Transformation in the fulfilment industry — a new b enchmarking
approach shows tactical thinking may be the key to success.

Paul Alexander

Providing outsourced e-business supply chain sesvis a dynamic, competitive business. A
three year investigation focusing on benchmarkingstfalian and UK businesses provides
insights into how competitive advantage can beeaghin aggressive supply chain markets with a
mainly tactical view.

The findings are surprising. Not only does a rigacapproach provide competitive advantage,
but it can change the industry it is working i's tounter-intuitive, it's against general busimes
teachings, but it's happening!

Some background to fulfilment in the e-economy

Outsourced fulfilment providers (OFPs) are adephetting needs right across the value chain of
client businesses. An OFP specialist may now llagecapacity to provide infrastructure which
includes managing raw material supplier relatiopshivarehousing, delivering finished goods to
customers, accepting and managing payment plans, exen managing call centre sales
campaigns. It appears they are limited only by ttegpability to undertake an operation, and that
in turn is directly related to the fulfilment compés portfolio of capabilities, assets and skills,
and the willingness of customers to buy those sesvi

The e-economy has also created a huge new growjlliofy customers, online retailers, who are
very amenable to outsourcing relationships. Iwisegrg these needs OFPs have seen that direct
sales opportunities can be gained by leveraging mudlifying existing capabilities and
developing new ones. In so doing these busineBags developed distinct characteristics
prompting the term “e-fulfilment providers” to dete them.

Ironically, or is it simply to be expected, as #we@conomy dominates and online opportunities
become the norm, e-fulfilment has also become randemore mainstream, and it is now valid to
ask whether traditional fulfilment will exist atlah the near future. In describing themselves
many online-focussed e-fulfilment businesses hak@pmked the “e” as recognition that e-

fulfilment is now becoming “the” fulfilment. Fohis reason, the terms OFP and e-fulfilment
provider are used interchangeably here.

It is evident that viable OFPs may be best defimngtheircapabilities. At present there are 13 of
them that represent the majority of OFP servicdsred (see below) and include web design,
consulting and other services not previously assediwith supply chain.



Capabilities undertaken by e-fulfilment businesses (as % undertaken by all businesses)
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However, these capabilities are not static. Theyti@nsforming, morphing, built on the back of

existing skills and assets. This transformationdsindefinite, and there is strong evidence of a
standard set of capabilities emerging to replaaditional capabilities offered by the logistics and
transport industries from which most of these oigmions are derived. Organisations are
reducing the number and variability of the capéb#i they offer, specialising in a smaller

portfolio of capabilities proven to be more suctiglss the OFP’s particular market space.

As an industry the data shows a state change, ammebhosis from an “old” state to a “new”
one, which carries with it an inevitable conclusitraditional fulfilment will become obsolete as
all those traditional providers develop capabtitie meet the reality of the e-economy.

Revenue transactions, and the emergence of hunters and farmers

The findings also show OFPs clearly fall into twategories based on the number of core
capabilities they possess. General operators (G@# many, and often almost all 13 core
capabilities, while specialist operators (SOs) Hags than 6, and often just a few. GOs appear
to operate across the whole market, aiming tocittevenue based on their ability to provide a
wide range, and potentially a complete outsourdetisa, of a potential e-business client’s
fulfilment needs. They achieve this revenue thhodlrect sales, tenders and other general
“revenue transactions”.

SOs possess fewer capabilities because they facaggooup of dominant customers they rely on
for the bulk of their revenue. Such relationshgse tightly bound and the OFP must bring
maximum efficiency and alignment to the outsoumetsn for such customers. While there are
less revenue transactions in this group, each ®o&dr a longer term and is more significant to
the OFP.

While GOs are intent on creating a unique sellingppsition to assist them in their “hunter”
roles, SOs, being more “farmers”, with significaxisting customer relationships they wish to



nurture, are more focused on adapting and makieg trapabilities more effective for their
customers.

When it comes to planning, OFPs have long term Idpweent (strategic) plans, but they more
often operate on a tactical level which drives tosaof many of the capabilities they offer. For
many, particularly the GOs, speed, flexibility aledponsiveness of innovation and expansion of
their portfolio of capabilities are critical factin competition.

It is arguable that these tactical sales respossea major, perhapke major, driver underlying
transformation of capabilities.

Inevitably, as the GO hunters successfully acquatiable clients as outsource partners (or
market niches), they fill their existing capacityitw services to these organisations. They
therefore make a transition to farmers, and to S@#hout further dramatic innovative changes
in the future, the industry can be expected to nmoeee to an SO focus, and the approach to
efficiency over innovation implied.

OFPs are transforming their customers

OFPs also impact the nature of their customersleyTirovide a means for e-businesses to
achieve rapid maturity of their supply chains. &jpplying a large range of capabilities in a
tightly outsourced environment, even new e-buseessan benefit from the already-mature
portfolio offered by the OFPs.

This intimate connection between e-fulfilment pdeifis and e-businesses, and it works both
ways, must be a fundamental shaper of the outsdwsgeply chain market for e-commerce, with
OFPs allowing e-businesses to concentrate on aowanore set of (non-supply chain)
capabilities, while still allowing it to offer sopticated services at a high level of maturity.
OFPs for their part have used this value to custsrtebecome pervasive outsourcers with loyal
customer bases and tight integration, and to aehies growth and stability benefits that result.

Thanks in significant part to OFPs, e-businessesara fast track to maturity. And because of
the e-business’ desire to create instant matumity&ir supply chain, OFPs have a dynamic and
growing market where innovation can be rewardedh \g@les. In such an environment it is
definitely natural, and arguably appropriate, tl#Ps have a highly tactical view of their
businesses. In other words, there is likely tabénteraction between OFPs and their customers;
the former developing new capabilities to meetrteeds of the latter, and the latter developing
its capabilities significantly faster because & thrmer.

How e-fulfilment companies evolve to prepare for th e future

How in particular are these capabilities transfoig?i Because businesses generally operate in a
rational manner transformations are clearly notloam but a considered response to market and
other forces, and constrained by other factors.

The study points to a coordinated approach by OfRéich their management teams respond to
immediate business opportunities and leverage business capabilities accordingly.

The way OFPs respond to revenue transactions ddieeisions which are important as tactical
revenue responses, with each event an importaalysatfor response by the e-fulfilment
provider. Such transactions generate action evenidich the OFP must decide the value and
nature of the response.

Prior to a revenue-creating transaction opportuaitye-fulfilment provider has an inventory of
capabilities from which it will draw resources, etssand skills that will enhance its prospects of



making a sale. Thus it will aim to derive new daifites from existing ones if it is beneficial
(profitable) to do so.

Over a number of revenue transactions an OFP’sathieventory of capabilities will evolve.
New capabilities will appear while less viable ongh be flushed out and their assets re-used
elsewhere. In an open market place where congeiii aggressive, although this will result in
differentiation of each business, it will also likdead to businesses developing capabilities
inventories that have a family resemblance.

Benchmarking transformation, and implications for s uccess

Transformation is how an OFP responds to futureodppities, and how transaction by
transaction, it gains competitive advantage. Meagut and comparing it with the competition
is clearly a valuable priority.

An index developed as part of this research careeelthis. Using simple questionnaires and
measures it is possible to compare how much anl@BRransformed its capabilities from those
of traditional fulfilment service providers. This done across 2 measures; customer-facing
capabilities (the A dimension) and supplier-facaapabilities (the B dimension). A value of 0
indicates the business is operating totally tradally, while a value of 100 indicates it is
operating at a massive level of transformation.

The figure below shows how this looks for a specifear for all companies in the research
sample. Each company is a single dot, and largeiddicate multiple companies on a particular
point.
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OFPs, in placing themselves in the “transformasipace” using this benchmark should not be
concerned about the absolute values of their toamsftion indices, but more importantly,
whether they are appropriate for their businessatipe. Are they farmers where capabilities are
meshed to dominant customers’ needs, or huntemreathey must compete for new customers?
In particular, especially for hunters, what areithlirect competitors’ indices?

The way ahead

So it can be seen that transformations in e-fuiilmpoints to a new approach to outsourced
supply chain provision. Capabilities are the kagyd the vehicle for gaining and maintaining
competitive advantage.

Transforming each capability to assist in the tattactivities of hunting for new customers or
farming existing ones provides a successful styaiagthe dynamic e-business environment
where technology and innovation provide new cajfisgslto beat the competition.

Depending on how an OFP is positioned within thekeia its degree of transformation is an
important early indicator of its potential to outfpem its competitors. Paradoxically, this tactica
responsiveness shows signs of finding a new edquifib as e-businesses mature. Even
previously avid hunters, having captured custorisisg innovative solutions, by consolidating
and improving their products to ensure their relahips with customers are cemented and
deliver best-practice solutions, become farmers.

Innovation will likely continue and provide fertilepportunities to create new capabilities by
leveraging existing traditional ones, but theralso evidence that this pace will relax. Those
new capabilities will become absorbed into the hess, and a new portfolio of capabilities will

emerge as the norm. The focus will then move fraving efficiency, and more long term plans

to drive acquisition, consolidations and capitaljects.

The short innovation window for tactical benefitiividlose and it is important that companies be
well placed for competitive advantage when is does.



