ResearchGate

See discussions, stats, and author profiles for this publication at: https://www.researchgate.net/publication/332344703
ADVANTAGES AND DISADVANTAGES OF DROP-SHIPPING

Article - July 2017

CITATION READS
1 7,218
1 author:

y: Khalil Israfilzade

¥ Vytautas Magnus University

6 PUBLICATIONS 6 CITATIONS

SEE PROFILE

Some of the authors of this publication are also working on these related projects:

et Customer Engagement View project

All content following this page was uploaded by Khalil Israfilzade on 11 April 2019.

The user has requested enhancement of the downloaded file.


https://www.researchgate.net/publication/332344703_ADVANTAGES_AND_DISADVANTAGES_OF_DROP-SHIPPING?enrichId=rgreq-dae2705628b3f11ba2fa095d8eba55cf-XXX&enrichSource=Y292ZXJQYWdlOzMzMjM0NDcwMztBUzo3NDY0NDQzNjEzMDIwMTdAMTU1NDk3NzYxMjM5Ng%3D%3D&el=1_x_2&_esc=publicationCoverPdf
https://www.researchgate.net/publication/332344703_ADVANTAGES_AND_DISADVANTAGES_OF_DROP-SHIPPING?enrichId=rgreq-dae2705628b3f11ba2fa095d8eba55cf-XXX&enrichSource=Y292ZXJQYWdlOzMzMjM0NDcwMztBUzo3NDY0NDQzNjEzMDIwMTdAMTU1NDk3NzYxMjM5Ng%3D%3D&el=1_x_3&_esc=publicationCoverPdf
https://www.researchgate.net/project/Customer-Engagement-12?enrichId=rgreq-dae2705628b3f11ba2fa095d8eba55cf-XXX&enrichSource=Y292ZXJQYWdlOzMzMjM0NDcwMztBUzo3NDY0NDQzNjEzMDIwMTdAMTU1NDk3NzYxMjM5Ng%3D%3D&el=1_x_9&_esc=publicationCoverPdf
https://www.researchgate.net/?enrichId=rgreq-dae2705628b3f11ba2fa095d8eba55cf-XXX&enrichSource=Y292ZXJQYWdlOzMzMjM0NDcwMztBUzo3NDY0NDQzNjEzMDIwMTdAMTU1NDk3NzYxMjM5Ng%3D%3D&el=1_x_1&_esc=publicationCoverPdf
https://www.researchgate.net/profile/Khalil-Israfilzade?enrichId=rgreq-dae2705628b3f11ba2fa095d8eba55cf-XXX&enrichSource=Y292ZXJQYWdlOzMzMjM0NDcwMztBUzo3NDY0NDQzNjEzMDIwMTdAMTU1NDk3NzYxMjM5Ng%3D%3D&el=1_x_4&_esc=publicationCoverPdf
https://www.researchgate.net/profile/Khalil-Israfilzade?enrichId=rgreq-dae2705628b3f11ba2fa095d8eba55cf-XXX&enrichSource=Y292ZXJQYWdlOzMzMjM0NDcwMztBUzo3NDY0NDQzNjEzMDIwMTdAMTU1NDk3NzYxMjM5Ng%3D%3D&el=1_x_5&_esc=publicationCoverPdf
https://www.researchgate.net/institution/Vytautas_Magnus_University?enrichId=rgreq-dae2705628b3f11ba2fa095d8eba55cf-XXX&enrichSource=Y292ZXJQYWdlOzMzMjM0NDcwMztBUzo3NDY0NDQzNjEzMDIwMTdAMTU1NDk3NzYxMjM5Ng%3D%3D&el=1_x_6&_esc=publicationCoverPdf
https://www.researchgate.net/profile/Khalil-Israfilzade?enrichId=rgreq-dae2705628b3f11ba2fa095d8eba55cf-XXX&enrichSource=Y292ZXJQYWdlOzMzMjM0NDcwMztBUzo3NDY0NDQzNjEzMDIwMTdAMTU1NDk3NzYxMjM5Ng%3D%3D&el=1_x_7&_esc=publicationCoverPdf
https://www.researchgate.net/profile/Khalil-Israfilzade?enrichId=rgreq-dae2705628b3f11ba2fa095d8eba55cf-XXX&enrichSource=Y292ZXJQYWdlOzMzMjM0NDcwMztBUzo3NDY0NDQzNjEzMDIwMTdAMTU1NDk3NzYxMjM5Ng%3D%3D&el=1_x_10&_esc=publicationCoverPdf

EKOHOMIYHI HAYKHU

410

«Moaoauit BueHUi» * No 7 (47) » auniens, 2017 p.

EKOHOMIYHI HAYKU

UDC 339

ADVANTAGES AND DISADVANTAGES OF DROP-SHIPPING

Khalil Israfilzade
Vytautas Magnus University, Kaunas

According todays tendency, we can assume that numerous e-commerce retailers prefer to use drop-shipping
to satisfy demand. Retailers simply forward clients’ orders to provider who sends the order straight to the
clients, which all expenses was paid in advance. Aim of the paper is to outline pros and cons of drop-shipping
in the new century. Consequently, in descriptive literature analyse, pros and cons of drop-shipping were
studied, main aspects were likened in order to come up with conclusion of drop-shipping.
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ntroduction. Since internet has become more and

more wide, drop-shipping also become former
business model for start-ups and small businesses.
Drop-shipping is determined in the marketing
literature as «a marketing function where physical
ownership of goods sold sidesteps intermediaries,
while the name through all the parties concerned.
The function of drop-shipping includes both the
retailer who proceeds the drop ship order and the
supplying entity that provides drop-shipping services
by filling the order for the e-tailor» (Scheel 1990).

Nowadays technology gave Drop-shipping new
opportunities that now drop-shipping moved from
traditional business to online business. Old retail
fulfilment process changed to online and more com-
petitive advantages against traditional methods.

One of the pioneer writer about drop-shipping as
a marketing function Scheel (1990) defined that in
the past, the term drop shipment has been used to
describe inventory that physically bypasses a limit-
ed-function middleman who initiated the drop ship
order and is shipped directly to the customer of the
middleman by a manufacturer or stocking entity.
Moreover, before many marketing books described
drop shipping with limited potential.

However, with the innovation in internet indus-
try, real-time data-integration is willingly accessi-
ble at a low price (Netessine & Rudi 2001). The mix
of the physical idea of drop shipping with the data
combination made conceivable by the Internet set-
tle the issues that earlier limited the implementa-
tion of drop shipping.

Scientific problem. Nowadays Majority of new
ecommerce, which use drop shipping as main pro-
cess of fulfilment, they faces everyday new chal-
lenges and opportunities. This development raise
a question, what is the main advantages and dis-
advantages of drop-shipping in 21th century.

Object of the work. Advantages and Disadvan-
tages of Drop-shipping.

Aim of the work is to define pros and cons of
drop-shipping in the new century.

Logical structure of the work. The article sig-
nify the theoretical analysis of the scientific issues,
which includes the overview of pros and cons of
drop-shipping business model, highlighting main
noticeable features of model. Article concludes
with conclusions.

© Khalil Israfilzade, 2017

Methods and techniques. In this article, as
a methodology were used descriptive literature
review. A descriptive literature review simply de-
fines the significant Advantages and Disadvantag-
es of Drop-shipping in new century. Descriptive
review stresses on revealing an understandable
design from the current literature (Guzzo et al,
1987). Consequently, in descriptive literature ana-
lyse, pros and cons of drop-shipping were studied,
main aspects were likened in order to come up
with conclusion of drop-shipping.

ADVANTAGE OF DROP-SHIPPING

According to Sehgal (2012), online retail store
deals are predicted to keep on accounting for a sig-
nificant share of total retail deals, with online sales
estimated to develop from 7% of general retail
deals in 2011 to near 9 per cent by 2016.

The Internet has also presented a few new
business methods that improve traditional business
models, including Digital marketing (e.g., affiliate
marketing), online auctions, for which the Internet
provides efficient platforms with fewer geographic
boundaries, and drop-shipping (Yu et al., 2017).

Schneider (2011) notes that firms are keen on
electronic business in light of the fact that, just, it
can help build benefits. Every one of the upsides of
electronic trade for organizations can be summa-
rised in one statement: e-business can build deals
and decreasing expenses. There are several bene-
fits from Drop-shipping:

Less investment is needed — Undoubtedly, the
greatest benefit to drop-shipping is that it is pos-
sible to start a web based commerce store with-
out investing a large number of dollars in stock in
advance (Hayes and Youderian, 2013). Traditional
way, retailers have needed to find investment just
for obtaining stocks. With the drop-shipping mod-
el, you do not need to buy an item, at least you
officially made the transaction and have been paid
by the client. Without major prominent stocks, it is
possible to begin an effective drop-shipping com-
merce with a little amount of money.

Positive cash flow — Pierce (2014) illuminat-
ed that since the customer pays you before the
product is delivered, you will have a positive cash
flow cycle. Many people use their credit card and
take advantage of the credit card float period so
they will not use their cash. If you develop a good
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relationship with a supplier, some will delay your
payment by 3o days to 90 days.

Flexibility in location — Drop-shipping should
be possible from anyplace, insofar as you have
access to the network (Hawk 2016). You simply
should have the capacity to interact with your cli-
ents and your providers, and that indicates you
can keep tracking and managing your drop-ship-
ping business from anywhere. At the same time
as entrepreneurs who is selling physical products
made use of drop shipping services to allow loca-
tion independence (Daniel, et al, 2014).

Clark & Douglas (2010) in the research men-
tioned that there are various factors that support the
thought of having the capacity to work in any place,
especially for those organizations offering IT or dif-
ferent administrations or who can make utilization of
a system of different organizations to embrace key
business capacities. The capacity to address feelings
of social and expert seclusion by means of online me-
dia, for example, proficient and social networking,
likewise imply that organizations are not forced to be
near physical social or professional networks.

Product variety — Waksman (2016) described
that Drop-shipping permits businesses to offer an
assortment of various sorts of items. Firms are not
stuck to one item sort due to limited income. This
keeps their clients satisfied and returning to pur-
chase more items. At last, having the alternative to
offer an assortment of items can help to business
generate more profit.

Reduces risk — According B2B company Qua-
lity Trade (2016), Drop-shipping additionally de-
creases the dangers required with beginning up
a business or venturing into another market, as
though things do not work out, you are not left
with a huge number of items in your distribution
centre which later you need to offer cheap price.

Managing imbalance demand — Mathien and
Suresh (2015) published that since retailers cannot
predict demand with assurance, they should hold
inventory to cover the unpredictability in demand.
Retailers with smaller request must keep in sub-
stantial amounts and have higher conveying costs.
As client demands fluctuates at the retailer level,
it turns out to be further beneficial for retailers
with minor requests not to hold physical items. It
is expected that the decrease in retailer stock ex-
penses brought by drop shipping will make up for
the higher expenses at the provider level.

Private labelling — Markus (2017) has men-
tioned that rapid growing of drop-shipping busi-
ness in all-worldwide, which gives the chance to
use private label products as part of their portfolio.
Private labelling in drop shipping has five signifi-
cant benefits:

Higher control of production — relying upon
e-retailer’s agreement with a manufacturer, they
can have changeable degrees of control over item
quality, fixings, materials, and design.

Control pricing — because of firms impact over
item fabricating, they get the chance to decide
item cost and set high margin.

Control branding — since private label will be
e-retailer own brand, they have the right to say
how, when and where products will be promoted.

Staying nimble — With low limitations and the
capacity to settle on choices rapidly, small retailers
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have the benefit of utilizing private name items to
react to market trend and demands.

Higher customer loyalty — successful private la-
bel products gives chance to e-retailers, to create
high customer loyalty and boost brand awareness
for other retailer.

Customization and personalization — According
to Mathien and Suresh (2015), «the ability to ag-
gregate inventories and postpone product custom-
ization is a significant advantage in drop-shipping
model». Arora et al, (2008) noted that Customiza-
tion is the point at which the consumer proactively
determines at least one components of his or her
marketing mix (Fig. 1).

In many mass markets, organizations are facing
prediction problems. From one viewpoint, consum-
ers are requesting that their orders be satisfied
always rapidly. Then again, they are requesting
extremely customized products and services. In-
deed, even without trying to customize their items,
most organizations have thought that it was hard
to satisty orders quickly and at an acceptable cost.

Personalization is the point at which the firm
decides (Fig.1), usually in view of already collected
consumer information, what marketing methods,
campaigns and approaches are reasonable for the
person (Arora et al, 2008). The practical benefits
of personalization lie in more prominent consumer
loyalty and higher benefits.

Mass

Degree of
Segmentation

Firm initiated

Customer initiated

Personalization Customization

Fig. 1. Understanding personalization
and customization

Source: Arora et al., 2008

For instance, Malthouse and Elsner (2006) said
«In a field test that personalizing the copy used in
a book offer increases response rates significantly».

The significant advantage to drop shipping is
that it offers low start-up costs and the capacity
to offer a huge choice of items without acquiring
stock upfront and dealing with that stock. Drop
shipping can likewise be an extraordinary instru-
ment to help expand your stock and test items
since it is just simply a question of adding the new
item to your online store.

DISADVANTAGE OF DROP-SHIPPING

Drop shipping can be a great for launching com-
merce model; however, it is not without disadvan-
tages and weaknesses. Wilson (2000) noted that de-
spite pros of drop shipping, many e-retailers have
discovered that drop shipping should not use only
for satisfying customer request. Some of the most
prominent cons of this commerce model include:
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High prices — Some of the time the cost for
items from a drop shipping business will be high-
er than the retail cost of those same items sold
in mass promoting chains. It is just a question of
financial aspects (Granai 2008). The provider puts
cash in item, stores it, keeps up the distribution
centre, staff and brings about every one of the
costs important to make accessible an item that
you can get one piece at any given moment. That
is costly, and e-retailer pay the costs.

High competition — Malnik (2017) mentioned
that Drop-shipping has a low entry portfolio,
which implies many other individuals will offer
similar items. This makes more competition and
makes it harder to have competitive advantages
as a new business. On the off chance, that suppli-
er can sell the same product to other e-retailers
which company already is offering. It is truly hard
to emerge as an exceptional business when you are
quite recently working with drop shippers.

Lack of quality control — At the point when
organizations use a drop shipper, there is dependa-
bly the potential that quality can go down sharply
(Cartwright 2016). It is serious to keep on the qual-
ity, rate of refund and return, and different issues
with clients, since they are not going to be upset
with the drop shipper — they will be angry with
company when something turns out badly.

Low margins — Hayes and Youderian (2013)
has noted that low margins are the significant
drawback to working in an extremely competi-
tive drop-shipping niche. Since it is so easy to be-
gin — and the overhead expenses are so insignif-
icant — numerous shippers will set up shop and
offer things at low costs trying to increase income.
They have put so little in investment the business,
so they can afford to work on low profit.

In an internet business condition, the drop-ship-
ping mode reduces the stock risk from e-retailers.
Nonetheless, the drop-shipping mode has bring
down profitability as contrasted with the tradi-
tional mode (Wang et al., 2014).

References:

«Moaoauit BueHUi» * No 7 (47) » auniens, 2017 p.

Shipping complexities — A notable downside of
drop shipping is that a single purchaser order may
contain items from various suppliers and thus will
be disjointed (Khouja and Stylianou 2009). If or-
ganizations work with different suppliers, which
mainly all e-retailors do, the items on company
website will be traced over a number of various
drop shippers. This confuses and increases ship-
ping expenses. (Hayes and Youderian 2013).

If companies can handle these disadvantages,
they will have high competitive advantages among
competitors. None of any model is perfect, it is
question of how organizations accept these threats
and change them to opportunities.

Conclusions. Theoretical analyses helped
to summarise the overview of definitions of
drop-shipping business model, illuminate advan-
tages and disadvantages of drop shipping

- At present Drop-shipping moved from tradi-
tional offline stores to online stores that makes it
to be possible from anywhere, insofar as you have
access to the network.

- Less investment is the beneficial part of Drop
shipping that allows new start-ups and entrepre-
neurs to enter and launch companies in market.

- Drop shipping can likewise be an extraordi-
nary instrument to help expand your stock and
test items since it is just simply a question of add-
ing the new item to your online store.

- Drop shipping has a low entry capital, which in-
volves many other individuals will offer similar items.
This makes more competition and makes it harder to
have competitive advantages as a new business.

Shipping still problematic issue for compa-
nies, especially when there are more than two sup-
plier of organization.

* In Drop shipping there is the dependably op-
tion that quality can go down sharply. It is signif-
icantly hard to follow quality of products, rate of
refund & return and different issues with clients,
since they are not going to be unsatisfied with the
supplier — they will show anger to companies.
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Xamua NUcpaduazane
YuuBepcureT umern Burayraca Besmkoro, Rayrac

IMNPEMMYIIECTBA I HEJOCTATRKN JPOIIIINIIIIMHIA

AnHOTaA

CorjlacHO CerofHAIIHE TEeHIEHIMM, Mbl MOYKEM MPEAIOJOKUTb, YTO MHOTVME PO3HMUYHBIE TOPTOBIILI BJIEK-
TPOHHO KOMMEPIMN IIPENIOYNUTAIOT VICIIONb30BATh JAPOIIINIIINHT, YTOObI YIOBJIETBOPUTH CIIpoc. PO3HUYHbIE
TOPTOBIIBI IIPOCTO ITEPEHATIPABIIAIOT 3aKa3bl KJIMEHTOB IIOCTABIINKY, KOTOPBI OTIIPaBJAET 3aKas HEerocpe-
CTBEHHO KJIMEHTaM; BCe PACXO/bl OILJIauMBalOTCA 3apaHee. Ilebi0 cTaThy ABJIAETCA 0OPUCOBATD IIJIFOCHI I MU-
HYCBI APOUIIIMIIIMHTA B HOBOM croJsietuy. CjenoBaTesibHO, HAMM BBIIOJIHEH aHAJIN3 JUTEPATypPbl, U3ydeHbI
ILJTFOCHI ¥ MUHYCBI JPOIIINIIIHTA, IIPOBEIEHO CpaBHEHME OCHOBHBIX ACIIEKTOB C I€JIbI0 (DOPMUPOBAHNS BbI-
BOJIOB O APOIIINIIIHTE.

Karo4gepble coBa: JPOMIINIIINHT, BJIEKTPOHHAA KOMMEPIA, POSHNYHBIN BJIEKTPOHHBI TOPTrOBEll.
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