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Preliminary Remarks

After several years of professional experience at management level in the subject area
of this Thesis, | was inspired to examine the highly interesting development of logistics
service providers in regard to Supply Chain Management (SCM) and Customer
Relationship Management (CRM) on the basis of academic and practical findings, and
to produce a direct link between CRM and SCM. In dealing with this subject matter, my
several years of experience as visiting lecturer at the University of Applied Sciences of
Fulda and Deggendorf were very helpful.

The objective of the examination was to prove that prior existence/implementation of
CRM is for the logistics service provider the key to be successful in SCM business
achieving a more dominant role within supply chain.

This interface between the disciplines of logistics and marketing is not yet given
anywhere near the level of significance, in the literature and actual application, as is
due with regard to successful business management. This raises the question of what
the medium size logistics service provider is putting in place to link into this new
perception in terms of vision, strategy and operations.

Based on my theoretical and empirical research, the Thesis is divided into 5 main
chapters:

Chapter 1. illustrates how the logistic environment of the logistics service provider is
being dynamically improved, and points to conclusions to be drawn in respect of the
market, competition and logistic skills.

Chapter 2. addresses the role of the logistics service provider within Supply Chain
Management and in particular therefore includes concepts, strategies and outsourcing
opportunities.

Chapter 3. is aimed at showing that the successful application of Customer
Relationship Management significantly increases the influence of the medium size
logistics service provider within Supply Chain Management, and helps to achieve a
more dominant status through process organization and process management, right up
to the design of customer-oriented logistic processes.

Chapter 4. shows the theses concerning a direct link between CRM and SCM in order
to achieve a more dominant role for the logistic service provider.

Chapter 5. gives the results of the author's empirical research to survey of German
logistics service providers on the employment of customer-strategy activities, which
ultimately form preconditions for introduction into professional Customer Relationship
Management, with the objective of deeply penetrating the supply chain. The difference
between claim and reality becomes transparent here.

Although this PhD Dissertation has been written at a Hungarian University, the
theoretical part is based mainly on German and English literature (Given the specialty
of the topic — analyzing typical middle-sized (“mittelstandige”) firms - of the dissertation
there was not much found in English.) The empirical research was made in Germany,
therefore the empirical part deals primarily with German information and results, very
heavily influenced by the author’s professional field of activity in the Federal Republic
of Germany.



However the possibility of the author together with Hungarian scientists tackling a
comparative research in Hungary in the near future seems to be reality. (It is planned to
start a joint research on status, market power, market analysis and customer
relationship on 12 German and 12 Hungarian middle-sized logistics service providers,
through involving researchers of the University of Deggendorf and St. Stephen
University in Godollé.)

A PhD Dissertation cannot be successfully completed without support, providing the
author with logistical, conceptual and human assistance.

| would like to express my special thanks to my PhD supervisor, Professor Zoltan
Szegedi, who has given me valuable suggestions and great support in drafting the
Dissertation. The valuable critics of the pre-examiners, Professor Krisztina Demeter
(Budapest Corvinus University) and Professor Peter Foéldesi (Széchenyi Istvan
University) inspired me to rewrite some chapters and to make an additional
complementary empirical research.

The painstaking task of bringing this Thesis into its present form would not have been
possible without the exemplary dedication of my management colleague, Mrs.
Annemarie Roth, to whom | hereby offer my grateful thanks.

Special thanks are also due to my Family, in particular my wife Maximiliane, who has
displayed patience and leniency towards the additional work involved in the time-
consuming compilation of the thesis.

Moreover, | would also like to thank to the professors of the University of Pécs, to the
executives interviewed in the empirical research, to my colleagues at Elsenthal
TransportLogistik GmbH, and its customer companies, who encouraged me in the
individual phases of the thesis with their enthusiasm and ideas.

Theses

The author of the PhD-Dissertation was in a long period of time as partner and top
executive of big international and medium sized freight shippers and logistics service
providers involved with the development of supply chain management. He is also
aware of the role of the medium-sized logistics service provider within the network of co
operations which are essential on the market. Medium-sized logistics service providers
as members of network co operations are right now in the position to increase their
service portfolio and create more turnover and profit. The author is convinced that a
systematic scientific approach in this area can help the firms to develop the right
strategy to service in global markets. Based on his experience expounds the author
four theses which are going to show how medium-sized (“mittelstandige”) logistics firms
can achieve more dominance within the supply chain.

The author assumes that in regard to their flexibility the medium-sized logistics service
providers will be the winners by changing their roles within the supply chain process.



Thesis (1) - Main thesis

It is assumed that in the near future the medium sized logistics service provider
wants to achieve a more dominant role within the supply chain. He may only be
able to realise these targets, if he uses a targeted broad based “Basis Customer
Relationship Management” (CRM) as a precursor for his complex range of tasks
within the Supply Chain Management (SCM) (and turning customer satisfaction and
customer loyalty into the central activities of its business strategy). Its exchangeability
is clearly limited.

Thesis (2)

On his route to take on a more dominant role in the Supply Chain via CRM the
logistics service provider has to be able to adjust and change his range of offers.
The continual increase of his service portfolio exceeding distribution processes towards
procurement and production logistics and additional value added services is as
important as the increase of efficient logistical services.

Thesis (3)

On his route to an increased dominant role in the Supply Chain via CRM the
medium sized logistics service provider has to develop such a marketing and a
competitive strategy that includes growth and positive competitive strategy
limitation, which explicitly identifies important logistics competence and is clearly
demonstrated in marketing/distribution. This transfer to a customer-centred orientation
will therefore become the basis of customer satisfaction and bonding that will long-term
manifest a successful business relationship.

Thesis (4)

On its way to a more dominant role in the Supply Chain via CRM the top-
management of the medium sized logistics service provider has to have a large
scope of competences and has to be able to define in a company target strategy
the complexities of tasks compiled in theses (1) to (3) and to realise it successfully
via the company organisation. Final decisiveness lies in the actual procedures and
results that will invoke corresponding positive effects and experiences with the
customer.

The interdependence of thesis 1 to 4, which are mentioned above, can be seen in
Figure 1.1. It is essential that customer relationship management is supported by an
increase of the service portfolio, a marketing strategy and the competence of the top
management. If this support is successful, the medium sized logistic service provider
will achieve a more dominant role within the supply chain while the added value of the
other supply chain partners will (usually) not be reduced.
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Figure 1.1 The DLP-Model (dominant logistics service provider-model), Josef
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The interdependence of thesis 1 to 4, which are mentioned above, can be seen in
Figure 1.1. It is essential that customer relationship management is supported by an
increase of the service portfolio, a marketing strategy and the competence of the top
management. If this support is successful, the medium sized logistic service provider
will achieve a more dominant role within the supply chain while the added value of the
other supply chain partners will (usually) not be reduced.

2. Trends in Logistics

“Constantly increasing competitive pressure, against the background of globalization,
as well as individualized customer needs and growing customer demands have made
lasting changes to the competitive environment in practically all business sectors.
Companies have to respond to this by exploiting the potential of new information
technologies, enhanced networking and customer orientation.” (see Pfohl, 2000).

The area of logistics is characterised by an exemplary dynamic development. This is
reflected in a constant expansion of the range of logistical services, from once
predominantly physical activities, through focussed cross-functional tasks, to
integrated, process and customer-oriented leadership and coordination tasks.



This is closely related to changes in the system of logistical targets, which now pursues
an increase in company value as the supreme business target, through improving the
availability of goods and materials, as well as reducing inventories (Vords, 1999 and
Weber/Dehler, 2000).

Synchronization of sales and procurement within an integrated value-added chain
(supply chain) form a precondition in this regard, beginning with suppliers of raw
materials and ending at the customer.

In addition to the considerable potential for reducing costs of logistical concepts, the
consistent alignments to the customer of all processes that form the basis of logistics,
and the resultant improvement in customer satisfaction are relevant in this respect. It is
recognized that there are substantial benefits to be gained from strategically trying to
drive a whole chain in the direction of satisfying end customers (Tan/Smith/Saad,
2006).

The increasingly comprehensive and strategic character of logistics is reflected in the
growing importance for the logistician of specialist knowledge in the areas of strategic
management, project management and controlling (Baumgarten/Walter, 2000).

However, the largest growth in significance is registered by systems for support of
management of the value added chain (Hellingrath/Laakmann/Nayabi, 2004).

With an integrated assessment of the value-added chain, ERP and PPS systems are
reaching their limits however. SCM software is becoming important instead.

The outsourcing of logistical tasks and functions to external service providers is a
suitable instrument for varying and reducing logistical costs while simultaneously
exploiting external logistic know-how (Wallenburg, 2004).

Figure 2.1. provides us a good base for understanding the additional aims, which were
given for the logistics sector over the last decades.
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Figure 2.1. Changing Mission of Logistics/SCM (Inkalainen/Vepsalainen, 2000, in:
Szegedi-Prezenszki, 2003)

2.1. Logistics in Trade and Industry

For industry and trade companies it has become more interesting to spread further the
networks of suppliers and customers-across the entire globe.

The transactions costs for moving net product events (in logistics called as
“dislocation”) are nowadays less of a barrier for international business cooperation than
it used to be in times, when high customs tariffs, complicated document processing and
high and unreliable communications and transport costs and processing times ruled the
day.

The developments labelled as “globalisation” require continually more global transport
services, the integration of warehousing, turnover, communication, planning and
control services in many stages, requires, complex “supply chains” and networks
(Klaus/Kille, 2006).

The situation in trading is largely characterised by changed customer requirements and
increased competition between all market participants. The huge competitive pressure
on companies, regardless of the size of the enterprise, is the result of falling customer
loyalty on the one hand, and growing demand from customers for individual products
and services on the other hand.

In this regard the physical distribution of goods to the end customer is conducted
through internal delivery services or the involvement of logistics service providers
(Baumgarten/Thoms, 2003).

Strategic approaches of the consumer goods industry are directed in particular at
marketing and goods presentation.



The development and usage of joint planning and forecasting instruments, such as
collaborative forecasting and collaborative business planning therefore becomes
increasingly important.

Manufacturers and traders have realised however that internal company objectives can
only be achieved by optimising the entire value added chain. Fixed and sustainable
cooperative relationships between the consumer goods industry and trading are
increasingly gaining in significance in this regard, since logistical processes are thereby
easier to plan and control, and the flexibility and responsiveness of those involved
increases. The essential strategic concepts here are efficient consumer response
(ECR) and increasingly collaborative planning, forecasting and replenishment (CPFR),
the targeted use of which leads to a reversal of goods supply from the push principle to
the pull principle (Baumgarten/Thoms, 2003).

Close collaboration and fixed cooperative relations between trading and the consumer
goods industry assume that joint measures and operations are carried out.

With the increasing spread of the Internet, portals, platforms or market places are now
being used to exchange data and control the supply chain.

2.2. Formation and Control of Inter-Company Logistic Chains
The range of logistic services has considerably expanded in the last 20 years.

In accordance with the various requirements of trade and industry in respect of the
depth and width of demanded services, various types of specialised logistic service
companies have positioned themselves on the market.

The large range of logistic services includes both classical logistics service providers,
such as carriers, shippers, airfreight and CEP (courier, express and parcels) providers,
which cover the entire spectrum of transport carriers, as well as logistic consultants,
software developers and information technology (IT) service providers.

A lot of undertakings in the logistic service branch are planning outsourcing of their
service focus from operative through to administrative, and from intra-company through
to inter-company services (Baumgarten/Kasiske/Zadek/ 2002).

The increasing share of inter-company services in the service portfolio of a logistic
company sheds light on the increasing networking of value added partners.

In particular storage and inventory management, which results directly from the target
systems of users of SCM, is awarded the highest priority.

The concentration on core skills and the sustainable trend for outsourcing leads to
increased fragmentation of the value added chain.

Thus the field of operations for a 4 PL includes optimisation of logistic processes, such
as flows of transport and information by the targeted incorporation of 3PLs and IT
service providers, but also tasks of inventory control and batch size adjustment.

Supply Chain Management is a set of approaches utilized to efficiently integrate
suppliers, manufactures, warehouses, and stores, so that merchandise is produced
and distributed at the right quantities, to the right locations, and at the right time, in



order to minimize system wide costs while satisfying service level requirements®
(Simchi-Levi et al. 2000).

»~oupply chain management spans die entire enterprise and beyond, encompassing
suppliers on one end, and customers on the other* (Kaminsky/Simchi-Levi, 2000).

The relevant processes are coordinated along the value-added chain in close
cooperation between suppliers and producers. It is imperative to design the costs and
profits of implementing SCM transparently for all participants, with the aid of suitable
controlling instruments.

The potential of SCM can only be fully tapped if the present predominant optimisation
of individual companies gives way to optimisation of the entire supply chain, with the
focus on the customer. An essential precondition for this is the integration of all
possible companies participating in a supply chain, both producers and increasingly
logistics service providers, in planning, management and control processes.

As a consequence, individuals involved in activities are increasingly gaining
importance, since, even in the age of modern IT systems, it is people who have to act
upon and negotiate bottleneck situations with one another.

The resultant structural innovations and requirements mean, in the context of
management of inter-company cooperation that a market is developing for logistics
service providers with integrative service portfolio, which undertake collaboration
management continuously and comprehensively (Baumgarten/Beyer/Stommel, 2004).

SCM, in terms of content, is slowly breaking away from its characteristic IT orientation
and establishing itself as a concept within logistics, through the focussed incorporation
of integrated logistics service providers.

The management of a “value added chain” must ensure interaction with a number of
multiple integrated and interlinked units.

Supply chain responsibility, by virtue of the acknowledged importance of SCM in
corporate success, is already firmly established at board and divisional level at a large
number of enterprises today, and will be further consolidated in such leading positions
(Pfohl, 2002).

Sustainable competitive advantages can be attained through SCM. These are
produced, inter alia, through the opportunity for participating partners to concentrate on
their core skills, the reduction of market risks through an efficient coordination of the
supply chain, and a continuous flow of information (e.g. for production planning). The
consistent alignment of business processes to the customer and its wishes allows for
an increase in customer satisfaction and for the provision of an optimal service to the
customer.

By virtue of optimised and IT-supported needs projections and a permanent exchange
of information on needs capacities and bottleneck situations, SCM systems create
transparency about quantities, inventory and sales situations, and remove information
deficits.
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Increased cost-effectiveness in inventory holding can be attributed on the one hand to
the low bullwhip effect in the supply chain and on the other hand to the fact that stocks
can often be replaced by information.

The efficient coordination of intra- and inter-organisational processes with their
potential advantages may therefore bring about a considerable reduction in both
production and logistics costs throughout the entire supply chain (Beckmann, 2004).

SCM results of successful examples in practice appeared in German practitioners’
magazines, stated usually company executives):

> Improvement of forecasting accuracy by 25% to 80%

| 2 Stock decreases through reduced minimum inventory levels, virtual stocks and
inventory sharing in a magnitude of up to 60%

| 2 Reduction of cycle times through agreed process costs in a magnitude of 50%

| 2 Increase in customer satisfaction through greater adherence to delivery
deadlines by 5% or more, and an improvement in supplier capacity by 25% to
50%

| 2 Cost reduction potential related to individual supply chains in a range of
between 3% and 24% (average value approx. 10%)

| 2 Profit increases by up to 30% through optimization of the common value added
chain, and

| 2 Increase in turnover and market shares in the range of up to 55% due to more
responsive systems and improved customer involvement (electronic
commerce).

In order to unlock the demonstrated potential, considerable investments should be
conducted, particularly in the software area.

Naturally resources of SCM implementation must be available in order to take the
chance.

There are facilitators and barriers mentioned in the literature, e.g. (Mentzer, Foggin and
Golicic 2000), or (Larson/Poist/Halldorsson, 2007).

The impact of each barrier and facilitator was rated on a measurement scale from 0
(none) to 5 (very high). (See Table 2.1. and Table 2.2.)

Table 2.1. SCM Implementation Facilitators

Main Facilitators Mean
Top management support 3,85
Customer relationships 3,47
Organizational re-structuring 3,41
Integrated Logistics Management 3,26
Electronic data interchange (EDI) 3,13
Internet technology 3,11
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Table 2.2. SCM Implementation Barriers

Main Barriers Mean
Functional silos 3,76
Incompatible technology/systems 3,51
Lack of a common SCM perspective 3,25
Conflict among supply chain members 3,23
Inadequate employee sKkills 3,19
Complexity of SCM 3,17
Organizational structure 3,17
Internal resistance 3,09

2.3. Risks in Supply Chain Management

There is a common understanding of researchers on the fact that logistics is of
particular importance for the sustained success of SCM. However, logistics has not
only been in existence since the emergence of SCM.

Driven by SCM the logistic needs of companies are continually developing. This
produces new requirements for large or medium logistics service providers, to which
they have to respond with innovative service provision. Systemizing these
requirements, and thereby understanding the demand (that is subject to change), and
deducing new service bundles from this is a central point for achieving successful SCM
(Deepen, 2003).

The application of SCM is however characterized by a high level of complexity, e.g.
diversity of suppliers, materials, products, customers, and networking.

SCM projects are under great pressure to achieve success based on their high
importance for competitiveness, but also through anticipated potential.

The followings shall be considered as essential risk factors of SCM (see Table 2.3.)
Table 2.3. Risk factors of SCM

Normative aspects

- different business cultures

- different self-awareness of participating companies

- absence of communal vision

- lack of trust between partners
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Strategic aspects

- incompatible objectives and motives

- unclear definition of service depths

Operational aspects

- communication difficulties at interfaces

- different quality standards for partners

- different productivity of partners

- opportunism of partners

- incompatible IT systems

- lack of up-to-date nature and availability of data

(Source: modified/extended list by the author, based of Beckmann, 2004)

Looking at the above mentioned risks we have to think about performance measures.
The possibility of exact calculations is limited by the complexity of the problem and the
so called “estimation by experts” is usually the method which can be applied.

3. The Role of the Medium Sized Logistics Service Provider within the
Supply Chain

3.1. Supply Chain Management Concepts

Collaborative planning is the generic term for intensive partnership-style cooperation
between companies, both on horizontal and vertical value added levels. Joint planning
is of fundamental importance to the concept of SCM in the vertical domain (Beckmann,
2002).

Companies currently ascribe considerable importance to the various APS software
solutions and thereby clarify the increasingly stronger permeation of logistical concepts
into modern information technology (Emmermann, 2003).

Against the background of increasing customer requirements in respect of delivery
times and flexibility, the necessity for more intensive cooperation between producers
and their suppliers, which are sometimes global producers, is increasingly coming to
the fore. The degree of cooperation among manufacturers and with their suppliers is
becoming increasingly important.

Supply chain integration is considered one of the major factors in improving
performance. Recent work (eg. Frohlich and Westbrook, 2001; Vickery et al., 2003;
Childerhouse and Towill, 2003) has provided convincing empirical evidence for the
relationship between integration and performance.

Efficient Consumer Response (ECR) is an integrated assessment of interfaces

between manufacturers and trading, which are traditionally characterized by business
egotism.
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At the heart of ECR is the objective of eliminating inefficiencies, in particular with
regard to process times and costs along the supply chain, with specific consideration
for customer requirements (Emmermann 2003).

Efficient Replenishment - the optimised supply of goods - is aimed at minimising costs
and lead-times on the supply side and thereby at linking real sales data, order and
production.

A further development in ECR is the concept of Collaborative Planning, Forecasting
and Replenishment (CPFR). In essence CPFR, similarly to ECR, is aimed at improving
the interface between trading and industry, while attempting to remove a flaw, which
has frequently counteracted the successful implementation of ECR:

A precondition for this is the development of uniform data formats and transfer and
security standards (Emmermann, 2003).

On this basis, consumer goods manufacturers are in a position to constantly compare
targeted and actual values and thereby adjust production plans in good time.
(Baumgarten/Darkow, 2002).

3.2. Challenges and Strategies for the Logistics Service Providers

Neutral planning and control of the entire value added chain is however fundamental in
order to achieve a comparable optimum over all value added levels and partners. The
logistic system integrator, the so-called fourth party logistics service provider (4PL),
offers one possible solution, while operative and coordinative logistic services are
performed by third party logistics service providers (3PL).

Figure 3.1. shows a possible segmentation of logistics service providers in connection
with the range of services:

administrative

Supply-Chain-network-integration

Range of logistics

- fleet
- real estate
- IT-networks

Transport storaae value-added
operative

Figure 3.1. Segmentation of logistics service providers (Baumgarten/Zadek, TU
Berlin Visality, 2003)
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Many logistics service providers are being forced to carry out a strategic realignment,
due to the increased requirements of the service portfolio and the changed market and
general conditions.

All three groups of service providers however will only develop their range of services
globally and shall constantly review proactive alignment to the requirements of their
customers, since the variable demand for logistic services means that stronger
focussing on the specific needs of the customers is necessary.

In addition to suppliers, IT and logistics service providers, customers shall in particular
be regarded as decisive cooperating partners in the company network.

This constitutes an argument in favour of the increasing need for highly qualified
management here, which must be accompanied by investment.

Providers with an operative focus primarily plan investments in identification systems,
which facilitate the control of material flows.

In addition to optimising the internal workflow through skills management and workflow
systems, inter-company solutions are at the forefront of investment activity.

This involves the extensive integration of various partner systems by means of
Enterprise Application Integration.

In future, conscious interaction with the resource of knowledge, and targeted use of this
resource will be of decisive significance for such providers (Kuhn/Hellingrath, 2002).

Given that many companies are concentrating on their core skills, such as research
and development, or production and marketing, logistics service providers will be
required to perform value-added services and administrative services. The logistics
provider is increasingly becoming responsible for the entire transaction, i.e. for
ordering, processing of orders, payments, delivery to the end customer and customer
loyalty and after-sales service.

High growth potential has been attributed to contract logistics, which is characterised
by the provision of system services for selected parts of the supply chain and linking
the logistics service provider to the buyer through long-term partnerships.

High requirements are placed on the IT expertise of the 4 PL through the large
complexity of the network.

If a logistics service provider has acquired the skills of a 4 PL, it has a pioneering role,
and can increase its share on the market.

Customer focus is an essential factor in the success of logistics service providers.
Under the generic term of Customer Relationship Management (CRM), relevant
concepts are available, which must be adjusted to the individual characteristics of the
logistics sector.

Customer Relationship Management means the quality of customer relations for the

specific purpose of creating management methods and thus improving competitiveness
both within the company and for the customer and its clients (Kieffer/Zadek, 2006).
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3.3.  Implementation of the Supply Chain Management Concept

The provision of operational logistic services is of particular importance in fulfilling
objectives and thereby in the success of supply chain management.

3 PL’s are as a consequence, in the context of contract logistics service providers (or
system providers), at the heart of assessing implementation, since they are of
particular importance to the logistic services market.

Storage, means of transport and forwarding of orders are also described as “basic
logistical functions” (Kupper/Hoffmann, 1998).

“Value-added services” should also be mentioned here, such as quality assurance or
assembly works, storage, repair and testing services, or packaging, support in customs
clearance.

A further approach shows that the planning tasks for SC “supply chain configuration” in
integrated value-added chains, such as modelling and design services, “supply chain
planning”, such as planning services, and “supply chain execution”, such as
management services. (Luczak/Hartweg, 2001).

Beyond classical logistical services, other services must be performed, which help to
build, plan and manage the supply chain.

Nine logistics-related service bundles can be identified, which constitute logistic
services in the framework of SCM, classical transport and storage services, added-
value transport and storage services, construction and design of supply chains,
planning of supply chains, management of supply chains, supply chain controlling, IT
services, financing and risk transfer services, and consulting services (Deepen, 2003).

3.4. Outsourcing - Opportunity and Challenge for Logistics Service Providers
The trend towards logistic outsourcing is continuing and increasing, and offers the
logistics service provider the opportunity to develop new business areas and thereby
assure long-term growth. The reasons for outsourcing are varied, however two “major
driving forces” can be identified, namely cost and benefit considerations.

Outsourcing facilitates concentration on internal core skills and thus on the functions
and processes.

Outsourcing also reduces the complexity of internal business processes. (Kummer,
1993).

Services for the building, design and planning of the supply chain include services of
particular strategic relevance for the company. Decisions here go right to the heart of
the strategic course of the company.

Supply chain controlling can only be outsourced in parts.

The situation appears different for IT and consulting services and outsourcing is likely
and reasonable.
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There are limits to the outsourcing of logistic services. This means, inter alia, that not
all services, which could in theory be outsourced by companies, are actually
outsourced.

Outsourcing of logistic services to contract logistics service providers is already a
business reality for a whole series of companies.

One conclusion from these results is that, although there is a great willingness to
outsource all service bundles, a similarly significant share of companies will not
outsource the service bundle for a wide diversity of reasons.

Logistics service providers still have to handle a wide range of beliefs and confidence
building with regard to extending customer relations into segments that are still
unexploited, and this must be commenced by means of Customer Relationship
Management (Deepen, 2003).

4. Customer Relationship Management as a Condition for Decisive
Influence of the Logistics Service Provider within Supply Chain
Management

4.1. General Conditions and Potential of Success for Logistics Service
Providers

Customer focus is a substantial factor in success for logistics service providers.
Customer Relationship Management (CRM) should not be understood here as a set of
instruments or even a concrete IT tool, but rather as a customer-oriented business
philosophy. In this context, CRM involves making the quality of customer relationships
the specific object of management methods and therefore enhancing competitiveness
both for their own company and for the customer (Kieffer/Zadek, 2006).

CRM has been developed as an approach based on maintaining positive relationships
with customers, increasing customer loyalty, and expanding customer lifetime value.
See (Blattberg/Deighton, 1996, Brassington/Pettit, 2000, Ahn/Kim/Han, 2003), etc.

The Critical Success Factors (CSFs) for CRM are the followings:

Top management support

Communication of CRM strategy

Knowledge management capabilities

Willingness to share data

Willingness to change processes

Technological readiness

Culture change/customer orientation

Process change capability

Systems integration capability
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“CRM is a customer-oriented business strategy, which attempts, with the assistance of
modern information and communications technology, to build up and consolidate long-
term profitable customer relationships through integrated and individual marketing,
sales and service concepts” (Hippner/Wilde, 2002).

Expectations of customers may be fulfiled or even exceeded through suitable
measures, and this will directly result in an increase in customer satisfaction. Customer
satisfaction is extremely important to customer loyalty (Kieffer/Zadek, 2006.) and this in
turn to customer loyalty and therefore long-term profit (Meyer/Dornach, 1998).

Figure 4.1. shows the phases that make up a business relationship.

Intensity of the relationship
Cross- Revival
Repeat purchase, Buying
recommendation to T
others ‘
closure
First closure
Procurement
of information
First-
contact
>
Acquisition phase Loyalty phase

Figure 4.1. Phases in the business relationship (Meyer/Dornach, 1998)

The development of a trusting relationship with the objective of long-term customer
loyalty also results in a reduction in marketing and sales costs. Sales costs for new
customers (business relationship lasting up to 2 years) are around eight times as high
as those for longstanding customers (business relationship for at least 8 years).
(Homburg/Rudolph, 1995).

The systematic management of customer relationships opens. In addition to base
revenues, revenue from increased purchasing frequency, cross selling, further
recommendations and accepted price rises may be achieved over time from each
transaction.

It is clearly in the interest of the logistics service provider to know as much as possible
about the customer, to impart the greatest possible degree of utility and to design
business transaction in such a way that it is very simple for the customer to handle
cooperation.
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In Figure 4.2. the value of customer loyalty will be described.

The value of customer loyalty management

Utility may develop as follows

| — T QAT

. 1 2 3 4 5 6 7 Year

[ Basic profit
Acquisition ] Profit from increased purchase
costs (1 Profit through ,cross-selling®

B profit through recommendation

[ Profit through mark-ups (,upselling®)

Figure 4.2. The value of customer loyalty management (Gnirke, 2007 and
Reichheld/Sasser, 1998)

Here we can see that the basic profit will be definitely increased by enhancements,
nevertheless it takes place over a strategic time period (3-7 years).

4.2. Process Organization and Process Management

The strict alignment of processes to the customer-supplier principle is a decisive
criterion for the formation of customer-oriented process chains. This results in internal
customers and suppliers being assessed, as well as external customers (Zadek, 2003).

By linking inter-company and intra-company process chains, a process cycle is
generated (Baumgarten, 1996).

Modern logistics management, with its integrated and inter-company approach, exerts
a particular influence on the process structure. (Zadek, 2001).

The logistical process chains described above relate to a company in the value-added
chain, and are focused on the customer of the company. However this only constitutes
partial optimisation. Inter-company logistic management extends the assessment to the
entire value added chain, horizontally and vertically. Starting with end customers, right
through to raw materials subcontractors, all trading levels, manufacturers, system
suppliers and subcontractors, as well as service providers, are included.
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All process chains shall be aligned both to direct customers and to all subsequent and
in particular to the end customers (see Figure 4.3.).

Sub- Sub- System Consumer
'Y X ) contractors contractors suppliers goods End
(level 2) (level1) manu- customer

facturers

X

Consideration for all requirements of subsequent

Figure 4.3. Consideration for all requirements of subsequent
4.3. Design of Customer-Oriented Logistic Processes
Logistics managers achieve higher performance through customer focus. Customer-
oriented logistic processes have therefore become an essential control element for

active customer loyalty (Kieffer/Zadek, 2006).

Business objectives shall be aligned to the expectations of customers, and guidelines
shall be formulated for dealing with customers, to be adopted as binding.

Targeted logistic services, which leave behind a sustained effect at the customer, shall
be built up and extended.

Close integration of the customer allows for positive action and thereby rapid and
flexible reaction to its requirements and expectations.

Within the context of such customer differentiation important customers should always

be provided with slightly greater provision than demanded - such as through more
efficient performance (with cost benefit) or higher quality or improved service.
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The so called “Kano model” gives us a clear picture of the relationship between
customer expectation and customer satisfaction (see Figure 4.4.):

A

Customer ver
satisfied,
enthusiastic

4 Performance

requirements

Indiffference zon

Enthusiasm attributes
Expectations

exceeded
Expectations not fulfilled >
Time
Basic Cust
requirements ustomer
dissatisfied,

disappointed
A 4

Figure 4.4. The Kano model of customer satisfaction (Bailom/
Hinterhuber/Matzler/Sauerwein, 1996)

Basic requirements include all service components, the fulfilment of which is simply
assumed by the customer. If they are not fulfilled, this makes the customer very
dissatisfied.

“Performance requirements” relate to service components expected by the customer
and generally measurable. If they do not fully comply with expectations, dissatisfaction
arises - if customer expectations are exceeded in this regard, satisfaction increases.

What customers regard as basic or performance requirements or as enthusiasm
attributes essentially depends on their respective personal preferences and frequently
differs from customer to customer.

Being aware of the significance of satisfied customers the logistics service provider
must gear its CRM and customer loyalty management to further increasing its weight
within customer-oriented SCM.

4.4. Handling Recommendations for Middle-Sized Logistics Service Providers
By means of customer focus strategy, logistics service providers achieve integration

into the supply chain (Kieffer/Zadek, 2006) and eventually, through the implementation
of individual measures, a dominant role.

21



5. The Significance of Selected Customer Strategy Activities at German
Logistics Service Providers - Results of the Empirical Research

The author carried out an empirical research in form of a survey at 30 forwarding,
transportation- and logistics companies in Germany.

The research was made step by step in the period July — December 2006.

The firms were selected out of three big German logistic cooperation-networks,
consisting of medium sized logistics firms.

30 deep interviews were made in person by the author with top management
executives. The question catalogue covered the following subject areas.

Changed understanding of the role of logistics service providers
Performance of market analyses

Business positioning in competition

Setting out marketing objectives

Review of marketing measures

Targeted customer segmentation

Increase in customer loyalty

Measuring success of customer loyalty strategy

VVVVVYYVYYVYY

The usage of the interviews was 21 out of 30.
The answers of 9 interview partners could not meet the quality demands of the author.

The research was done to find indications for successful logistics service provider
using CRM. Therefore - assuming the elements are of the same value — the average of
the interview elements per subject area was calculated as unit of measurement. The
result is shown in Figure 5.1.:

changed understanding ‘ ‘ ‘ ‘
of the role of logistic 68% |
provider ‘ ‘ ‘ ‘

performance of market

75%
analyses

business positioning in
competition

setting out marketing
objectives

review of marketing
measures

21%

targed customer

. 37%
segmentation

increase in customer

53%
loyalty

measuring succsess of ‘
customer loyalty 36%
strategy ‘

Figure 5.1. Overall positioning
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Based on the need to deal with CRM you can see that the interview partners are
focused only on changed understanding of the role of the logistics service provider and
performance analyses. The importance of the other subject areas is under-estimated.
This means, that there is a good chance for further improvement. Basically, it is not
sufficient to set the target concerning marketing, competition and customer loyalty.
Measuring the results and follow up must take place.

The final step was to select the interview partners in the turnover segment 165 — 225
Mio. €, which had a substantial growth during the last years from the others. Using the
above mentioned methods a reasonable result was achieved, fit to be realized.

changed understanding ‘ ‘

of the role of logistic 79%
provider

performance of market 81%
analyses

business positioning in

. 57%
competition

setting out marketing 68%
objectives

review of marketing
measures

51%

targed customer
segmentation

56%

increase in customer

67%
loyalty

measuring succsess of
customer loyalty 48%
strategy ‘

Figure 5.2. Winner positioning

The investigation, shown in Figure 5.2, comes to the conclusion, that firms with
significant betters results in the subject areas concerning marketing and customer
loyalty are in the position to grow faster. It is therefore a challenge to reach a
professional CRM-status.
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6. Closing Summary and Conclusions

This dissertation is intended to address the central importance of Customer
Relationship Management for the logistics service provider in successful business
management.

The growing importance of Supply Chain Management is beyond dispute - primarily in
the case of industrial and commercial companies intending to concentrate increasingly
on their core business. This releases the potential for logistic tasks, which offer
development opportunities for logistics service providers in respect of differentiation
from competitors and which facilitate access to Supply Chain Management. The
development of the logistics service provider into a recognized and difficult-to-replace
partner within the overall supply chain requires a changed role understanding (Thesis
2) and the establishment of diverse skills with regard to service portfolio, special
services and IT management. This is the only way for it to achieve a leading position as
a Third Party Logistics service provider (3 PL).

Successful differentiation from the competition, resulting in a firmly established market
position, requires the targeted use of marketing instruments. Planning and
implementation of the service portfolio. Is focussed on customer needs and customer
expectations, and thereby generates customer loyalty, which in turn leads to a
successful long-term business relationship (Thesis 3).

Customer loyalty tends rather to be achieved through service quality, in conjunction
with joint exploitation of improvement potential, which enhances business performance
for each partner involved. The need for action in the design of customer relationships
results directly in the demand for the logistics service provider to become more
intensively involved in Customer Relationship Management, where a dominant role is
meant to be achieved within the supply chain (Thesis 1).

The top management of the logistics service provider must be in a position to achieve a
high degree of competence in order to run the complex logistic processes within the
overall internal business processes. This make sure that both partners are satisfied
and successful (Thesis 4).
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“‘Benefit’-type analysis — demonstrating the benefits from the cost side and the
management side - is shown in Table 6.1.:

Financial/Cost advantages Other management advantages

- less cost of production - focus on core business

- improved capacity utilisation - less complexity of business processes
- less cost for investment and - favourable wage standards

management
- improved resources utilisation - using technology and infrastructure of
logistics service provider
- improved competitiveness

Table 6.1. Advantages for partners when achieving additional dominance of
Logistics service providers

Considering the advantages even at other supply chain members, the role of a
Dominant Logistics Service Provider (DLP) is desirable and useful.

The PhD candidate is convinced that logistics medium sized service providers will be
the winners as partner in joint networks assuming the are

» ready to learn

» ready to change

» ready to implement

» ready to work on advanced SMI (Supplier managed inventory) and
VMI (Vendor managed inventory) projects based on effective
CRM and experience in SCM.
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