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The Russian market of logistics services suffered substantial losses during recent economic recession. Decrease in import
from the EU and the USA, reduction of consumer spending within the country, increased borrowing costs led to sharp reduction in
the growth rate of the investigated market value. Shortage of the modern infrastructure, fragmentation and imbalance of the Russian
logistics market have contributed badly.

This article focuses on identification of the promising strategic development directions for logistics service providers
operating on the Russian market. On the basis of literature survey, the authors derive attractive client groups for 3PL operators,
priority regions for geographical expansion as well as high-demand logistics and related services. The results of this survey could
help logistics agents to define or clarify their market positioning and serve as a basis for further study of specific features in logistics
outsourcing development in Russia.
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1. Introduction

Logistics service outsourcing is gaining more and more popularity in economically developed
countries. For instance, in the USA more than 60% of companies delegate functions like transportation
management, warehousing and materials handling to logistics agents (Third Party Logistics Study, 2017).
This situation is explained partially by intention to reduce costs because these functions account for the
major share of most organizations' logistical costs (Vanhencxthoven et al., 2017). Other typical reasons
for logistics outsourcing are improvement in customer service quality (La Londe and Maltz, 1992;
McGinnis et al., 1995; Sarel and Zinn, 1992; Persson and Virum, 2001; Stank and Maltz, 1996;
Bhatnagar and Viswanathan, 2000; Daugherty etal., 1996; Wong etal.,, 2000), opportunity for
concentration on the company’s core competencies and usage of providers' expertise (Sink and Langley,
1997), gaining access to developed distribution networks (Bask, 2001).

In the academic literature, the authors usually separate basic (also called key, essential, traditional,
conventional) services, provided by logistics agents, and additional logistics services (value added
services) (Gronroos, 2000; Lovelock and Wirtz, 2007). The basic logistics services, referring to the
literature, are transportation, freight forwarding, warehousing and materials handling (Van Laarhoven
et al., 2000; Berglund et al., 1999; Lundberg and Schonstrém, 2001; Meier and Andersson, 2003; Bask,
2001; Delfmann et al., 2002). Some authors regard inventory management as basic services (Meier and
Andersson, 2003), however considering its coordination rather than operational nature, more complicated
realization and increased 3PL provider's qualification requirements, one may proceed, with greater
confidence, to include it to the list of value added services. Such services also contain goods assembly,
product quality control, pre-sale preparation (co-packing, labelling, repacking, instructions and
promotional content stuffing), cross docking, promo materials delivery, returns processing etc. (Atkacuna
and Furlan, 2009; Berglund et al., 1999; Lundberg and Schénstrém, 2001; Bowersox and Closs, 1996;
Delfmann et al., 2002; Meier and Andersson, 2003). Individual researchers also regard financial services
and consulting as value added services (Meier and Andersson, 2003). Information support services such
as tracking of cargo handling and transportation may be considered either as basic services (as they
provide core services delivery) or as value added services (Atkacuna and Furlan, 2009).

Types of provided services, in combination with other factors, allow to outline different categories
of logistics operators. On the grounds of services complexity and presence of logistics infrastructure,
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academics, traditionally, allocate logistics service providers (LSPs), 3PLs (acting as complex service
providers) and 4PL providers (Selviaridis and Spring, 2007).

Today, almost all types of logistics operators, working in the Russian Federation, are going
through a difficult time. Evidence of that is a considerable slowdown of the growth rates of the Russian
logistics services market value. If in 2011 they constituted 15.8%; 2012 — 14.3%; in 2014 they dropped to
1.9%. Positive dynamics in 2015 and 2016 is overriding due to the tariffs growth during the decrease in
freight traffic (Simonova, 2016). Commercial road transportation in 2015, in relation to the previous year,
decreased by 4.7%; railway transport, during the same period, - by 1.1% (Simonova, 2016; Mailian, 2016;
Ministry of Transport of the Russian Federation, 2016). In 2016 these figures showed a slight increase (by
1.9% and 0.8% respectively) but still they are far from the pre-crisis level. Import flows from the EU and
North America suffered the sharpest reduction due to sanctions and counter-sanctions. Their amounts in
2015, compared to the previous year, decreased by 30.5% and 40.8% respectively. In 2016 the overall
import flow decreased by another 10% (Simonova, 2016). This state of affairs is quite unfortunate for
carriers and providers of freight forwarding services. Logistics agents, providing warehouse storage and
material handling, were even more susceptible to economic recession. Thus, according to the agency
M.A. Research, share of warehouse services in the total value of the Russian logistics outsourcing in 2015
decreased by 14.8% regarding 2014 (Simonova, 2016). Logistics operators' share in transactions with
high quality warehouse property (A and B class warehouses) during the same period decreased from 14%
in 2014 to 11% in 2015 (Ryabov, 2017). One of the reasons for this situation was impossibility for
increasing tariffs on the services because of the plummeting demand from the remaining clients.

This is not the first time when logistics industry in Russia faces significant challenges, however
current economic crisis has its own specifics. Heavy dependence on geopolitical instability; low prices of
oil and other Russian export commodities; prohibitive credit rates; intensive outflow of capital from the
country; weak investment activity and significant deterioration of investment climate; drop in the
industrial output, construction and retail business, rouble devaluation, state control rules modification
within the context of a constrained budget are among distinctive features that affect, directly or indirectly,
logistics service market, in the opinion of many experts (Simonova, 2016; Galkina, 2016; Guriev, 2015;
Strzelecki, 2017).

In the present situation, logistics agents, planning to continue their operations on the Russian
market, should decide on the perspectives of their further development. However, researchers have paid
undeservedly little attention to the Russian logistics market in general and particularly, in the current
economic crisis. Noting the negative impact upon the performance of 3PL operators, a large part of
specialists is ignoring strategic opportunities offered to the logistics agents on the Russian market.

Consequently, the subject of the present study is the identification of promising development
directions for participants of the Russian logistics outsourcing market in the situation of economic
recession.

2. Methodology

The present study is based on secondary data analysis, depicting the current state of the Russian
logistics services market and its promising development directions.

The Russian market of logistics services does not attract particular attention of foreign researchers,
as a consequence, the number of academic papers in the international peer reviewed journals, dedicated to
this problem, is very low. For this reason, in order to enrich the research database and increase reliability
of its results, the authors considered such sources as the reports of the leading consulting companies and
real estate agencies, publications in specialized journals in the Russian language, conference papers
dedicated to the logistics infrastructure development in Russia, data from the state statistical bodies and
the government of the Russian Federation, the official press releases from the major participants of the
domestic logistics outsourcing market in 2013 - 2017.

Search for publications in the Russian and foreign periodicals was carried out in databases like
“JSTOR”, “Science Direct”, “EBSCO”, “ProQuest”, “Emerald”, “eLIBRARY.RU”. The key words and

CERNNT3

expressions used for the search in question included “logistics outsourcing”, “the Russian logistics
market”, “the Russian logistics outsourcing market”, “economic crisis impact on the Russian logistics
market development”, “Russian warehouse property market”. The authors also used official press releases
from the major logistics operators on the Russian market.

The authors of scientific publications, forming the base of the current research, used the following

research methods:
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e desk study which relies on secondary sources of information analysis (Rosstat's statistics,
import and export statistics from the Federal Customs Service, data from industry and
professional associations, financial and other statements of market participants, companies'
websites, articles, media publications etc.) (Simonova, 2016; Simonova, 2014);

e questionnaires distributed to the market participants (questionnaires messaging in printed and
electronic forms, on-line questionnaires usage) (Saddle Creek Logistics Services, 2011; Third-
Party Logistics Study, 2017; McGinnis et al., 1995);

e research of demands for logistics services and logistics infrastructure on the part of the
organizations working on the Russian market (Knight Frank, 2016, Ryabov, 2017, Skladman
USG, 2017);

e conducting interviews with the representatives of 3PL operators and their clients as well as
logistics outsourcing market experts (Soinio et al., 2012; Persson and Virum, 2001; Stank and
Maltz, 1996);

o analysis of cases matching the selection criteria (Soinio et al., 2012; Persson and Virum, 2001;
Bhatnagar and Viswanathan, 2000).

3. Main findings and discussion

To identify promising development directions of the logistics operators on the Russian market, it
will be useful to classify them not only by the range of the services but also by specialization of the
companies. Such work is represented by (Persson and Virum, 2001) where authors, by a combination of
services complexity characteristics and degree of specialization, highlighted four groups of logistics
companies: basic logistics operators, specialized logistics operators, advanced logistics network operators
and logistics integrators (Fig. 1).

This classification allows not only to evaluate the current state of logistics market (in general or
within the country) but also to stress possible strategic development directions of its key players.

Boston Consulting Group (BCG) and Rosbusinessconsulting (RBC) Research estimate that the
basis of the Russian logistics outsourcing market is represented by the companies providing transportation
services. In 2012 they composed 88% of market share in monetary terms (Volkov et al., 2014), at the end
of 2017 this share must be marginally lower at 87.2% (Simonova, 2014). The share of warehousing
services tends to be substantially lower — it was only 3% in 2012 and 5.7 in 2017*. The share of freight
forwarding services in recent years has been floating around 6%. Complex logistics services sector
occupies just 8% of the market (KSK Group, 2017; Dunaev et al., 2016). This sector is represented by 60
Russian and 40 foreign 3PL providers (KSK Group, 2017). According to the Skladman USG study, less
than 300 companies in Russia can be considered as logistics agents that provide freight forwarding and
temporary storage services. Less than 5% of them could be attributed as logistics operators which are able
to provide full range of logistics services to their clients (Skladman USG, 2015). The share of logistics
management services (4PL providers level) in Russia is vanishingly small — 0.6% (Simonova, 2014).

Thus, one can state that LSPs dominate the Russian market at the moment, and most of them are
associated with transportation business. Using Persson and Virum's classification (Fig. 1), it may be noted
that the basic logistics operators prevail in the country. The results of the studies, conducted by BCG,
indicate that the share of 3PL/4PL sector in Russia is lower than in other countries (Volkov et al., 2014;
Third-Party Logistics Study, 2017). Thus, in the USA 24% of logistics operators’ clients use complex
service of order management and fulfilment, 23% of them require reverse logistics service, inventory
management is outsourced by 24% of companies (Third-Party Logistics Study, 2017). According to the
research (Baumgarten and Walter, 2000), in the countries of Western Europe the increasing number of
logistics operators aim to provide complex services for their clients. This tendency seems to be quite
logical as it is more convenient for the companies to receive complex services from one source due to the
time, financial and other costs savings (Selviaridis and Spring, 2007).

Comparison between the Russian and foreign markets demonstrates that provision of complex
services might become one of key development directions for the domestic logistics operators since it
brings added value to the clients and decreases their transaction costs.

. In the latter case, this share also includes distribution services.
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Figure 1. Types of logistics operators (Persson and Virum, 2001)

According to Figure 1, the opportunity for specialization on most promising segments of clients'
base should be also taken into account. If Persson and Virum's two-dimensional matrix is enriched with
the third dimension “geographical expansion of operator's activity” (with the opposites “localization” —
“geographical expansion”), on the basis of literature survey, it will be possible to identify the following
promising directions for the strategic development of logistics operators on the Russian market:
provision of logistics services for the retail chains;
regional expansion (entering the most attractive Russian regions);
service delivery to small and medium-sized enterprises (SMES);
widening the range of logistics services;
introduction and development of non-logistics services (primarily of the financial nature)
accompanying the logistics ones (Fig. 2).
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Figure 2. Promising directions of the LSPs strategic development on the Russian market
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Each of the abovementioned perspectives will be carefully reviewed in this article.

The development of an integrated service package for any type of client requires availability of
modern highly productive logistics infrastructure. Since warehouse services play an important role in the
integrated offer, and the market share of such services is significantly lower than the one of
transportation, it makes sense to pay specific attention to the current situation on the Russian market of
warehouse property.

The Russian warehouse property market is distinguished by high level of centralization. The
research conducted by Jones Lang LaSalle shows that, out of 22 million sq.m of high quality warehouses
(A and B category objects), 16 million are located in Moscow, the Moscow Region, Saint Petersburg and
Leningrad Oblast (Kholopov, 2017). However, population of the regions in question makes up only 18
per cent of total population of the Russian Federation. The rest of the country's regions account for only 6
million sq.m of high quality storage facilities that are mostly concentrated in several cities with a million-
plus population: Ekaterinburg, Novosibirsk, Kazan, Nizhny Novgorod, Rostov-on-Don, Samara, Ufa.
Warehouse property overcentralization is stipulated by the regional differences in population density,
economic development, capital concentration and it also relates to the specifics of material flows
movement (Moscow acts as a distribution centre and the largest transit hub for the entire country).

Moscow warehouse property market is the most developed and has almost 13 million sg.m of high
quality storage facilities (59% of the Russian market in total). Economic recession has significantly
affected the capital’s warehouse market. Since 2014, new delivery volume of quality warehouse space has
been in constant decline. From 2015, the volume of lease and purchase transactions has begun to decrease

(Fig. 3).
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Figure 3. Trends of demand and supply on the Moscow Region warehouse market (Knight Frank, 2017b)

Jones Lang LaSalle research shows that in 2016, 767 th. sg.m (8.6% less than in 2015) have been
placed on the market, while the amount of take-up was 1,186 th. sq.m (9.7% less than in 2015). In the
first half of 2017, quantity of new storage space placed on the market continued to decline (the amount
has halved compared to the same period of 2016) (Jones Lang LaSalle, 2017). At the same time, there has
been a marked increase in the percentage of vacant space. If before the crisis, vacant share did not exceed
2%, in 2014 it reached 10% (Knight Frank, 2017a). According to the company JLL data, vacant
warehouse space in the Moscow Region equals 1.47 million sq.m (11.3% of the total amount) (Jones
Lang LaSalle, 2017). The slump in demand for warehouse property led to decrease in the rental rates.
Thus, from 2014 to the second quarter of 2017, rental rates on A class warehouses in dollar terms more
than halved (fell from 135 to 65 dollar per sq.m / year?) (Colliers International, 2017b). It should be noted
that since the beginning of the economic crisis, accompanied by steep rouble devaluation, there has been
a massive renegotiation on warehouse area lease terms as well as rental rates conversion from dollars into
roubles. According to the agency Knight Frank data, in the second half of 2015, the market was almost

2 The rates are listed on the triple net basis (excluding VAT, operating expenses and utility payments).
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fully nominated in roubles (Kholopov, 2015). Even rental rates denominated in the national currency, in
course of the period 2014 - 2017, decreased by 18% (from 4,650 to 3,800 roubles per sq.m / year)
(Colliers International, 2017Db).

The economic crisis has also affected the demand pattern for modern warehouses. Thus, based on
the company Knight Frank data, the logistics operators' share in the overall volume of lease and purchase
transactions in the Moscow Region during the period 2014-2016 reduced from 22% to 19% (let alone that
in 2008 it was 37%). As a result of the I-111 quarters of 2017, the logistics operators' share in transactions
on warehouse property went down to 6% (Ryabov, 2017). The principal demand on warehouse property
is produced by online retailers and wholesale distributors. Their combined share in 2014-2016 was 58-
59% (Ryabov, 2017). Along with that, in 2016, retail chains were key warehouses consumer with a 41%
share (Jones Lang LaSalle, 2016). The same trend was observed in the Russian regions. Thus, according
to the company Colliers research, in 2016, 63% of warehouse demand in regions was formed by retail
chains (Colliers International, 2017a). Correspondence between the take-up volume of warehouse space
and retail turnover is exhibited on Figure 4.
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Figure 4. Correspondence between take-up volume of warehouse space and retail turnover (Knight Frank, 2016)

In the first half of 2017, the demand pattern on Moscow Region’s warehouse property remained
largely unchanged. The first place is occupied by retail business (40%), the second - wholesalers (24%),
the third - industrial companies with a 15% share of total transactions volume (Knight Frank, 2017b).
These figures show that the retail chains may be considered as essential target consumers for the logistics
operators providing services of safe storage and material handling in the Moscow Region and in other
Russian regions. However, for encouraging retailer's choice in favour of warehousing activities
outsourcing, the logistics operators should provide the following:

o frequent (daily) goods deliveries to stores in small lots in full accordance with the schedule;

o integrated logistics services in various regions of Russia (in case of servicing retail chains of

federal scale);

e cartons and eaches picking warehouse services when dealing with huge range of SKUSs;

o pre-sale goods preparation at a warehouse;

o competitive service tariffs.

3PL operators' logistics infrastructure (including warehouses) should be appropriate to the specific
features of retail business. Need to consider this specificity is proved by the existing developers'
construction trend "built-to-suit warehouse”, with subsequent sell or rent to clients. According to the
company Knight Frank research, it is obvious that the share of "built-to-suit warehouse" in 2016 more
than doubled if compared to the previous year (from 29% to 73%) (Ryabov, 2017). The remaining 27%
were concentrated on the speculative construction — universal objects aimed at an "average client".
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Taking into account warehouse market saturation in the Moscow Region, logistics operators
should consider their development in other regions of Russia. Among the factors, affecting the region’s
attractiveness for the logistics agent, can be the availability of developed transport infrastructure that is
especially important when providing integrated logistics services to clients; relatively high retail business
turnover; relatively low level of vacant space in existing warehouse facilities. Vacancy rate might be
considered as an indirect indicator of the demand for the logistics services.

These considerations would indicate the following priority regions for the logistics agents
development (beyond Moscow and the Moscow Region, Saint Petersburg and Leningrad Oblast):

o Ekaterinburg and Sverdlovsk Region (vacancy rate - 3%, 2nd place in Russia on retail turnover,

excluding Moscow and Saint Petershurg);

e Ufa and the Republic of Bashkortostan (vacancy rate - 5%, 5th place in Russia on retail

turnover);

e Kazan and the Republic of Tatarstan (vacancy level - 6%, 6th place in Russia on retail turnover)

(Kholopov, 2017; Federal State Statistics Service of the Russian Federation, 2017).

The listed cities have favourable locations also in relation to the transportation lines, including the
international transport corridor East-West, traversing the Russian territory.

In the longer term, in view of geopolitical factors and Russian strategic orientation on boosting
trade with China, considering the intensified usage of Trans-Siberian Railway for international cargo
transportation, Krasnoyarsk, Khabarovsk and Vladivostok would be also attractive for the logistics
operators. However, at the moment, high quality warehouses in these cities are in short supply.

In general, the experts assess market capacity for warehousing and material handling at 24.3 bin.
rouble/year. Safe storage accounts for about 50% of the indicated value. The Skladman USG research
indicates that this market has great growth potential (Skladman USG, 2015). However, to realize this
potential and survive during the period of economic turbulence, besides offering an attractive
“price/service level” ratio and entering the new geographical markets, the logistics agents should navigate
through any of the designated routes in Figure 2: to widen the integrated set of services; to increase their
specialization level; or to do both.

In the context of service range widening and integration of logistics services, it might be worth
considering cross-docking operations in addition to the existing basic services and certain value-added
ones (like pre-sale goods preparation) already offered by warehouse operators. Relevance of cross-
docking is occasioned by the need of logistics operators' target customers (primarily retail chains) in
frequent goods deliveries to stores in small lots combined with the restrictions on the trucks entrance to
the million cities. Such restrictions already exist in Moscow and Saint Petersburg (Government of
Moscow, 2011; Government of St. Petersburg, 2012) and, apparently, will be gradually introduced in
other major cities of the country. Different types of cross-docking have already been put into practice by
some Russian market players of wholesale and retail trade (for example, Metro Cash & Carry and Leroy
Merlin) (ECR Russia, 2016; Van Riet, 2017).

The cross-docking advantages for retail business are expressed in reducing store supply lead times;
lowering the inventory levels in retailers' distribution centres (Buijs et al., 2014); decreasing costs of
storage, order picking and goods delivery to the points of sales (Cattani et al., 2014; Saddle Creek, 2011).
Cross-docking is commonly considered as a tool to reduce cost of sales (Stalk et al., 1992) and improve
the quality of customer service (Saddle Creek Logistics Services, 2011). Cross-docking may be the
effective response to the challenges coming from the unfavourable turn in economic conditions, as a rule,
it does not require vigorous investment or vast transformation of existing infrastructure (Saddle Creek
Logistics Services, 2011).

Trying to keep up with the clients demand, some logistics service providers have started to roll out
the regional cross-docking warehouse networks. Thus, FM Logistic, international logistics company,
opened such warehouses in Saint Petersburg, Samara, Rostov-on-Don, Nizhny Novgorod, Volgograd,
Ulyanovsk, Krasnodar, Krasnoyarsk, Omsk, Ekaterinburg, Novosibirsk, Khabarovsk and Vladivostok
(FM Logistic Russia, 2016).

Specialization of logistics operators may be different depending on the needs of their clients or
particular segments of the customer base. SMEs form one of the promising segments of such a base.

Traditionally, logistics agents in the Russian Federation prefer to service major clients with large
scale traffic, heavy demand for safe storage, material handling etc. However, in crisis, many big
companies from different industries reduced their demand for logistics operators’ services, because of
overall economic deterioration, reduction in demand from supply chain counterparts, diminution in
revenue and profit. LSPs heavy reliance on the limited number of major clients, in some cases, led to
decline in sales and reduced the rate of their facilities utilization (in particular, it resulted in the rise of
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vacancy rates at logistics operators’ warchouses). Under such circumstances, it seems to be reasonable for
logistics operators to pay attention to the previously underestimated clientele - SMEs.

Despite difficult geopolitical and economic conditions over the period of 2014-2016, the number
of small and medium-sized enterprises in Russia increased by 14% and 19% respectively (Russian SME
Resource Centre, 2016). Along with that, there was a strong increase in the sales of medium-sized
businesses producing food products, machines and equipment as well as organizations employed in other
manufacturing industries (Fig. 5).
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Figure 5. Turnover dynamics of medium-sized businesses in the Russian Federation by the type of economic activity
(Federal State Statistics Service of the Russian Federation, 2015)

On June 09, 2016, the Government of the Russian Federation approved the Development Strategy
for SMEs in Russia until 2030. Its key objectives include an increase in the SMEs’ share in the Russian
GDP from current 20% to 40%, as well as 2.5 times rise in such companies’ turnover in comparison with
2014 (from 41.8 to 104.7 trin. roubles) (Government of the Russian Federation, 2016). The document, in
particular, embraces measures aimed at facilitating and widening access of small enterprises to the
government purchases.

SMEs development will bring rise in demand for the specialized logistics infrastructure. Thus, the
Skladman USG research forecasts that by 2030 the demand for “Light Industrial” warehouses (with an
area of 100 to 5,000 sg.m and inner height of 6-12 m, specially designed for small and medium-sized
businesses) all over the Russian Federation will increase by 3 (conservative scenario) - 6 min. sg.m
(optimistic scenario). In 2016 the aggregated area of small-size warehouses in the Russian Federation was
estimated in 5 min. sq.m, of which only 10% had “prime property” investment grade (analogue of A and
B categories for large-format warehouses). 70% of the remaining area constitutes a C class warehouses -
soviet era facilities, generally, within the former factories. As a comparison, it may be noted that in
Germany “Light Industrial” warehouses' total area is 333 min. sq.m. The vacancy rate for “Light
Industrial” warehouses in Moscow is 5%, in other major Russian cities it varies from 2% to 9%
(Skladman USG, 2017).

High demand for small-size warehouses is a topic of great interest for the commercial property
developers. Some of them have already started setting up new-style warehouses. Thus, PNK Group, one
of the leaders on warehouse and manufacturing property development market in Russia, announced
construction and lease of blocks, with the area starting from 720 sq.m, in Valishchevo industry and
logistics park (the Moscow Region), with ready infrastructure and adjacent territory with separate access.

Demand for small warehouses is of interest, also, for 3PL operators since it indirectly
demonstrates unmet need of SMEs in the basic logistics services. It seems clear that, in the framework of
tight financial resources and high credit rates, investments in own logistics facilities for small and
medium-sized businesses are not feasible. The lease of “Light Industrial” warehouses, however, assumes
significant investments in acquisition of warehouse equipment, personnel hiring and training,
organization of IT support for material handling processes, and, altogether, the development of own
logistics competencies. The development of own logistics on the part of SMEs can be justified by the lack
of specialized service proposals from the logistics operators, high entry barriers imposed by LSPs, low
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quality of their service as well as excessive tariffs. All these factors are currently relevant for the Russian
market. Nevertheless, gradually changing situation can already be observed - major logistics agents start
forming special offerings on SMEs servicing. Thus, for example, in 2016 such proposal was developed by
FM Logistic, one of the leading players on the Russian logistics services market. The provider offers
SMEs simplified access to the integrated services, including international transportation, customs
clearance, safe storage, pre-sale goods preparation (packing and co-packing options) as well as goods
delivery in Russia (FM Logistic, 2016). The example of major operators is already followed by some of
the smaller ones (Dial Group Logistics, 2017). However, in order to be successful and competitive, the
logistics operators’ service offering for SMEs should take into account specific characteristics of this
sector and its dissimilarity from the one of large companies. Those features and dissimilarities include the
following:

o lower level of available funding (Wagner and Franklin, 2008);
longer cash-to-cash cycle;
commitment to short-term financial results;
lack of time for management to implement changes (Brau et al., 2007);
dependence on core clients and their ways of interaction in the supply chains (Arend and
Wisner, 2005; Quayle, 2003);

o lack of knowledge or resources for effective implementation of key logistics functions (Soinio

et al., 2012).

This list may be added with a necessity of flexible logistics service and fixed costs reduction in the
times of crisis, making customer demand even more volatile and harder to forecast. In practice, for
instance, it leads to unacceptability of long-term reservation of warehouse space and shift to the tariffs in
line with actual capacity utilization.

The presented features explain the need of some SMEs not only in the basic logistic services of the
operational level but also in logistics operation planning and consulting services on supply chain
management issues (Soinio et al., 2012).

Because of the existing working capital shortage, financing of inventories or factoring may be of
great interest for lots of SMEs. While a bank and a client negotiate a loan, client’s goods are located at the
logistics provider’s warehouse. In this case LSP can supply the bank with credible information on the
current status of the client’s inventory. Thus, having the latest information about the client’s material
flow, the logistics operator reduces the bank's risk and plays an important role in ensuring reliability of
this financing scheme. Factoring supposes even more active participation of logistics operator in
providing financial services to the client. This scheme assumes that SME (supplier) sells goods to another
company (customer) and 3PL operator provides the supplier with the basic logistics services (including
goods delivery to the client) as well as with the value added ones. Upon receiving information about the
customer order from the supplier, the logistics operator pays the supplier for the goods (fully, except for
its commission, or partially - in accordance with the agreement between the parties). Then, the operator
delivers goods to the customer and receives money for the shipment. Therefore, in this scheme, the
logistics agent performs not only its traditional functions but also acts as a factor. This has the following
obvious benefits for SME: reduction in cash-to-cash cycle and, consequently, decrease in the need for
expensive working capital. Factoring for SMEs can be cheaper than traditional bank loans, since banks
often consider SMEs as low credit score borrowers. At the same time, bank’s credit rate for large-scale
and long-standing 3PL operator to provide factoring service may be lower than for SME. In case logistics
service provider's credibility is higher than the customer's one, SME becomes a winner, too. The reason
behind that is the difference in credit rates which directly affects the customer’s inventory holding costs
(Chen and Cai, 2011).

Logistics operator in this scheme increases its revenue by providing financial services in addition
to the basic ones (Chen and Cai, 2011). Besides, 3PL operator, providing these services, becomes more
attractive for the vendors and the customers in the supply chains. This results in growing market share of
such LSP (Cao and Zhang, 2013). Of course, there are several risks: credit, moral, legal, administrative
(Yan and Suo, 2013) that need to be considered by logistics operators when they assess the feasibility of
financial services provision.

Inventory in-transit financing is already available on the markets of the economically developed
countries as well as some of the developing ones. Thus, for example, such services have been well known
and widely used in China for almost two decades. On a national scale this business started in 1999, when
CMST, the provider of logistics services, joined forces with several commercial banks. At the moment,
the number of SMEs, using logistics operators’ financial services, is constantly growing. Potential of this
market arouses interest on the part of both practitioners and academics (Liu et al., 2015).
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Despite the novelty of such services for the Russian market, the first logistics operator, offering an
opportunity for inventory financing and factoring to its clients beyond the traditional service, has already
appeared. These services are proposed by IML in partnership with “RFI Bank” JSC which holds the
controlling stake in the logistics service provider (Banki.ru, 2017).

4. Conclusions

Currently basic logistics operators dominate the Russian market of logistics services. Carriers and
freight forwarders constitute the major part of such operators. The development of the logistics
outsourcing market is constrained by a lack of high quality logistics infrastructure, unfavourable
economic situation, difficult geopolitical environment, decrease in foreign trade turnover with the
European Union and the USA. To secure and reinforce their businesses under current conditions, LSPs
may choose such directions of strategic development as specialization on the needs of the most promising
groups of clients, enlargement of the service offerings and geographical expansion. Retail chains are
among the most promising clients for logistics operators in Russia. Retailers, developing the chains of
discount stores, are of utmost interest since this format demonstrates outstripping growth in times of
economic recession and population's disposable income reduction. Permanently high share of the retailers
among the warehouse property leasers is the telltale sign of their unmet demand for the logistics services.

SMEs form another promising segment of the customer base for the logistics operators to pay
attention to. The state program to support the development of small and medium-sized businesses is
aimed at doubling their contribution into the Russia’s GDP that will lead to the comparable growth of
SMEs’ demand in logistics services. Acute shortage of the appropriate logistics infrastructure — “Light
Industrial” warehouses is another factor explaining the demand for the logistics providers’ services on the
part of SMEs.

Focus on retail chains and SMEs requires logistics operators to develop not only transportation
services but also warehousing ones that are currently lagging behind. These services embrace loading and
unloading of the trucks, receiving and inspection, sorting of goods, safe storage, order picking at different
levels (including eaches), packing and co-packing, pre-sale preparation and palletizing. Having a
warehouse, logistics operator can raise its attractiveness for the clients by providing them with cross-
docking service in the classical form as well as with some degree of consolidation. Another way to
enlarge service offering involves logistics operations planning and SCM consulting services that are of
particular relevance for SMEs.

Besides the traditional logistics package, additional financial services are gaining more and more
popularity. Strategic partnership with banks significantly increases 3PL operators' capabilities, allowing
to provide inventory financing and factoring to their clients. These financial services are highly relevant
under current economic conditions.

Along with the service range enlargement and focusing on the needs of the listed types of clients,
LSPs could also consider entering not only Moscow and Saint Petersburg but also such promising
geographical markets as Yekaterinburg and Sverdlovsk Region; Ufa and the Republic of Bashkortostan;
Kazan and the Republic of Tatarstan.

The results of the conducted research produce practical benefit for the managers of 3PL operators
by helping them to identify promising areas for further development in unstable economic environment.
The obtained results are also highly relevant for academics, as they provide starting point for further
research of the Russian logistics outsourcing market. Potential areas for further research include
examination of the demand for the logistics services created by internet retailers and omnichannel
companies; analysis of the development prospects for the logistics management outsourcing in Russia®;
evaluation of the relative SMEs’ demand for operational and managerial logistics services; identification
of priority areas for the strategic development based on the type of the logistics operator.
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