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== PERSPECTIVES ==

WHAT DOES THE ROAD AHEAD LOOK LIKE FOR SHIPPERS AND
LOGISTICS SERVICE PROVIDERS? IN OUR 14TH ANNUAL
3PL MARKET RESEARCH REPORT, INBOUND LOGISTICS

EXPLORES POTENTIAL SPEED BUMPS AND MARKET MOVERS.

hese are prosperous times
for third-party logistics (3PL)
providers. According to the
companies that responded
to Inbound Logistics” annual 3PL
marketplace survey, a growing number
of shippers these days outsource
at least some of their supply chain
activities to companies that specialize in
those functions.

It's no wonder those shippers seck
expert help, given the complexity of
today’s supply chain environment.
International trade relationships keep
blowing hot and cold, with the prospect
of new tariffs on top of those already in
place. U.S. companies scramble to get as
much product into the country as they
can before new tariffs kick in.

The economy is strong, but experts
are unsure how long that boom will
last. A tight labor market makes it hard
to recruit and retain logistics talent. All
these factors pose challenges for in-house
supply chain organizations, and new
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opportunities for 3PLs.

Then there’s the frantic competition
in the retail market, with pressure to
fill orders faster and build flawless
omnichannel operations.

That pressure squeezes companies
even in the business-to-business
(B2B) arena, with the Amazon effect
conditioning customers of all kinds to
demand exceptional service. Companies
struggling to meet those demands while
remaining profitable often look to 3PLs
for help.

WHAT SHIPPERS WANT

In our 14th annual 3PL Perspectives
report, we look at how shippers
collaborate with 3PLs to improve
operations, deliver better service, cut
costs, gain better control over inventory,
and win competitive advantage. We also
examine what’s driving success for the
3PLs responding to our survey.

Shippers are clear about the
challenges they face in today’s world.

Nearly two-thirds of them —63% —

cite cutting transportation costs as an
important focus of their logistics efforts.
Managing e-commerce is a major
concern for 34% of respondents, a new
high for that category in the history of
this survey.

Another challenge named by a record
portion of respondents this year (29%) is
managing inventory. Other challenges
that weigh heavily on shippers” minds
include business process improvement
(32%), and improving customer service
(31%). (See Figure 1.)

For help with those challenges, ship-
pers often call on 3PLs, and many form
partnerships with more than one service
company. Among our respondents, 74%
say they work with more than one logis-
tics service provider. The 26% that work
with just one 3PL represent an increase:
In 2018, that number was 12%.

The increase does not mean shippers
are pulling back to employ fewer service
providers. Rather, small companies that



FIGURE 1 : TOP CHALLENGES SHIPPERS FACE

Cutting Transport Costs [ e3%
E-commerce || 34% :
Business Process Improvement _ 32%
Improving Customer Service _ 31%
Managing Inventory _ 29%
Supply Chain Visibility [ 2%
Technology Strategy and Implementation _ 22%
Finding, Retaining, Training Qualified Labor _ 20%
Reducing Labor Costs _ 18%
Expanding to New Markets - Selling _ 17%
Regulations, Security, Compliance _ 17%
Expanding to New Markets - Sourcing _ 13%
Vendor Management _ 12%
Risk Management / Contingency Planning _ 1%
Corporate Social Responsibility - 8%
DC Network Optimization - 8%

Managing Big Data - 8%

Reducing Assets / Infrastructure - 5%

never used a 3PL in the past have started
to outsource for the first time, seeking a
competitive edge in the highly competi-
tive e-commerce market. (See Figure 2.)

WORTHY OF RECOGNITION

When we asked shippers to choose
their top 3PLs and then explain why
those companies merit recognition,
respondents offered warm praise, describ-
ing the attributes they value in their
service providers. A few examples:

® “Always find the best rates and
always on time.”

® “Amazing work culture that makes
them the best at serving customers.”

e “They all give me excellent service
performance numbers. | do not have to
babysit any of these companies, yet their
service numbers are 90+%. Also they give
me competitive pricing.”

® “On-time delivery and constant
updates on shipments.”

e “locus on company culture, people,
and innovation.”

Among the services these shippers buy
from their 3PLs, the most common are
the ones you would expect: transporta-
tion and warehousing.

Truck transportation is the mode
these shippers are most likely to pur-
chase through a 3PL: 82% say they rely
on third parties to handle truckload or
less-than-truckload freight. Seventy-two
percent turn to 3PLs for small pack-
age delivery, expedited freight, and
express services.

After that, the numbers shrink.
Approximately 48% of respondents buy
airfreight services from 3PLs; 46% buy
rail or rail intermodal services; and 38%
use 3PLs to help them with ocean or
ocean intermodal transportation.

Two-thirds of shippers who responded
to the survey buy warehousing or
distribution center (DC) services from
3PLs. And a healthy 56% look to 3PLs
for technology solutions that help
with supply chain management. (See

Figure 3.)

FIGURE 2 :

HOW MANY 3PLs
DO YOU USE?

26%
Just One

More than One

74%

Solid relationships with shippers have
helped to create a banner year for the
3PLs in our survey. Taken together, their
reported gross annual revenues total
$142 billion. The actual figure is higher,
since several of the privately held com-
panies that responded to the survey did
not provide financial information. One
prominent 3PL on our Top 100 list
reports more than $16 billion in gross
revenue, a jump of 12% over 2018.
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FIGURE 3 : SERVICES SHIPPERS BUY

Motor Freight Services (TL/LTL) [ 82%
Third-Party Services (3PL) / Contract Logistics [ 77%
Small Package Delivery, Expedited Freight, Express Services [y 72%
Warehousing and DC Services [ 67%
Supply Chain Technology / Software / Systems [ 56%
Airfreight Services [ 48%
Rail / Rail Intermodal [ 46%
Intl. Shipping Services / Freight Forwarding [ 45%
Ocean / Ocean Intermodal [ 38%
Materials Handling Systems, Equipment, Forklifts [N 35%
Site, Port, or Facility Selection [ 29%
Fleet Operations, Dedicated Contract Carriers [N 26%

Transportation Equipment [ 20%

Packaging / Labeling Systems [0 10%

needed capacity for both regular ship-
ments and seasonal surges,” says one
3PL. “Market conditions (tight truck
capacity, intermodal congestion) also
helped. We are using more technology to
improve fleet utilization, provide supply

The cumulative increase in 3PL reve-
nues comes largely from new customers
knocking at the door, rather than from
current customers buying more ser-
vices. Eighty-nine percent of the 3PLs
who responded to our survey report

That 3PL was far from the only one
in our survey to enjoy healthy growth.
Forty percent say sales have increased
by 20% or more. For another 18% the
growth rate is 15%, and 28% have grown
by 10%. Only 2% of the 3PLs have scen

sales fall since 2018. (See Figure 4.)

Not only are 3PLs selling more, but
they're keeping more of the money they
bring in. Thirty-five percent of respon-
dents say profits have grown by 20% or
more since 2018; 18% have seen 15%
growth in profits; and 20% have seen
10% growth. (See Figure 5.)

that their customer bases have grown.
Twenty-seven percent of them saw their
customer base surge by 20% or more.

(See Figure 6.)

SO WHY ALL THIS EXPANSION?
“Last year, shippers shifted to trans-
portation providers who could provide

FIGURE 4 :
3PL SALES GROWTH

20%+ [ 40%
15% [ 18%

10% [ 28%

5% I 9%

0% [3%

5% |1%

-10% | 1%

FIGURE 5 :
3PL PROFIT GROWTH

20%+ [ 35%
15% [ 18%

10% [ 20%

5% [ 19%

0% [ 5%

5% 0 2%
-10%+ | 1%

chain transparency, and make it easier
for customers and suppliers (e.g., truck
carriers) to do business with us.”
Another 3PL credits the environ-
ment in which its customers operate.
“New client acquisitions are increasing

FIGURE 6 :

GROWTH IN
CUSTOMER BASE

20%+ [ 27%
15% [ 8%
10% [ 29%
5% [ 25%
0% [ 8%
5% [2%
-10%+ [1%
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over previous years due to the tight real
estate market as well as the increased
demand for e-commerce capabilities,”
that respondent says. “Current custom-
ers are enjoying positive year-over-year
growth in general, and especially in the
e-commerce vertical. This generates
more dollars per order processed within
a3PL.”

Some other observations:

® “Our growth can be attributed to
both additional sales and improved con-
tracts with existing customers. We have
been implementing a strategic growth
plan since 2013. We have recruited some
of the supply chain sector’s top talent
and had a major focus on enhancing the
value we bring to customers by investing
in people (both recruited talent and edu-
cational/training growth of our associates),
quality, and advanced technology.”

® “Demand certainly still outweighs
supply for 3PL distribution services.
Additionally, we attribute a 250%
increase in our sales pipeline to our
marketing efforts and a 20% increase
in new sales revenue over the pre-
vious 12 months. We've also made
strategic decisions to exit unprofitable
client agreements.”

SERVICES IN DEMAND

3PLs attract customers and drive
growth with a wide range of services
and capabilities. The service that our
respondents are most likely to offer is
inbound logistics management; 90%
include that in their portfolios.

The second most common capability
is a strategic one, logistics process
reengineering, mentioned by 74%. Other
capabilities you're likely to find among
our Top 100 3PLs include just-in-time
logistics (69%), inventory management
(69%), vendor management (61%), and
lead logistics/4th-party logistics (60%).
(See Figure 7)

When it comes to transportation,
nearly all 3PLs in our survey (98%) offer
less-than-truckload (LTL) services, and
92% offer full truckload transportation.
A smaller but still significant portion
provide intermodal services (79%) or
transportation by rail (71%). If a shipper
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FIGURE 7 :

Inbound Logistics

LOGISTICS SERVICES 3PLs OFFER

T 90%

Logistics Process Reengineering [ 74%
Inventory Management [T 69%

Just-in-Time

P 69%

Vendor Management [ 61%

Lead Logistics Provider / 4th-Party Logistics

Shared Services
(co-locating / collaborative distribution)

Supply Chain Finance

P 60%
P 58%
P 50%

(payment auditing / processing / claims)

Integrated Logistics
E-Commerce
Global Trade Services

P 45%
P 42%
P 31%

FIGURE 8 :
TRANSPORTATION SERVICES 3PLs OFFER

LTl T 98%

Truckload

Intermodal

Rail

Small Package

Air Cargo

Dedicated Contract Carriage
Ocean

Final Mile / White Glove
Bulk

Equipment / Drivers
Fleet Acquisition

needs to transport small packages, 66%
of our respondents can oblige, and 65%
can help with air cargo. About half our
respondents offer final mile or white
glove transportation, pointing to the
increased importance of direct-to-con-
sumer commerce. (See Figure §.)

Among warchousing services, the sur-
vey shows that crossdocking is the easiest
to find, offered by 83% of our respon-
dents. Fulfillment (offered by 69%),
transloading (67%), pick/pack and sub-
assembly (66%), and vendor managed
inventory (60%) are also popular ware-
housing services. (See Figure 9.)

Another crucial benefit that 3PLs pro-
vide is access to information technology.

T 92%
T 79%
R 1%
P e6%
P 65%
T e1%
P 54%
P 52%
P 49%

P 37%

In the modern supply chain, the effective
movement of data is nearly as important
as the movement of physical goods.

No wonder 3PLs have entered the
I'T marketplace, using technology to
manage customers’ operations and
deliver information, and providing I'T
solutions that customers use in house.

The vast majority of 3PLs in our
survey (91%) provide electronic data
interchange (EDI), letting customers
share data with the 3PL and other
trading partners. Nearly as many 3PLs,
88%, offer technology to optimize
supply chain activities or to provide
visibility, and 8§7% provide transportation
management systems (TMS). Sixty-cight



percent offer solutions for customer
relationship management (CRM) and/
or supplier relationship management
(SRM).

Although supply chain management
is increasingly a global discipline, just
one-quarter of 3PLs in the survey provide
technology for global trade management.

Only 22% provide technology for
applications that draw upon the Internet
of Things (IoT) or what's known as the
Industrial Internet of Things (IloT). This
could point to fresh opportunities for

3PLs. (See Figure 10.)

MAKING AN IMPACT

In fact, 41% of 3PLs in our survey
name loT" as one of the disruptive
technologies that will impact the supply
chain sector, their own operations, and
their customers. About an equal portion
(43%) expect to see significant impact
from driverless vehicles.

But the innovation that has captured
the imagination of 3PLs is artificial
intelligence (Al). Sixty-two percent of
3PL respondents say this technology
will make a significant impact. (See
Figure 11))

Along with technology, 3PLs offer
their customers a range of special
services. The most common is logistics
and/or transportation consulting, cited
by 80% of respondents. Three-quarters
of the 3PLs in our survey offer direct-
to-store fulfillment—taking products
straight to retail locations, rather than
to retail distribution centers. Fifty-
three percent provide direct-to-home
delivery, an area that’s ripe for growth
as e-commerce and omnichannel retail
continue to gain strength.

Also poised to grow is reverse logistics.
Today, 62% of 3PLs say they provide
that service and/or product lifecycle
management. Given the growth of
e-commerce, where product return rates
are more than three times as high as in
brick-and-mortar retail, demand for help
managing products after their initial sale
is likely to increase.

Other special services that 3PLs are
likely to provide are import/export/cus-
toms, named by 61%, and sustainability/
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FIGURE 9 :
WAREHOUSING SERVICES 3PLs OFFER

Crossdock

T 83%

Fulfilment - [ 69%

Transload

T e7%

Pick / Pack, Subassembly [ 66%

E-Commerce

T e0%

Vendor Managed Inventory [ 60%
DC Management [EE 57%

Site Selection

FIGURE 10 :
TECHNOLOGY SERVICES 3PLs OFFER

EDI
Optimization
Visibility

™S

CRM / SRM
ERP Integration

Supply Chain Design
(modeling, simulation)

WMS

Predictive Analytics

RFID

Globhal Trade Management
10T / 11oT Enablement

O 91%
O 88%
R 88%
e 87%
i 68%
O 59%

T s8%

P 58%
P 54%
P 40%
P 25%

P 22%

FIGURE 11
MOST DISRUPTIVE TECHNOLOGIES

Artificial Intelligence
Driverless Vehicles
Internet of Things
Blockchain

Wearable Technology
Embedded Sensors
Drones

3D Printing

RFID

Virtual Reality

T e2%
P 43%
P a1
N EX
R

7%

5%

3%

9%

7%



green logistics, named by 54%. (See :
Figure 12.) FIGURE 12 :

For all the growth that 3PLs are see-
ing, they still have to work hard to find SPECIAL SERVICES 3PLs OFFER

and maintain customers. In this year’s

survey, 72% of 3PLs cite that as an Logistics / Transportation Consulting _ 80%
important challenge they face today. : . _ o
That’s a striking increase from 2018, : Direct to Stare 75%
when only 26% of 3PLs pointed to thisas  :  Reverse Logistics / Prod Lifecycle Mgmt _ 62%

a challenge. :
g Import / Export / Customs _ 61%

MORE CAPACITY, BUT TALENT IS TIGHT : Sustainability / Green Logistics | 54%
Finding capacity was an important . o
challenge earlier in the year, but it is eas- : Direct to Home _ 53%
ing. While 65% of 3PLs in this year’s Foreign Trade Zone _ 40%
survey named capacity as a problem, ) o
that's a smaller number than last year’s Marketing / Customer Svc / Call Center _ 37%
76%. Today, capacity is readily available. Contingency / Crisis Planning _ 33%
On the other hand, competition for : o
talent has become a slightly bigger worry Labor Management - 31%
for 3PLs. In 2018, 60% of respondents Global Expansion - Sourcing / Selling - 19%

listed finding, training, and retaining
qualified labor as a challenge they face.
In 2019, that number stands at 64%. : :

One other challenge that stands out
is technology investment; 65% of this

Security Analysis [ 16%

year’s respondents chose that as a sig- in 2018, when 55% of 3PLs cited com- improving service and competing more

nificant issue. To a lesser extent, 3PLs pliance and regulations and 54% cited effectively in new markets and channels.

also grapple with regulatory compliance  rising operational costs. (See Figure 13.) Based on information from shippers and

and rising operational costs (each cited As 3PLs focus on those challenges, 3PLs in this year’s 3PL Perspectives sur-

by 47%). they're also working hard to help their vey, strong partnerships between shippers
Both of those issues, however, seem customers manage their own busi- and third-party service providers con-

to cause fewer problems than they did ness concerns, from cutting costs to tinue to produce compelling benefits. W

FIGURE 13 : TOP CHALLENGES 3PLs FACE

Finding / Retaining Customers [ 72%

Capacity [ 65%
Technology Investment [, 65%
Finding, Training, Retaining Qualified Labor [ 64%

Compliance / Regulations [ 47%

Rising Operational Costs [ 47%

Meeting Customer Service Requirements [ 44%
Growth Management [ 31%
Contingency Planning / Risk Management [y 23%
Making a Profit [ 21%
Corporate Social Responsibility (incl. Sustainability) [ 18%

Global Coverage [ 12%
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