
STA FF  RE P O RT

SMALL  PARCEL SH IP P IN G
enroute

It used to be a question of USPS or
UPS. Today, even LTL carriers want to
be contenders in the small package
delivery market. What’s a shipper to do?

checking 
out the
package 

(services)
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THE CHOICE WAS MUCH EASIER A QUA RT E R C E N T U RY
ago. If you had a small package to ship, you went with either
the U.S. Postal Service (USPS) or United Parcel Service (UPS).

Then along came Federal Express, with an overnight deliv-
ery service, and Roadway Package System (now called FedEx
Ground), which was the first to offer ground parcel service
with package-tracking capability. Lured by the prospect of
money to mine, others—most notably Airborne Express and
DHL Worldwide Express—quickly jumped into the domestic
express service game.

But that doesn’t mean small package carriers own the mar-
ket. Today, they’re getting some competition from an unex-
pected quarter—the less-than-truckload (LTL) carriers. LTL
haulers, which have adjusted their networks and upgraded
their systems so they can offer time-definite delivery and
tracking, are gearing up to beat small package specialists at
their own game, especially in business-to-business shipping.

As a result of all the competition, shippers looking to move
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small packages today can reach any address in the nation,
choose how fast the goods get there and obtain notifica-
tion of their exact time of arrival. Also as a result of all
the competition,shippers now have a lot more options to
investigate—not only among the traditional small parcel
carriers, but among LTL competitors and consolidators
as well.

So many choices, so little time
The pantheon of s m a ll - p a rcel carri ers is pret ty familiar
to most shippers by now. The gra n d d ad dy, of co u rs e , i s
the USPS, of ten the ch oi ce of c u s tom ers who are inter-
e s ted in saving mon ey. Wh a t’s notewort hy abo ut the
Postal Servi ce’s of feri n gs is the absen ce of ex tra ch a r ge s :
Th ere is no ex tra ch a r ge for del ivering to re s i den ces or
for making Sa tu rd ay del iveri e s , and there’s no fuel su r-
ch a r ge . And even though the USPS does impose a fee
for its pickup servi ce , that fee is ch a r ged for the vi s i t ,
not the nu m ber of p i eces as is the case with many of i t s
com peti tors .

Th en there’s Fed Ex , wh i ch of fers a wi de va ri ety of s erv-
i ce s . Dom e s tic of feri n gs ra n ge from same-day, overn i gh t ,
and two- or three - d ay del ivery (Fed Ex Ex press U.S.) to
one- to five - d ay ground del ivery (Fed Ex Ground U. S . ) .
In tern a ti onal of feri n gs inclu de Fed Ex Ex pre s s
In tern a ti onal (one- to three - d ay or fo u r- to five - d ay serv-
i ce to more than 210 co u n tries) and Fed Ex Gro u n d
In tern a ti onal (day - def i n i te servi ce to business ad d resses in
Ca n ada and Pu erto Ri co ) .

Me a nwh i l e , m egac a rri er UPS, a l re ady a hu ge player in
both the dom e s tic ground and air- ex press bu s i n e s s , i s
l ooking to stren g t h en its foothold in the intern a ti on a l
s m a ll pack a ge market . The carri er, t h ro u gh its UPS
Su pp ly Chain So luti ons divi s i on , l a u n ch ed its “Trade
Di rect Oce a n” s ervi ce in Brazil and China late last ye a r.
Un der that progra m , wh i ch is popular among shoe and
a pp a rel manu f actu rers , the com p a ny works with ven-
dors and manu f actu rers to prel a bel small pack a ge s ,
wh i ch are then moved via ocean con t a i n er to the Un i ted
S t a te s . Upon arriva l , UPS unloads the pack a ges and
i m m ed i a tely places them direct ly into its small pack a ge
n et work .

An o t h er major player is Ai rborn e , wh i ch of fers
overn i gh t , n ex t - a f tern oon , s econ d - d ay, and ground serv-
i ce as well as a deferred one- to five - d ay servi ce . The com-
p a ny ’s recent focus has been on expanding its Web site ,
Ai rborn e . com , to inclu de a nu m ber of tra n s acti onal capa-
bi l i ti e s . S h i ppers now can print their own label s , track
s h i pm en t s , s ch edule pickups and pay bi ll s — a ll on l i n e .

Along with the national players, there are a number of
regional parcel carriers. Eastern Connection, for exam-
ple, provides parcel delivery services in cities from Maine
to Virginia. Small by comparison to UPS or FedEx (it
handles about 8,000 packages a day),Eastern Connection
provides next-day service to most of its destinations.

Parcel carriers, like most other businesses, suffered some

setbacks under the double shocks of a stalled economy

and the 20 01 terrorist attacks. FedEx Express’s average

daily volumes, for example, grew by a scant 0.3 percent

in its 20 01 fiscal year (which closes at the end of May)

and dropped by 5.8 percent in its 2002 fiscal year. 

Though there are signs that some of the business is

r e b o u n d i n g — FedEx Corp. reports that average daily

package volume for FedEx Express and FedEx Ground

was up 13 percent in the quarter ended Nov. 30—it’s

definitely not a universal. If you look at stats through the

first nine months of last year, UPS’s average daily vol-

ume of 12.9 million domestic packages lagged 1.8 per-

cent behind the previous year’s.

One way to offset falling volumes, of course, is to raise

prices. And indeed, most of the small package carriers

have announced rate increases recently. In November

2002, UPS raised its rates an average of 2.9 percent.

FedEx raised its express rates by 3.5 percent and ground

rates by 3.9 percent. Airborne followed suit, announcing

rate hikes of between 3 and 4 percent for its various

services. Those followed a 10-percent increase by the

Postal Service for Priority Mail earlier in the year.

But that doesn’t immediately or necessarily translate into

a rate increase for all customers, says Donald Broughton, a

t r a n s p o rtation equity analyst with A.G. Edwards of St. Louis.

“ For example, customers who have contracts with small

package carriers won’t see increases for up to a year,” he

says, “and those who already have discounts will continue

to get those discounts off the base rates.”

Does a rate increase among parcel carriers give a pric-

ing edge to the LTL carriers? No, says Broughton. “Small

package carriers’ decisions to raise rates won’t hurt

them in terms of going up against regional LTLs because

the LTLs have been raising their rates, too.”

Overall, LTLs have tended to use far less discipline in

terms of not negotiating back all of their rate increases

through discounts, he adds. “In other words, if you have

a discount with a small package carrier that raises its

rates, you will still continue to receive that discount.

However, this isn’t always the same with LTL carriers. For

example, if an LTL carrier announces a 5-percent rate

increase, a customer with a 50-percent discount may

end up with a 52-percent discount.”

Raising returns
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Grounded
But the regionals are not the only carriers nipping at the
trad i ti onal parcel and ex press carri ers’ h eel s . The LT L
haulers are making headway among shippers that move
large volumes of small packages to business consignees. The
major carriers in the marketplace have reduced transit
times on thousands of lanes and have tracking capabilities
comparable to the parcel carriers’. For example, Roadway
Express, one of the nation’s largest LTL carriers, now offers
services that historically have been associated with parcel
and express specialists, such as delivery within specific time
windows and tracking by its own PRO number, by bill of
lading and by purchase order or booking number.

Yell ow Tra n s port a ti on , a n o t h er nati onal LTL carri er,
offers what it calls Exact Express, which provides time-spe-
cific delivery the same day or the next day. Its Definite
Delivery services offer guaranteed on-time delivery for
non-expedited shipments. As an added bonus, shipment
status information is available 24/7.

Con-Way Transportation Services, a group of regional
LTL carri ers , also of fers ti m e - def i n i te and day - def i n i te
del ivery servi ce s . It pro-
vides a number of tracking
options, including tracking
via its Web site and track-
ing by bill of lading, pur-
chase order, PRO number
or shipper-specific identifi-
c a ti on nu m ber. L a s t
month,the company intro-
duced a service offering tracking information via e-mail.

An o t h er player is nati onal LTL carri er ABF Frei gh t
System, which provides a premium delivery service it calls
Assured Service. That service guarantees delivery on the
advertised service date by the shipper’s choice of noon or 5
p.m. ABF also offers a non-guaranteed express service pro-
viding next-day, second-day or third-day delivery.

Even the multi-regionals have gotten into the act. For
example, Old Dominion Freight Lines, a multi-regional
carrier with direct service in 38 states, offers three levels of
guaranteed delivery service. Its Speed Service Guaranteed
provides a guarantee of delivery within regular transit
times; Speed Service On Demand provides expedited serv-
ice;and Speed Service Next Day Air provides next-day serv-
ice in the United States.

Getting PO’d
But the traditional parcel carriers and their LTL competi-
tors do not have the field to themselves. Companies that
ship the bulk of their small packages to residences also have
the option of using consolidation and mailer services.
These services arrange for packages to move most of the
way by truck before being deposited into the U.S. Postal
Service’s system for final delivery.

This can mean big savings for shippers. R.R. Donnelley
Logistics Services, which is probably the largest of the con-
solidators, handling more than 150 million packages a year,
says the service can save shippers up to 25 percent over
other ground delivery services. This service is a variation of
an older concept called zone-skipping, in which consolida-
tors placed packages into either the UPS or the Postal
Service delivery network at the end of the linehaul and near
the point of delivery.

One event that has spurred the growth of the con s o l i d a ti on
and mailer segm ent has been the devel opm ent of track i n g
c a p a bi l i ties up to the point of del ivery. Hi s tori c a lly that was
the weak point in the zon e - s k i pping model . But in October
2 0 0 1 , Don n ell ey Logi s tics and the Postal Servi ce integra ted
t h eir tracking sys tem s , a ll owing shippers to fo ll ow pack a ge s
for wh i ch they had requ e s ted del ivery con f i rm a ti on .

Th o u gh Don n ell ey may be the bi ggest player in the mar-
ket , it doe s n’t lack for com peti tors . Pa rcel / Di rect , a n o t h er
p ack a ge con s o l i d a tor serving companies that ship to re s i-
den ce s , began opera ti ons in 1998 and now runs seven dis-
tri buti on cen ters around the Un i ted State s . Ot h er players

i n clu de Pa rcel Corp. of
Am eri c a , wh i ch began as a
zon e - s k i pping con s o l i d a-
tor and now of fers fulfill-
m ent servi ces on the We s t
Coast to direct marketers .
P F I , also on the We s t
Coa s t , s pec i a l i zes in daily
del ivery of p a rcels direct ly

to 1,500 post of f i ces (call ed “de s ti n a ti on del ivery units” i n
Postal Servi ce ja r gon ) . E s t a bl i s h ed in 1999 as Pa Q Fa s t
In c . , it has aimed from the out s et to establish a joint ven-
tu re with the Postal Servi ce to provi de ex ped i ted parcel
del ivery.

What shippers want
Given the wealth of options out there for moving small
packages, the question on everybody’s mind is what ship-
pers really want. You might think that all small package
shippers want pretty much the same thing. But you’d be
wrong. According to a recent survey by J.D. Power and
Associates, what shippers are looking for varies markedly
with the type of shipment. For example, the survey found
that where ground service was concerned, shippers ranked
“shipping & delivery” (that is, consistency of delivery and
damage-free delivery) highest (51 percent), with “invoic-
ing” a distant second (11 percent). Where international
service was concerned, “shipping & delivery” again ranked
highest (42 percent), followed by “value” (24 percent). But
those survey respondents using air service saw things dif-
ferently. With this group, “value” ranked highest (23 per-
cent), with “shipping & delivery” a close second (19 per-
cent) and “driver relationships” a close third (16 percent).

You might think that all small
package shippers want pretty
much the same thing. 
But you’d be wrong.
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Other factors included in the survey
were reputation, account executives,
tracking information, communica-
tion, special services and customer
service reps.

Th o u gh both air and intern a ti on a l
s h i ppers gave “ va lu e” a lot of wei gh t ,
that wasn’t the case among gro u n d

s h i ppers , who rel ega ted it to seven t h
p l ace (3 percen t ) . Su rprising? No t
n ece s s a ri ly, s ays Cu rt Ca rl s on , d i rec-
tor of c u s tom re s e a rch for J. D. Power
and As s oc i a te s , wh i ch is based in
We s t l a ke Vi ll a ge , Ca l i f . “Costs for
ground servi ce ,” he points out , “ten d
to be lower than they are for air and

i n tern a ti onal servi ce s , wh i ch typ i c a lly lowers
ex pect a ti ons as well .”

Not only did the J.D. Power survey look
at attribute rankings, but it also asked its
shipper respondents which carriers they
preferred—though the research included
only the traditional small package carriers.
The survey found that participants (almost
1,000 shipping managers in com p a n i e s
with more than 10 employees that spent
$10,000 or more a year on small package
shipments) preferred the following carriers
in this order:

n Ground service: FedEx, UPS and the
USPS. (Airborne did not have a sufficient
sample to be included.) “Ranking between
FedEx and UPS was reasonably close in this
area,” reports Carlson.

n International service: FedEx, then UPS.
(Airborne and the USPS did not have a suf-
ficient sample to be included.)

n Air service: FedEx, UPS, Airborne and
the USPS.

Suit yourself 
Th o u gh the shippers su rveyed by J. D.
Power had definite ideas about which carri-
ers deserved a place on their “preferred”
lists, patterns of usage in the industry are
much less clear cut. Some companies use
different carriers for different DC loca-
tions, and some even use different carriers
within the same site.

One su ch com p a ny is Acme Di s tri buti on
Cen ters in Denver. “Our dec i s i ons in sel ect-
ing small pack a ge carri ers va ry depen d i n g
on the physical loc a ti on of our distri buti on
cen ter and the physical attri butes of t h e
produ ct ,” s ays Doug Sa m p s on , s en i or vi ce
pre s i den t .“ In making the dec i s i on s , we loo k
at servi ce , pri ce , tech n o l ogy and su pport . In
o t h er word s , everything is custom i zed .
Certain carri ers perform bet ter in cert a i n
a reas than others , and certain carri ers han-
dle certain pack a ges bet ter than others .”

The J. D. Power su rvey con f i rms that
Sampson is not alone: “While there were a
few su rprises in the su rvey overa ll , t h e
biggest one was that one size doesn’t fit all,”
notes Carlson. “The industry works hard at
creating a combination of services designed
to meet everyon e’s need s . However, a s
seamless as carriers try to make those serv-
ices, our survey has shown that shippers
have many different expectations.” n


