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2008 Intercontinental and Intra-Asian Air Freight Traffic
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Source: IMF World Economic Outlook, Bureau of Economic Analysis, Eurostat, The Economist, MergeGlobal analysis and estimates

Global air freight flows are concentrated in three regions
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A rapid fall in U.S. house prices, which started in the summer of 2007 after prices 

peaked in early 2006, led to a financial crisis that dried up credit and eventually 

reached the overall economy   
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1\ The TED spread is defined as the difference between the interest rate for the 3-month London Interbank Offered Rate (LIBOR) and the 3-month 

U.S. Treasury bill; TED data shown is daily, from January 2004 to December 2008.

2\ House prices are deflated by the U.S. Consumer Price Index; data shown is quarterly, from the first quarter 2004 to the fourth quarter 2008. 

Source: Office of Federal Housing Enterprise Oversight, Congressional Budget Office, Bureau of Labor Statistics, Capital IQ, MergeGlobal analysis
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Financial sector weakness and the resulting credit crunch found their way into 

the overall economy within a 12-month period
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1\ For both S&P500 sector indices, January 2004 set at 100.

Source: Capital IQ, Bureau of Economic Analysis, MergeGlobal analysis and estimates
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ForecastForecast
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1\ Numbers in parenthesis are our estimated likelihood for each event.

Source: Bureau of Economic Analysis, Eurostat, MergeGlobal analysis and estimates
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1\ Defined as the quarter where year-over-year GDP growth was the lowest during a recessionary period.

2\ The two most recent recessions (1990-91, 2001) are not shown 1) due to their being relatively mild in terms of GDP contraction, and 2) 

to make the figure more readable. Year-over-year growth for the ñtroughò quarter in those recessions was -1.0% and 0.2%, respectively.  

Source: Bureau of Economic Analysis, MergeGlobal analysis and estimates

U.S. Quarterly Real GDP Growth in Past and Projected Recessionary Periods
Quarterly year-over-year percentage change

Projected 
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Cost\2

Transport-

Related Cost\1

Total Distribution Cost (TDC) \3

Notes

1\ Transport Related Costs reflect all costs associated with moving goods, including 

freight bills, documentation, customs brokerage, etc.

2\ Inventory Related Costs include all other elements of logistics costs ïfrom 

storing and handling product to write-downs of obsolete or spoiled goods.

3\ Total Distribution Cost = Transport-Related Cost + Inventory-Related Cost

100 %Surface / 0% Air

ñSurface Captiveò 

commodities

that can never bear the 

cost of air transport

(i.e., grain, crude oil, etc.)

0% Surface / 100% Air

ñAir Captiveò commodities 
that cannot tolerate the 
transit time of surface 

transport
(i.e. certain high-value 
perishables, hot-selling 

toys, etc.) 

Mixture of Surface and Air

Total Distribution Cost Concept

Á Shippers make modal choices based on 

total distribution costs at the commodity 

level ïa combination of transport and 

inventory related costs

Á As fuel prices skyrocketed in recent 

years, air transport became too 

expensive for many traditional ñair 

commoditiesò

Á Unit values of most commodities are 

declining, primarily due to productivity 

improvements and new technologies.  

As a result, more managers have 

shifted their focus to cutting 

transportation costs

Á Several joint venture businesses have 

been set up by ocean liners and less-

than-truckload (LTL) carriers to shorten 

door-to-door transit time, improve 

reliability and enhance freight visibilityð

thus creating a viable alternative to air 

services for certain products
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There has been a migration of traffic from air to ocean in recent years, 
driven by increasing fuel costs, higher ocean service reliability and 
declining commodity unit values 
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Á Overall, air share of total 

international freight is declining

Á In 2001, the air freight industry 

encountered the ñperfect storm,ò 

causing share of air traffic to plunge

Á A 10-day port strike at U.S. West 

Coast ports in 2002 and serious port 

congestion in 2004 allowed air 

freight to gain or maintain share 

relative to sea freight in the 

Transpacific, but skyrocketing fuel 

prices have since accelerated the 

modal shift from air to surface 

transportation

Á The top 10 airborne commodities by 

weight at the HS2 (Dept. of 

Commerce Harmonized System) 

level  include machinery, 

electronics, apparel (knitted and not 

knitted), optical devices, toys, 

footwear, leather articles, auto parts 

and plastics

Key Points
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Historical Air Share in the Transpacific: 1999-2008
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Top 1,000 Airborne Commodities at HS6 Level 

(covers ~95% of total air weight)

Top 10 Airborne Commodities at HS2 Level

(covers ~80% of total air weight)

\1

\1

1\ January to November.

Source: U.S. Department of Commerce, MergeGlobal analysis 

Air freight share of intercontinental trade flows has decreased over the 

past 10 years
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Apparel, toys and machinery lead the modal shift to ocean

1\ Total weight in 2008 is annualized based on data for first 11 months.

Source: U.S. Department of Commerce, MergeGlobal analysis
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1\ Total weight in 2008 is annualized based on data for first 11 months.

Source: U.S. Department of Commerce, MergeGlobal analysis
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Á The ratio of transportation cost to unit value directly influences shippersô modal choice because 

higher unit values are related to higher inventory carrying cost, and thus have a direct impact on 

profitability

Á In general, the unit value of a commodity will decline because of market maturity and productivity 

improvements; however, for some commodity classes (e.g., electronics), more mature products are 

replaced by newer generations of devices offering enhanced features and higher performance, 

which may reverse the price trend and lead shippers to continue using air transportation
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Relationship Between Air Share and Unit Value
Air % of Total CDs/DVDs Weight on AsiaĄU.S. Lanes

A commodity’s air share is directly related to its unit value
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14Source: U.S. Department of Commerce, MergeGlobal analysis

Weighted average unit value of commodities transported by air has 

increased significantly over the past several years, signaling 

specialization and modal shift
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Unit Value of Airborne Commodities in the Eastbound Transpacific 
US$ per kilo

Á Weighted average unit value of 

products being shipped by air 

rose from $77 to $98 during the 

2002-2007 period

Á This provides further evidence 

that the bottom end of the 

demand curve has diverted to 

sea freight

Á Since unit values are a key driver 

of inventory carrying costs (and 

thus TDC), this trend also 

highlights the critical importance 

of the service dimension in air 

freight shipments

Key Points
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ÁPurchase rationale:

ïEconomic process impairment

ïTransportation service failure recovery

ÁMost price inelastic segment

ïCost of impairing a broader economic 

process far exceeds the cost of air 

cargo

ÁMost ñair-captiveò segment

ïOcean services are typically not fast 

and/or reliable enough to resolve 

emergency situations 

ÁHowever, though emergencies will 

always occur, the definition of what 

constitutes and emergency will change 

depending on the oil price level

ÁIntegrated carriers will continue to take 

share of this segment, as they take 

advantage of their custodial control, track-

and-trace, and time definite capabilities

ÁPurchase rationale:

ïHigh value/weight ratio justifies higher 

transportation cost

ïPhysical perishability

ÁHigh value/weight ratio accounts for an 

estimated 60% of total planned flows

ÁKey complication is that average value per 

kilo of high tech, apparel and other products 

continues to decline due to market maturity, 

technological advances and the progressive 

globalization of production

ÁThe impact of generalized price deflation will 

continue to depress the rate of air cargo 

growthðregardless of the price of oil)

ÁSimultaneously, ocean freight has gotten better, 

especially LCL (which is air freight shipment 

size)

ÁLong term consumer demand for conspicuous 

consumption products will likely be only 80% of 

historical growth

~50% 

Emergency 

Use

~50% 

Planned

Use

Global Air Freight Traffic: 169 Billion FTKs 

Air freight demand faces challenges on both sides of the industry’s usage 

“spectrum”

Source: MergeGlobal analysis and estimates
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ForecastHistorical

E ïEstimated; F ïForecast

3-yr compound average growth rate 

(CAGR) between the years indicated
x%

1\ Under Slow Recovery scenario. Data includes integrated carriers (DHL, FedEx, TNT and UPS).

Source: MergeGlobal analysis and estimates

Intercontinental and Intra-Asian Air Freight Traffic\1

Billions of FTKs
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-6.9%

7.0%

-16.5%

5.9%

164.4

Rest of World

Intra-Asia

Transatlantic

x% Absolute percent decline 

between the years indicated

Europe-Asia
Á Air freight volumes declined by 3.7% 

in 2008 and are forecasted to decline 

a further 13% in 2009

Á The sharpest volume declines are 

expected to be in the most developed 

markets:  Asia-Europe, Transpacific, 

and Transatlantic

Á Recovery will be led by Intra-Asia, 

followed by Transpacific and finally 

Europe-Asia

Á Upon recovery, air freight growth will be 

driven by:

ï Inventory replenishment

ï Compression of product life cycles 

that makes time-to-market 

progressively more important

ï Structural congestion in ocean 

network that forces service-

sensitive traffic to upgrade to air 

freight

Á Key risks to air freight forecast include:

ï A more severe than expected 

downturn

ï Slower than expected economic 

recovery

ï Loss of traffic to time-definite 

ocean services

We project international air freight traffic to roughly match 2007 levels 

by 2012

Key Points
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Freight forwarders must adjust to an air freight market that has become 

more price-sensitive and service-focused through various measures, in 

and out of air freight 
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15%

85%

50

Air

Freight

66%

34%

187

FCL Sea 

Freight

26%

74%

19

LCL Sea 

Freight

Total Market: $250B

Carriers

Forwarders

Freight Forwarder Share of Intercontinental Trade: 2007
Gross revenue by mode, billions of US$

1\ Excludes Express package market controlled by the Big 4 Global Integrated Carriers.

Source: MergeGlobal estimates from industry data and MergeGlobal analysis

\1

Key Strategic Imperative for Freight Forwarders:

Develop sea freight 

capability to manage 

price elastic customer 

segments

1

Improve value

proposition for air 

freight service

2

Strategic Options:

Should be able to 

weather the storm 

relatively unscathed 

based on integrity of 

value proposition

Niche Players

Should explore

selling to maximize 

franchise value or 

acquiring to build 

more capabilities

Middle Market

Should weather the 

storm due to

effective market 

hedge

Large Players

Value Creation in Freight Forwarding
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Integrated carriers are better positioned to capture traffic relative to other 

carrier segments in the industry
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1\ Either ñpure playò or mixed freighter/belly.

Source: IATA, MergeGlobal analysis

Carrier

Universe

Integrated Carriers Belly Carriers: Will Premium Traffic Fully Recover?  

ÁLong-term future dictated by health of premium 

business traveler franchise:

ï High yield international travel drives capacity 

additions in this segment

ï This premium traffic is collapsing (fell 17% 

YoY in January, has been falling at or near 

double-digits since September)

ï Global capacity has seen reductions

since November (fell 6% in February)

ï Key question is what will post-recessionary 

premium traffic growth be relative to historical

ÁMust be prepared to cope with volatility in 

demand, as these services are at the tail end of 

the air freight capacity decision tree (ACMI 

demand more volatile than GDP growth, trade 

growth, air freight, and freighter lift)

ÁDemand recovery in this segment will take 

longer than in the other segments 

ACMI Carriers: Wild Ride

Integrated Carriers: Favorably Positioned 

ÁWell positioned in emergency segment due to 

high service frequency

ÁAlso have scope to increase share in planned 

segment, as airborne commodities increase in 

average unit values and thus demand better 

service

ÁCan also recapture downgraded air freight 

demand with vast ground package and LTL 

networks in North America and Europe

Freighter Carriers\1: Fleet Plan in Flux

ÁThere seems to be a stronger case for relatively 

smaller aircraft among large freighters (defined 

as 80-ton or more), such as the 100-ton 777F, 

relative to the larger, 130-ton 747-8

ÁThis is due to lower-than-historical growth going 

forward, with higher incidence of emergency 

rather than planned flows, and a long-term trend 

toward smaller lot sizes

ÁSmaller large freighters also provide flexibility in 

heavily imbalanced East-West lanes
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Airports will face gateway rationalization as a result of freight forwarder 

and integrated carrier “right-sizing” and cost management
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Forwarders and Non-integrated Carriers Integrators

Fewer Gateways used Across Network: Emphasis on

High-density “Hubs” or those Proximate to Container Ports and/or Railheads 

ÁSmaller air freight traffic base will force 

forwarders to concentrate in densest gateways

ÁSmaller premium passenger traffic base will 

force belly carriers to either downsize (possibly 

to narrow body aircraft with no room for heavy 

freight) or withdraw altogether from secondary 

and tertiary gateways

ÁForwarders will likely seek cost and revenue 

synergies across modes by co-mingling gateway 

operations

ÁDecreasing demand for high-yielding document 

traffic, driven by electronic substitution, will lead 

carriers to abandon tertiary markets

ÁSecondary and primary markets will continue to 

be served, but with larger aircraft 

(e.g., 757 replacing 727)

ÁTertiary markets will almost exclusively be 

served by feeder operators, who stand to benefit 

from the integrator ñright-sizingò trend  

ÁFeeder networks will grow faster than overall 

integrated network over the next several years
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Outlook for OEMs and freighter leasing companies largely depends on 

aircraft choice 
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Aircraft Type Key Considerations

777F
Best-in-class for fuel efficiency, payload and 

range combination

747-8F

Will be built, but will function as special 

mission aircraft in high-utilization lanes (which 

basically limits its use to Transpac and Asia-

Europe); PAX version may never be released 

to market

747 Classic

Viable only if fuel prices remain below a certain 

level (about $3.25 per gallon), and somewhat 

constrained by utilization levels 

747-400 BCF

Not much bigger payload relative to 747

Classic, and only marginally better fuel 

efficiency 

A330F

Has a role to play in the market for ñmediumò 

freighters (bigger than 767 but smaller than 

MD-11); ideally suited for lanes like Europe-

Africa, Europe-India, and Intra-Asia

757F 

Will be preferred option for intra-regional 

markets served by integrated carriers, as they 

replace smaller 727F in order to drive down 

costs

737 Plentiful feedstock for conversions

OEMs

Aircraft Leasing Companies

Á777 likely winner of battle against 747-8

ÁA330F seems set to play a critical role in 

certain regional markets

Á757 will dominate 727 replacement market for 

integrated networks

ÁNeed to have picked the right aircraft

ï 777 and A330 seem safer ground

ï 747-8 and 737 shakier

ÁSmall freighter market will remain very 

challenged by overcapacity

ÁExtremes in aircraft size appear to be 

dangerous right now: better to compete in 

ñmedium-sizeò (60 to 100 ton) market


