Logistics.com

Introduction

MIT Professor and Director of the Center of Transportation Studies Yossi Sheffi formally founded Logistics.com in 2000, although the core of the company began nearly fifteen years earlier.  As the market for of transportation services and logistics software has grown during this period, so has Logistics.com grown from a founding team of four to its current size of 180 employees. During 2000, the firm has moved from a software firm to its current application service provider (ASP) model.  Through its various incarnations, Logistics.com has also expanded its market focus, from the trucking industry to transportation services and logistics, and expanded its products from optimization to shipping management, procurement of transportation services, and yield management.  With the growth of both the firm and the field, Logistics.com is poised to become a world-leading firm in this market.  For Sheffi, the biggest issues facing Logistics.com today are how to grow from a medium sized leader in the transportation services field to a billion dollar company serving logistics needs of firms across industries.  Specifically, the opportunities for further expansion include a stronger presence in non-trucking transportation products and services, expansion internationally, moving horizontally into more general supply chain management, or becoming a provider of outsourced IT services in the logistics and transportation space.
The Market and Opportunity

Background

The transportation and shipping industry is one of the largest in the U.S.  Analysts
 estimate the total industry size is over $3 trillion globally, with U.S. accounting for about a third of this figure.  Land-based freight comprises about $600 billion annually in the U.S., and trucking in particular accounts for about 80% of the land-based freight.  In Europe, trucking makes up an even larger percentage of the land-based freight industry.

Participants

Although the shipping and logistics industry is exceedingly complex, it can be broken down into two basic participants: Shippers and carriers.  Shippers essentially are those firms that have freight to be moved.  This includes nearly every player in the supply chain.  In the context of this industry, the term “logistics” typically refers to the operational needs of shippers and encompasses shipping, inventory management, and warehousing, or “the management of inventory in motion and rest”
.  Although cost is a powerful concern for shippers, they also require confidence that their freight will arrive on time and in good shape.  Carriers possess the transportation assets and move the freight.  In this industry, “transportation services” refers to the services intended to improve management of carrier resources.  Again, although cost is a critical component of any carrier’s value proposition, the assurance of properly delivered freight is also critical.  The carrier is the last party a shipper sees as their products leave the place of business, and the first party seen by the recipient (generally the upstream customer).  When one considers the volumes of freight moved in a single truck shipment and its value (hundreds of thousands of dollars or even millions), the need for trust among shippers and carriers is evident.

In addition to these basic participants, brokers and third party logistics providers are also involved in the transportation services and logistics space.  Brokers play the role of matchmaker between shippers and carriers in the spot (or one-time engagement) market.  Often, small, independent trucking firms (sometimes nothing more than a single, owner-operated truck) are the carriers in this market, and the broker not only finds freight for them, but also guarantees payment.  For small firms with little spare cash, the financing role is crucial.  Third party logistics providers (referred to as 3PLs) essentially give firms the ability to outsource their logistics management.  Rather than simply provide software to assist in logistics management, 3PLs actually perform the services.  Some of these services performed by 3PLs include inventory management, shipping, warehousing, and order management and fulfillment.  When run properly, 3PLs offer firms without the resources or interest in developing logistics expertise the option to take advantage of some of the learning, technical advances and economies of scale and scope of a larger firm.

Growing Opportunity – Transportation Industry

The transportation industry and trucking in particular is a relatively mature, cyclical industry.  On a macro level, industry-wide financial performance is largely a function of capacity relative to demand, fuel prices, and the performance of the economy in general.  Still, the opportunity for effective transportation solutions is attractive for the following reasons.  First, the industry is sufficiently large.  As mentioned earlier, shipping in the U.S. is a larger industry than either healthcare or defense.  Second, applications and/or services that increase efficiency or productivity in mature industries with high fixed costs are particularly valuable.  In some sense, the ability to increase efficiency becomes more valuable during difficult economic periods.  In other words, the market for Logistics.com’s services may be counter-cyclical.  Third, the freight industry is sufficiently complex to benefit greatly from optimization and other efficiency enhancing services.   Fourth, the amount of information available to and recorded by shippers and carriers continues to increase. Technologies such as the Internet, wireless, Global Positioning System (GPS), and others provide richer data to related parties.  As the data becomes more robust, optimization in the freight industry becomes more effective.  Finally, despite popular intuition, the trucking industry is highly advanced technologically.  Many transportation companies have assimilated advanced I/T into their business processes.

Growing Opportunity – Logistics

In recent years, firms have begun to recognize effective logistics management as not merely a necessity, but a source of competitive advantage.  Specifically, firms such as Dell and Wal-Mart have dominated their industries through adept management of their entire supply chain, and specifically their ability to compete effectively in the logistics space. With this evidence, firms now recognize that logistics can be a core competency or source of competitive advantage.  Examining the growth of the 3PL industry is indicative of the greater awareness firms have for the role of logistics in success.  According to a BB&T analyst report, the worldwide 3PL space grew about 19% annually since 1996, reaching today’s $175 billion.  The U.S. accounts for about 22% of this market, or $38.5 billion.  Expectations are for 15%-20% annual growth over the next five years.  The report cites outsourcing trends, the development of total solution-oriented 3PLs, and growth in the overall transportation and logistics space as explanations for this growth.

Company Overview

Logistics.com provides software products designed to improve efficiency and reduce costs in a variety of shipping-related and logistics activities.  As the website suggests, Logistics.com empowers “shippers and transport providers with the technology to buy, sell, manage, and optimize transportation services”.  Specifically, the products and services optimize freight in a variety of transportation modes (air, land, rail, and trucking for shippers), automate workflow, and provide decision support.  On the shipper side, their clients include Procter & Gamble, Kraft, Colgate-Palmolive, Ford, and Wal-Mart.  Seven out of the top ten trucking firms in the US use Logistics.com’s carrier solutions.

History

Logistics.com began as Princeton Transportation Consulting Group (PTCG) in 1987 when Professor Sheffi and three former graduate students founded the company.  The business grew slowly and was purchased outright by Sheffi in 1991.  Under Sheffi’s ownership, PTCG continued to grow and establish itself as a leader in the trucking (carrier) market, while beginning to leverage this knowledge in the development of logistics solutions for shippers.  In 1996, with a solid reputation and 60 employees, the company was purchased by AMR Corp’s (parent company of American Airlines) The Sabre Group.  Despite what appeared to be strong synergies between the companies, Sheffi believed that the company that he had begun nearly ten years earlier was not prospering.  In 2000, with the help of Internet Capital Group (ICG), Sheffi bought back his former company and started Logistics.com.  In June 2000, Logistics.com acquired Quoteship.com.  The merger provided Logistics.com with technological expertise, as well logistics experience in air and water-based freight, modes of transport traditionally outside of Logistics.com’s realm of expertise.

Products and Services

Logistics.com offers software products for both shippers and carriers.  While each product has multiple modules, the basic three product suites are as follows:

OptiManage – OptiManage is a suite of products which helps shippers manage their day-to-day transportation, essentially transforming their myriad of orders into actual loads for specific consignees.  A press release from Logistics.com describes OptiManage as “a comprehensive transportation management solution that gives shippers unsurpassed control over the transportation resources in their supply chain” and creates “efficiencies into a shipper's transportation management process in the form of reduced transaction times and costs through automation, optimization and integration.”

OptiBid – The OptiBid suite simplifies the RFP/RFQ process for transportation services, managing the relationship between carriers and shippers.  It helps shippers execute an overall freight/transportation strategy, and includes the ability to manage exceptions (incidents or needs not covered contractually) on a real-time basis.  Transportation procurement is fundamentally different from other types of buying.  Economies of scope, or contracting for a variety of routes (rather than scale, or sending several trucks along the same route) are critical to achieving efficiencies for carriers.  When negotiating contracts with shippers, carriers strive to create these efficiencies, or else make shippers pay for routes that prevent efficient use of the transportation assets.  As an example, imagine a trucking route with three legs that returns to its origin on the last leg.  When bidding for a shipping contract, a carrier may need to bid for each leg separately, but would prefer to bid on the total combination of legs.  Adding more trucks and more routes compounds the interdependencies between routes.  Often carriers shade bids high on particular routes in order to ensure a reasonable overall deal.  OptiBid creates transparency in this process, allowing shippers to see the impact various routes have on the total contract value and encouraging carriers to bid their true price.  The result is lower total contract prices for shippers and more efficient use of resources by carriers.

OptiYield – OptiYield is a carrier-oriented suite of products with the overall goal of providing decision support.  Logistics.com describes it as a “management and analysis solution for transport providers that helps them maximize profits while solving their most challenging business problems.  Designed for truckload (TL), less-than-truckload (LTL), rail, air, parcel and ocean transport providers”.
  An example of an application of OptiYield is fuel minimization.  For a truck moving across the country, OptiYield draws on a database of real-time fuel prices, including contract prices for a particular carrier.  Instructions given to the trucker may advise them to refuel in states with more favorable fuel taxes, change routes based on proximity to cheaper fuel, or partially fill the tank in anticipation of cheaper fuel availability.  Such decision support can save trucking firms 6% - 7% on fuel costs, which makes up about 25% of total costs.  In such a low-margin business, the impact on the bottom line is substantial.

OptiYield has historically been Logistics.com’s strongest product suite, based on the deep domain expertise in both the trucking industry and optimization field.  Also, it has historically accounted for a large portion of the firm’s revenues.  In this segment, they consider themselves the clear market leader.  For the shipper-oriented packages, competition comes from other supply chain management software and more general-purpose optimization packages such as i2 and Manugistics. By the end of 2001, Sheffi expects Opti-Bid to account for a large portion of the firm’s revenue, and for Opti-Manage to be the firm’s biggest revenue generator by 2003.

Competition

Competition varies from product to product.  As mentioned earlier, Logistics.com’s software dominates in the transportation services or carrier segment, serving seven of the ten largest trucking firms.  As they have leveraged this depth and migrated into the logistics or shipper segment, they encountered competition from more general supply chain management or optimization software.

A recent Morgan Stanley report analyzing carrier-bidding processes describes the competition to the OptiBid suite.  Among the competition are i2, various management consultants, Free Markets, 3PLs, and firm’s own internal processes.  Of these parties, there are other software providers, industry / bidding experts, and outsourced solutions.  The software providers (i2 and Free Markets) have each moved into the carrier-bidding segment from different vantage points.  Free Markets began as a B2B reverse auction and extended their depth in particular procurement markets, whereas i2 offers supply chain management and optimization software generally, and created a product specifically for the carrier-bidding process.  Both are publicly held companies.  In the survey, OptiBid was rated more highly on seven of eight criteria than the other software providers, and more highly than all competition (excluding internal processes) on six of eight criteria.
  Thus far, deep domain knowledge appears to be more advantageous than breadth.

Internet-based Transportation Exchanges

As the Internet adoption began to rise, nearly every industry seemed to be poised for a revolution due to the disruptive technology.   Transportation was no exception.  In fact, it appeared to many observers to be an ideal candidate for such transformation.  The intuition was that transportation carrying freight should never have less than a full load.  Surely, between the hundreds of thousands of trucks moving constantly and massive shipping needs, there must be some opportunities for consolidation.  This would lead to fewer trucks (or other mode of transport) carrying the same combined load, thus increasing overall efficiency.  The basic mechanism for this consolidation would be exchanges or marketplaces, hosted on the Internet, allowing shippers and carriers to bid in a reverse auction format for particular freight and routes, with the ultimate outcome being savings for both parties, as well as some transaction fee for the firm providing the exchange.  Some additional services would create value as well for both parties, such as workflow automation.  By some estimates, as many as 19% of the trucks on the roads are less than full (Sheffi believes the figure may be as high as 30%).  The resulting inefficiency creates an annual $30 billion loss for U.S. firms
.

Despite what appears to be a huge opportunity and a good fit for a B2B exchange, few if any of the firms have come close to realizing either the efficiencies promised or even sustainable businesses.   Many have shut down, while those that have survived often made dramatic changes in their business model.  FreightWise, a reverse auction exchange for trucking and rail freight, shut down in February, 2001 despite strong venture backing.  Originally founded as a venture out of Burlington Northern Santa Fe Rail Corp, FreightWise also received an investment from General Electric.
  Still, industry knowledge from the parent firm and backing from one of world’s most respected companies was not enough.

What explains this failure?  First, the basic assumption underlying the exchange model is that the products or services being auctioned are essentially commodities or equally valuable.  Shippers need to be motivated primarily by price when choosing a carrier in this fashion.  Dr. Sheffi contends that trust is a huge factor in the shipping decision, making an exchange unattractive for all but a few shippers.  Farid Daibachi, who is the CEO of a transportation software provider, confirms that “The mistake most companies made was treating transportation as a commodity.”
 Secondly, the freight market (among others) can be divided into two basic categories: Spot and contract markets.  Spot markets cover single or one-time purchases, while contract markets cover long-term relationships.  The spot market, which is more appropriate for exchanges, accounts for only 10%-15% of the total trucking market.  Confirming this notion, Gregg Runyan of the Yankee Group suggested that "In the logistics space, marketplaces that are pure intermediaries -- [those that bring buyers and sellers together] -- have had a tough go of it," because of this lack of spot transactions.
  Dr. Sheffi agreed, noting that big shippers and carriers rarely operate in the spot market.  Third, even though the spot market is a small piece of the total trucking market, it is still a substantial market.  However, the spot market is often composed of small firms and independents.  The shippers enter this market looking for low prices and the carriers are entering looking for high prices and Internet-based exchanges have had a difficult time creating matches. In addition, it is important in such a market to guarantee- payment a function that is performed by large freight brokers who have the resources to do it.

Despite some of the difficulty faced by the first generation exchanges, there may be a valuable purpose for these services that fall somewhere between the original model and contractual freight.  Web-based collaborative logistics networks allow firms to band together and reduce some of the inefficiencies from trucks returning empty from shipments.  However, in order to realize any gains, the relationship among firms that are participating in these networks must be highly cooperative, which is very different from the cutthroat nature of the reverse auction exchanges.
  Logistics.com, through its Opti-Bid offering, runs a specialized private exchange intended to help its clients manage exceptions. However, this exchange is tied to the contract rates and is used solely to manage exceptions to the contract in an integrated fashion.

The Issue

Since early 2000, Logisitcs.com has been shifting and expanding its market focus.  From the beginning as PTCG, the firm has used its knowledge of the trucking industry to establish market-leading software.   Since then, it has leveraged this knowledge to develop software to manage the relationships between carriers and shippers, and logistics solutions for shippers.  

Sheffi identifies four potential areas for expansion that would allow for such growth opportunities: International expansion, carrier solutions for modes of transportation other than trucking, horizontal integration into other areas of supply chain management, or finally hosting entire logistics solutions.  To some degree, some efforts have been made in each direction, although the firm’s deepest knowledge and strongest product offerings are still based in the trucking industry.

International Expansion

To expand internationally, Logistics.com needs to leverage its relationships with large multinational customers and perform transportation services procurement and management both across borders and overseas. The firm is already performing worldwide procurement for some of its clients, but it is not yet managing overseas operations with its applications. For carriers, the firm needs to leverage its deep industry expertise in the domestic trucking industry to other international areas (it already has trucking clients in Europe and in Japan).  Europe accounts for about 28% of the $3 trillion logistics and transportation market, and Asia accounts for about 18%.
  In Europe, trucking accounts for an even larger percentage of the total freight business than in the U.S.  However, relationships with major industry players may not have the same value abroad.  

New Modes of Transportation

While the company’s shipper solutions serve its customers across all modes of transportation, Logistics.com provides carrier decision support systems for the trucking industry and few rail clients. The firm can leverage its optimization and general transportation expertise to develop solutions for airlines and ocean carriers.  In the long term, the firm is looking to create a set of automated processes between shippers and carriers and therefore getting “inside” other modes of transportation is a step in this direction.

Horizontal Integration

Horizontal integration entails moving outside of Logistics.com area of immediate expertise, shipping and transportation.  Potential markets for moving horizontally means more general-purpose supply management applications and services, and expanding the existing applications further into existing distribution networks.  For example, rather than simply help existing clients optimize their freight and shipping operations, Logistics.com might provide applications to help with warehouse management or procurement of any goods and services.  To this end, Logistics.com recently partnered with J.D. Edwards to bring transportation procurement and management capabilities and direct online connectivity to thousands of transportation-focused trading partners
. While the opportunity is big, the competition will certainly become more intense.  Public companies such as i2 and Manugistics already provide such general-purpose optimization technology, and competitors exist in nearly every specialized sector (e.g., warehouse management) with deep market knowledge.

Hosting Logistics Solutions

Logistics.com currently operates as an ASP.  By hosting the application, Logistics.com makes it easier for firms to tightly integrate their software with other logistics and supply chain management packages despite complex or old legacy systems.  Tight integration makes the product more valuable for their clients.  To meet its expansion goals, they are considering entire outsourced logistics solutions.  In other words, they would host other firm’s software, such as warehouse management, in addition to their own.  Essentially, they would outsource the entire IT function as it relates to logistics management.  This would allow Logistics.com move closer to the 3PLs market, although without actually providing decision personnel or transportation services.  To this end, the firm is also considering a complete outsourcing of trucking ERP solutions, including all back office functions.

Questions

1. Given the particular expertise of Logistics.com, competition, opportunities for the logistics field and any specific knowledge you may have, provide a recommendation for specific area of expansion for Logistics.com.

2. Do you think there is any value in web-based exchanges in this field?  Despite some well-documented missteps from some of the early entrants, is there a sufficiently large opportunity for someone who understands the freight industry?

3. Operating as an ASP gives Logistics.com many advantages, including simpler integration, greater reliability, and the ability to make consistent upgrades to their customers’ software.  Still, many firms prefer to own their software, citing security and control issues.  How can Logistics.com resolve these issues?  Should they also offer their products as traditional software?
What new alternatives should be considered for growth and what do you recommend for a growth strategy?

Further Reading

The cited analyst reports are available in the Investext database.  The following articles are optional reading that may be useful for the case discussion in class:

“The Shipping News” by Ronna Abramson, The Standard (Aug. 28, 2000)

 http://www.thestandard.com/article/0,1902,17763,00.html
 “Online Exchange Helps Trim Shipping Costs” by Emily Kay, Computerworld (Dec. 18th, 2000) http://www.computerworld.com/cwi/story/0,1199,NAV47_STO55263,00.html
“Transportation exchange FreightWise closes” by Linda Rosencrance, Computerworld (Feb. 7th, 2000) 

http://www.e-businessworld.com/english/crd_ebiz_415907.html
“Web-based logistics can't sell space” by Paul Elias, RedHerring (Mar. 1st, 2001) 

http://www.redherring.com/index.asp?layout=story_generic&doc_id=RH550018055
“Cargo space is Web's next hot commodity” by Ken Yamada, RedHerring (Apr. 4th, 2000) 

http://www.redherring.com/index.asp?layout=story&channel=50000005&doc_id=420010442





















� Logistics in the Digital Economy: A Comprehensive Overview of Outsourced Logistics.  Credit Suisse First Boston Corporation, September 25, 2000.


� A Review of the Commercial Transportation and Logistics Economy.  A.G. Edwards, March 26, 2001.


� Airfreight/Logistics: Shipper Survey Results.  BB&T Capital Markets Equity Research, April 5, 2001.


� Logistics.com press release dated 02/01/2001, http://www.logistics.com/news/pressreleases/pressrelease29.asp


� Logistics.com press release dated 02/01/2001, http://www.logistics.com/news/pressreleases/pressrelease29.asp


� Week 14: Trucking Snapshot. Morgan Stanley Dean Witter, April 4 2001.


� While Logistics.com operates a private exchange, it is a very small part of their business. This secdtion is provided for general discussion purposes.


� Computerworld.com, “Online Exchange Helps Trim Shipping Costs”.  http://www.computerworld.com/cwi/story/0,1199,NAV47_STO55263,00.html


� e-businessworld.com, “Transportation Exchange FreightWise Closes”, http://www.e-businessworld.com/english/crd_ebiz_415907.html


� redherring.com, “Web-based Logistics Can’t Sell Space”, http://www.redherring.com/index.asp?layout=story_generic&doc_id=RH550018055


� e-businessworld.com, “Transportation Exchange FreightWise Closes”, http://www.e-businessworld.com/english/crd_ebiz_415907.html


� Computerworld.com, “Online Exchange Helps Trim Shipping Costs”.  http://www.computerworld.com/cwi/story/0,1199,NAV47_STO55263,00.html


� Logistics in the Digital Economy: A Comprehensive Overview of Outsourced Logistics.  Credit Suisse First Boston Corporation, September 25, 2000.





� “Logistics.com and J .D. Edwards announce strategic alliance to provide global transportation procurement and management solutions”, Feb. 6th 2001, http://www.logistics.com/news/pressreleases/pressrelease31.asp 
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