual shipment of good’s, is the newer service offering of consultation.  Labeled FedEx Trade Networks, this newest division of the FedEx offerings showcases the company’s vast competence of international shipping knowledge to an array of customers.  These customers are provided value creation with the knowledge that can greatly increase efficiency’s through the supply chain.  FedEx Trade Networks offers a full range of international support services, including customs clearance, freight forwarding, Trade & Customs Advisory Services (TCAS) and trade technology solutions.  

E.  Horizontal Integration

Another note is the horizontal integration that has recently been carried out by FedEx. Horizontal integration is a way of trying to increase the profitability of a company by reducing costs, increasing the value of a product offering, managing industry rivalry’s, or increasing the bargaining power of a company.  These economic benefits are usually the rewards of company mergers and acquisitions in an industry.  Horizontal integration is predominately characterized by similar companies merging together or acquisitions sought by the industry leaders.  


FedEx has carried out horizontal integration for many years, from as early as the mid 1980’s with their acquisition of the Flying Tiger air fleet to one of their most recent acquisitions of American Freightways in 2001.  The FedEx acquisition of American Freightways was the most recent effort of significant size toward horizontal integration.    FedEx completed its purchase of American Freightways in February 2001 for $ 1.2 billion.  Since FedEx had already acquired Viking freight in the late 1990’s, Viking freight and American Freightways, both independent operating companies under the FedEx corp. umbrella, will now be known as FedEx Freight.  “To address geographical issues, American Freightways will be known as FedEx Freight East while Viking Freight will be called FedEx Freight West.” (CMP Media)


With a singular brand name, Frederick W. Smith, FedEx Corp.'s chairman, president and chief executive officer, said, FedEx will boost its sales and marketing capabilities in the growing LTL (less-than-truckload) market.  (Scripps Howard Inc.)


While American Freightways and Viking have excellent reputations in their market segments, by joining their sister FedEx companies to compete collectively with the transportation industry's most diverse portfolio of shipping services, FedEx may gain a competitive advantage in the less-than-truckload shipping market.

F.  Vertical Integration

On the vertical side of integrating the strategy of attack by FedEx is very aggressive.  Due to the enormous amount of infrastructure FedEx has, like cargo planes, delivery trucks, and holding hubs, they have a strong competitive position in the shipping services industry.  FedEx seems to have tapered integration because although they control most of the distribution channels for their services, they still buy from independent suppliers in addition to company owned suppliers.  Most of the independent suppliers provide maintenance services to FedEx, like aircraft maintenance and repair, facilities maintenance, and ground vehicle support equipment, however, some independent suppliers also provide some packaging supplies as well.  Most of the vertical integration carried out by FedEx looks to be in the downstream direction, therefore, FedEx has great control over the distribution channels, but it lacks in some upstream activities, such as raw materials and some component part manufacturing. However, with FedEx being largely a services industry it would be very difficult to see if the upstream vertical integration would pay off considering the bureaucratic costs, as well as all of the other implementation costs. It is obvious at this point that FedEx neither has the capability or the need to begin manufacturing their own truck or airplanes. 

While FedEx has moved in a very aggressive manner to build up its international infrastructure of planes, shipping hubs, and services we thought of a couple of industries and directions that FedEx could follow to further expand. We will examine this according to opportunities presented by looking at the entire FedEx Corporation as a portfolio of competencies. 

 Currently FedEx has its own large fleet of aircraft, extremely efficient storage and packaging capabilities, and tracking functions. This allows FedEx to follow through with its guarantee to customers that their packages will get where they need to go in the time promised. FedEx has a strong commitment to its customers and is constantly working on being able to meet a variety of needs through technology. FedEx also has a competency in technology and innovation. They have a global mindset are presently seeking to grab a global market share. This wouldn’t be possible without a constant push to improve upon and develop new technologies to improve their service.

G.  Fill in the Blanks

This is what FedEx does well enough to give them second place in the express delivery industry. Some fill-in-the-blanks strategies they may want to consider include increasing their ground delivery capabilities. This is an area that UPS has an advantage in. With FedEx’s commitment to service, it seems unfitting to be falling short in ground service. Creating the strongest air fleet in the business has not enabled them to overtake UPS. Holding on to that edge while expanding their ground capabilities could give them better leverage in that service sector.


FedEx may also want to consider appealing to customers through a variety of creative and recyclable packaging. Using themed packages for birthdays, themes, or holidays may sway some customers with a more personable product. Also, using and encouraging recycled materials may save on material costs and show the public a concern for the environment.

H.  White Spaces

While the fill-in-the-blanks opportunities merely build upon the existing competencies, the “white spaces” allow for opportunities to enter new markets. The White spaces opportunities for FedEx would reorganize or recombining its current competencies creates new services. In order to answer this question, we need to clarify what are FedEx’s current competencies. 

Based on the profitability ratios, we know that FedEx does not have any significant competitive advantage over its competitors. Major distinctive competencies also belong to the industry’s leader, the UPS. For example, when we compare the market share in the U.S. ground-shipping business, we can see that UPS is wining the “Ground War.”  UPS strongly holds its 59.8% market share, followed by U.S. Postal Service with 25.3%, FedEx with 12.9% and DHL with 2.0%.
 

While FedEx is losing on the ground-shipping business, the company still manages a larger aircraft fleet in comparison to its competitors. FedEx has 638 aircrafts,
 and UPS Jet Aircraft Fleet consists of 265 total aircrafts and 319 chartered aircrafts.
 A large air fleet goes hand in hand with large hubs storage spaces, which FedEx operates. Considering these resources, FedEx could re-deploy the use of its hubs and extensive terminals for offering storage solutions and logistics to businesses and public. Entering this new industry could offer FedEx a “white spaces” opportunity. 

I.  Premier Plus 10

In “Premier plus 10” category FedEx should consider the idea of building a shipping line of their own.  Currently FedEx does not have any sort of a fleet.  Since FedEx is already in the cargo delivery sector of the transportation industry a shipping fleet could possibly give FedEx chances to not only transport their own cargo but the cargo of other companies as well.  This could be a good way to lower their own costs as well as bringing in additional revenue.

Another premier plus 10 idea is to look into the production and sale of hybrid trucks that are environmentally friendly.  FedEx has been testing the usage of such trucks and could possibly be an avenue of interest too them.  This would give them a first mover advantage in the eyes of customers who would view them as a friend of the environment.  If successful, they could even consider selling these trucks to other companies.  

J.  Mega Opportunities

The mega-opportunities for FedEx are very few and far between. There are not many industries that FedEx could viably enter that are within the scope of how FedEx operates. For instance we could all say that FedEx could start manufacturing bicycle, but FedEx has no idea as to how to do this, nor would it seem a good fit for them. Their scope of industries to enter more has to do with moving goods or storing goods. With this in mind on industry that they could possibly enter as a mega-opportunity is the luggage industry. FedEx already has the existing competency of having boxes to ship goods in, whether it is large or small, FedEx will have a box to fit the need. They could apply this competency to building suitcases or bags for the individual traveler. 

This may have to take on a new name other than FedEx, though. As FedEx is seen as a package shipping company and most likely would not be associated with the likes of Samsonite. An entrance into the luggage industry could easily become another business unit of FedEx. 

Although all of these suggestions would come with additional bureaucratic costs as well as implementation costs that may or may not be attractive to FedEx, these are opportunities for FedEx to further distinguish itself from its competitors. 

In an overview of FedEx, we can see that they have heavily focused on building an international infrastructure to more countries than its competitors. Although on a per continent basis UPS and DHL may out perform it, FedEx is very difficult to compare to on an international scope. FedEx does have the largest air fleet in the industry by far, and ships to more countries than its main competitors. The most important development to the industry and more importantly to FedEx is that of Globalization.(Hill&Jones). With the emerging e-commerce as well as the development of strong economies in East Asia, Eastern Europe, and the North and South American continents, FedEx certainly has the global economic trends on its side for success.
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