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Abstract

DHL Worldwide Express has been developed as a teaching case that helps illustrate the dynamics of international air express industry and how the market is evolving in the Asia Pacific and Middle East region. It demonstrates how DHL and its major competitors have all adopted latest technologies, organized their regional operations and invested heavily in facilities and equipment to achieve competitive advantage aimed at providing more efficient and effective services to customers. The case provides the participants with an opportunity to analyze the moves of major technology-based international air express service companies operating in a competitive and high growth market of the region.

1.
Introduction

DHL Worldwide Express (DHL) is a market leader of the global air express industry with an international network linking more than 85,000 destinations serving 635,000 cities in 228 countries and territories and employing over 60,000 people. In the 30 years since the company was founded in 1969, DHL has become a globally recognized name in the express delivery industry. DHL has one of the largest high-speed telecommunications networks in the world, built on internet protocols some ten years ago. Today, its internet applications process 43 per cent of all shipments and handle 90 per cent of all shipment tracking requests.

In a recent statement Patrick Lupo, the chairman and chief execu​tive officer said, "Our worldwide expansion and record of growth reflects the globalization of trade. As our customers have se​cured new markets, DHL has expanded alongside them, supplying the support structure".                      

Asia Pacific and Middle East region has been identified as high growth express market and DHL is making substantial investment in the region in an attempt to secure their presence and dominant market share. The company management is now considering how to attain and sustain competitive advantages. Low cost operations and low price services as well as the speed of delivery/collection are the keys in this business. Other major international competitors including Federal Express (FedEx), United Parcels Services (UPS) and TNT Express Worldwide are also very active in this regional market. 

2.
Company History and Background
In 1969 three enterprising Californian businessmen, Adrian Dal​sey, Larry Hillblom and Robert Lynn (DHL) recognized a business need within the maritime industry. At the time, cargo ships moving between the west cost of America and the Hawaiian Island wasted valuable time and money while sitting idly in the port, waiting for custom clearances. The three founders of DHL identi​fied the need of ship owners for cargo manifests to arrive before the ships themselves - thus speeding cargo clearance, reducing port turn-out time, saving port fees and greatly increasing each ship's earning capacity. By harnessing the speed of modern jet flight to send these manifests, DHL helped create a new industry: express delivery.

DHL is composed of DHL Airways Inc., which serves all locations in the U.S. and its territories; and DHL International Ltd. and its agents and affiliated companies, which serve all locations outside the U.S. and its territories. DHL’s shareholders are Lufthansa Cargo AG, Deutsche Post AG, Japan Airlines Company Ltd. and the original founders of the company.  

Over the last three decades DHL went on to enhance their market by identifying similar needs in other segments i.e., international banking, construction, oil prospecting and the expanding econo​mies of the Middle East. In order to be able to serve these customers, the company has opened new DHL offices at an average rate of one every 8.5 days. 

3.
Electronic Commerce and Technology Use at DHL

Electronic commerce is revolutionizing the way companies transact business and challenging the traditional distribution paradigm. Innovative application of information technology is the key to delivering additional high-value physical and information services to customers that improve their competitive position. The internet technologies adopted by DHL  have the advantage of being universally compatible and globally available, thus minimizing the cost and technological uncertainty of proprietary  technology. All major programmes now being put in place by DHL worldwide are based on open protocols so customers can access comprehensive tracing, improved service information and on-line booking by their preferred means- the Web, EDI, PC Applications or even touch-tone phone.  This use of Internet  for business integration and support is cost-effective and secure for DHL and their customers.

Every DHL shipment has a unique identification number and barcode which is scanned at various processing checkpoints.  Hand-held scanners record the shipment’s collection, and this information is often sent by radio transmission equipment in their vehicles to the Shipment Information System. For example, in Asia-Pacific DHL uses industry-leading Motorola wireless modems to enable company drivers to transmit electronically the data, time of delivery and the recipient’s name from the van to the service base. Their despatchers  can also allocate and download pick-up requests and information to the appropriate courier routes as they are received.  The shipment data, captured at each progress checkpoint, is relayed to the Shipment Information System. At any point in a shipment’s transit, customers can call DHL or access the local DHL web site, provide the Airway bill number, and check the shipment’s status of DHL’s  Global Track and Trace (GT&T) database. 

4.
Industry Background 

The express shipment business is essentially commodity business. It suffers from a lack of differentiation in the same way as the airline industry, which basically offers the rental of an airline seat from one place to another. In the express shipment industry, lack of differentiation is perhaps even more acute because the customer does not even have the chance to experience the service personally. By contrast, an airline passenger can evaluate dif​ferent airlines on the basis of the enjoyment of a flight or a meal, or the assistance of a cabin attendant, or an on-time arrival. 

For these reasons, competition for customers in the express shipment industry focuses on proxy measures of performance that the customer can use as criteria for choosing an express carrier. Loyalty then builds presumably on the customer's continuing satisfaction with the level of service provided by the express shipment company. Proxy measures of performance include reliabil​ity and on-time performance records; package tracking informa​tion and in-house computer terminals; a range of price points; availability of volume discounts; total number of destina​tions; and frequency of pick-ups and deliveries.

The worldwide air freight market is broad and encompasses a wide variety of shipment and products, from light documents to heavy general and specialist cargo that can loosely be categorized by weight. International Air Express (IAE) is a component, only one component in the total global air freight market. There is no single accepted definition of what constitutes IAE, or indeed the other sectors of the air freight industry. A chart developed by Peters and Wright (1999) at the Cranfield School of Management, helps to distinguish between the sectors by the type of service they offer (Appendix 1).

IAE is concerned with the door-to-door delivery of time sensitive shipments, traditionally documents and emergency spare parts. Delivery is executed through an integrated network of transport facilities. The choice of transport is dictated by the need to meet the appropriate level of customer service required. IAE makes extensive use of dedicated resources (integrators such as DHL, FedEx, UPS and TNT). General cargo, handled by freight forwarders and airlines, will typically make use of shared resources on freighter-only services or in the bellyhold space on passenger services.

5.
Market Trends 

The most significant development in air freight was the rapid expansion of integrated express companies during the 1980’s. Companies such as UPS, FedEx, Emery and Burlington in the US developed vertically integrated structures capable of performing their own pick-up and delivery services while operating their own fleet of aircraft and trucks.  In 1980, the integrated express companies held a market share of 6.5 per cent, by 1996 this had risen to 60.3 of domestic US FTKs (Freight Tonne-kilometres – measures the output of freight by multiplying the number of tonnes carried on a flight by the stage distance). DHL was following a similar strategy within the international express market.

The integrated express carriers became synonymous with next day delivery and targeted shippers looking for “value adding” services. They differentiated themselves through:

· Security and reliability (closed system investment in EDI- tracking and trace)

· Time-definite services (high consistency supported by money back guarantees)

· Incorporation of customized logistics programmes

As the express integrators moved into international markets they extended their attributes to:

· World-wide networks

· Expertise in international customs procedures to speed clearance.

6.
Characteristics of international air freight market

The international airfreight market is still dominated by the combination carriers (75% of FTKs). Unlike the US carriers, international combination carriers operate a higher proportion of freighter aircraft. Both FedEx and UPS are represented in the top 25 international air freight carriers and their market share is growing (Peters and Wright: 1999, Appendix: 2). While it is true that many airlines and air freight forwarders provide value added services, fragmentation of the air freight industry makes it difficult for them to compete on a global basis. The integrators exploit this fragmentation. As yet, no one is truly integrated on a global basis. The express companies offering world-wide services rely, in varying degrees, on the cargo uplift from other commercial airlines and on agents to support local pick-up and delivery. DHL for example spent $450 million on commercial uplift with other airlines in 1997.  FexEx and UPS  have expanded out of the US in order to support their time-definite service. International express volumes are not sufficient to fill up freighter aircraft, and integrators are therefore carrying significant amounts of traditional airport-to-airport freight traffic. 

By weight, air express is currently only a small proportion of the total international air freight market. Recent growth forecasts suggest that international air express (IAE) could start to mirror the dramatic growth experienced in air express within the US domestic market. Boeing predicts a market share for IAE as high as 37 per cent by 2015. If true, this represents an annual growth of some 18% in FTKs. Integrated carriers dominate the international express segment with a 91 per cent revenue share in 1995 (Peters and Wright:1999).



Figure 1 International Air Express Volumes (000’’s pieces)
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Source: Peters, M. and Wright, D. (1999) A Research Report on International Express



Distribution, Cranfield University, U.K. p.9.

Figure 1 presents recent growth in the volume of international air express industry and the market shares of major competitors. "The air express industry is going through a major transition and DHL is seeking to lead that change", president and chief execu​tive Mr. Lupo said. "In the Middle East, the business is growing at a healthy 16 percent per annum and it has become a key market in our overall global strategy. This is a result of increased customer demand for a wide range of expedited services."

The current trend in the use of air express is to move heavy​weight, break-bulk consignments and parts, with door-to-door delivery in days rather than weeks. The cost is more than compen​sated for by big savings in inventory and time reduction. Another related trend is the move among manufacturers and suppliers to centralize distribution, thereby cutting inventory cost dramati​cally. 

Industry estimates suggest that the Middle East express market is worth some $150 million - $180 million a year. The UAE, Bahrain, Qatar and Kuwait account for $40 million - $50 million, and the Levant and Egypt add a further $15 million - $20 million. Saudi Arabia is by far the biggest sector of the market, with express business worth an estimated $100 million a year (MEED 18 March 1994, p12). 

7.
DHL Hubs 

The company has recently restructured its Asia Pacific operations into a single ‘super-region’ that includes Middle East. Total operations of DHL are now located in six major regions: Eurica (Europe and Africa), United States, Canada, Latin America, Mexico, Asia Pacific and Middle East. Number of hubs and sub-hubs in these regions are 35.  Commenting on the restructuring of Asia Pacific operations Rob Kuijpers, Chief Executive Officer of DHL said that it mirrored the structure that had worked well for the company in Europe/Africa where decision making had become quick and responsive.

More than half of over 60,000 employees who work for DHL today have joined during last 10 years. Once they are recruited, the company invests in their training through wide-ranging programmes that enable people to render best services. Some 2.5 percent of its annual revenue are reinvested in training and development. In newer developing markets, this figure could rise to up to 8 percent of revenue as they try to stimulate additional trade.

8.
DHL in Asia Pacific and Middle East

Singapore

DHL Worldwide Express in Singapore is an important hub. In mid -1999 the company announced an investment plan of US$34 million in the establishment of a new hub facility at Singapore Changi International Airport to support growth and development into the new millennium.

This new hub would be built by Singapore Airport Terminal Services (SATS) to the specific needs of DHL. It represents SATS’ first purpose-built facility. Upon completion in 2001, the new DHL Singapore hub will put inbound, outbound and airport operations under one roof, and will be able to handle over 180,000 tons a year with a capacity to process 18,500 shipments an hour. The new hub facility will be located in the free trade zone and there will be no formalities to hinder international shipments transiting Singapore. This will significantly speed up trans-shipment transit times, delivering benefits to customers throughout the region and beyond. 

Malaysia

Malaysia is an important market and hub for DHL for its Asia-Pacific and international operations.  “With a proven track record of more than 27 years in both Asia-Pacific and Europe, DHL is the most experienced air express carrier, with the largest established network of hubs and sub-hubs in both Asia and Europe,” explained Alan Cassels, General Manager of DHL Malaysia. 

Over the years the company has invested substantially to help strengthen its position in the market.  A new gateway in Penang, built at a cost of RM3 million (US$ 800,000), was opened in early 1998. This gateway holds a strategic location air-side at the Bayan Lepas International Airport within the Penang Free Trade Zone. 

DHL also spent RM80 million (US$ 20 million) in its regional Information Technology (IT) facility centre in Multimedia Super Corridor in Puchong, Kuala Lumpur.  Facilities in the centre include the latest computer systems, combined with radio frequency scanning devices featuring remote download capabilities to facilitate up-to-minute tracking of DHL shipments. On-line EDI (Electronic Data Interchange) capabilities connected with the systems of the Malaysian customs authorities enable in-flight pre-arrival shipment clearance.  Speaking at the opening ceremony of the IT centre, Mr. Longley said that DHL IT centre would be a consolidation of DHL’s regional IT organizations previously operated out of Singapore, Hong Kong and Bahrain. 

In late 1998 DHL opened its new gateway facility at the Kuala Lumpur International Airport (KLIA). It is the largest and most sophisticated international air express cargo gate in Malaysia. This US$1.7 million gateway has a built-up area of 25,000 sq. ft. and the capacity to process 4.5 million shipments or 20,000 metric tonnes a year. DHL has investment plans to relocate and enhance its Ipoh and Kuching service centres, as well as to upgrade many other centres in Malaysia.

In Malaysia, DHL currently has six international gateways at Subang, KLIA, Johor Baru, Kuching and Kota Kinabalu and a comprehensive network of 28 service and express centres.

Australia

DHL has long been a provider of express delivery services to and from Australia through its main hub and operation centres in Adelaide, Brisbane, Canberra, Melbourne and Sydney. Brisbane has become the DHL location for its sophisticated regional Express Logistics Centre of the Asia Pacific.  With a 24 hour curfew free operation, DHL can provide overnight operation to major Asian Centres from this hub.  This hub provides the link between Australia and New Zealand with Asia-Pacific market and links directly with DHL centres and hub in Asia.

In late 1999, DHL announced a plan to invest $7 million in new export facilities at Melbourne Airport. This new Melbourne gateway will offer bonded warehousing with in-house customs clearance and direct  tarmac access and inventory management for manufactures. 

DHL launched a new Asia Overnight service which enables Australian Businesses to lodge shipments from Melbourne, Sydney and Adelaide for guaranteed next-day delivery in Singapore, Hong Kong, Kuala Lumpur, Jakarta and Bangkok. The company later launched Asia Overnight service to Tokyo out of Sydney. While announcing this service, DHL General Manager for Australia Mr. Gary Edstein said that the Asia Overnight service was a further step in DHL’s commitment to create an overnight pipeline for Australian exports into Asia.  DHL holds more than 40 per cent of the total Australian air express market. When completed, the Melbourne Gateway will be the Oceania headquarters for DHL FreshFirst exports of fresh food and other perishables, including pharmaceuticals, into Asia.

Japan

Japan is an important market in the Asia-Pacific for DHL. In June 1998 the company announced the official opening of its Osaka Logistics Centre. The US$5.3 million Centre features sophisticated logistics and package handling systems. Located within the Rinku International Logistics Centre, close to Kansai International Airport, DHL Osaka facility has experienced substantial growth in shipment volume since it commenced operations in December 1997. 

In August 1999, DHL announced a significant expansion plan or US$125 million aimed at greatly expanding its network of service centres and its vehicle fleet in Japan. This infrastructure investment was expected to create some 1,000 jobs over the next four years and the first phase of the expansion programme would result in the completion of a new service centre in Tama area of Tokyo.

DHL currently operates 18 service centres in Japan and will open 10 to 15 new service centres by the end of 2000. DHL will upgrade and open a total of 56 service centres throughout Japan over the next four years and acquire about 900 courier vehicles to support the expansion programme.

Commenting on the investments, Charles Longley, Chief Executive Officer of DHL Asia-Pacific and Middle East said, “This significant investment highlights our continuous commitment to service excellence to our customers in Japan. We listen to customers to understand their needs and we invest heavily to make sure we have the right capabilities to meet them.  Our enhanced network will allow us to provide even better service to our customers in Japan, positioning us to provide the best solutions possible in their quests for reliable and secure express delivery markets.”

Japan is, however, a very competitive market and DHL faces challenges from the Yamato Transport Company, a local express delivery company that has nationwide service centres. UPS has also been operating in the Japanese market.

Hong Kong and China

DHL operations in Hong Kong and China showed impressive growth despite the economic downturn of late 1990s. DHL International (Hong Kong) Ltd. registered a 22.5 percent increase in total weight of packages from Hong Kong to U.S., 14  percent increase for Europe, and 2.7 percent increase for Asia-Pacific. There has been a general decline for the shipment of documents in 1998. 

In mainland China, DHL-Sinotrans- the joint venture between DHL Worldwide Express and China Foreign Trade Transportation Group Corporation – recorded double-digit growth for documents and over 30 percent growth for packages.  For Taiwan, where its economy has remained mostly intact despite the Asian economic crisis, DHL achieved single digit growth for documents while packages grew almost 20 per cent.

“1998 was not an easy year. However, despite the Asian financial turmoil and the Chek Lap Kok airport opening crisis, DHL was able to weather these challenges”, said Mr. W.T. Lee, general manager of DHL Hong Kong. “DHL relies both on dedicated flights and purchased uplift from commercial airlines which allowed the company to respond quickly in adapting different scheduling and delivery options. In addition, DHL’s dedicated facilities at the Express Cargo Terminal together enabled it to provide uninterrupted service during the airport crisis.”

For mainland China, Andy Tseng, Area Director (Greater China) said that the sharing of resources from DHL’s Asia-Pacific network would create synergy with DHL’s fast-growing network in mainland. This would include resources in areas such as human resource management, technology transfer and skills training. DHL-Sinotrans already accounts for 30 percent of the international air express market in China.  Currently DHL-Sinotrans has 87 offices spanning 21 cities across the country that is supported by a fleet of over 450 vehicles and more than 1500 staff.

DHL in the Middle East

DHL opened its first Middle East office in Bahrain in 1976. Its good air links and proximity to the major markets in the region determined the location. The company opened offices in the Eastern Province of Saudi Arabia in early 1977, followed by offices in Riyadh and Jeddah later that year. The United Arab Emirates (UAE) was next in 1978, with full on- line stations in Dubai, Abu Dhabi and Sharjah. The other main DHL countries in the Gulf all went on-line by the end of the same year. 

During the heady years of the Middle East oil boom (late 70s and early 80s) DHL acted as a vital communication link. Partly be​cause no other air express service arrived on the scene until the 1980s. By the late 1978, the rapid growth of the air express resulted in a need to supplement the services provided by regional airlines through the use of aircraft in the Gulf. In 1979, DHL's associate in Saudi Arabia, SNAS Trading and Contracting, bought an F-27 and based the aircraft at the DHL facility at the Bahrain Interna​tional Airport. (One industry observer said SNAS stands for the sponsor's name, which is: Prince Saud bin Nayef bin Abdul Aziz Al Saud who is the interior minister of the Kingdom).  By the mid-1980s, the airport had become the regional hub of DHL operations and in 1988, a purpose-designed sorting facili​ty was opened. This hub was linked with other DHL hubs around the world and served as a gateway to the Middle East region. 

As the use of the air express services in the Middle East expand​ed, so did the fleet of aircraft operated by SNAS and DHL. In 1988, the fleet comprised three Metros flying five sectors. Today, five Metros and one Convair operate 10 sectors: Bahrain, Riyadh, Dhahran, Jeddah, Dubai, Abu Dhabi, Doha, Muscat, Kuwait and Shiraz in Iran. 

Few Middle East cities, in the past, had street or even building names or numbers. Moreover, the fast growth fueled by oil-money meant that quite literally, the topogra​phy would change every month. Typical of this was Riyadh, which had barely 100,000 people in 1975 and now has a population ap​proaching 2 million.

From one-office operation in Bahrain 20 years ago, DHL has grown to 89 customer service centers in 17 countries around the Middle East employing over 1,200 people. In Saudi Arabia, there are 27 SNAS offices and they are actively promoting their services. Simultaneously, the DHL is also promoting their services in the GCC countries through English (and its Arabic version in Arabic newspapers) advertisement in the region.

Though the DHL’s Middle East operation covered only the Gulf until 1978, it has expanded considerably since to spill well beyond the confines of the Gulf. It now extends from Libya in the west to Pakistan in the east and from Turkey in the north to Yemen in the south. DHL today operates throughout the entire Middle East.    

The company has never closed its doors to customers. Throughout the civil war in Lebanon, DHL's Beirut offices remained open. DHL also maintained its services during the Gulf crisis of 1990-91. The company was the first air express service back into Kuwait, just days after the country's liberation. DHL was allowed access to Kuwait Airport and overland by road when all else was strictly limited to military traffic. DHL ferried freighters full of building materials, spare parts and specialized equipment for the ravaged country.

In an effort to reduce their cost, DHL Bahrain management has realized that they can transport heavy cargoes in all GCC coun​tries through the Saudi-Bahrain causeway and can still deliver overnight. This means that only the express documents and parcels can be transported to distant places by air. In order to expedite the customs clearance at the causeway, they usually initiate the formalities ('legalization procedure') of the documents and parcels, either at the Saudi Embassy in Manama or at the Causeway, even before the arrival of cargo in Bahrain. This is possible because of the advanced technology in use, and they know exactly how many parcels and documents individual aircraft is transporting and accordingly they prepare the papers and initiate the legalization process. This saves them time, "on average, it takes only two hours,” said their civil aviation planning manager in Bahrain. 

In January 1994, the Gulf Air introduced a daily cargo freighter from Bahrain to Brussels via Sharjah (in UAE). This new Boeing 575 freighter flies overnight to Brussels where DHL's European hub is located. DHL and Gulf Air agreed on some business arrangements to their mutual benefits. These include transporting DHL's cargo and parcels by the freighter as well as delivery of Gulf Air's cargo by DHL's operations. Such an ar​rangement has obvious advantage for both DHL and Gulf Air.

Hi-tech Hub for the Middle East

The $9 million building and facilities built at the Bahrain International airport in early 1990s is the most advanced of its kind.  DHL chairman and chief executive Patrick Lupo said at the opening ceremo​ny that the facility was ideally positioned at the airport and would be the nerve center of DHL's operations in the Middle East. "That we made this investment, at a time when the world is going through a recession, is a sign of our confidence in the economies of Middle East," said Mr. Lupo. Fully automated processes, which incorporate the latest bar code scan​ning technology, will enable up to 4,000 parcels and 8,000 docu​ments to be sorted per hour. 

Special handling systems have been installed to rapidly improve transit times through the facility. On the airside of the site, DHL and SNAS aircraft will have ramp access up to the door of the center. On the land side, DHL vehi​cles are able to load and unload documents, packages and freight for Bahrain and other destinations reached by the Saudi-Bahrain Causeway. "This investment is part of a $60 million expenditure in the Middle East," said Ken Allen, DHL's Middle East regional manager. "It has been made with the future in mind, as shipment volumes are projected to rise 20-30 percent per annum and weights by substantially more. 

Dubai, the United Arab Emirates (UAE) is an another important sub-hub of DHL in Middle East. This new hub was built in mid 1990s at a cost of $4 million. DHL UAE got recognition for its good quality management and environmental practices.  DHL UAE has become the first company in the region to achieve both ISO 9002and 14001 certification.   

Competition

Traditionally all types of mail and packages have been carried as cargo by commercial airlines. Express shipment companies still have to rely on some airlines to cover smaller, more distant markets, but are rapidly building their own fleets and routes to avoid this type of dependency. Moreover, the express shipment companies have infrastructure on the ground to support door-to- door service, whereas airline carriers only serve their customers from airport to airport. The airlines' great strength is their ability to compete on price for cargo shipments because their passenger traffic contributes to the fixed costs of flying each route.  Freight forwarders are professional service companies that take over where the airlines leave off. They are specialized in customs clearance procedures, packaging and labeling require​ments, insurance, transportation options, rates and discounts and local delivery arrangements. The market for express delivery of documents and parcels is growing fast in the Asia Pacific and Middle East and all major international players such as, United Parcel Service (UPS), Federal Express and TNT Express are all present in the region.  Following Table shows the size,  growth and recent sales of major competitors:

Table: 2 Summary Information of major competitors

	
	DHL Worldwide Express
	FedEx Corporation
	United Parcel Service, Inc.

	Sales

1-Year Growth

Employees

CEO
	December 1999

US$ 5,100 million

2.0%

63,600

Victor Guinasso
	May 2000

US$ 18,256.9 million

8.8%

149,000

Frederic W. Smith
	December 1999

US$ 27,052 million

9.1%

344,000

James P. Kelly


Source: The Standard Europe, May 21, 2001.

UPS in Asia-Pacific and Middle East

Founded in 1907, UPS is today one of the largest transport company of the world with 1998 annual sales of about $25 billion. To serve the Just-In-Time (JIT) manufacturing requirements of global manufacturers, UPS began its dramatic expansion around the world when it acquired Asian Courier System in Asia in October 1988. 

Fulfilling its vision as a global trade facilitator, the 93 year old company, that delivers 12 million packages a day in more than 200 countries and territories, strives to provide total distribution solutions, be it via air, land or sea, at cost-effective rates to global shippers.

For the past 10 years, UPS’ primary goal in Asia has been to continuously expand its extensive, integrated and advanced ground and air delivery systems to provide customers with fast and reliable on-time delivery. Through a series of acquisitions and facilities expansion, UPS has established its market presence in this region.

Between 1989 and 1994, UPS spent US$102 million to acquire and expand its operations in Asia Pacific (Singapore, Hong Kong, Malaysia, Taiwan, Thailand and Australia). In 1966 alone, US$400 million was invested in the building of an Asia Pacific regional hub in Taipei and a regional air network.  Another US$130 million was allocated for investment between 1995 and 2000 to strengthen the air network and ground handling capability.

Today UPS has a comprehensive geographical coverage in Asia and throughout the world. It is in over 40 countries and territories in Asia Pacific with “brown” operations in Australia, Malaysia, Hong Kong, Singapore, Thailand and Taiwan and six joint venture operations in China, the Philippines, Japan, South Korea, New Zealand and Indonesia. 

Presently, a delivery network of 108 cities in China has been established through its Chinese partner, Sinotrans. Major city gateways were set up in Beijing, Shanghai, Guangzhou, Tianjin, Shenzhen, Hangzhou, Qingtao,  Xian and Dalian.  To further strengthen its network in mainland China, it is now working towards a codeshare agreement with a Chinese carrier; similar to the agreement it has with Nippon Cargo Airlines.

The heart of UPS’ air and ground network is its regional hub in Taipei. Serving as a trans-Pacific air operation, the Taipei hub is currently linked with Tokyo, Osaka, Seoul, Singapore, Bombay and Penang, while more recently it has added a direct link to Jakarta using a chartered F-27, which connects its B757F operation to Singapore. It is currently linked by 48 weekly flights to key Asian cities as well as the US hub at Louisville.

The company reported improved financial performance in 1998. For the first nine months of 1998,  the total revenue was US$18.1 billion, up 11 per cent compared to the US$16.3 billion reported for the first nine months of 1997. Net income for the nine-month period totaled US$1.26 billion in 1998, up 126 per cent compared to the US$558 million reported in the previous year.  UPS’ domestic operations were adversely affected by a 15-day labour strike in 1997.

In 1985, UPS operated in US, Canada and a handful of European countries. Since then, it has gone across Europe, Far East and Middle East. Two major strategies followed by UPS are low price and growth through acquisition. In 1990, UPS acquired a small British courier firm, International Messengers Limited which was operating in the Arabian Gulf region. The company then established offices in Bahrain, Dubai and other in Gulf Cooperation Countries (GCC) including Kuwait, Oman and Qatar where it has agents or franchisees. UPS’ traditional strategy of moving in by buying small foreign courier firms, however, proved complicated. “You can’t impose the UPS culture on people outside the U.S. You have to let them assimilate at their own pace,” said Donald Lasyden, senior vice-president.  When interviewed in 1993, UPS manager in Bahrain said that only except DHL no other express courier company was doing business in Saudi Arabia. Because other companies were unable to make necessary arrangement and secure permission to do business in the country.

Federal Express Corporation (FedEX)
FedEx, another large express delivery company based in Memphis, USA, is also strengthening its presence in the Asia Pacific market. Regional vice-president for the South Pacific David Cunningham recently told reporters in Singapore:

“FedEx is a network, a network of people, aircraft and most importantly, of information technology to manage the flow of information across computers, database, operations and inventory management tools.”  The company, a subsidiary of transportation giant, FDX Corp of the U.S.  has the world’s largest air cargo fleet with over 500 aircraft that take off and land over 1,000 times a day to serve over 325 airports.

Since 1995 FedEx has grown in stature in the region as it worked to enhance its Asian network, with Australia being connected to the Asia One network in October 1998. Its Asia Pacific service is made possible through 150 FedEx intra-Asia flight a week, to and from its 24-hour airport hub at Subic Bay in the Philippines which connects it to the other members of the company’s “Asia One” club. Asia One network offers business day delivery between major cities in Singapore, Malaysia, Hong Kong, Taiwan, South Korea, Japan, Philippines and China.

FedEx recently announced a plan to open two new express distribution centers in Malaysia.  The proposed centers to be located in Penang and Kuala Lumpur, have already been earmarked in the company’s business strategy in 1999 for the Asia Pacific region as FedEx expects to strengthen its already established position in the region. 

FedEx regional office in the Middle East was based in Bahrain, but in the late 1980s they moved this office to Dubai in anticipation of better business prospects there. They have business operations in all the GCC and Arab countries including Saudi Arabia. They have built their Middle East hub in Dubai.

The company generated revenues of US$13.3 billion in fiscal year 1998 while for the second quarter of the year, revenues increased by 6.8 per cent to US$4.2 billion from US$3.9 billion previously.

In addition to the established integrators including  DHL, FedEx, UPS and TNT Express,  a regional operator, the Jordan-based Aramex International Courier, is planning a major move into air express business. Since the end of the Kuwait crisis in 1991, business in some sectors has increased substan​tially. Aramex president and chief executive officer Fadi Ghan​dour claims that the increase in the Middle East market as a whole has been running at 25-45 per cent a year during the early 1990s. DHL, too, talks about annual growth figures of 25-30 per cent in the region. On the other hand, TNT's Dubai-based regional manager for the Middle East and Africa, John Robertson, says express business expansion has been patchy. "Growth in the UAE has probably been running at 20 per cent-plus over the last couple of years, but Kuwait has not grown much over the last year and neither has Bahrain,” he said (MEED March 18, 1994, p11.) Opinion also varies about the scale of future expansion in the express market. TNT's Robertson sees steady rather than spectacu​lar growth in the Gulf. DHL's Middle East regional manager, Ken Allen, is more upbeat. He says Middle East shipment volumes are projected to rise by 20-30 per cent a year over the next few years and weights by substantially more. Aramex's Ghandour is, if anything, even more bullish. "If the Iraqi, Iranian and Lebanese markets are going to be reactivated through reconstruction ef​forts, the Middle East express market could double in size and could become the world's most lucrative express market," he said (MEED, 18 March, 1994, p12).

TNT Express, the big Austra​lian transportation company (1998 revenue is $8.6 billion) is also operating in the region in the express delivery market. Emery Worldwide has recently relocated its Middle East regional sales office from Abu Dhabi to Dubai ahead of a planned major consignee sales drive.  Jordan-based Aramex is also lookig to set up warehousing and distribution centres in Jabel Ali, Dubai and Amman. Its sister company Middle East Direct is planning to expand its recently established international mail order operations in Jordan, Kuwait, Lebanon and Saudi Arabia to include all the major cities in the Middle East by 1995. 

Competition from Air Cargo Services

World economic growth may have slowed but there is little sign of it in the continuing strong growth of airfreight. Figures from the International Air Transport Association (IATA), whose members account for 95 percent of the freight tonnes carried worldwide, show annual average growth of 10 percent in the tonnage carried in the five-year period to 1997 (MEED Feb. 5, ’99).  

Air cargo and courier operations to the Asia Pacific and Gulf are on the increase. Both regional and international carriers are planning to expand their air cargo capacity and services, including more freighter operations. Singapore Airlines, Malaysia Airlines, Thai International Airways, Japan Airlines, Korean Air Lines and Cathay Pacific are major competitors in the cargo segment in Far East market.

Competitors in the Arabian Gulf include commercial airlines from all parts of the world. In addition to the air cargo services of Gulf Air, Emirates and Saudi Arabian, these include Northwest Cargo, Cathay Pacific, Air France Cargo. Cathay Pacific, like DHL, is plan​ning to expand its cargo operations with flights to London, Frankfurt, and Hong Kong. In contrast to most airlines whose cargo revenue is only about 10 percent of total revenue, Cathay's cargo revenue stands at about 22-25 percent. Facing an over-supply of cargo service in Dubai, Cathay is seeking to diversify its market coverage by expanding its operations in Bahrain.

In 1994, Bahrain-based Gulf Air launched a six-times-a-week B757 freighter service between the Gulf and Brussels with air express company DHL. The airline is studying possible all-cargo operations to the Far East and Indian subcontinent as the next step towards the longer-term development.

Dubai-based Emirates has started its move into the Commonwealth of Independent States’ (CIS) freighter operations by operating charters between Dubai and Moscow with a Russian-built Ilyushin IL76 aircraft. If cargo volumes hold up, those flights could be developed into a scheduled operation.  Emirates also operates two scheduled B747-200 freighter services which it launched in 1994: a weekly joint-venture service between Dubai and Amsterdam, operated with Dutch carrier KLM, and its own weekly service between Dubai and Hong Kong. Emirates are considering doubling the frequency of both operations and adding other destinations. 

The latest cargo development for Saudi Arabian involved the relaunch, in late 1994, of a weekly B747 freighter service between Europe and Japan. It is operated out of Saudi Arabian Airlines' European cargo hub at Brussels and routed via Dhaharan, to Tokyo Narita. The service has proved “phenomenally successful” according to a spokesperson for the carrier.  “ The strength of the yen is encouraging strong Japanese imports and we are looking to maintain our new freighter operation to Tokyo as a regular scheduled service,” the spokesperson says (MEED 17 February, 1995, p15). From Brussels, Saudi Arabian Airlines operated around eight freighter flights a week to Riyadh, Jeddah and Dhahran using its own B747F and a mix of wet-leased B747F and DC8F equipment. Two of those European flights originate in New York to service the U.S. market.

The Middle East’s leading cargo carriers including Emirates, Gulf Air, Saudi Arabian Airlines and Kuwait Airways accounted for nearly half of the one million tonnes of air cargo carried by regional airlines in 1997. Although it is a relative newcomer, Emirates is the market leader and fastest growing regional carrier in the international air cargo sector. “It is the most visible, offering the most space and the best quality of service,” says a European rival. 

The steady growth of Middle East air cargo traffic is apparent from the performance of Luxembourg-based Cargolux, which flew 16,500 tonnes to the Middle East in the first 11 months of 1998, up from 15,000 for the whole of 1997 and 12,000 tonnes in 1996. For Cargolux, whose worldwide business now exceeds 300,000 tonnes a year, the strongest regional destinations are Abu Dhabi, Dubai and Kuwait. Cargolux says that more than 80percent of the cargo it delivers into the region originates from France, Germany, Italy, the Netherlands and Spain. It currently serves the region with 17 weekly flights from Luxembourg to Abu Dhabi, Beirut, Dubai, Istanbul and Kuwait with its fleet of all B747 aircraft. Some destinations, such as Dubai, get five flights a week. After refuelling, most of the services fly on to the Far East, to Taiwan, Japan, Singapore, Hong Kong and Kuala Lumpur. Pierre Wesner, vice-president for sales and marketing at Cargolux, says that the carrier’s Middle East business is “totally mixed” and includes everything from consumer electronics to fresh fish and vegetables. “The Middle East market is quiet; it’s very stable,” says Wesner. “What is causing trouble is the demand to Asia.”  The dramatic devaluation of Asian currencies and the economic crisis of the region in late 1990s has hit demand for European imports – while traffic in other direction is picking up sharply.

Lufthansa Cargo has nearly doubled its transshipment trade over the past several years at Sharjah where tonnage rose to about 93,000 in 1998. The airport now handles about 300 Lufthansa freighter flights a month and is the German carrier’s biggest hub after Frankfurt. Lufthansa originally intended to boost services to Indian subcontinent from the Sharjah base but now does much more, linking up with partner airline services run by Singapore Airlines, EVA Air of Taiwan and SAS Cargo.

In recent years a new type of competition has emerged in the time-sensitive document segment of the market that may prove to be insurmountable -- fax machine.  Recently, annual growth rates for overnight letters in the US market, for example, slowed to around 10% in 1990, from 25% in 1988 and a high of 58% in 1984. All express delivery companies are likely to suffer to some extent in this segment. 'Barid Mumtaz', an express delivery service operated by the Postal Services Department of Bahrain, is also in operation.  

The Future

Air express is big business in a sector of air transport industry defined by vast fleets, high turnover and tough competition. Millions of transaction every day; aircraft fleets ranking among the world are largest; thousands of vehicles; and sales volume measured in billions of dollars even among the smaller players.

DHL is adapting to changing industry environment by investing in information technology and hubs and sub-hubs around the world. Recently it has launched an innovative online booking service that includes a “track and trace” facility on the Internet. In fact, the increased use of electronic commerce is becoming an accelerating trend in air express industry where location of consignment is crucial all the time. “The internet will be a major battlefield for this business over the next two years”, said UPS’ UK business development director, Geoff Light. “Those who don’t get involved will be left behind. One of the key differences between express parcels and the traditional air cargo business is the time-sensitive nature of the packages. It can be vital to a sender’s cash-flow to ensure that an invoice has arrived on time, or that work promised has been delivered. They tend to be more demanding than cargo customers, who are dealing in bulk, and are satisfied with a waybill as proof of acceptance. Today, the customers want to know where their package is within 30 minutes of it being handed over.

The air express business in the Asia Pacific and Middle East is forecasted to grow at about 20 per cent annually. DHL is has achieved the leading market share of about 40 per cent in this super-region. The company has however been faced with determined competitors like FedEx, UPS and TNT and it would be interesting to observe how DHL could maintain its market share and even improve its services in the region.

Customers of express parcel services have been more and more demanding of fast transit. While only a few years ago a two to three day delivery service was the best that could be achieved, today many operators offer a world-wide 24 hours delivery service. Many companies (industrial customers) have taken seriously the need to emphasize those capabilities that define their core competencies. For example, manufacturing organizations are now committed to capturing economies of scale by global manufacturing and global marketing. Protecting and building the brand takes place hand in hand with the development of new markets across the world. In addition to improvements in the reliability of time delivery, customers now expect the same level of performance irrespective of their location.  Trends such as these are part of the complex factors that lie behind the growth in the air freight and air express sector. This growth is characterized by flows of greater frequency and smaller consignment sizes ideally situated to the air express option. 

Patrick Lupo has expressed his confidence and optimism about DHL's future. "As we look ahead, we see exciting opportunities for our customers and for ourselves. International agreements like GATT (General Agreement on Trade and Tariffs), NAFTA (North American Free Trade Agreement) and the expansion of European Economic Area reflect changing, more open patterns of interna​tional trade. In this world of tomorrow, only one quality of service is good enough: the best. That's why DHL’s employees, backed by state-of-the art equipment and technology, are dedicated to providing the highest level of service in the air express indus​try. I believe this dedication to service quality will maintain DHL's position as world leader in the air express industry for the next 25 years" (DHL Corporate Annual Report:1994, p1).  Only the future will witness whether such an optimism will material​ize. 
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Discussion Questions:

1. How would you analyze the international air express industry? Is this the same in the Asia-Pacific market?

2. Identify the strengths, weaknesses, opportunities and threats of DHL in the Asia-Pacific region? What options do they have?

3. How would you explain DHL’s competitive environment in the Asia Pacific?

4. What are the KSFs in the international air express industry (including air freight)?

5. What are key issues faced by DHL in the region? What should they do?

� This case was prepared by Golam M. Khan with support from the University of Brunei Darussalam. It is intended to be used as a basis for class discussion rather than illustrate any effective or ineffective handling of an administrative situation.
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