Chapter 11
Electronic Business

(new chapter, cases from old chapter 9)

Federal Express [!! Photo]

Federal Express promises to deliver packages overnight absolutely and positively. Its extensive fleet of trucks and planes, Memphis distribution hub, and Cosmos II computer system enable it to accomplish these objectives. Cosmos II keeps track of 14 million online package deliveries every day. When a customer service representative keys in a package’s registration number, the system can track the package from its dropoff at any Federal Express office to its ultimate destination. The advantages that this system provides have been indispensable in Federal Express’s rise to be the leading provider of overnight package delivery around the world.

A key component of the system is the menu-driven Supertracker bar-code scanner. Worldwide, 60,000 Supertrackers scan packages every time a package changes hands. Data is stored in the Supertracker and relayed back to the minicomputers in the dispatch station when the Supertracker is replaced in its cradle in the van. At the end of the business day, the Supertracker is returned to a mechanical cradle in the dispatch station where its information is downloaded to the central computer. This transfer enables the master database to be automatically updated each night. 

The Supertracker system provides more information than just the location of packages. Early access to the number of packages headed toward each destination enables management to allocate delivery personnel and trucks to each day’s routes. Monitoring the number of pickups in a region also assists management in its efforts to evaluate advertising and other programs in an area. Quantitative measures of pickups and deliveries can also be used to evaluate offices and personnel against standards from other offices and areas.

Casestc \l1 "Cases: Package Delivery

The secret to being a successful package delivery company is timeliness, efficiency, and affordability. In the last 30 years, guaranteed two-day and overnight delivery has made drastic changes in businesses’ perception of “timely.” Pony express delivered messages for several years, until the telegraph rendered it obsolete. Many thought that fax machines and e-mail would do the same thing to the overnight market. So far this has not been the case. The industry has continued to change nonetheless, hastened by the march of technology, a new set of customer needs, and a change in the way business is conducted.

Manufacturers and sellers had previously focused on reducing shipping costs and time to customers in a more competitive marketplace. The current market place now demands speed to market in order to reduce product cycle times. Many high-tech products are becoming obsolete in record times and the there is a need to provide fast-cycle logistics. Doing so adds enormous value to customers by compressing production and delivery cycles, particularly for time-sensitive products such as IT components, biotechnology and pharmaceutical products or medical devices. Furthermore, it allows companies to reduce the carrying costs and lower their inventories levels. 

Financial Analysis

While moderate to high market growth continues in the industry, prices have declined because of fierce competition. Technological advances and efficiencies have enabled the industry to continuously cut costs. United Parcel Service (UPS) and Federal Express (FedEx), the two most technologically advanced companies, have reported profit increases greater than yearly sales increases. 

Stock/Investment Outlook

The stock projection for the package delivery industry is positive for the next few years. Most of the large delivery companies are rated a buy or outperform for the next three to four years. 

Potential/Prospects for Growth

The package industry has shifted from providing delivery services to becoming integrators of customers’ supply chain systems. FedEx and UPS have assisted companies with supply chain management by offering tools and consulting, and handling international shipment from end to end. One of the major areas of for improvement that the package delivery must meet, particularly for express carriers, is that of free movement of packages through customs in order to meet global business demands for overnight delivery. Julian Oliver, the director general of the International Express Carriers Conference had the following figures to offer on the express carrier industry
: 

· 200 countries being serviced

· 650,000 people employed

· 1200 aircraft

· 1350 daily flights

· 175,000 trucks and vehicles

· 20 million daily shipments

· $50billion in duties and taxes

In his presentation Oliver also points out that outside industry sources such as Boeing and Airbus also predict prolonged growth in the industry. Both airline manufacturers predict double-digit growth rates for next 15 years for airfreight. According to estimates from the Colography Group, the global value of air-shipped goods approached $2.2 trillion in 2000, increasing by almost 7 percent over 1999. As in the United States the express segment of the international is also growing twice as fast as the broad market in terms of tonnage. Globalization, just-in-time logistics, customized mass production, rapid customer response, and e-commerce, along with other trends, all point to greater use of parcel service in the future.

Market Share Competitive Structure

The U.S. market is made up of seven large companies, dozens of smaller entities, and the U.S. post office. The biggest shake-up in the package delivery industry occurred when UPS, the sleeping giant, awoke. For years, UPS was the industry cash cow. It owned the package delivery market and was a very staid company trying to do one thing well—mass-produced delivery. After the upstart FedEx began the new overnight market, UPS slowly began to transform itself to expand into that and other markets. One of the ways UPS transformed itself was to increase the marketing department from seven to 600 people, in order to attract and keep corporate customers. 

Given the high cost of entry, the oligopoly in the marketplace will continue. Billions are needed to develop facilities in trucking, delivery, computer, and air networks. These costs keep new companies from entering or becoming a dominant force in the marketplace. As time goes on, more buyouts, mergers, and alliances may further restrict the number of players. 

Role of Research/Development

The role of research and development in the package delivery industry is to develop new technologies that will cut the cost of shipping, shorten delivery times, provide better services to customers, and integrate the supply chain between supplier and customer in order to reduce product cycle times. Wireless technologies and robust web based applications that are accessible to customers, are key technologies and services that are being offered to customers today. Most of the focus lies in improving efficiency through distribution and planning. The use of mobile computers and transponders, as well as satellites, to monitor packages and vehicles is also increasing shipping efficiency. Other high-tech applications are on the horizon. One is an IT tool that allows shippers and intermodal operators to simulate flows of cargo, detect inefficiencies in combined transport operations, and search for alternative transportation scenarios. 

Technological Investment and Analysis

FedEx and UPS are leading the industry in technological spending. They are attempting to integrate all facets of the delivery process so companies can eventually outsource their supply chain management to them. Eventually these delivery companies want to become the supply chain managers for corporations. Once FedEx and UPS have introduced their services into customers’ routines, it is more difficult and troublesome for customers to switch to other delivery services. 

Assets that provide the means to move goods physically are undifferentiated and generically available to all players. Technology has emerged as the method to distinguish a company’s products, improve its service quality, and lower costs. As such, it has become increasingly important to manufacturers and sellers to be able to access real-time information about the status of parts, materials, and finished goods in a world of just-in-time inventory management. Furthermore, integration with suppliers networks would provide a more accurate picture for managers to decide on production issues. 

Recommendation for the Future

New economy dynamics have transformed the supply chain. Forced by the reality of competition, firms can no longer manage production, inventory control, transport, and sell and service as functions independent of one another. The New Economy supply chain is an entirely different animal, defined by its organic nature, whereby operational impacts of any part of the organism are keenly felt throughout the entire supply chain. Firms that want to compete and excel in the new economy need to integrate demand management,  inventory management, distribution, and customer fulfillment with seamless information flows from the supplier level to the production level, and on to the customer level in real-time. Each of the supply chain components must be supported by sophisticated information systems that provide the highest degree of visibility, precision, and efficiency. This is particularly true for companies engaged in electronic commerce.

Federal Express

There was no such industry as express delivery of packages until FedEx started it in 1973. Not only did it create an industry, but it has also set the standard by which competitors are measured against. With annual revenues of $20 billion, FedEx Corp. is the premier global provider of transportation, e-commerce and supply-chain management services. In order to ensure to gain a greater market FedEx has expanded from its express delivery services to complete integrated business solutions through a network of subsidiaries operating independently, including FedEx Express, the world's largest express transportation company; FedEx Ground, North America's second largest provider of small-package ground delivery service; FedEx Freight, a leading provider of regional less-than-truckload freight services; FedEx Custom Critical, the world's largest provider of expedited, time-critical shipments; and FedEx Trade Networks, a provider of customs brokerage, consulting, information technology and trade facilitation solutions. FedEx has grown from being a solely overnight express packaged delivery service to a complete supply chain management provider for any type of business need. 

Technological Investment and Analysis

Despite the economic slowdown, FedEx has continued to invest in its IT infrastructure with a proposed $1.5 billion IT budget for 2002. Unchanged from its 2001 IT budget. There are approximately 2.2 million unique visitors to the web site each month. Approximately 69 million packages delivered by FedEx Express every month are either processed or prepared for delivery online
. FedEx’s web site was the first to allow customers to track their shipments online and to also ship them.     

While customer-facing technologies keep customers coming back, it's in back-end systems where the Internet has made the most impact at FedEx. FedEx offers multiple methods for customers to connect to its shipping, tracking and logistics systems over leased lines, direct connections, private networks and EDI (electronic data interchange). Now the company is actively pushing large and small customers alike onto the Internet through the use of XML. Today, the majority of large corporate customers continue to use private networks and leased lines to connect to FedEx's systems. But Robert Carter, executive vice president and CIO at FedEx, said he is optimistic that more and more blue-chip companies will begin to transact with FedEx using the Web and XML. 

Technological Innovations

In 2002, FedEx will launch online document completion to its customers that need to ship internationally. FedEx wants to enable its customers to complete documents online, therefore allowing them to export to more than 20 countries by completing the forms online and sending them directly to the appropriate customs offices over the Internet. The company currently provides customs forms that must be printed, filled out and sent to customs by the customer.

Additionally FedEx's IT department began testing a number of additional wireless technologies, including Bluetooth on courier devices, which allow carriers to communicate in short-range with their offices. The technology upgrade provides FedEx Ground customers with the fastest signature proof of delivery and adds to the most detailed package tracking information in the ground shipping market 
. The company has also begun to wire its offices with WiFi wireless LANs that enable development groups to collaborate wirelessly in conference rooms. All of this is an effort to provide the latest technology to customers and help the company’s become even more efficient.  
Recommendation for the Future

FedEx should integrate as many tools to allow their customers to run their shipping departments if they wish to do so. However, FedEx has also recognized that there is a greater value to the customer in becoming involved in the many areas of supply chain management in order to reduce product cycle times. This will allow major customer to concentrate on their core business and outsource the supply chain management aspect to FedEx. Furthermore, this move will allow FedEx to diversify and become a long-term partner of the company therefore ensuring future cash flows.

Questions

1. What has been the catalyst for change at Federal Express?

2. Upon which technologies has Federal Express relied?

3. How successful has technological change been at Federal Express?

4. What does the corporation say about its financial ability to embark on a major technological program of advancement?

5. What does Federal Express’s Web page present about its business directives?

6. What challenges and opportunities is the package delivery industry facing?

7. How important is the collection and evaluation of data to the future of Federal Express?

Additional Reading

Haddad, Charles. Transportation: A Long Haul to Recovery?. January 14, 2002 

Business Week Online. http://www.businessweek.com/magazine/content/02_02/b3765673.htm

Oliver, Julian. Improving the Future Express Market. Presentation http://www.postinsight.pb.com/files/OliverWorldMailExpAmer.pdf

Sparks, Nancy S.. Recognizing the Importance of Air Freight. Understanding Aviation Economics. London, April 5, 2000

Chen, Anne. #2: FedEx Delivers E-Biz Win,  November 12, 2001 

http://www.eweek.com/article/0,3658,s%253D703%2526a%253D18253,00.asp

FedEx Ground Receives Wireless Industry Award for New System That Captures Digital Signatures At Package Delivery. PITTSBURGH--Dec. 10, 2001. http://www.transportnews.com/Article/140271

Global Impacts of FedEx in the New Economy.  http://www.sri.com/policy/csted/reports/economics/fedex/

United Parcel Service

United Parcel Service, the world’s largest package delivery company, provides specialized transportation services through the pick-up and delivery of packages, primarily by air and ground transportation in the United States, as well as various logistics services. UPS is the leader in its industry for delivering 55 percent of merchandise sold online compared with FedEx's 10 percent, according to consultancy The Sageza Group Inc. The company, founded in 1907, now handles over three billion packages and documents per year and delivers to every address in the US and in more than 200 countries and territories. Sales in FY 2000 totaled $29.771 billion, up 10.1% year-over-year.

New facilities in Georgia and New Jersey house what UPS claims is the largest database in the world, the DB2 database. The DB2 database has more than 7,000 gigabytes of records, the tracking information regarding all UPS packages shipped in an 18-month period. This kind of computing power translates into information regarding senders, receivers, billing, bar codes, time sent, estimated destinations, and other information for more than 4 billion packages. 

The new Atlanta site is primarily backup for the New Jersey operations in case of disaster or expansion needs. Input into these new centralized computing facilities is through DIADs, or delivery information acquisition devices specially developed for UPS by Motorola. These devices are handheld by the delivery person and feature 1.5 MB of RAM, digital signature capability, and an optical coupler. The optical coupler is used to transfer information and signatures into the DVA or DIAD Vehicle Adapter, where data is then transferred via cellular phone or modem. UPSnet makes the transfer of data to the data facilities in New Jersey and Atlanta. UPSnet does this via a network of 500,000 miles of dedicated cables, more than 200 switching nodes and a UPS satellite.

Outsourcing of certain functions needing expert advice and creating partnerships that support the needs of information systems are also underway. For example, to send all the information from the delivery trucks through the DVA using UPS TotalTrack, UPS has alliances with more than 90 local and regional cellular carriers including AT&T Wireless Communications, AirTouch Cellular, Southwestern Bell Mobile Systems, Pacific Telesis, GTE Mobilnet, and others. Northern Telecom switches provision UPSnet’s dedicated cables directly linked to the central computing facilities. Several types of products from several companies result in a 100 percent uptime for the network. 

Users of UPS MaxiTrac dial through lines provided by AT&T and Sprint. For data warehousing, UPS has chosen EMC Corp. and a system developed by Hewlett-Packard Co. and Oracle Corp. UPS’s existing mainframes were not meeting the speed and availability needs required to service the vast amounts of data, but with the help of EMC, data warehousing will now be state of the art. These cooperative agreements have helped lessen UPS’s technology-related responsibilities and have focused UPS’s energies on more core issues.

The final implementation of UPS’s technological initiative is the development and upgrading of software application products. One of the results of this initiative is UPS Online. This service is a Windows-based system that lets customers manage finances related to the package, track the status of their package, and print out shipping summaries. This system will integrate UPS into the customers’ daily operations while providing more valuable information, allowing the customer to react to situations in real-time. 

Another new product is the UPS Web site. On the site, a browser can find information about the company, what is new in the company, employment information, news releases, and a host of other information related to UPS. The customer can also find on the site a service that will, using bar codes, locate where the package is in the delivery process. In this way, even the casual, noncompany-related customer could have access to most of the information that users of UPS Online would have. If all goes as planned, the Internet and the UPS Web site will also serve as a center where transactions will occur without the security hazards still present on the Web. The Internet potential is great and UPS wants to be one of the first companies capitalizing on its potential.

Another new product is the improved help desk that will service both internal users as well as external users in an attempt to “empower our [employees and customers] to become as independent as possible in using technology.” The help desk function was not a formal organization five years ago, but as the volume and the sophistication of UPS and its software grew, and as the need for support for these new technologies grew, an operation was launched to service the need. 

With the internal and external operations combined, the help desk receives approximately 70,000 calls a month, a dramatic increase compared to approximately 14,000 calls a month in 1991. The external operation is run by 130 front-line experts and the internal group is run by 65 first-line consultants in the Mahwah, New Jersey, campus. 

The intimidating task of supporting all the software at UPS is, in turn, supported by Windows-based Expert Advisor from the Software Artistry company. Previously, the help desk function was supported by IBM’s mainframe based Infoman, but its limitations became too apparent as the move to PC-based operations from mainframe operations came about. 

Expert Advisor allows UPS to store more data online to assist helpers solve problems in a standardized manner quickly and efficiently. The help desk technicians no longer have to flip through binders full of information to solve an issue. Rather, they just have to type it into Expert Advisor. With its dynamic ability to constantly update and incorporate new diagnostic tools and solutions into the system, Expert Advisor has developed the help desk function into a real value-adding arm at UPS.

UPS has therefore taken steps to initiate and seek new technologies as well as react to industry forces. These technologies all have an element of risk involved as significant funds have been allocated for the acquisition of new equipment, new software, and new employees. However, it is clear that UPS is trying to innovate to keep its market share and profitability.

Technological Innovations

Telecommunications

In 1998, UPS launched an Internet-based delivery service that the company says could make life a lot easier for firms wanting to send sensitive documents on tight deadlines. The service is called UPS Document Exchange. It is a suite of delivery and information management services that provides a choice of two Internet delivery services: UPS OnLine Courier and UPS OnLine Dossier.

UPS OnLine Courier uses either the UPS Web site or a separate software package and allows customers to send documents to anyone, regardless of the e-mail software package, operating system, or hardware being used on either side of the delivery process. UPS OnLine Courier is built on an open environment.

"It has a PDF (portable document format) and Adobe PDF built into it, so if the recipient doesn't have the same software as you do, it won't hinder their ability to read it. That's a benefit of the Courier," said Joan Schnorbus, a UPS spokesperson.

UPS OnLine Dossier takes UPS OnLine Courier a step further by using a double-encryption process and offering insurance. The document will self-destruct if tampered with. UPS OnLine Dossier authenticates identities using digital certificates, which are required by both sender and receiver.

UPS is developing another service for corporate customers. This service integrates UPS package-tracking capabilities directly with the customers’ Web sites. The move allows consumers to obtain tracking information for their orders from the site where they ordered rather than by jumping to UPS. 

Questions

1. What has been the catalyst for change at the United Parcel Service?

2. What are the critical success factors and core competencies for UPS?

3. Upon what technologies has UPS relied?

4. What caused a change in the way UPS used technology to meet the business needs of its customers?  

5. How does the corporation’s Web page support its business directives?

6. How important is the analysis of data to the corporation’s continued success?

7. How will the capture and maintenance of customer data impact the corporation’s future?
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