Highlights from our conversation with Mr. Fred Smith

Mr. Smith’s Philosophy: 

“Risk Management needs to be top of mind for the board of directors.  Risk management is not a checklist, it’s a mentality.”

When asked what the top supply chain risks in his view were:

Overall response: 

“You need to be thinking; what’s the worst thing that could happen vs. the most likely?”

Top Risks to FedEx and the industry

Geopolitical

Energy

IT disruptions 

Supplier Diversification

Pandemic

Government over-regulation

Geopolitical

Participating in Homeland Security Dept. study of the feasibility of equipping the U.S. commercial aircraft fleet with technology to thwart attacks by small missiles, known as man-portable air defense systems (Manpads). Aviation week article
FedEx is 60% of the US Air Force reserve air fleet and flew supplies into Iraq and Kuwait during.

Energy

Fuel affects the macro-economic environment.  Mr. Smith was part of a council that recommended the US invest heavily into electric vehicles.  This is top of mind for FedEx which operates 80,000 trucks and spends 1/3 of its budget on fuel.

Predicts surface shipping will increase as companies trade inventory for transportation costs.  Better technology is required to track material.  FedEx is exploring the ocean freight business.  

FedEx is out of the fuel hedging business.  They negotiate base rates with refineries and have direct gas lines into the Memphis hub.

IT Infrastructure:

FedEx’s IT infrastructure is core to its operations.  The company has a fully redundant GOCC 10 miles away in a suburb of Memphis.

The nations IT infrastructure continues to become more critical.

Government Over-regulation

Response to political pressure forces mis-allocation of resources.  The cost of over-security is less security. (90 year old mother as an example)

Can you comment about Fed-Ex/Kinkos now Fed-Ex Office?

The investment has increased FedEx market presence for the small to medium customers.  These markets have better margins.  There are 2000 stores, and the services offered include just in time printing at Fed-Ex doc store, which is an online print system.  Customers have the ability to print in 2000 locations simultaneously, thus avoiding shipping of paper media. The revenue sources at these stores are approximately 70% printing, 15% shipping, 10-15% convenience.  Some locations are being used as critical inventory locations (hubs) for FGI and SFGI.  Medtronic is a key customer in this space.

