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Seven
Mega-Trends
That Will
Reshape
Logistics
by Benjamin Gordon

Gordon is Managing Director of
BG Strategic Advisors, which
provides investment banking
and strategy consulting services
to companies in the logistics and
supply chain industry. For more
information, visit his Web site at
www.BGStrategicAdvisors.com,
send an e-mail message to
Ben@BGStrategicAdvisors.com
or call (617) 864-4966.

It’s a good time to be a third-party logistics company. The mood of the logistics industry has improved considerably since early
last year.
First and foremost, growth is back — the
3PL market in 2004 grew 6 percent to an estimated $76 billion. The industry is achieving
record profits.
The stock market reflects the renewed vigor. For 2004, the Standard & Poor’s 500 index
increased 9 percent. At the same time, the
basket of asset-light logistics companies
soared 75 percent. (Hub Group went up 141
percent; Landstar 93 percent, and UTi
Worldwide 75 percent, among others.) Clearly Wall Street believes these companies are
poised for future growth.
What is driving this growth and opportunity? Part of the answer is a reviving economy
and continued expansion of logistics outsourcing. But there are substantive changes
occurring below the radar. Here are seven
mega-trends manufacturers, retailers and
others who buy 3PL services should consider
as they construct global supply chains.

1

Lean logistics is reducing inventory

One key metric of logistics efficiency is inventory/sales ratio, which
measures the level of inventory companies need to support their annual revenues.
The U.S. inventory/sales ratio has fallen to a
historic low of 1.32 by recent measures.
Since 1981, inventory carrying costs have
fallen nearly 60 percent and transportation
costs declined 20 percent from 1981 to 2003.
The key driver has been the reduction in
inventory levels.
Who are the 3PL beneficiaries of this
mega-trend? Those companies that help their
customers operate with lower warehousing,
inventory, and supply chain systems costs are
all emerging as big winners.
For instance, KN Lead Logistics won the
Nortel outsourcing contract by promising
major reductions in the cash-to-cash cycle
and other balance sheet improvements. Similarly, Unicity has delivered significant value

for companies such as Maytag by developing
and executing supply chain strategies to
reduce the number of warehousing locations
for Fortune 500 companies in Canada.
These “lean logistics” leaders will continue
to drive supply chain value for their shipping
customers.

2

New technologies such as RFID
are finally happening

Conventional wisdom about
logistics technology falls into one
of two camps: it’s revolutionary or it’s overhyped. The reality is that moderate adoption
is happening. The U.S. Defense Department
has been using RFID since 1991 and the first
Persian Gulf War.
In the past year, several initiatives have
come to fruition. Shippers are working under
RFID mandates from retailers Wal-Mart, Target, Metro AG and the Department of
Defense. Wal-Mart has successfully launched a
pilot project, with eight major suppliers and
one Texas distribution center serving seven
stores. Meanwhile, leading supply chain software provider Manhattan Associates generated 4 percent of its last quarter’s sales from
RFID, based on five new customers. With a
sales pipeline of 50 prospects for its RFID
applications, Manhattan Associates expects to
see significant growth in this category.
Innovative 3PLs are leading the way. 3PL
pilot projects have emerged in several areas
— DHL for Metro in Germany, Exel for the
House of Fraser in United Kingdom and
China, and Trenstar for Coors. Although format wars will complicate adoption, there is
no question RFID technology is taking root,
and it will open doors for smart 3PLs.

3

China is revolutionizing global
logistics

The explosion in the Chinese
manufacturing market has major
implications for the global logistics arena.
As China grows some 10 percent annually
— official estimates are slightly lower, but
construction in Shanghai alone is up 40

New services include the convergence of
warehousing with packaging and the convergence
of financial services with logistics.
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percent over last year — the ripple
effects are being felt worldwide. Chinese
exports are up 35 percent annually, and
imports are up 40 percent.
As a result, cargo volumes for AsiaCalifornia shipping lanes have risen 8
percent. However, with capacity short,
ocean rates have soared more than 40
percent. This impact is being felt more
dramatically in certain sectors. For
instance, steel mill spending tripled in
the last year. As a consequence, China
now consumes 30 percent of the global
steel market.
The China phenomenon will have
massive implications for 3PLs that are
focused on manufacturing and industrial sectors.
Most 3PLs already are scrambling to
ensure a foothold in this market, either
through acquisitions, start-ups or joint
ventures. This pressure will only increase
in coming years.

4

NAFTA remains a high-growth
market
Although China has captured the headlines, the con-

vergence of markets under the North
American Free Trade Agreement has
created significant opportunities for
logistics providers in both Canada and
Mexico.
Over the past decade, U.S. exports to
Canada have grown 10 percent a year.
Last year, more than 10 million trucks
crossed the U.S.-Canada border, as the
United States imported $211 billion in
goods and services from Canada and sent
$161 billion in trade north. Truck crossings on the U.S.-Mexico border grew
from 2.8 million in 1995 to 4.4 million in
2002, as both exports to and imports
from Mexico more than doubled over the
same time period.
As U.S. companies continue to expand
trade with NAFTA neighbors, and as security regulations create increased compliance complexity, cross-border services will
provide expanding opportunities for
innovative logistics companies.
Those companies focused on lean
logistics are particularly well positioned.
As cross-border transit times become
more reliable, logistics firms that eliminate excess inventory and provide high-
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Nashville-headquartered Ozburn-Hessey Logistics (www.ohlogistics.com) was founded in 1951
to provide warehousing services to the printing and manufacturing industries and has evolved into a
full service 3PL providing supply chain solutions to companies nationwide. OH Logistics offers over
18 million square feet of distribution space available in both dedicated and shared environments all
over the country.
Strategically placed distribution campuses allow OH Logistics to offer flexibility in labor, asset
requirements, and market locations. Customers can optimize cost savings, lower liabilities and
increase speed to market through flexible warehousing, multiple market networks and by utilizing
established transportation networks which manage over $170 million in purchased transportation
each year.
Flexible and scalable distribution centers mean OH Logistics customers can utilize space when
and where they need it. All OH Logistics solutions are supported by sophisticated technology that is
fully web-enabled and provides real-time visibility throughout the supply chain.
OH Logistics also has ancillary business units which provide supply chain management solutions.
ProVenture Commercial Real Estate assists in management of flex space, supports network optimization analysis and provides expertise in market entry and exit execution. Material Handling
Resources manages distributed material handling equipment, provides flexibility by repositioning
equipment as customer demands shift and supports speed to market requirements. Personnel Services, Inc. oversees seasonal workforces and provides expertise in national agency labor development. Lanter Distributing provides regional temperature controlled LTL service and is a founding
member of National Distribution Solutions (NDS), a network of national LTL refrigerated carriers.
“Successful distribution is defined by how well warehousing and transportation are integrated,”
says CEO Scott McWilliams. “Because every OH Logistics facility is supported by a transportation
network, what once was perceived as a value-add — integration of warehousing and transportation
functions — has become the standard for OH Logistics. Our customers expect no less.”
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velocity logistics services will become
increasingly valuable.

5

Security requirements make
logistics more complex

Regulatory change at the
federal level is creating two sets
of dynamics. On the one hand, economic
deregulation is promoting simplification
and competition. Remember the Interstate
Commerce Commission? In 1981, the ICC
had 11 members. It was eliminated in 1995
and replaced by a much weaker Surface
Transportation Board, which today has
only three members. Ongoing deregulation will continue to facilitate competition.
Yet security regulations instituted following the September 11 terrorist attacks
are making the logistics world increasingly
complex. As a result, 3PLs will become
security partners as well as supply chain
partners for their customers.
3PLs that can adapt to this regulatory
environment will succeed, just as innovative trucking firms prospered in the
years following motor carrier deregulation in 1980.

6

The consolidation of logistics
companies continues

The logistics market witnessed a massive wave of consolidation in 2000-2001. Mega-mergers
combined the firms of Deutsche PostAEI-Danzas, UPS-Fritz, Kuehne & NagelUSCO, and Exel-Mark VII. After a brief
pause in 2002-2003, the pace has quickened. In the past few months, we have
witnessed a flurry of deals:
PBB’s acquisition of Unicity Integrated
Logistics for $45 million to solidify their
Canadian/cross-border position.
UPS’s acquisition of Menlo Forwarding
for $260 million to add to their Fritzbased global freight forwarding network.
JP Morgan’s acquisition of Vastera for
$129 million to make a bigger play for
global trade financing.
This wave of consolidation will continue, fueled by growing customer demand
for one-stop shopping, new technologies
and deep-pocketed buyers.
The private equity marketplace stands
at a record level of capital, with $120 billion in money on the sidelines. As that
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capital seeks a home, we may see $12 billion invested in the supply chain sector
over the next five years. Meanwhile, UPS
is sketching plans to deploy a significant
portion of its $2 billion in annual free
cash flow in the logistics sector.
The implications for logistics companies are significant. As smart money flows

into the most successful sectors, it will
become harder for most independent 3PLs
to succeed without aligning with a partner.

7

Mid-market companies offer
niche services to compete
against global giants
The most successful mid-
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market 3PLs are developing successful
strategies to dominate attractive niche
markets.
For instance, reverse logistics is a $35
billion market. Mass merchandisers see
typical return rates of 4 to 15 percent,
while cataloguers see 18 percent returns.
Similarly, service parts logistics has
become an important part of the supply
chain for high-technology and telecommunications companies.
This service revolves around rapid fulfillment of high-value parts, typically
through critical parts warehousing located near airport facilities for next-flightout execution capabilities. USCO Logistics built a service parts logistics
capability for Sun Microsystems in the
late 1990s, ultimately driving from breakeven to $40 million of EBITDA in less
than five years on the basis of these and
other differentiated services.
Other niche services include the convergence of warehousing with packaging
(as represented by Power Logistics, which
Exel recently purchased) and the convergence of financial services with logistics
(embodied by UPS’s expansion of trade
financing capabilities).
Ultimately, the smartest 3PLs will seek
out new niche markets to dominate in the
coming years.

