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Abstract

The airfreight market has changed in resent years and turned more dynamic resulting in shorter term contracts between airline operators and their customers than before. The forwarders play a central role in this development and in this study, the factors that the forwarders use to choose airline operators, are analyzed. The factors have been revealed from an empirical study where forwarders were interviewed on their preferences on the issue. The results show that although price is a major determinant in contracting, especially for the smaller forwarders, service and quality of services in addition to lead times play a chief role in determining the airline operator to work with on certain routes.
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1. Introduction

The airfreight market has become more dynamic than ever before and contracts between airline operators and their customers are becoming shorter as new business models are developed (Chew, et al., 2006). The new business models are often driven by forwarders that are contracting large volumes of freight on the world market. The prices and capacity offered on the market changes frequently and the forwarders relay often on many airline operators for specific destinations. It is therefore important for the airline operator to understand the different factors influence the forwarders´ criteria when selecting a airline operator for freight transportation.

In the airline industry horizontal cooperation is well studied (Fan et al., 2001; Oum et al., 2002). However, the issue of what criteria is used in determining the selection of airline operators are not found in the literature. As indicated by Gibson et al. (2002), research on alliances mainly focus on potential benefits of the cooperation, the critical success factors and partner selection criteria. (Gentry, 1993; Leahy et al.,1995; Tate, 1996). In the airline business, literature describes economic effects of strategic alliances in the airline industry, (Oum et al., 2000), or on various management and strategy issues of passenger airline alliances (Gudmundsson and Rhoades, 2001; Kleymann, 2005).

The aim of this work is to identify the factors that influence the forwarders’ choice of airline operator and how these factors affect the decision of what operator to choose. The empirical data in this work has been collected from a number of interviews with forwarders. These companies differed in characteristics such as size and whether they use own capacity or not. Based on this, a grouping of the forwarders could be made and patterns in their preferences and priorities could be identified.

The outcome of the study shows that the factors affecting the forwarders choice of airline operators differs to a great extent. The general aspect is though that all the forwarders put high priority on the price factor. The fact that the price is always decisive shows that there is no use to rely on loyalty between actors. The extent of the price priority seems to depend on e.g. whether the forwarder is a larger player on the market or not or if the company is specialized on high-value cargo. The forwarders commonly state that a high frequency of about three flights per week is appropriate and necessary for any airline company to stay on the market. The general view of the respondents is also that the priority on service is not so high. This can be explained by the fact that the customer takes high service for granted. Therefore, it is important for the airline companies to continue to offer good service even if it is not highly prioritized by the 
2. Method 

This study includes both secondary and primary data. The secondary data have been collected from literature and articles that can be connected to the airfreight business. The primary data has been collected from interviews, telephone interviews and mail surveys with leading forwarders in Scandinavia. The choice of forwarders for the interviews is based on their importance on the airfreight market in a specific and expanding market and the fact that they have a number of differing characteristics such as size, type of customers and competitive strengths. These forwarders represent a major part of the freight from Scandinavia to North America.

The pilot interviews were done via personal interviews to learn how the respondents apprehend the questions. The resulting question form was used through all interviews to make the results comparable. When most of the personal interviews were made, the field research was completed by a number of telephone and mail interviews. 

All the questions were designed and presented with prioritization from the customer’s perspective. Two types of questions presented were asked in the interviews.

· How do shippers priorities differ within the choice of transport solution?

· How do the shippers prioritize these parameters when you chose an Airline Company?

The focus of the study is the second question but the answers of the first serves as a base for better understanding of the second one. The factors that are weighed against each other in every question are: frequency, capacity, lead-time, price, loyalty, service, and quality. 

3. Analytical framework
In this section the analytical framework is presented where the underlying criteria for factor analysis are described.

3.1 Choice of transportation mode

The customer’s choice of transportation mode and the competing advantages with airfreight must be identified. The forwarder and shippers choice of transportation mode is influenced by their needs. The performance of each mode is considered on four factors; transit time, predictability, cost, and non-economic factors and is presented here out of an airfreight perspective (Czinkota and Ronkainen, 2004). 

3.2 Transit Time

The length of transit time will have a major impact on the overall operations of the firm. A short transit time can reduce or even eliminate the need for a warehouse. Transit time can also play a major role in emergency situations such as after production delays, when shippers are about to miss an important delivery. For products with a short life span, air delivery may be the only way to enter foreign markets successfully. For example, international sales of cut flowers have reached their current volume only as a result of airfreight. 

3.3 Predictability

Delays tend to be shorter in absolute time for air shipments than for other transportation modes and therefore the arrival time via air is more predictable. This has a great influence on corporate strategy since a higher predictability of airfreight can keep inventory safety stock at lower levels for example. Merchandise shipped via air often suffers less from loss and damage because of less handling activities. Once the merchandise arrives, it is more likely to be ready for immediate delivery, which also increases predictability. 

3.4 Cost

International transportation services are usually priced on the basis of both cost of the service provided and value of the service to the shipper. Because of the high value of the products shipped by air, airfreight is often priced according to the value of the service. The international marketer must decide whether the clearly higher cost of airfreight can be justified. This depends partly on the cargos properties such as for example the physical density and the value of the cargo. 

Airfreight can be considered as a good way to begin operations in new markets without making sizable investments for warehouses and distribution centers. Even though costs are the major consideration in modal choice, an overall perspective must be employed. Simply comparing transportation modes on the basis of price alone is insufficient. 

3.5 Non-economic factors

Non-economic dimensions also enter into the selection process for a proper form of transportation. The transportation sector, nationally and internationally, both benefits and suffers from heavy governmental involvement.  

3.6 Various players

There has been a tremendous growth in international airfreight but still the total volume of airfreight in relation to the total volume of shipping in international business remains stable and quite small. High-value items are more likely to be shipped by air, particularly if they have a high density i.e. a high weight-to-volume ratio. By value, 40 percent of the world’s manufactured exports travel by air. Major efforts have been made by the airlines to increase the volume of airfreight (Czinkota and Ronkainen, 2004). 

International air cargo is not a homogenous industry. It consists of various segments such as e.g. forwarders, integrators, and both scheduled and unscheduled airlines. Sometimes the distinction among these is unclear. There are many contracting and subcontracting operations in which a firm in one segment works closely with a firm in another segment. (Wood, et al., 1999) This study focuses on the actors producing the supply chain; the airline companies and the forwarders.

Airline operators

The airline operators handles the transport from airport to airport. The activities also comprehend transporting the cargo with truck to the closest airport that the airline, or an alliance partner, operates from. The airline company also transports from door to door if no forwarder has been hired. 

The cargo airlines often buy the belly capacity in the passenger aircrafts to use for freight transportation. Sometimes this system creates problems for the cargo airline. During peak seasons in the passenger business e.g. holidays, passenger luggage, mail and express packages take priority over cargo, which often experience off loadings. Therefore, the cargo airlines try to use pure freight aircrafts (Wood, et al., 1999) Because of the high fixed costs the airline company chooses carefully what destinations to operate on. They often use feeder traffic with trucks to hubs to be able to keep the customer. (Anderson & Efstatiou, 2001)

Forwarders
The forwarding companies can be global, local or part of a larger alliance. These companies are responsible for the documentation and the physical transport, which can be, carried out with a number of different transport modes. The forwarders most often use their own equipment such as trucks for the physical transportation. The main responsibility of the forwarder is to pick up cargo in the shippers’ warehouse and transport it to a warehouse or the airport of the destination. The collecting of cargo is done during daytime and is loaded onto the plane in the afternoon or evening. (Anderson & Efstatiou, 2001) Forwarders function as consolidators of smaller shipments for volume lots on the airlines, but under the forwarder’s name as shipper (Wood, et al., 1999). The forwarders often sort and consolidate cargo from different shippers depending on what destination it has. The consolidation is a kind of activity that generates the profit margin for the forwarders. (Anderson & Efstatiou, 2001) The forwarders experience competition from the integrators that are relatively easy to use from the shipper’s point of view (Wood, et al., 1999).

4. Results from the empirical study
How the information from the interviews has been structured is based on the pilot study.  The study outline of the main study has been designed on these initial interviews and the literature framework. It is necessary to out of this receive and create a clear view and possible pattern. Parameters based on forwarders evaluation of influencing factors are defined and graded in the study outcome. Furthermore some general aspects identified during the study are presented as an outcome of the study.

4.1 Study Outline

After all interviews it was possible to place the forwarders into different groups with different characters. The focus of this part is to try to explain these differences and to see if the opinions between the groups are divided or not. In some cases they act about the same on the market, but there are also occasions when they seem to differ somewhat from each other.  The groups of forwarders were mainly distinguished out of question two where the interviewees explained their competitive strengths and weaknesses and how they are affected by the company’s profile.  Three groups were perceived during the interviews. 

Insert Figure 1 here

The first division is between larger and smaller forwarders and this categorization is based on trade figures for the companies, between Scandinavia and North-America. Within these two groups it is also possible to define some companies that have chosen to focus more on some particular areas, i.e. for example a certain type of cargo or service. The last of the five groups are those forwarders that have the possibility to operate with own capacity. In this study they are only represented by larger forwarders. 

The base for this study was the questions where the interviewees were asked what they prioritize when they chose between airline companies for a particular destination. Many of the forwarders almost have the same priorities as the shippers that they work for since it is the shipper who decides in the end. As mentioned before, the factors of interest are frequency, capacity, lead-time, price, loyalty, service and quality. Many forwarders pointed out quality as more important than all other factors but quality is of importance for and influences all other factors. Therefore it was not graded by many forwarders and is not mentioned in this summary.  

This study could of course be influenced of what type of customers the forwarders have, their location, the competitiveness to other forwarders at the same location and the availability of capacity in that same specific area. By covering almost all freight in the relation studied, including most working forwarders in this relation, these drawbacks are eliminated. The study treats 11 forwarders with more than 90 % of all relevant freight to and from North-America.

4.2 Study Outcome 

The answers, in order of preference from each forwarder, are summarized  in Table 1 out of preference. Each vertical column represents one forwarder. From this table some statements and conclusions can be made on the importance of several factors when choosing transportation alternative.

Insert Table 1 here
A summary of the opinion of all forwarders shows the tendency of what aspects the forwarders prioritize the most as shown in Figure 2. The evaluation figures are based on average grading (Table 1) and the inverted values of this grading. For example, if one factor has the highest priority (grading 1) among all the interviewed forwarders, the average grade, x, of this factor becomes x = (11x1)/11 = 1. The inverted value of this grade is 1/1 = 1 and shows the highest possible value that a factor can be evaluated to (figure 2). On the other hand, if one factor is ranked very low in priority (grading 6) by every forwarder, the average grade is x = (11x6)/11 = 6 and the inverted value becomes 1/6 ( 0,17. This is the lowest possible value that a factor can evaluated to. The evaluation figures on the horizontal axis (figure 2) shows the non-inverted average value of that factor.
Insert Figure 2 here

The outcome of the study identifies the importance of each factor and tries to separate the opinions from the forwarders in different groups. The results are not always representative for the figures given by the study (table 1) since it is also based on the discussions and the additional information that was collected during the interviews. 

There is an overall difference between the shippers’ priorities when they choose forwarding company and the forwarder’s opinion when choosing Airline Company. The forwarders are often more concerned about frequency, capacity and lead-time. The shippers’ themselves are mostly concerned about price, service and quality since they take the other factors for granted.
The opinions of four different groupings of forwarders are compared and shown in Figure 3. The opinions of the specialized forwarding companies (the fifth group) differ due to their profiles and therefore it is not of interest to show their evaluation in this context. Due to the limited size of this study their opinions can only be summarized and discussed in words. 
Insert Figure 3 here.
General conclusions can be identified about the larger and smaller forwarders based on the performed interviews. In he first group the size of the larger forwarders often makes it possible for them to offer services across the whole supply chain. These companies also often have an established network and working system, which sometimes leads to better service. They are able to fulfill the requirements and demand for better logistics solutions that the larger shippers have and the smaller ones can take advantage of these solutions as well. However, it is always a risk that the smaller shippers become too small in the forwarders perspective. The larger forwarders also consider themselves as being strong on the capacity performance. Their larger transported volumes gives them better allotments on the carriers and they sometimes even have their own capacity when the price is too high on the market. The better allotments also bring an advantage when it comes to lead-times. The influence as a large actor on the market can also be helpful in price negotiations. Larger guaranteed volumes lead to better prices. 

The second group, made up by smaller forwarders competes in a different way. Quality is a key word for these companies and the service and personal contact becomes more important. These companies have no own capacity and are forced to use the one that are available on the market. The capacity is therefore their weakness. It can also sometimes be difficult to handle the services of the larger end-customers. The price is another weakness for these forwarders. They have less power in price negotiations and therefore they concentrate more on the quality of the service. One of the respondents mentions that the company invests a great deal in new technology, which helps them provide stronger quality, but at the same time higher prices.

The opinions of the specialized forwarders and forwarders with own capacity, the third grouping, sometimes differ from the other respondents. Some forwarders have specialized on the high-tech business or have chosen to focus more on quality and service and that influences their opinion of the importance of lead-time and price for example. The forwarders with own capacity are not always dependent on the network and therefore they also have different opinions about the market compared to other larger forwarders. The differences in opinions between larger forwarders with and without own capacity for all factors of major priority are identified (Figure 4). 

Insert Figure 4 here
Those forwarders with own capacity put higher priority on price and frequency. Capacity and lead-time are relatively more important for the forwarders with no own capacity. 

5. Analysis of choice factors
A more precise explanation of how the respondents evaluate price, capacity, frequency, lead-time, service and loyalty can be created based on the interviews from the empirical study. A number of trends and patterns of the opinions can be identified among the different groupings of the forwarders.  This also analyzed parameter by parameter.

5.1 Price 

The major part of the respondents sees price as the most important factor when choosing logistic solution. After the price is set, the forwarder starts to argue about other factors such as quality and other deliverables. The forwarders say that they would like to focus less on prices but since this is such an important aspect for the shipper, they are forced to have this focus.  Normally the price is often decided from the type of offer. The shipper has to choose between different solutions with different prices. What is shown today is that the customer is more and more ready to give up service and quality for better prices. The margin becomes smaller for the forwarders every day since the shippers have good knowledge about prices to different destinations. The focus on price is an indication for too much capacity on the market today. If there were a lack of capacity it would be more important to get shipments sent than to pay a low price. The forwarders with own capacity put the highest priority on price of all forwarders. When there are too high prices on the market, they are able to offer their own capacity instead to better prices.  A few forwarding companies however do not think that price is the most important factor. These companies are mainly represented by the larger forwarders with a wide base of shippers and no own capacity, and one specialized forwarder. They say that it is not worth discussing price if the airline companies can not offer capacity with frequent flights. 

It can be stated that price is almost always the decisive factor when forwarders choose between different airline companies. 

5.2 Capacity

Many forwarders have the opinion that frequency, capacity and lead-time is put together or weighed against each other. The capacity could be connected to the frequency and capacity and frequency in turn influences the lead-times. However, the overall opinion is that it is more important to have more capacity less times per week than the contrary. Almost every respondent thinks that capacity is of large importance when choosing Airline Company. The explanation for this is that there is no use discussing prices and lead-time for example if the Airline Company does not have capacity or frequency enough for the given shipper. The availability of capacity is especially important for the larger forwarders since they deal with larger end-customers. The available capacity can be a good start of certain assignments and partnerships with both shippers and airline companies. The forwarders with own capacity put a little less focus on capacity since they can rely on their own capacity in many occasions and therefore they focus more on price. The capacity is also of less importance for smaller specialized forwarders. They put more priority on service and loyalty and since they focus on quality they are often ready to pay higher price to get capacity when they want. Their opinion about capacity also has to do with the size of their shipments. They normally work for smaller shippers with smaller amount of cargo these tonnages is not difficult to make room for on a flight. 

Good capacity is a necessity when it comes to businesses between forwarders and airline companies and it is almost always more important than high frequency. 

5.3 Frequency

Today there is no Airline Company that offers flights to one destination one time per week since that is too insecure. If the cargo is not sent, it is not possible for the customer to wait another week before they can send their shipments. Almost every respondent thinks that it is enough with flights 2-3 times/week. This is because of consolidations made by the companies, normally on Tuesdays and Fridays. For the forwarders, high importance of frequency means that they want the airline companies to offer departures almost every day per week. But low importance means that the company still expects 2-3 departures per week. The larger forwarders think that high frequency is important since it is closely connected to the offered capacity and lead-time. The larger forwarders deal with larger shippers who might want for example five deliveries per week and the frequency then becomes more important for the forwarder as well. The forwarders with own capacity thinks it is even more important with high frequency. The frequency is not so important according to other respondents and those are primarily represented by the smaller forwarders. Normally they work with smaller shippers that are well adapted to the consolidations 2-3 times per week. 

The overall opinion in the study is that frequency is not so important for the forwarders as long as there are 2-3 offered flights per week. 

5.4 Lead-Time

The lead-time is only important for the forwarder if it is considered to be important for the shipper. This has to do with the type of the cargo, for example if it is high-value cargo or not and if it needs to get faster out on the market. This is the case for the forwarding companies specialized in for example oil and gas or high-tech equipment. They believe that short lead-times are very important. Normally, the companies can learn to plan their shipments so that it is acceptable with a few days longer lead-time. Otherwise, the importance for the forwarder is that the cargo arrives when it is said to arrive, no matter if it takes one day or five days. The forwarders often put lead-time and price against each other and are aware of the fact that the more you pay, the shorter lead-time you get. Short lead-times are also of somewhat larger importance for the larger forwarders. This is connected to their opinion about frequency. High frequency normally means shorter lead-time and that is of large importance for their larger shippers. 

The outcome of he answers is that short lead-time is not so important these days, it is more important with delivery precision. 

5.5 Service

The service is important but does not always influence the forwarders decisions. The service is put as one of the least prioritized factors by almost every forwarder, no matter what type of group they belong to. As well as the shippers, the forwarders often expect the service to be good. The largest gap between the importance of price and importance of service and loyalty is for the forwarders with own capacity. Since they can always use their own capacity they are not dependent on the network and therefore they put lower priority on service and loyalty.  

It can be defined that service and quality are always expected to be high no matter what customer the airline company works with.

5.6 Loyalty

The forwarders have noticed that there has been a change in the airfreight and forwarding business. The loyalty between forwarder and shipper has decreased. Previously, a forwarding company could have a shipper as their customer for years if the relations were good, without always having the best performance. The situation today is that if something goes wrong several times the shippers change to another forwarder. The situation is the same between shipper and forwarder as between forwarder and Airline Company. The majority of the respondents put the priority of loyalty as one of the least important but they also say that they would like to give it higher priority. Loyalty can be an important aspect but it is often too expensive to think like that today. The end-customer puts pressure on the forwarder and therefore it is not always that the end-customer is looking for the same airline company as the forwarder.  

Many interviewees also mention that the airline companies do not think that the forwarders are loyal. The loyalty is important for the forwarders, but they are not only loyal to one Airline Company. They have a few to choose between to every destination. Among these, most of the forwarders say that the loyalty is not so important but according to the answers the most forwarders have at least one preferred carrier that they use more than others. It is also common today to make cooperation agreements. This means that the forwarder is not interested in finding different solutions to all different destinations; instead they cooperate to several destinations with one Airline Company. If the airline offers more space to one destination the forwarder can offer more cargo to another destination and so forth.  

The larger forwarders with no own capacity can sometimes give loyalty higher priority than others. They have to support those airline companies who try to support them with capacity. It would be devastating not to, since the airline companies could be forced to remove their capacity if it is not filled with cargo. The loyalty is also somewhat more important for the smaller specialized forwarders since they are sometimes ready to pay a higher price for service.  

The opinion among all forwarders seems to be that the loyalty is complicated due to a two-side relationship between shipper and forwarder and forwarder and airline companies.  

5.7 Summarizing of findings

The result from this study shows that price is the most influencing factor for forwarding companies in their choice of transport solution. It seems as if this trend will continue in the near future. Service and loyalty are low prioritized factors for all forwarding companies, especially for those with own capacity. All companies believe that loyalty is something that should be more prioritized but in the end it is always the price that decides. It is more prioritized for the forwarders to be offered large amounts of capacity than higher frequency. But low frequency still means departures 2-3 times a week. The opinion about frequency also influences the opinion about lead-time. Predictability is more important than short lead-times for all forwarders except those with high-valued cargo. All lead-times can be accepted as long as the cargo reaches the consignee when it is said. 

A summarizing view of the defined characteristics of each parameter is shown in Table 2.

Insert Table 2 here.

6. Conclusions
The high importance of price seems to be an effect of both the pressure from shippers and also the over capacity of airfreight to some destinations. Due to all added services, the forwarding companies are used to being able to have large margins in their businesses. The price pressure on the market puts them in a centralized position where they have control over their end-customers and are not competing against the airline companies. Therefore it is also easier for them to put higher pressure on the airline companies concerning prices. The unbalances on the market today also open up for new competitors to easily procure market shares and offer their capacity to very low prices where they are not already operating. 

One reason that some of the larger forwarders put lower priority on price can be that they are large enough on the market to get good prices with their chosen carriers. Maybe they do not have to be so concerned since their purchasing power is strong. These forwarders are probably as concerned about prices as all other actors, but they do not have to worry about it.  For the smaller actors it is obviously more difficult to get low prices since their purchasing power is not large enough to attract the airline companies. As an airline company it could be a good choice to support these companies to get loyalty in return. The forwarders specialized on high-valued cargo tended to put a lower priority on price and focus more on shorter lead-times.  Obviously, their products should not be tied up in transport too long because of the high product value itself and the cost connected to having to wait for the product. 

It seems to be possible for an airline company to stay strong on the market with a frequency of three times per week to most destinations.  As it is getting more and more possible for larger shippers to consolidate with other shippers, and reduce the amount of shipments per week, it is not always necessary to have higher frequency.  

Some of the smaller specialized forwarders focus more on service and quality. Their opinion of need of capacity shows the importance of balance between what the customers are willing to pay for and what they get. It is often easier to get hold of capacity if you are willing to pay more than the other customers. It is possible that these smaller forwarders would change opinion if they worked with larger shippers. 

The overall weak priority of the service factor might be explained by the fact that highest possible service is seen as a necessity and always expected by the customer. Even if a lower price is paid for the product/service, the customer is not satisfied with less than top service and quality. Therefore it is important for the airline companies to continue to offer good service even if it is not highly prioritized by the forwarders.   
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Figure 1 Three groups of forwarders with different profiles on the market
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Figure 2 Summarized evaluation from all forwarders of the influencing factors
Figure 3
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Figure 3 Comparison of the evaluation of different groups of forwarders

Figure 4
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Figure 4: 
Differences in opinions between larger forwarders with and without own capacity
Table 1:

Table 1:  Forwarders evaluation of influencing factors graded in order of preference 


(1=highest priority, 6=lowest priority)

	
	Larger forwarders
	Smaller forwarders
	

	
	
	
	
	Own capacity
	
	
	
	
	
	

	Factors 
	A
	B
	C
	D
	E
	F
	G
	
	H
	I
	J
	K
	(

	Price
	4
	3
	1
	1
	1
	1
	3
	
	1
	1
	1
	4
	21

	Capacity
	2
	1
	2
	3
	2
	2
	1
	
	2
	4
	4
	2
	25

	Frequency
	6
	2
	2
	4
	2
	1
	2
	
	4
	2
	5
	3
	33

	Lead-time 
	1
	2
	2
	2
	3
	2
	5
	
	3
	6
	6
	1
	33

	Loyalty
	5
	4
	3
	6
	4
	2
	6
	
	6
	3
	3
	6
	48

	Service
	3
	4
	4
	5
	5
	2
	4
	
	5
	5
	2
	5
	45


Table 2:

Table 2: Summarizing table of the characteristics of each parameter

	Factors
	Defined characteristics

	Price
	Is the decisive factor and most important when choosing transportation alternative.

	Capacity
	Good capacity is a necessity and most often more important than high frequency.

	Frequency
	Is not of a great importance. However, a minimum of 2-3 flights per week is required.

	Lead-time
	Delivery precision is more important than a short lead-time.

	Loyalty
	Is complicated and of less importance due to strong competition on the market.

	Service
	Is expected to always be high and a necessity in the strong competition.
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