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E B D EX

s the sun set on April 17, 1973,

a parade of airplanes began to

touch down at the headquarters

of Federal Express in Memphis,
Tennessee. The 14 planes were greeted by many
of the company’s almost 400 employees, in-
cluding founder Fred Smith. As soon as the
planes came to a sto'p, the employees unloaded
and processed the 186 packages that had been
collected from 25 cities across the country that
day—the first packages ever handled by the
company. Before the sun came up, all of the
packages were loaded back onto the airplanes,
ready to be delivered to their intended recipi-
ents the next day. Smith was tired at daybreak,
but he was ready to do it again the next night—

and his company would keep doing it for more

than 40 years to come.




Getting off the Ground

n the mid-1960s, when Fred Smith was a sopho-
more economics major at Yale Un S \
- ISR i (S | RPN - = = PP el (R ~ .1
d paper Ior a Class describing an overnignt courier
service that was Hh;!T 4Tourd 4 nNub-dnd-spoke con
f ] leliver '
u;zlmu)llgxlm nd delivering packages it eT1(

He envisioned a fleet of airplanes picking up packagés, bringing them to a cen-

tral “hub” location, and then branching out like spokes to rapidly deliver them

all over the country. Smith’s professor wasn’t impressed by the premise, but

the idea lingered in Smith’s mind.

UCCESS

. After graduating in 1966 and serving in the Marines during the Vietnam War,
& Smith took control of his stepfather’s Little Rock, Arkansas-based business,
= which sold fuel to pilots of small planes and rented out hangar’ space. Smith
i started repairing corporate jets and developed a reputation for quick response

times and low costs. But he was frustrated by delays in the shipping of neces-
sary parts; a “rush” delivery might take seven days.

That frustration was on Smith’s mind when he decided to start a new busi-
ness. He wanted to develop a flight courier service to transport time-sensitive
checks and financial documents between the Federal Reserve, the central bank-

ing system in the United States, and the banks that it oversaw. The Federal

I courier: REANS]; RiER 2 hangar: ¥4, KULE
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Fred Smith personally directed the growth of FedEx throughout its first four decades of existence ——
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Reserve Board appeared interested in the idea when Smith met with them
in 1971, so he started building the business. With money inherited from his

late father, additional funds from investors, and a $3.6-million loan, Smith

bought and modified two French-built Dassault Falcon jets, and in June, he

SUCCESS

incorporated his new business as Federal Express. But then the Federal
Reserve backed out of the deal, declaring the proposed change too disrup-

tive to established banking schedules.

FOR

Smith was disappointed but not discouraged. He changed his focus to

BUILT

overnight package delivery, a service that was being offered in only a few

[

major cities at the time. Smith believed that he could make the service more
widely available around the country. He recruited a small, high-level manage-
ment team that was instrumental’ not only in developing the business plan
and designing the operations butalso in finding funding for Federal Express.
Unfortunately, many investors were skittish* about the risks associated with
‘ the business. Although Smith and his team were able to pull together enough
money and secure enough loans to cover startup costs, they weren’t able to

obtainalargeinvestment that would ensure the company’s long-term growth.

Smith was undeterred’. He hired a corps of delivery drivers, known as
couriers, who would present a professional, polite appearance when mak-
ing pickups or deliveries at an office building. Smith personally called peo-
ple to ask them to join his company as sales agents, customer service staff,

and couriers, promising that they would be trained well and paid fairly and

that, eventually, they would have the opportunity to share in the company’s

profits. Before the company officially started operations, Smith emphasized
that its culture would put people first, service second, and profits third. Y -
In January 1973, Smith relocated the business from Little Rock to the airport

in Memphis, Tennessee, intending to begin service on March 12. When the sales

team managed to collect only six packages that day, they decided to call those

first deliveries a successful “system test” and to officially start operationsin

1 instrumental: 2(EFHY, EHEENAY 2 skittish:

3 undeterred: A~k EESA
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April. “We are going to do it right this time,” Smith told the company’s 389
employees. “Failure is not an option.” This time, almost 200 packages were
picked up by Federal Express couriers, flown to Memphis, and then shipped
to 25 US. cities, including Chicago, Detroit, New Orleans, and Cleveland.

By the end of June, Federal Express was shipping more than 1,000 pack-
ages daily to almost 35 cities, having expanded its service to cover Boston,
Wichita, Baltimore, and other locations. But the company’s finances were so
unstable that one pilot used his personal credit card to cover the landing fees
atan airport, and a courier sold his watch to help pay for fuel for the van. At
one point, when only $5,000 remained in the corporate account on a Friday
evening and a $24,000 fuel bill was due the following Monday, Smith took the
last of the money to Las Vegas, where he tried to win more by gambling. On
Monday morning, there was almost $32,000 in the account.

Despite Smith’s lucky winnings, the company was dangerously behind on
its billsand on the brink of bankruptcy. Relief arrived on November 13, 1973,
when a venture capital group invested $24.5 million in Federal Express and
guaranteed long-term loans for another $27.5 million. With cash in hand,
Smith signed bonus checks for all of his employees.

But then oil-producing nations such as Saudi Arabia, Iran, and Iraq decided
to place an embargo® on oil, causing a fuel shortage all over the world. In
the U.S, fuel prices soared. Federal Express had to negotiate an allocation®
of fuel with the government and find a supplier able to provide more than
4 million gallons (15 million I) for the next year’s flights. With fuel flowing
from Exxon, Federal Express shipped more than 100,000 packages a month
during the 1973 holiday season. By the middle of 1974, Federal Express was
shipping more than 10,000 pieces a day—and most of them were arriving on

time, thanks to Smith’s insistence on superior customer service at every level.

1 embargo: ¥z 2 allocation: &5&: i3
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FRED SMITH, FEDEX FOUNDER

FedEx’s success—from its start to today—has always depended upon swift and careful package sorting
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