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Abstract

Purpose — Logistics service providers (LSPs) have unique resources and capabilities that position them to
deliver supply chain finance (SCF) solutions. The study aims to discuss and illustrate the necessary resources
and process of value creation and capture of LSPs, potentially offering SCF solutions.
Design/methodology/approach — Relying on a theoretical framework, combining a resource-based view
(RBV) with the literature on SCF, the authors apply an abductive case study methodology, including 11
interviews with representatives from four LSPs.

Findings — The main findings are as follow: (1) although an LSP has sufficient resources for value-added SCF
solutions, it may not capture enough value to motivate realising them; (2) an LSP considering offering SCF should
account for the interaction between its resources and cargo transit times, risk and regulatory restrictions and (3)
future studies should distinguish between financing the logistics services and the moved products.

Research limitations/implications — The authors contribute to the growing field of SCF research by
analysing motives and barriers for LSPs to offer SCF service to their customers. Because none of our case
companies decided to move beyond experimentation further research is needed on the resources and
capabilities needed for LSPs to successfully venture into SCF.

Practical implications — The study provides LSPs with clear indications of the difficulties involved when
contemplating a move into SCF solutions and discusses the potential value of offering such services.
Originality/value — Despite evidence of LSPs engaging in SCF in various industries, academic contributions
do not go beyond operational conditions or quantification of benefits. The authors add evidence on how LSPs
are currently evaluating the prominence of adding SCF to their value offerings, including a new perspective on
resources, value generation and capture mechanisms.
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1. Introduction

This paper analyses the role of logistics service providers (LSPs) in partaking in the
management of the supply chain’s (SC’s) financial flow by offering supply chain finance (SCF)
arrangements to their customers. There are a few examples of large LSPs that are entering
into the financial flow of the SC. These include recent ventures by Maersk into trade finance
[1], DHL’s tailor-made solutions for emerging markets [2], the Swiss Post’s solution of
assuming ownership of in-transit cargo and UPS’s alternative finance solutions [3].

Existing empirical evidence of LSPs moving into the SCF market is scarce though (Basu
Bal et al., 2018; de Goejj et al., 2016; Gelsomino et al., 2017; Hofmann, 2009; Pfohl and Gomm,
2009), and the majority of work argues for the potential value LSPs could create in the SCF
market by leveraging their informational resources. However, for each of the above
examples there are specificities that prevent a broader understanding of whether it is
actually favourable for LSPs to partake in the SCF market. Maersk only offers their trade
finance services to specific customers and the lead times of maritime transport means that
the cargo is in transit for an extended period of time. DHL’s solution is a one-off example
rather than a scalable product, the Swiss Post has decided to abandon its SCF solution and
UPS only offer their services to large US customers. Thus, despite some evidence that LSPs
are moving into the field of SCF, so far progress is slow and we know little about the
potential value for the LSPs as well as for the other SC parties. A recent survey among
Swiss corporates found LSP-based inventory financing (IF) to have one of the highest
potentials among tools to improve working capital management (Hofmann and Wetzel,
2018, p. 9, 36). Hofmann (2009, p. 735) was early to observe that further research into LSPs
and IF should focus on “necessary knowledge and corresponding resources” with specific
reference to the role of partnership with financial institutions, as a key development for this
type of solution. However, empirically based evidence on these issues is, to the best of our
knowledge, still lacking.

LSPs offering SCF arrangements link to a broader and well-established literature on value
creation in LSPs (e.g. Soinio et al., 2012; van Hoek, 2000), a rather mature topic as indicated by
coverage in logistics and SCM textbooks (e.g. Christopher, 1992; Jonsson, 2008). However, this
literature is traditionally focused on the generation of new and innovative logistics and SCM
services. The theoretical question of whether similar strategies for structuring and bundling
resources to generate innovative services holds in a domain different from logistics or SCM is
still open. For example, Lai (2004) poses the question of circumstances under which LSPs
might venture into new market segments as a relevant direction for future research. Even
more generally, the investigation of a topic that is so inherently cross-disciplinary as LSPs
offering financial arrangements allows the testing and extension of existing theoretical
underpinnings in order to improve, revise and refine key predictions and findings of existing
theories (Zahra and Newey, 2009).

The SCF literature offers limited insights into the resources LSPs should possess to
successfully offer SCF services. Financial resources — in the sense of access to capital at lower
cost than the supplier or buyer — are mentioned by multiple authors (Hofmann, 2009;
Hofmann and Kotzab, 2010; Gelsomino et al., 2019). Besides financial resources, mainly SCF
knowledge resources (Hofmann, 2009; Hofmann and Kotzab, 2010) and informational
resources (Hofmann and Kotzab, 2010) are mentioned but not in a detailed manner. In general,
the role of LSPs is underdeveloped in the SCF literature. In particular, empirical contributions
are lacking since the majority of papers discussing the role of LSPs in SCF are model based
(e.g. Chen and Cai, 2011; Song et al., 2018; Gelsomino et al.,, 2019) or conceptual in nature (e.g.
Hofmann, 2005; Pfohl and Gomm, 2009; Hofmann and Kotzab, 2010; Basu Bal et al, 2018).
Altogether, these studies give a rather limited insight into how LSPs develop SCF
instruments, which obstacles they face during development and which resources they need to
successfully develop SCE service offerings, leading to our research question:



1.1 What prevents LSPs from venturing into the SCF market?

Following the recommendations of Hofmann (2009) and Hofmann and Wetzel (2018), we
address this question by zooming in on IF from a resource-based perspective by analysing the
resources and capabilities that LSPs have, and how they utilise these resources and
capabilities in their attempts to develop market IF solutions. We do so through a multiple case
study approach with four European LSPs. In what follows we first define IF and then discuss
SCF with specific focus on LSPs.

2. Supply chain finance and inventory financing

The SCF literature has focused its attention on the role of buyers (e.g. More and Basu, 2013;
Wauttke et al, 2013a, b; Caniato et al,, 2016), financial service providers (FSPs) (e.g. Silvestro and
Lustrato, 2014; Martin and Hofmann, 2017; Song et al., 2018) and to a lesser extent suppliers (e.g.
Van Der Vliet ef al, 2015; Martin, 2017). As noted by Bals (2019), many contributions consider
one specific SCF instrument, reverse factoring, wherein buyers, suppliers and FSPs are the main
actors, while there is considerably less coverage of products such as IF.

Some authors recognise a role for LSPs in SCF, most often in the context of IF (Hofmann,
2005, 2009; Chen and Cai, 2011; Li and Chen, 2018; Gelsomino et al, 2019; Basu Bal ef al, 2018).
Besides IF, some attention is paid to the role of LSPs in fixed asset financing (Gelsomino et al,
2017) and offering administrative services like freight payment services (Hofmann, 2005; Wetzel
and Hofmann, 2018). Furthermore, de Goeij et al (2016) describe LSPs in relation to reverse
factoring, but the LSPs are not offering reverse factoring themselves but are suppliers who
might receive reverse factoring offers from their buyers. Following this literature, we focus on IF
as the prime SCF solution offered by LSPs. We do not ignore other forms of SCF such as reverse
factoring (Liebl ef al., 2016) or dynamic discounting (Gelsomino et al., 2019) but acknowledge that
these are less explicit to LSPs and more extensively discussed in the SCF literature.

IF is described by Bryant and Camerinelli (2014, p. 64) as “a form of SCF in which goods are
Jfinanced and over which the bank usually takes security interest” and “may be used by suppliers and
buyers depending on the manufacturing and transaction cycles involved.” Hofmann (2009) states
LSPs could play an important role in IF by taking over ownership of the goods from the supplier
or buyer, especially when the LSP has a better creditworthiness than the supplier and the buyer.
Hofmann (2009, p. 725) further elaborates on the potential informational advantage associated
with the LSP. The LSPs, for instance, have information about stock levels, shipping lead times
and turnover of goods, rendering “a more precise notion of the effective risks than external players
such as financial service providers might ever have.” Extending this line of argument, Hofmann
and Kotzab (2010) noted that LSPs may also have access to sales forecasts, Chen and Cai (2011)
highlight the real-time information of LSPs, Bryant and Camerinelli (2014) mentioned tracking,
transparency and visibility and collateral evaluation and Templar et al (2016) discussed
transactional data about departure or arrival of goods at different locations.

We distinguish between three types of IF. First, there is IF without involvement of LSPs,
or what Hofmann (2009) refers to as “traditional” IF. For example, Holdren and Hollingshead
(1999) and Buzacott and Zhang (2004) published models on the financing of inventory
without involvement of LSPs. Second, there is IF wherein LSPs take ownership of the goods,
which is referred to as “alternative” IF by Hofmann (2009), who explains how the LSP buys
the goods from the manufacturer, obtains legal ownership and then sells the goods to the
manufacturers’ customers. This is backed up by a purchase guarantee which the
manufacturer has pre-negotiated with its customers. However, the LSP could also buy and
sell back the goods to the manufacturer without including the manufacturer’s customers
(Steeman, 2017). And third, there is IF wherein LSPs do not take ownership of the goods, but
leverage SC data about the inventories to facilitate the provision of financing (Gelsomino
et al., 2017, Chakuu ef al., 2019; Templar et al., 2016).
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Figure 1.
The theoretical
framework

3. The resource-based view (RBV) in logistics and supply chain management
Since the 1990s and, more significantly, across the 2000 and 2010s, the access and use of
resources have been used extensively to explain how and why specific LSPs achieve higher
performance (Hartmann and Grahl, 2011; Lai et al, 2008; Karia and Wong, 2013; Murphy and
Poist, 1998; Wong and Karia, 2010). Murphy and Poist (1998) investigated how “asset-light”
and “asset-heavy” strategies are key factors in an LSP’s competitive advantage. Wong and
Karia (2010) and Karia and Wong (2013) highlight how financially successful LSPs are able to
structure by acquiring, accumulating, divesting and bundling together key resources that
build up the LSP’s competitive advantage. Lai (2004) shows how LSPs can be clustered into
four groups based on their resource capabilities, with significant differences in terms of
service performance. Lai et al. (2008) extend on Lai (2004) and show that logistics resources
and capabilities positively affect LSP performance and competitiveness.

More recent work (Priem ef al, 2018) tends to rely on the value definition introduced by
Bowman and Ambrosini (2000). They distinguish between “use value” — the customer’s
subjective value of a product or service — and “exchange value”— the price paid for a product or
service. After discussing at some length how to create new use value, they move on to value
capture. They propose that even when firms create new use value, it is the bargaining power
between the firm and its stakeholders that determines whether the firm can capture the value
and transform it into profits. This value capture is at the heart of RBV (Priem et al, 2018), which
focuses on the heterogeneous, resource-based drivers of firm performance (Priem ef al, 2013).

Our framework draws specifically on Wong and Karia (2010) and Sirmon ef /. (2007) and is
structured around the concept of developing capabilities to exploit new opportunities and
enhance the LSP’s competitive advantage. Although these frameworks and the empirical RBV-
based studies mentioned above make significant contributions, they focus primarily on value
capture rather than value creation. Our contribution to the framework is the investigation of
LSPs in the process of building their competitive advantage by developing new services that go
beyond the “traditional” place utility created by the logistics industry, namely SCF solutions.
This means that we are studying the interaction between value creation and value capture by
relying on evidence from LSPs already engaged in this type of services.

Nevertheless, to ensure consistency and reliability, we build the steps of our theoretical
framework around the same four steps employed — in the context of LSPs — by Wong and
Kaira (2010) who initially derived them from Sirmon et al (2007). This framework has its roots
in the literature of dynamic capabilities (e.g. Eisenhardt and Martin, 2000; Gruber et al., 2010;
Teece et al., 1997), defined as the strategic routines that companies employ to achieve new
resource configurations to match or create market changes (Eisenhardt and Martin, 2000).

The four steps of our framework (illustrated in Figure 1) are these:

(1) The LSP, at a certain moment in time, has an existing portfolio of resources and —
possibly embedded in its overall business strategy — a plan to structure and bundle
such resources towards improved competitiveness (Wong and Karia, 2010; Sirmon
et al., 2007). In the context of our research, the plan could consist of an idea to develop
and offer IF to its customers.

New portfolio for
competitive
advantage

Existing resource | Access to strategic Resource bundling
portfolio resources and leveraging

_ /
hd

Focus of the research




(2) The LSP starts to execute its plan by accessing strategic (i.e. valuable, rare, inimitable
and non-substitutable) resources, either acquired or already in its possession. For our
study, this could imply, for example, combining existing resources (such as holding
inventories in a warehouse) with the know-how on monitoring product flows for the
purpose of building up an IF service or recruiting new staff with knowledge of
financial services.

(3) Having accessed strategic resources, the LSP is now ready to start bundling
resources together to create capabilities (Sirmon et al., 2007). In the context of this
paper, this includes, for example, piloting a financial solution with customers or
developing partnerships with FSPs.

(4) Finally, the new leveraged capabilities will result in an increase in the company’s
competitive advantage (Wong and Karia, 2010).

Following Wong and Karia (2010), our research focuses on the two intermediate steps, which
characterise the process of developing the new SCF strategy; we only indirectly analyse the
existing resource portfolio, to the extent that our case firms are able, or not, to access strategic
resources.

The framework can be seen as a theoretical explanation of how an LSP manages its
resources in the process of developing SCF services for its customers. Our contribution lies in
applying the theoretical framework to the context of involvement of LSP in SCF services.
Therefore, we depict the two central steps of the path towards generation of competitive
advantage in the context of an LSP’s developing interdisciplinary innovative services, rather
than in the general context of an LSP’s engagement in new, but “traditional”, logistics
services. This implies integrating the different relevant bodies of the literature (SCF, IF and
generic literature focussing on LSPs developing new services) to generate a set of resource
categories and resource bundling strategies supporting the development process of SCF
services by LSPs. The result of this theoretical exercise is reported in Table 1.

4. Methodology

The aim of this study is theory building in the interplay between logistics and finance. As
emphasised in the previous sections, our focus is on the role of LSPs in developing and offering
SCF solutions. Earlier works have concluded that LSPs should be particularly well suited to offer
certain SCF solutions, especially IF. However, the empirical evidence confirming these claims is
rudimentary and largely anecdotal, motivating an exploratory and qualitative approach (Kvale
and Brinkmann, 2014). Accordingly, we purposefully selected four LSPs that claimed either to
have experimented with SCF or to be in the process of introducing it into their portfolio. As is
common in early stage research, we followed an abductive approach (Kirkeby, 1990; Danermark,
2001; Suddaby, 2006) and gradually developed an understanding of the phenomenon in question
that was quite different from what we expected to find.

Relying on Kovacs and Spens’ (2005) model (see Figure 2) of the abductive research
process and the matching strategy suggested by Dubois and Gadde (2002, 2014) we
persistently moved back and forth between framework, data sources and analysis (see also,
Alvesson and Sandberg, 2011).

Again, as in most qualitative work, our predispositions guided our selection of case firms
and the first steps of the data collection process (step 0 in Figure 2). As our understanding of
the practical problems associated with developing SCF solutions in LSPs evolved, the
matching processes guided us in gradually moving beyond rich descriptions (Dubois and
Gadde, 2014) through the use of our RBV-inspired theoretical framework (see Figure 1 and
Table 1). The framework offers a map in our search for emergent patterns as well as
peculiarities thatmay providenew insightsiinto the established theory (step 1 in Figure 2).
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Figure 2.

The abductive research
process proposed by
Kovacs and Spens
(2005, top) and its
application in this
paper (bottom)
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One such peculiarity identified in all of our cases (to various degrees) is the extent to which
our case firms lack sufficient resources or capabilities to successfully venture into SCF. This
may be seen as a failure by the LSPs, but as elaborated below, it can also be viewed as part of
the dynamic processes of business, where new products and services are tested and
sometimes also abandoned based on a more informed decision (step 3 in Figure 2). As we
expanded our empirical venture, we took great care in avoiding the deselection of aspects of
importance (Dubois and Gadde, 2014), as elaborated on below.

4.1 Data collection

The key source of data consists of semi-structured interviews, which have been
complemented with various forms of archival data. We rely on data triangulation
(Silverman, 2001) and researcher triangulation (Ahrens and Chapman, 2006) to strengthen
the contextual validity (Ryan et al, 2002) of our study. As is common in most case-based
research, we have relied on external and internal documents to corroborate and challenge the
interview findings. A list of interviews and additional sources is provided in Table 2. Because
the case studies were conducted by two different research groups, we used a form of
researcher triangulation, where the researchers not involved in the initial case were
responsible for doing the RBV-based analysis of the case findings.

4.1.1 Case 1 (main case): DB Schenker Sweden. The case firm, the Swedish branch of DB
Schenker, took part in an applied research project on SCF. In our initial talks with
representatives from DB Schenker in 2017, it had actively chosen not to move into SCF. This
observation was interesting as DB Schenker is the clear market leader in Sweden and one of the
world’s largest LSPs, with at least theoretically easy access to cheap capital as it is fully owned
by the Federal Republic of Germany. Benefitting from a long and close relationship we then
arranged for 1-2 h interviews with three generations of CEOs, all former directors of land
transport, the largest business unit. They are referred to as the former, current and coming CEO
as the director of land transport was promoted in 2020, after the interviews. The interviews
focused how their 40 years of collective experience of senior management affected their repeated
decisions not to engage DB Schenker extensively in SCF. Important is that they all had senior
positions'at' DB'Schenker during the financial crisis and experienced significant credit losses.



Interviewees Secondary data
LSP1 CEOs and senior management + logistics/ (1) Media coverage (2009-2018)
purchasing managers of four major customers  (2) Annual reports

(3) Group history accounts
(4) Contractual documents
(5) Author’s tacit knowledge from being member
of the case company’s scientific advisory
board (2008-2013) and strategic council
(2013-)
LSP2 CFO (1) ABC-Analysis of Customers
(2) Sales volumes and payment terms for all
customers
(3) Detailed documentation of all outgoing
invoices (volume, date of sending invoice, date
of actual payment)
(4) Financial ratios (ie. DPO, DSO, cash
conversion cycle) and operational lead times
(5) Annual reports
LSP3  Owner, CEO, member of board of advisors (1) IF pilot evaluation documentation
(2) Documentation of adaptations made to
customer portal for IF pilot
(3) Overview of process steps in related financial
service (escrow)
(4) Annual reports
LSP4  Owner/CEO (1) Publicly available information on plans to
offer financial services
(2) Annual reports
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Table 2.
Data collected for cases

The interviews were conducted in Swedish, electronically recorded, transcribed and
circulated back to the respondents for corrections and comments. During the interviews, we
relied on open-ended questions such as these:

(1) Have you had experience with managing the financial flow of clients beyond the
normal course of business?

(2) What is the firm’s overall view on (1) risk, (2) cooperation and (3) service innovation?
(3) What are the important KPIs for the firm and for you?

(4) Have you had experience with customers asking for help in providing financial
service in relation to SCM?

(5) Have you developed, or considered developing, SCF solutions?
(6) Are there any specific reasons that your firm does not offer SCF solutions?

We did not strictly follow these questions, but rather formed themes we discussed with the
respondents. The questions/themes encompass a wide range of areas, such as willingness to
carry financial risk, personal and company experience of credit losses and preferred roles in
the industry’s division of labour.

In the second step, we widened the perspective by interviewing the CFO of DB Schenker
Europe to confirm that our results extended beyond Sweden and to capture information on
corporate governance and the relationships between management on the regional and
national levels. To contrast with the view of the supply side of SCF, we added short interviews
withrthelogisticsorpurchasingmanagersof four of DB Schenker’s largest customers. They
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Table 3.
Complementary cases
(sample information)

represent major Swedish export-oriented firms and the interviews were arranged in
conjunction with a workshop with DB Schenker Sweden'’s strategic council, at a time when
the managers focused on their relationship with DB Schenker.

4.1.2 Complementary cases. To investigate whether the findings from case 1 are
illustrative of what might be discerned among a wider set of LSPs venturing into SCF, the
case findings were compared and contrasted with three complementary cases. Senior
managers from three Dutch LSPs were interviewed, following a set of interview protocols
similar to those used in case 1. We selected three different cases to capture a variety of
perceptions and meanings about a complex, innovative and multidisciplinary topic (Dubois
and Araujo, 2007), namely financial instruments offered by LSPs. The three LSPs are rather
homogeneous in their operations and in their geographical locations, but they differ in terms
of size and approach to SCF and the stage of development of their SCF instruments. The cases
are explorative in nature, and the unit of analysis is the company itself.

Similar to case 1, the complementary cases are also part of a larger ongoing research
project, which is why we were able to collect diverse types of data. Semi-structured interviews
were conducted with the CFO of LSP2, the owner, the CEO and a board of advisors’ member of
LSP3 and with the CEO of LSP4. As presented in Table 2, additional secondary data, from
annual reports and customer analysis documents to IF pilot evaluation documentation, was
used to corroborate interview findings.

The interview protocol included a general company description and motivation to offer
and approach financial instruments. Afterwards, questions were asked to see which
resources and capabilities were most relevant in different phases of development of the
intended IF service.

4.2 Data analysis

Interviews were recorded, transcribed and analysed by multiple researchers to attain an
agreement on the key findings. The case firms are all in a different stage of development of the
SCF instrument. Table 3 shows the complementary case study sample. In contrast to our
main case, we have promised each of the three other LSPs anonymity.

The predefined categories in Table 1 guided our coding. Within these predefined
categories we came up with codes based on the results which can be seen as subcategories.
First we did open coding and we allowed several researchers to work on the coding
independently. We then came together to work towards consensus on the right codes (Baxter
and Jack, 2008). The result of the coding activities is reported in Tables Al and A2.

5. The four cases

5.1 DB schenker

Of DB Schenker’s 75,000 employees, 3,500 work in Sweden and it engages thousands more in
the subcontracted road hauliers. Like its main competitors in the Swedish freight transport
market, DB Schenker is state-owned but it adheres to competition law and international

LSP2 LSP3 LSP4
Main industry of Food and beverage Food and beverage Fashion and retail
operations
Main logistics Forwarding, Forwarding, warehousing, Forwarding, customs services,
operations warehousing customs services supply chain services
Turnover 100-150 M€ 25-50 M€s 0-25 M€




regulation of state subsidies and the German state keeps the option of privatising DB Schenker
open. This means that the state ownership is of minor importance in the DB Schenker case.

5.2 Initial interviews

The main interest in SCF was from the case firm’s own working capital position. We
interviewed two representatives of Schenker Dedicated Services, an independent part of DB
Schenker specialising in tailor-made logistics solutions. It evaluated whether to implement
reverse factoring or dynamic discounting to free up working capital:

Sometimes it feels almost like we are the bank [...] as small road hauliers have maybe 10 days,
20 days [payment terms], while the largest customers have 90 days plus sometimes, and we are the
one in the middle.

However, when it comes to searching for inefficiencies in their clients’ financial SC, or offering
SCF solutions for their customers the firm is more unenthusiastic. DB Schenker occasionally
takes over ownership of the cargo between supplier and buyer but it is generally reluctant to
do so:

In most cases it is not completely well-thought-out from [the client] side; they just want to get rid of
the risk.. .. In general . .. DB Schenker does not do this . . . at least [it is] not the policy right now,
maybe because there is not a good concept or solution available.

5.2.1 Strategies and structures. The current CEO is quite clear that DB Schenker did not
consider offering standardised solutions where DB Schenker takes over ownership of the
cargo at some point in the SC. This is echoed by the coming CEO:

It is not our core business to finance our customers . .. they should be able to do better through
a bank.

However, the current CEO is open to the idea of being an information-sharing partner, under
the assumption that a bank, or other third party, assumes the financial risk. He describes it as:

... being a quality gate [along the supply chain]. . . if blockchain becomes a reality, we could add our
information that a specific gate in the transport chain is passed . . . to add further value.

In terms of innovation and collaboration, limited attention has been dedicated to the financial
flow. The current CEO describes the financial flow as being rather traditional:

There are existing . .. well-established means to finance trade. We see no direct shift in how our
customers think in terms of financing, delivery terms or customs clearance.

The coming CEO continues:

I find it difficult to see that we will be able to make a profit out of this ... we have a hard time
charging a premium for information-related services.

The current CEO notes that SMEs tend to prefer full-service solutions, in search of simplicity
and visibility, whereas large firms are more specific about services they demand. He
continues that DB Schenker does not actively seek collaboration with financial actors:

Risks associated with optimising the transport chain is within the expertise of DB Schenker but not
really financial risks associated with the value of the cargo, and we are not very willing to take such
risks either.

The former CEO, who was also director of DB Schenker’s North European region, concluded
that it is a very politically governed and controller-driven organisation, where strategic
initiatives on a global scale need to be confirmed at the highest political level and are therefore
very slow.
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According to the current CEO, DB Schenker in Sweden could, in theory, initiate an
innovative financial solution but doing so in practice would require full support from the head
office in Germany. To offer financial solutions would require parties from many different
countries and IT-related updates, which would also require full support from the head office.
He further adds that:

Today DB Schenker is organised into functional areas with Land, Air and Ocean, and 3PL, and they
also need to be on board if we were to offer financial solutions.

5.3 Two examples of IF in Schenker

The coming CEO confirms the current CEO’s statement by saying that “generally, our
company does not get involved in these types of financial solutions where we would take over
ownership of the cargo at some point.” There are a few exceptions, however, which are
associated with additional risk like obsolescence, financial risk, currency risk and in some
cases even price risk.

One example, discussed by several of the respondents is related to incontinence pads for a
Swedish county. This service design is associated with a financially strong client, the goods are
non-perishable, of low value and have a high turnover, which means that the risk is essentially
very low. In addition, DB Schenker is guaranteed a specific price negotiated between the client
and their supplier under a central purchasing agreement. The coming CEO stated:

The main difference from a traditional set-up in terms of risk is that if the cargo is damaged during
transport, it is DB Schenker’s problem because we own the cargo, but because the value of the goods
is low and . . . not fragile, it is not a major risk.

This solution came to be because the customer requested it, and he adds,

It may have been an attempt to outsource warehousing because it did not really have the capacity to
manage warehousing and the logistics chain; it was only responsible for purchasing.

A second agreement, with a global fast food chain, was terminated at least 10 years ago. DB
Schenker stored and distributed goods for their restaurants in Sweden. In this case, DB
Schenker assumed ownership of products like bread, meat and ketchup. The former CEO
continues:

It was quite problematic with inventory discrepancies . .. so we stopped the solution . .. it was a
rather unique solution only available in Sweden.

DB Schenker bought the products from the suppliers and delivered them to the restaurants,
after which it made a complete invoice of the value of the goods, warehousing and transport.
Similar to the example involving incontinence pads, the fast food chain initiated the solution
and was responsible for negotiating a purchasing agreement from which DB Schenker made
the orders to the suppliers.

The four additional short interviews with the logistics and purchasing managers of some
of DB Schenker’s largest customers helped us to understand whether SCF could in fact be a
value-added service. Three out of four customers have active SCF programs and two of them
reached out to DB Schenker as a potential partner. All four understand the potential value of
having an LSP offering these solutions, but so far the three that have active programs rely on
financial intermediaries rather than LSPs.

5.4 Case 2
LSP2 is oriented towards developing a service in which they facilitate IF by an FSP by
providing relevantrinformation: The confidence of the CEO relies mostly on information



resources the company possesses and on positive experiences with a different SCF
instrument (reverse factoring).

From an organisational perspective, both the CEO and CFO are actively involved in
exploring opportunities arising from SCF. However, at present there is no project manager
assigned for developing IF. This can be seen as one symptom of a broader lack of those
knowledge resources that need to be bundled together to form a cohesive strategy for offering
IF. This is reflected by the CFO’s doubts that persist regarding the role of the bank:

We need a better idea of the role of the bank. Is the bank willing to actually lower costs when it has
more and better information?

Due to the lack of knowledge resources, over the past year LSP2 attempted to acquire
additional knowledge through training sessions and collaborating with local universities on
this topic. These issues reflect their inability to form the necessary strategic alliances for IF,
as well as developing a concrete business case. To date, the company has not yet been able to
leverage the informational resources it has for SCF purposes.

5.5 Case 3
LSP3 has successfully completed a pilot project with a client on IF, carried out without
involving third parties (e.g. an FSP). The company is currently struggling to make the
solution scalable. This is mostly due to the fact that the LSP does not envision using its own
financial resources on a broader scale and would rather involve an FSP that would take the
role of actually financing the flow of goods.

Very similar to LSP2, the starting point that prompted LSP3 into developing an IF service
is the realisation of the value of its own information resource. As a member of the board of
advisors said:

The process for inventory financing is not that difficult. Shipments come in and are checked to see
whether they are authentic. When this is confirmed, financing is provided. That is a normal process
for us.

Again, similarly to LSP2, the idea of extending the portfolio towards financial services has
been developed by LSP3’s positive experience with a similar service, in this case, the
management of escrow accounts. The knowledge about this service made them confident to
move in the direction of IF. In terms of organisational resources, the project was supported
from the start by senior management and a good internal collaboration between higher
management and executors of the plan. There was solid project management with
formalisation and a clear sequence of service development tasks.

As mentioned above, LSP3 carried out an initial trial of the IF scheme with one customer.
However, structuring a partnership with an FSP seems to be the critical point of the company.
One local FSP seemed to be initially interested but later declined to commercialise the
solution, prompting the same member of the board of advisors to use the expression “cold
feet” in relation to their behaviour, adding, “they are not very flexible in thinking along with us
about using real-time information in inventory financing.” This seems to suggest that the
issue with LSP3 lies more in a lack of proper relationship resources, rather than in the lack of
knowledge, information, or physical resources. This, to some extent, also seems to explain
why LSP3 lies ahead of LSP2 in the development of IF.

Finally, it is worth noticing how LSP3 has actually recently turned down the possibility of
offering IF to a second customer, which required the financing of intercontinental in-transit
inventory rather than inventory physically located in LSP3’s warehouse. As LSP3 does not
own the vessels that carry out the transport of such goods, it refused the offer. This highlights
the relevance of physical resources in the development of IF services. Both LSP2 and LSP3
examined IF;not'simply becatusetheyrecognise the value of their information resources, but
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because they see the opportunity to bundle those resources together with their physical
resources into a coherent strategy.

5.6 Case 4

LSP4 is a small company, forwarding is their main business and the company does not own
physical resources like trucks, ships, or a warehouse. The CEO (and owner) mentions the core
strength is “providing visibility in the flow of documents throughout the supply chain”. Just like
LSP2 and 3, the company wants to take part in IF by providing relevant information to the
bank and not by making use of their own financial resources. According to the CEQ, this
aligns well with their overall business strategy, since he sees it as a way to leverage their
existing knowledge on the flow of information.

In terms of organisational resources, higher management is involved in LSP4’s plans,
since the CEO is the initiator. Even though they have no experience with similar financial
services, in contrast to LSP2 and LSP3, the CEO mentions, “everybody knows within our
organisation that financial flows are very important; we try to really convince everybody of that.”

LSP4 engaged with customers and banks already interested in IF. However, this did not
result in the partnerships needed to form concrete business cases. The CEO explains: “The
customers are interested but would like to see a more concrete business case.” He adds, “this is a
chicken and egg story. The customers want to see a business case first, but I want to talk more
with the customers first before fimishing a business case.” The CEO talked with the bank, but he
mentions some hurdles from the bank’s perspective. The most important one is having
enough volume of inventory to finance, which makes it more interesting from a commercial
perspective for banks. For this reason, the CEO wants to collaborate with other LSPs in the
future: “If we can collaborate with multiple LSPs, volumes would be larger, and banks might
have to develop new processes only once instead of separately for every LSP.” This seems to
indicate that the main inhibitors for developing an IF service for LSP4 are mostly in relational
resources, which is why it is looking for different types of partnerships with other LSPs.

6. Cross-case analysis

Together, the four cases (for simplicity we call DB Schenker LSP1) allow us to compare their
access to strategic resources and their ability to bundle and leverage those resources across
the different phases of development of this new service. The analysis is presented more
analytically in Tables Al and A2, while we summarise the findings in the next sections.

6.1 Access to strategic resources
Physical assets can play a key role in developing IF. Products stored in warehouses waiting
for orders can tie up capital for an unpredictable amount of time. Warehousing thus differs
from transport flows, where goods are cross-docked in terminals for a short and predefined
time. Monitoring and managing the warehouse is one of the key pre-requisites for LSPs that
consider offering IF. Warehouse management is complemented by informational resources,
where access to unique information can provide LSPs with an edge against alternative SCF
providers. This is exemplified by LSP4, which approached IF because of its above-average
control over the flow of documents throughout the SC. When an LSP decides to compete
against traditional FSPs over the management of the financial flows of their customers, their
edge must be built on access to existing strategic resources, either in the form of control of
physical flows (e.g. warehouses) or control over information flows (e.g. monitoring
document flow).

In terms of knowledge, it is clear that past experience of IF-like services facilitates LSPs in
developing avalte propositionfor their customers. LSP2 struggled to build a business case,



which, at least partly, followed from their limited knowledge, experience and know-how of IF.
LSP3 built on its existing multiyear knowledge in offering escrow services to develop its IF
pilot project. The examples of IF-services provided by LSP1 were placed in a specialist
operational unit (Schenker Dedicated Services). Knowledge in the areas of SCF and IF
strongly influences the ability of LSPs to differentiate between different forms of IF and
different roles that the company could take. There are in fact two types of financial flows that
should be clearly separated when analysing the role of LSPs in SCF, but that are sometimes
confused within the company. The first flow is the financing of the logistics services, where
the LSP often is in the middle between customers requesting extensive payment terms and
small road hauliers with urgent liquidity needs. Applying SCF in this space would position
the LSP at the level of a buyer (or a supplier) within a reverse factoring programme as the
adopter (or user) of the solution offered by a different service provider. This was the primary
solution considered by LSP1.

The second flow is the actual financing of inventory between primary SC players, which is
the topic of IF. Throughout our interviews, confusion periodically arose between these two
concepts, both in distinguishing between them and in addressing them within the company.
One example is LSP1’s focus on adapting a reverse factoring scheme to release working
capital. Another one is LSP2 that would allocate people within the finance department to SCF
in general, despite the clear differences between IF as a new service in the portfolio and
“using” reverse factoring. In terms of relational and organisational resources, it is clear that
access to customers interested in IF was an important driver for top management support in
LSP3 and for the two examples of IF in LSP1.

Finally, none of the LSPs present financial resources to provide IF directly to
customers without FSP involvement. Accordingly, all of our case firms would prefer
solutions where they could leverage their information and control over the physical flow
in strategic partnerships with FSPs. Levering control over physical and information
flows also seems to be one of the main drivers to consider IF in the first place. The main
differences between LSP1 and LSP2—4 are in expertise, relational and organisational
resources. LSP1 have access to all of these but still decided against implementing a full
launch of IF. LSP3 completed a successful pilot, based on their expertise, relational
resources with existing customers and attention to project management, whereas LSP2
and LSP4 remained in earlier phases of development. In conclusion, it seems that even
though access to strategic resources may be an important step to reaching a stage of
piloting, it is not sufficient to motivate a commercialisation of the service. Next, we
discuss whether this is dependent on the ability to successfully bundle the strategic
resources.

6.2 Resource bundling and leveraging

Obviously, none of the cases were fully able to bundle resources to implement IF and turn it
into a sustainable competitive advantage. That is not to say that some of the resources were
not appropriately bundled or leveraged. This is especially true for IT and training. LSP1 has
highly developed IT knowledge and skills that would allow them to offer such services. LSP3
bundled together the necessary resources and capabilities to develop the appropriate IT
infrastructure, and LSP4 has the appropriate means to support IF, at least in the form of
exchanging information with FSPs. Moreover, there is no evidence that the LSPs in our study
would have problems bundling their knowledge and network to generate training
opportunities for their employees at all levels to increase their knowledge of SCF in
general and IF specifically. The size and organisational structure of LSP1 may to some extent
make this process slower and require cooperation between different functional areas, but
essentially; it'has all'of the necessary competencies in-house.
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This is similar to the point made by Wong and Karia (2010) about track and trace:
resources and capabilities necessary to provide track and trace are widespread and a
common requirement for any LSP, while the ability to bundle these resources and capabilities
together to integrate with other parties is often unique. Similarly, resources and capabilities
necessary to offer IF seem to be relatively widespread and none of the LSPs in the sample
present or perceive any major obstacle in integrating their control of physical and
information resources for the purpose of offering IF. However, the ability to properly
integrate with a financial partner while creating sustainable competitive advantage is more
unusual. Such strategic partnerships and alliances with FSPs seem rather important to our
LSPs in successfully developing IF. At first glance this is a rather straightforward result:
scaling up an IF solution requires extensive access to liquidity that generally derives from a
partnership with an FSP. Extending the argument, this inhibitor signals a discrepancy
between the ability of LSPs to master physical and/or information resources (which is not in
doubt) and their ability to leverage such resources in the SCF space. This inability to form
strategic alliances is at the core of the difficulties faced by all four case firms: LSP1
acknowledge that they have not explored the possibility with any FSP but that it is indeed
interesting. LSP3 defers the failure to scale up after the (otherwise successful) pilot (the “cold
feet” mentioned by the interviewee) to the limited interest shown by their core bank. In LSP2 it
hinders further development after the initial concept was introduced, and for LSP4 it means
that they cannot provide customers with a compelling business case.

In conclusion, the LSPs present several of the necessary resources and capabilities
identified by the literature as pivotal for successfully venturing into IF. They all have (to
various degrees) control of the physical flow, extensive informational resources and superior
understanding of SC processes. This should guarantee the operational conditions necessary
to offer IF to customers, which present some interest in the solution. However, bundling and
leveraging such resources to create sustainable competitive advantage seems to be more
complex and difficult to achieve, especially via the forming of strategic partnership
with FSPs.

6.3 Value creation and value capture

As noted by Priem et al. (2018), good new ideas that create consumer value draw resources,
which mean that entrepreneurs and established executives alike must also consider how to
capture some of the value before dedicating these resources. The results from our four case
studies indicate that there is potential for LSPs to create value for their customers by offering
SCF and, specifically, IF. Several of the LSPs are persistently approached by customers
asking for various forms of SCF, including IF. LSP1 even developed and applied, although on
a small scale, this solution, only to discontinue it. This implies that the customers do see some
benefit from an LSP that can offer management of the financial flow. Still, based on the
evidence collected, concerns persist as to whether LSPs will be able to capture some value by
offering it.

We explain the discrepancy between existing demand and the difficulties faced by LSPs
through the difference between value creation and value capture, as illustrated by Bowman
and Ambrosini (2000). There is little doubt that the logistics industry generates significant
value in our globalised economy; ultimately, it is through logistics that products are available
through SCs to final customers. However, LSPs are traditionally unable to capture the value
that they generate. Relevant reports measuring the financial performance of the logistics
sector often find that it underperforms in terms of profit margins compared to the rest of the
economy, with players often finding themselves close to, or even below, the profit line
(Hausmann et al,, 2015; Tipping and Kauschke, 2016). This signals a difficulty in capturing
use value.



Bowman and Ambrosini (2000) mention supply of capital as the typical activity that
captures value through scarcity of supply. As with most of SCF, IF is in essence a financial
arrangement and thus, a supply of capital to parties in an SC. This availability of capital
revolves not so much around the specific resources owned by the LSP or its specific
capabilities (that is, the ability of generating use value and transforming it into exchange
value) but rather on the ability of the LSP of behaving as a “value capturer”, like other
suppliers of capital. Therefore, a discrepancy exists between the theoretical prediction
regarding the benefits of IF and the interest of customers towards such arrangements, on the
one hand and the difficulties faced by the LSPs in our sample, on the other. The explanation of
this discrepancy appears to lie in the traditional focus of LSPs on generating use value, while
being less effective in capturing value. This result is further strengthened by the notion that
our LSPs consider themselves to have week bargaining power towards customers and
especially towards FSPs.

From a more practical perspective, this indicates that, over time, LSPs may have to
provide SCF to remain competitive in the market. Rather than becoming a sustainable
competitive advantage for the LSPs, SCF might become an added service that they all
provide — just like track and trace.

7. Conclusions

This paper asks what prevents LSPs from entering the SCF market and analyses how LSPs
utilise their resources and capabilities in attempting to develop marketable IF solutions. We
rely on RBV as our theoretical lens and explore four cases of LSPs that, to varying degrees,
have engaged in the process of introducing IF. Our work provides the following contributions
to theory and practice.

7.1 Theoretical implications

First, drawing on the well-established interaction between use value creation and value
capture (Bowman and Ambrosini, 2000; Priem et al, 2018) our results indicate that even
though LSPs have the necessary resources and capabilities to create value-adding SCF
solutions, they are typically less versed than the traditional supplier of capital in capturing
value and as such might not be able to transform IF or SCF into a source of sustainable
competitive advantage. Thus, the main barrier seems to reside in an inability to capture,
rather than create value among LSPs. It also means that SCF might not be a viable option for
all LSPs, regardless of what strategic resources they have at their disposal.

Second, while research on SCF is partly a reflection of practice innovation, it has also
sprung out of a critique of traditional SCM studies for largely ignoring the financial flows in
their analysis of efficient solutions (Dekkers ef al., 2020; Gelsomino et al., 2016; Gomm, 2010;
Hofmann, 2005; Pfohl and Gomm, 2009; Wuttke et al, 2013b). Several contributions in the SCF
literature highlight the incentive trade-offs between various actors in the SC when embarking
on SCF (e.g. Caniato et al., 2016). We add a puzzle piece by analysing the LSP as a potential
contributor in the SCF space. Our case firms show that despite their inherent advantage, LSPs
find it difficult to benefit from control over the physical and information flows due to
difficulties in creating strategic alliances. We clearly show that, in contrast to most LSP-
related SCF-work, LSPs are not that well-positioned to enter into the SCF-market. To succeed
they must either identify means to capture sufficient value by strengthening their bargaining
power capabilities, or find ways to avoid having to form strategic alliances with
powerful FSPs.

Third, our focus on LSPs directed us towards an SCF product that thus far has not
received a lot attention in the literature, that is IF. In response to Bals’s (2019) call for SCF
studiestbeyond reverse factoring;rour study offers additional details on IF by examining
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strategic resources and their bundle and leverage into capabilities able to provide sustainable
competitive advantage. In this sense, we find that partnerships and collaboration with FSPs
is key to overcoming barriers to the development IF solutions for LSPs. The synthetisation of
the literature on SCF and IF is a first step to a broader understanding of when and why IF
could become an interesting addition to a broader SCF portfolio.

7.2 Practical implications

The main practical implication of our contribution is its ability to be interpreted as a
cautionary tale. Specifically, we identify as a potential development in IF and SCF the
possibility for LSPs to provide SCF, not as a sustainable competitive advantage, but as a
service that they all provide and hence an order qualifier and not an order winner — just like
track and trace. The bargaining power of customers, for one thing, and of financial partners,
for another, might ultimately reduce significantly the ability of LSPs to profit from such
solutions.

Second, there appears to be a struggle among LSPs between providing IF by taking
ownership of goods themselves or providing information to a partner FSP. Within our
sample, it is clear that the latter method is more appealing. However, this might lead to
enhanced bargaining power on the side of the FSP which, as explained in previous sections,
will further limit the possibility for LSPs to capture value from IF. On the other hand, offering
IF throughout their own balance sheet is a more significant effort from the LSP side and it
obviously requires more effort in structuring and commercialising the solution. As such,
managers in LSPs should carefully analyse the resulting trade-off. It appears that to
overcome this hurdle and become effective, IF providers either have to be exceptional (or at
least above average) in structuring the right partnership with FSPs without eroding their
value capture capability or have to develop enough internal knowledge, know-how and
expertise to allow them to offer the solution through their own balance sheet.

The third and final implication of our study is that our case analysis points to the
importance of separating between the financing of the logistics flow (services) and the SC flow
(products). IF is related to the latter, but in fact many LSPs may be more inclined to focus on
the former and develop solutions that help their suppliers (like transport and terminal
operators) manage their financial flow. Either way, it is important to distinguish between the
two flows to avoid confusion.

7.3 Limitations and directions for future research
We can identify three limitations of our study. First, the abduction process has, of course, its
weaknesses, most notably in a greater need for verification than other approaches. Second,
the sample size, although adequate, is relatively small, especially concerning the amount of
replication variables involved (size, geography, industry served, organisational structure,
etc.). Third, the “alternative” IF model might be in its infancy, but it is a wide-ranging topic. In
the literature, different characteristics of the logistics process underlying the flow of goods
subject to financing, and the information and characteristics of the goods themselves are
seldom in focus. This paper is not different; we do not differentiate between in-transit goods
and stock held in warehouses, between perishable and non-perishable goods, etc. These
potential control variables likely influence not only the benefits and costs of the solution, but
also the resources and capabilities required by the LSP to be effective in its deployment.
This last limitation is our first suggestion for future research: the academic community
can focus on conditions whereby IF is developed, applied and used, including moving or
stationary inventory, price-volatile or price-stable goods, industry and geographic market
served, etc. More specifically, we advocate further empirically backed contributions towards
therelarification'of IFmodelstintwhich LSPs exchange information with FSPs and in which



LSPs offer IF through their own balance sheet. Acquiring quantitative data from LSPs to test
conjectures developed in the literature is paramount. Generally, the literature theorises a
positive impact from the integration of physical and financial SCs (Pfohl and Gomm, 2009;
Silvestro and Lustrato, 2014). An LSP engaging in IF represents a golden opportunity for
researchers to study the operationalisation of this concept and provide steps forward in the
theoretical development within SCF.

Another important point involves the research directions streaming from the confusion
among some LSPs regarding the financing of logistics flow rather than their role as FSPs.
This prompts us to believe that SCF literature right now could greatly benefit from more
detailed investigation of triads, a topic that so far has been touched only by Martin and
Hofmann (2019).

Finally, during our case studies we have encountered several boundaries in the interaction
between a firm’s resources and the environment that can prevent LSPs from entering into
SCF. As such, we encourage future studies to rely on the resources and capabilities addressed
in this paper to identify LSPs that qualify as prominent SCF adopters and control for
environmental factors, with specific emphasis on regulatory restrictions. After all, there is a
need for studies assisting LSPs to capture value.

Notes
1. https://www.maersk.com/solutions/shipping/cargo-and-financial-services/trade-finance

2. https://www.logistics.dhl/ug-en/home/our-divisions/supply-chain/thought-leadership/case-studies/
automotive/solutions-for-emerging-markets.html

3. https://upscapital.com/
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