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Abstract

Purpose — This paper explores the conditions in which Logistics Service Providers (LSPs)
can compete or collaborate with banks in offering Inventory Financing as a Supply Chain
Finance (SCF) service.

Design/methodology/approach — A multiple case study research methodology was adopted.
The case study involved six LSPs across Europe. Data was collected through semi-structured
interviews.

Findings — The results highlighted that an attractive credit demand for LSPs consists in
suppliers with high amounts of inventory or borrowing needs that go beyond their borrowing
capacity from the perspective of a bank.

LSPs can respond to this demand when they have three specific capabilities: risk assessment,
risk monitoring, and organizational capabilities. The offer of Inventory financing can be
controlled by the LSP or by the bank. When the LSPs control the offer, they offer different
conditions compared to the banks in terms of credit rationing, transaction costs, payment
flexibility, tax rate advantage, and financial risk management. When the bank controls the
offer, the LSPs influence the nature of SCF services only in terms of credit rationing and
transaction costs. LSPs seem to easily develop risk assessment and risk mitigation
capabilities, while the organisational capabilities appear to be the most challenging to build,
and when absent they create a barrier to the provision of inventory financing.
Originality/value — The value of the paper is twofold. Firstly, the paper provides a
comprehensive taxonomy of the factors conditioning the role of LSPs in the provision of
inventory financing as a SCF service. Secondly, the paper clarifies the link between the

factors and the different roles played by LSPs.
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1. Introduction

Supply Chain Finance (SCF) is an emerging field of research focused on the management
of financial flows across the supply chain (Gelsomino et al., 2016), with the purpose of
reducing the risks and maximising the profit for the different actors involved (Caniato et al.,
2016). The mechanisms for the reduction of risk and the creation of profit include the
optimisation of the cash to cash cycle, the avoidance of payment delays, the management of
working capital (Evans and Koch, 2007; Sadlovska, 2007; Hofmann and Kotzab, 2010), as
well as higher integration between the primary and secondary actors of the supply chain
(Chakuu et al., 2019). The existing studies on SCF focused mainly on the supply side of
supply chains (Chakuu et al., 2019) and they described a number of SCF instruments, such
as reverse factoring (Dello Iacono et al., 2015; Caniato et al., 2016; Liebl et al., 2016; Bals,
2019), dynamic discounting (Basu and Nair, 2012; Bryant and Camerinelli, 2014; de Boer et
al., 2015; Caniato et al., 2016) and inventory financing (de Boer et al., 2015; Song et al.,

2016; Martin and Hofmann, 2017; Xu et al., 2018; Lam et al., 2019).

Inventory financing is gaining an increasing attention within the academic and industrial
community (Liu et al., 2015; Liebl et al., 2016; Xu et al., 2018; Bals, 2019; Martin and
Hofmann, 2019; Moretto et al., 2019; Wang et al., 2019; Jia et al., 2020) because of the

considerable amount of Inventory that characterises global supply chains.

While traditionally banks were controlling the offer of SCF instruments, the growing use
of instruments like inventory financing is changing this scenario and is increasing the
importance of new actors such as logistics service providers (LSPs), non-bank financial
institutions (NBFIs), and platform providers (Chakuu et al., 2019).

LSPs can collaborate or compete with banks in offering inventory financing, since they
can use their better visibility of the supply chain and their closer control of the inventory.

However, the conditions in which LSPs can compete or collaborate with banks in offering
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inventory financing as a SCF service are still unclear. Previous studies identify different
factors conditioning the role of LSPs in the provision of inventory financing as an SCF
service, but a comprehensive taxonomy of these factors is still missing, and the link between

the factors and the different roles played by the LSP is unclear.

Understanding these factors is highly relevant given the number of LSPs that are
interested in the provision of SCF services. Large LSPs, such as UPS, DHL and Swiss Post,
are already offering various financial value-added services at operational and strategic levels

to enhance their service offering portfolio (Hofmann, 2009; Chen and Cai, 2011).

This paper aims at filling this gap, and it proposes an empirically validated framework
that classifies all the key the factors conditioning the role of LSPs in the provision of
inventory financing as an SCF service as well as the link between these factors and the

different roles played by the LSPs.

The paper is structured as follows. Section 2 introduces SCF and inventory financing and
reviews the previous studies on the factors conditioning the role of LSPs in the provision of
inventory financing. The section ends with a theoretical framework that is the basis for the
empirical work. Section 3 summarises the multi case study methodology adopted for the
validation and refinement of the framework. Section 4 presents and discusses the results of

the empirical work. Section 5 discusses the results and Section 6 presents some conclusions.

2. Literature review

SCF aims at planning, steering, and controlling the financial flows along a supply chain
and it has become pivotal among academics and practitioners, especially since the global
financial crisis of 2007-2008 (Hofmann, 2005; Pfohl and Gomm, 2009; Bryant and
Camerinelli, 2014; Liebl et al., 2016; Bals, 2019). Hofmann (2005) and Pfohl and Gomm

(2009) highlight that SCF does not focus on a single actor of the supply chain. According to
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them, SCF is an approach for two or more members in a supply chain (customers, suppliers
and service providers) that optimise create value through planning, steering, and controlling
financial flows. These activities increase the value of all the participating supply chain
members and optimise the use of their working capital. Similarly, Bryant and Camerinelli

(2014) define SCF as:

“The use of financial instruments, practices and technologies to optimise the management
of the working capital and liquidity tied up in supply chain processes for collaborating
business partners. SCF is largely ‘event-driven’. Each intervention (finance, risk mitigation
or payment) in the financial supply chain is driven by an event in the physical supply chain.
The development of advanced technologies to track and control events in the physical supply

chain creates opportunities to automate the initiation of SCF interventions.”

This definition takes into account supply chain, supply chain members, processes,
interventions, and interrelationships. Moreover, it highlights that SCF is an event-driven

phenomenon, initiated by specific interventions that take place in the supply chain.

SCF can be studied from a supply chain-oriented perspective (Hofmann, 2005; Pfohl and
Gomm, 2009; Wuttke et al., 2013; Mathis and Cavinato, 2010; Liebl et al., 2016) or finance-
oriented perspective (Camerinelli, 2009; More and Basu, 2013; Bryant and Camerinelli,
2014). The supply chain-oriented perspective considers every possible financing mechanism
within the supply chain, while the finance-oriented perspective focuses on the financing
mechanisms involving a “traditional” financial institution. These two perspectives generated

various schools of thoughts and approaches towards SCF.

The actors coordinating SCF instruments can be either primary or supportive (Pfohl and
Gomm, 2009; Chakuu et al., 2017; Chakuu et al., 2019). The primary actors are directly

involved in the material, informational and financial flows within the supply chain (e.g. focal
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company/buyer and supplier), while the supportive actors provide support services to the
primary members (e.g. service providers and traditional banks). Chakuu et al. (2017) further
categorise the service providers into LSPs, NBFIs, and platform providers. The above-
mentioned actors can provide a range of SCF instruments including fixed-asset financing,
inventory financing, and accounts receivable/accounts payable financing (Chakuu et al.

2019).

(Bryant and Camerinelli, 2014) focused on the SCF actors and developed the concept of
“disintermediation”, indicating that a bank or a non-bank financial institutions (NBFIs) can
be substituted by another member of the supply chain for the provision of SCF services.
They argued that LSPs are in a favourable position to substitute the banks/NBFIs in the
provision of SCF services, although only Hofmann (2009) further analysed this potential
role of LSPs. These studies tend to see LSPs as mediators that work with traditional banks to
support their financing solutions, or with parent firms that provide SCF solutions via their

financial intermediaries.

Among the different SCF solutions, this paper focuses on inventory financing, namely a
set of SCF instruments that leverage purchase orders, raw materials, and inventory as part of
the financing mechanism. Inventory financing is increasingly interesting for SCF actors such
as LSPs, non-bank financial institutions (NBFIs) and platform providers (Chakuu et al.,
2019). LSPs in particular are playing an increasingly important role as providers of SCF
services (Pfohl and Gomm, 2009). While traditionally a bank would provide the capital for
SCF solutions, a set of changes in the credit demand challenged the role of banks and
increased the possibility for LSPs and other new actors to offer SCF services (Bryant and
Camerinelli, 2014).

In a traditional scenario, banks can benefit from economies of scale and expertise in

managing cash flow and therefore in offering SCF solutions. However, under specific
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conditions LSPs could compete with banks, or add value and collaborate with banks in the

provision of SCF instruments.

Previous studies highlight that LSPs involved in the provision of Inventory financing can

have two different roles: mediator or provider.

The LSP acts as a mediator when a Bank/NBFI offers a short-term loan in coordination
with an LSP. This instrument is also called an Integrated Logistics Financial Service (ILFS)
(Chen and Cai, 2011). The loan is based on the value of the collateral that in this context is
inventory (raw materials, work in progress, finished), in-stock or in-transit. This instrument is
used by both buyers and supplier for buying additional inventory or improving cash flow.
The set credit limit is also affected by the type of inventory, its condition (whether it is pre-
processed, work in progress, or finished) and its ability to be resold. Once the credit limit is
finalised, the inventory is pledged and transferred into the warehouse coordinated by an LSP.
The traditional bank/NBFI can then transfer the loan amount to the buyer/supplier. The LSP
not only coordinates the inventory, but also maintains its quality, checks for counterfeit items

and, if the need arises, liquidates the inventory on behalf of the traditional bank/NBFI.

The LSP acts as a provider when it takes the ownership of inventory from the supplier and
resells it to the buyer. Like in the previous category, the loan is based on the value of the
collateral. The key difference between the mediator and the provider role regards the
disintermediation of the traditional bank/NBFI by the LSP. Like other forms of
inventory/warehousing finance, this instrument focuses on providing financial support to the
suppliers. The suppliers can use the loan for buying additional inventory or improving cash
flow. The credit limit is set on the same basis as the previous instrument. Once the credit
limit is finalised, the LSP transfers the loan amount to the supplier. Consequently, the LSP
sells the inventory to the buyer. In case the LSP is not cash-rich, it may raise capital from the

traditional bank/NBFI.
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Several SCF studies analysed the factors conditioning the role of LSPs in the provision of
inventory financing. These studies identified three categories of factors: the nature of
demand, the capabilities of the LSP, and the nature of the SCF offer. The remainder of this
section will define and review these factors.

Nature of the demand

The first category of factors conditioning the role of LSPs in the provision of inventory
financing describes the nature of the supplier’s demand for credit, characterised through the

Exceeding capital needs (factor 1.1) and the amount of Inventory in transit (factor 1.2).

1.1 Exceeding capital needs. The first situation in which an LSP can compete with a bank
arises when the amount of capital that the supplier needs exceeds the normal borrowing
capacity from the bank’s perspective. Many financial institutions are not willing to provide
financial support beyond the normal borrowing capacity of a supplier (Cao and Zhang, 2012).
Previous studies described several cases in which a supplier’s need for capital exceeds its
normal borrowing capacity, such as during growing (Asselbergh, 2002; Extra et al., 2016) or
seasonal sales (Ng et al., 1999; Asselbergh, 2002). A seasonality of sales can require an
injection of liquidity when the supplier needs capital to respond to the increase in demand. At
the same time, the supplier may need additional capital to cover the fixed costs during the
downturn (Asselbergh, 2002). The banks tend to consider the seasonality of sales as a source
of additional risk, connected to a lower profit margin or greater loss (Ng et al., 1999;
Asselbergh, 2002). Similarly, sales growth implies a need of increasing the suppliers’
capacity to meet the demand, with the related investments and financial needs. Banks tend to
consider sales growth as a short-term phenomenon that can affect the supplier’s profitability
and margins, and therefore they are reluctant in offering their SCF services (Asselbergh,

2002).
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1.2 Inventory in transit. The second situation in which an LSP can compete with a bank
arises when the supplier has a considerable amount of inventory in transit that leads to
pending accounts receivables. With a large proportion of pending accounts receivable and
reduced liquidity, suppliers generally require cash from external sources (Asselbergh, 2002;
Dello Tacono et al., 2015). Banks tend to perceive uncertainty and increased financial risk in
this situation because of the fluctuations of total receivables, and therefore they are reluctant

in offering their SCF services (Dello Iacono et al., 2015).

LSP capabilities

The second category of factors conditioning the role of LSPs in the provision of inventory
financing describes the LSPs’ capabilities. Previous studies highlight three types of
capabilities: the capability of risk assessment (factor 2.1), the capability of risk mitigation
(factor 2.2), and the organisational capabilities (factor 2.3). These capabilities are affected by
the conditions such as LSP size, age of firm, country of origin, and type of LSP. This study
will consider these factors as antecedents of the capabilities themselves, likely to affect the
way inventory financing is offered (Asselbergh, 2002; Buzacott and Zhang, 2004; Garcia-

Teruel and Martinez-Solano, 2010; Moritz et al., 2016).

2.1 Capability of risk assessment. The capability of risk assessment represents the
capability of an LSP to assess the financial risk connected to each supplier. There are two
factors that affect the nature of this capability in a specific SC configuration: the social
capital and trust along the supply chain and the Intra and inter-firm collaborations. Previous
studies highlighted that social capital and trust between an LSP and suppliers affect the credit
availability and the enforcement of financial contracts (Liu, 2015; Caniato et al., 2016; Liebl
et al., 2016; Moritz et al., 2016). Intra and inter-firm collaborations represent the
collaboration between LSPs and suppliers within and outside the organisations. These two

factors affect the LSP’s supply chain visibility and place it in a better position to offer

9



oNOYTULT D WN =

International Journal of Operations and Production Management

financial support to the suppliers with respect to the banks (Basu and Nair, 2012; Bryant and
Camerinelli, 2014; de Boer et al., 2015; Caniato et al., 2016; Song et al., 2016; Xu et al.,

2018; Bals, 2019).

2.2 Capability of risk mitigation. The capability of risk mitigation represents the LSP’s
capability to mitigate the financial risks. For a specific SC configuration, this capability
depends on inventory monitoring and liquidation policy. Inventory monitoring indicates the
capability of monitoring the inventory of debtors (Hofmann, 2009; Chen and Cai, 2011; Li et
al., 2011; Liu, 2015), while the liquidation policy is the policy adopted for seizing the
inventory of suppliers in default and for redeploying it efficiently (Buzacott and Zhang, 2004;
Garcia-Teruel and Martinez-Solano, 2010). Thanks to its position in the supply chain, an LSP
can easily monitor the debtors’ inventory in transit or warehouses (Hofmann, 2009; Chen and
Cai, 2011; Li et al., 2011; Liu, 2015). In contrast, banks need the support of a third-party for
monitoring or seizing the inventory. At the same time, thanks to their extended relationships
with the suppliers and thanks to the ownership of the inventory, LSPs generally have lenient
liquidation policies compared to the banks in case of supplier default of the supplier
(Asselbergh, 2002; Buzacott and Zhang, 2004; Garcia-Teruel and Martinez-Solano, 2010;

Moritz et al., 2016).

2.3 Organisational capabilities. Organisational capabilities describe the organizational
expertise and skills needed to offer SCF, including the knowledge of SCF,
accounting/invoicing standards, agency risks and costs, organisational policies, global
breadth, introduction timeliness, operating flexibility, as well as ICT capabilities (Chakuu et

al., 2019).

Several studies highlighted that an adequate knowledge of SCF and its mechanisms is
crucial for LSPs willing to offer SCF services (Mateen and More, 2013; More and Basu,
2013; BAFT et al., 2016; Martin and Hofmann, 2017).

10

Page 10 of 40



Page 11 of 40

oNOYTULT D WN =

International Journal of Operations and Production Management

LSPs sharing the accounting/invoicing standards with the suppliers can more easily offer

them SCF (Bryant and Camerinelli, 2014; BAFT et al., 2016; GBI, 2016).

LSPs can foster the integration of the company and of the supply chain, enabling it to
overcome the “silos” mentality and the agency risks that lead to effective supply chain
planning, particularly essential for successful SCF (Hill et al., 2013; Moritz et al., 2016; Yan

etal., 2016).

The organisational policies of the LSP affect the possibility of offering SCF conditions
that are more attractive if compared to a bank (de Meijer and de Bruijn, 2013; More and

Basu, 2013).

The global breadth indicates the capability of LSPs of facilitating the flows of materials,
information, and cash of a supply chain on a global scale. While Banks tend to offer financial
services nationally because of regulatory barriers, an LSP can easily be familiar with the
management of cross national financial flows, thus gaining a key competitive advantage

compared to the banks (GBI, 2016; Lorentz et al., 2016).

The introduction timeliness is the capability describes the timeliness in introducing a SCF
program for a large proportion of suppliers (Wuttke et al., 2016). This factor is essential and
directly related with the risk assessment capability of an LSP, since a supplier with a low risk

assessment can quickly enrolled into a SCF program.

Operating flexibility represents the capability of the LSP of controlling changes in the
flows of material, information, and cash (Basu and Nair, 2012; Bryant and Camerinelli, 2014;
de Boer et al., 2015; Caniato et al., 2016; Song et al., 2016; Xu et al., 2018; Bals, 2019). This
factor can give to LSPs a key competitive advantage with respect to the banks, since the
banks rarely have the same visibility of the supply chain from an end-to-end perspective that

enables to effectively react to change (Garcia-Teruel and Martinez-Solano, 2010).
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Lastly, ICT capabilities describe the capabilities of information acquisition and sharing
(Lamoureux and Evans, 2011; Popa, 2013; Bryant and Camerinelli, 2014; Caniato et al.,
2016; Chakuu et al., 2017; Chakuu et al., 2019). Several studies highlighted that symmetric
information across the supply chain is pivotal for the provision of SCF services (Hill et al.,
2013; Moritz et al., 2016; Yan et al., 2016). LSPs acquire and share information about
inventory and suppliers as part of their daily work, and they generally use ICT systems for
warehouse management, valuation track and trace, or supply management. Therefore, this

factor can give to LSPS a competitive advantage compared to the banks.

Nature of SCF offer

The third category of factors conditioning the role of LSPs in the provision of inventory
financing describes the credit offer. The credit offer can vary in terms of credit rationing
(factor 3.1), transaction costs (factor 3.2), payment flexibility (factor 3.3), tax rate advantage
(factor 3.4), and financial risk management (factor 3.5).

The credit rationing describes the borrowing constraints connect to the SCF service
(Seifert et al., 2013; Bryant and Camerinelli, 2014; O'Toole et al., 2015; Chakuu et al., 2017,
Chakuu et al., 2019). Traditional banks and NBFIs can have expensive or prohibitive
borrowing constraints, and therefore LSPs can leverage this factor and offer better credit
rationing conditions to attract new customers.

Transaction costs describe the processing costs related to the loans, and they are related to
information exchange, monitoring costs, finance search, fee for renegotiating credit contracts,
and payments (Hill et al., 2013; Kortman et al., 2016; Wandfluh et al., 2016). These costs are
generally high when credit comes from the banks, and LSPs can often offer substantially
lower transaction costs to compete with banks in the provision of SCF services (Hill et al.,

2013).

12
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LSPs can also offer to the suppliers more flexibility in the repayments (Soufani et al.,
2013; Extra et al., 2016; Chakuu et al., 2017; Chakuu et al., 2019).

Tax rate advantage indicates that an LSP offering SCF can reduce the amount of taxes to
pay because of the reduction of net income (Hill et al., 2013; Soufani et al., 2013; Liebl et al.,
2016).

Financial risk management indicates the possibility of better balancing the financial risk
between the different actors of the SC, and a better balance of risk reduces the risk of
bankruptcy for all the members of the supply chain. (Seifert et al., 2013; Bryant and

Camerinelli, 2014; O'Toole et al., 2015; Chakuu et al., 2017; Chakuu et al., 2019).

Based on the reviewed factors, the authors of the study developed a set of hypotheses on
the behaviour of LSPs in the different situations that the factors describe. If there are the right
demand conditions but the LSP doesn’t have the needed capabilities to offer SCF services,
the LSP will not be involved in the provision of the SCF services. When there are the right
demand conditions but the LSP has only some of the needed capabilities to offer SCF
services, the bank/NBFI will control the provision of the SCF service and the LSP will play a
mediating role. When there are the right demand conditions and the LSP has all the needed
capabilities, the LSP could collaborate with the bank in offering the service or offer the
service by itself, based on the nature of the LSP capabilities and of the SCF offer. Table 1

summarises the hypotheses and shows the theoretical framework of this study.
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3. Research design

A three-stage abductive research design was adopted, as illustrated in Figure 1, to provide
the ability to offer new insights (Kovacs and Spens, 2005). Stage 1 focused on the
exploration of the applicability of SCF “theory” to the “new” context of LSPs. Stage 2 was
an iterative process of “theory matching”, to the SCF literature. As the authors sought to
explain the conditions in which LSPs can compete or collaborate with banks in offering
Inventory Financing, they investigated six LSPs across Europe. The abductive cycle closed
in Stage 3, when theoretical saturation was reached and the theoretical framework initially
proposed from the review of the literature was reviewed and validated. The specific research

questions (RQs) that the study sought to address can be expressed as follows:

RQI1 What are conditions in which Logistics Service Providers (LSPs) can compete or

collaborate with banks in offering Inventory Financing?

RQ2 How do LSPs behave in the different situations?

——————————— Insert ‘Figure I Three stage abductive research design’ here---------

2.1 Case Study Design

The objective of this paper is to empirically study the conditions in which LSPs can
compete or collaborate with banks in offering inventory financing. The context in which
SCF is offered and LSPs operate is truly complex spanning both internal and external
organisational boundaries. This complexity caused by lack of theory and well-supported
definitions and metrics supports a case study methodology (Eisenhardt, 1989; Harrison,

2002).

The study took the form of a multiple case study (Yin, 2009) followed by cross-case

analysis. The authors of this paper used the five-stage process of case study design as

14
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described by Yin (2009). Its focus was six LSPs across Europe. The cases were selected
based on the purposive sampling method, where the case is selected based on the conceptual
framework and research questions. As described by Miles and Huberman (1994), purposive
sampling is suitable for qualitative research which is informed a priori by an existing body of

social theory on which research questions may be based.

The cases selected for this analysis are taken from a pool of LSPs, who were part of a
research project with regard to which authors were part of the research team. The LSPs
selected are either willing to offer inventory/warehousing finance or to extend their existing

inventory financing offers. Table 2 presents the characteristics of the selected cases.

As 1illustrated in Table 2, six LSPs are located across various regions of Europe.
Interestingly, Delta and Theta are 4PLs while the other LSPs are 3PLs. This is clear from the
range of services each LSP is offering.

The rigour of the research design is ensured by following the four basic tests commonly

used in empirical research (Yin, 2009). These tests are summarised in Table 3.

The tactics illustrated in Table 3 were used as a checklist to ensure that, where appropriate,
the proposed tactics have been utilised as a way of maintaining the quality of the studies for
this paper. Specifically, the external validity of the studies was improved by using six cases
and cross-case analysis. The cross-case analysis in this context takes in to account contextual
factors as a way to establish the domain in which the findings can be generalized. This

enabled the use of replication logic and pattern matching to explore the LSPs capabilities and
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associated behaviours to offer SCF services across the six cases. In terms of data collection,
the author has endeavoured to use all three of the suggested techniques to improve construct
validity. These include the use of multiple sources of data, establishing a clear chain of
evidence and having informants review key case study reports. Furthermore, the reliability of
the data collection phase was improved through the use of a case study protocol and
development of a case study database. Finally, during the analysis stage, internal validity is

increased through the use of techniques such as template analysis.

2.2 Prior theory applied in a new context

In order to ensure the rigour of the case study design, a research protocol was developed
(Easterby-Smith et al., 2012). This was a living document that provided the research team
and case study partners with an overview of the rationale for the study, unit of analysis, RQs

and interview schedules for the different stages.

The first step was a scoping study. As illustrated in Table 4, this involved eleven semi-
structured interviews with the senior management. The output was a report that provided a
summary of the context and a recommendation for the scope of the main study (second

step). It was reviewed by members of the research team for accuracy.

The main study focused on the multi-dimensional nature of the factors for the offering of
inventory financing by LSPs. The aim of this stage was predominantly to understand the
current factors for the inventory financing adoption and the related mechanisms. It took the
form of a further 25 semi-structured interviews (see Table 4). The interviews were conducted

at two different levels of analysis: the senior management team (SMT) and the operational

16
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level. Each interview lasted about one hour, took place in the company premises, and was
recorded. The interview schedule logged the interviewee, date, time, duration and any
supporting documentation. Contact notes were written within 24 hours of the interview in line
with (Miles and Huberman, 1994). They were analysed by the authors, and the identified
themes were integrated in the results of the study.

Two of the authors conducted an independent analysis of the interviews, identifying the
quotes relevant to the two themes. Following an iterative process, each quote was related to a
specific factor affecting the SCF offering, and the definitions of practices and factors from
the literature were integrated or tailored when needed. The results of the analysis were

compared and consensus between the authors was reached.

The findings of the study were validated with members of the company in early September

2018 and early 2020.

2.3 Theory matching

The theory matching process is emergent and iterative. It became apparent that whilst
there was genuine overlap between the factors suggested in the literature and the factors
emerging during the interviews, there were a number of enabling mechanisms turning factors
into enablers. The researchers then reflected on these findings and conducted a focus group to
further refine their understanding. This process was repeated twice until theoretical saturation

was reached. From the initial workshop, the theory matching process took weeks to complete.

2.4 Theory suggestions

The researchers recognised theoretical saturation at the point where the continuation of
data collection provided no new conceptual insights. Following this, consensus was reached
for the resultant theoretical framework. The authors sought to provide insight on the way in

which different factors can enable inventory financing offering by LSPs.
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4. Results

Alpha detected a demand for financial services by suppliers with a considerable amount of
inventory in transit. The management highlighted how they were granting to these suppliers a
higher borrowing capacity compared to the banks, stating that “financial support to our
clients is not based on same parameters as that of banks. We see if clients we deal with
balances the trade through the year. This gives us a good indication whether or not to lend
any financial support”. A key difference between Alpha and the banks is a less formal
process to grant the financial support. Due to the existing relationship with its suppliers, Alfa

doesn’t take into account ‘know your client’ regulations and credit rating in offering.

In response to this demand, Alpha developed set of specific capabilities. Risk assessment
and risk mitigation are facilitated by the relationship with the suppliers, and the management
highlighted that “we have systems with which we can monitor the invoices, value, goods in
warehouse as well as during transportation. So, we can use this information for our benefit in
monitoring and liquidating if need arises”. The management also highlighted that the
operating flexibility and dedicated organisational policies supporting SCF facilitate the

provision of inventory financing.

To fulfil the demand, Alpha is offering inventory financing with control of the instrument.
According to Alpha, “borrowing constraints from the banks and other financial institutions
is a good thing if we want to offer SCF, as you have got demand and you additional earn
interest rate as well as you hold their inventory”. Even after charging interest rate, Alfa in
collaboration with banks or third-party provides a competitive rate to the clients due to the

reduction in the transaction costs and associated formalities.

Beta detected a demand from the fresh food transportation firms with capital needs
exceeding their normal borrowing capacity. The firm has the capability of assessing the risk

and the interviewee highlighted that “we have strong relationships with our suppliers”.
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Regarding risk mitigation, Beta can monitor inventory in-transit but doesn’t possess any
liquidation capability. Beta also lacks the organisational capabilities to tailor SCF offering to

serve the financial needs of its suppliers. As a result, Beta is not offering any SCF service.

Delta detected a demand triggered by suppliers with capital needs exceeding their normal

borrowing capacity and with a considerable amount of inventory in transit.

Delta has all the capabilities needed to offer SCF. It has a strong relationship with its
suppliers. The interviewee stated that “we have enormous social and capital trust and it helps
in SCF, especially if the SCF-market is not developed.” Delta uses SCF offerings to enhance
the inter- and intra-firm collaboration by providing supportive functions to the entities
involved. It is also able to mitigate the risk by monitoring the inventory in-transit, inventory
at its warehouses, taking the ownership of the inventory and liquidate it if necessary.
Furthermore, organisational capabilities of Delta adequately support its SCF service

offerings.

To fulfil the financing demand, Delta is offering multiple type of SCF offering without
collaborating with banks. Delta_has inhouse and less formal process of providing the financial
support to the suppliers. According to Delta, “we understand suppliers’ seasonality, growth
in sales and liquidity requirements, so we tailor our solutions to best match their needs”.
According to Delta, “credit rationing increases it demand for alternative source of
financing.” More credit rationed the supplier are more financial services they can offer.
Payment flexibility is a significant advantage for Delta. As stated by Delta, “the payment
flexibility provided by us makes suppliers highly likely to adopt our SCF services.”
Furthermore, Delta’s offerings reduce transaction costs substantially, therefore providing
better offer to the suppliers. Tax rate advantage also makes it attractive to offer SCF as Delta
saves on the net income. Lastly, financial risk management using SCF services makes Delta

to distribute financial risk along the supply chain.
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Gamma detected a demand of Inventory financing from transportation firms in the FMCG

sector with capital needs exceeding their normal borrowing capacity.

The only capability of Gamma consists in assessing the credit risk of the suppliers, thanks
to a strong trust and with suppliers. Because of this lack of capabilities, Gamma is currently

unable to offer SCF to its suppliers.

Theta detected a demand of Inventory financing from suppliers with capital needs

exceeding their normal borrowing capacity and a considerable amount of inventory in transit.

Theta developed a set of specific capabilities to respond to this demand. Theta can easily
assess the risk thanks to strong intra- and inter-firm collaboration. It can mitigate the risk by
monitoring the inventory in-transit and in its warehouses as well as by easily liquidating the
inventory in case the supplier default on the financing solution. The company also developed
Key organisation capabilities consisting in a good operating flexibility and in organisational
policies supporting SCF. The interviewees highlighted that these capabilities created a

structured and easier process to provide SCF.

Theta is offering inventory financing in collaboration with the bank, leveraging better
credit rationing conditions. According to Theta, “borrowing constraints from the banks and

other financial institutions make a strong case for us to help our suppliers”.

Zeta is monitoring a credit demand arising from small transportation firms with capital

needs exceeding their normal borrowing capacity.

The interviews highlighted that the company has a good capability of assessing and
monitoring the credit risk of its suppliers. The interviewee highlighted how these capabilities
were fostered by “a high transparency in monitoring the goods and assets.”. Moreover, the

company developed a good liquidation capability in case default of a supplier.
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However, the company did not develop any organizational capability connected to the
provision of SCF services. Therefore, Zeta is currently not responding to the credit demand
and it is not offering inventory financing. Table 5 summarises the results of the empirical

work.

5. Discussion

The previous section summarised the results of six case studies, analysed to validate and
refine the theoretical framework developed from the literature. The results validated the key
elements of the theoretical framework on the behaviour of LSPs in different contextual

situations.

The LSPs Beta, Gamma and Zeta detect a potential demand but they do not have the
needed capabilities to offer SCF services. None of the companies have the full set of
capabilities needed for the provision of SCF services. In particular, the three LSPs have the
capability of risk assessment, only Zeta has risk mitigation capabilities and none of them has
organisational capabilities. Due to lacking capabilities, Beta, Gamma and Zeta are not able to
respond to the demand and provide a SCF offer that is attractive for their suppliers. The
results suggest that risk mitigation and organisational capabilities are critical to develop

actual SCF offer and more difficult to gain.

The LSPs Alpha and Theta detect a potential demand, and both target suppliers unable to
get financial support from banks. They have the full set of capabilities to offer SCF services,
and they offer SCF in collaboration with the banks. The interviews highlight that offering
SCF in collaboration with banks requires the full range of capabilities highlighted in the
framework. Both LSPs have a specific set of capabilities that allow the assessment and
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mitigation of risk. In addition, Alpha and Theta developed organisational policies that support
offering SCF to its suppliers. In terms of nature of credit offer, both leverage credit rationing
and Alpha uses reduced transaction costs to increase the attractiveness of its offer. In line
with the theoretical framework, this indicates that nature of demand and LSP’s capabilities

are pre-requisite for LSPs to offer SCF in collaboration with the banks.

Delta is the only LSP offering SCF offerings without the mediation of a bank. Delta has all
the capabilities needed to respond to the demand and it uses various leverages to differentiate
its offer from the banks. The nature of Delta’s credit offer is based on the credit rationing,
lower transaction costs, flexibility in payments, less tax and distribution of risk to avoid
bankruptcy. In line with the theoretical framework, the LSP offering SCF as a provider has

the full set of capabilities and a complex SCF offer.

The value of the empirically validated theoretical framework shown in Figure 2 is twofold.
Firstly, the framework proposes a classification of the capabilities that LSPs need to offer
Inventory Financing. The empirical results suggest different degree of difficulty in gaining
these capabilities, and a sequential process that sees risk assessment capabilities developed as
first, followed by risk mitigation and organizational capabilities. The mentioned capabilities,

when absent, also highlight the barriers that LSPs face in offering Inventory Financing.

Secondly, the framework highlights three stages of maturity in the provision of SCF
services: demand detection, capabilities development, and service provision. The LSP plays a
different role in each of these stages and should follow different managerial guidelines. While
detecting a demand, the LSP should consider the opportunity of offering inventory financing
and therefore assess the capabilities needed for its development. While developing
capabilities, the LSP can initially decide to collaborate with a bank for the provision of

Inventory financing.
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The role of the LSP will depend on a trade-off between the costs needed to develop the
three key capabilities and the benefit for the LSP from the provision of the SCF service.
Having developed all the three key capabilities, an LSP is able to offer SCF as a provider.
The LSP can use multiple levers to compete with the bank, and its role will depend on the
nature of the credit offer provided. Therefore, a practitioner can use the framework as a guide

to assess its current maturity and design a roadmap for the provision of inventory financing.

From a theoretical perspective, the framework provides a contribution to the knowledge of
the conditions in which LSPs can compete or collaborate with banks in offering Inventory
Financing as a SCF service. The contribution consists in classifying the factor, in exploring
their hierarchical importance, and in exploring the relationship between the different factors
and the different roles of the LSP. Moreover, while previous papers in this domain studied
the adoption of SCF for a generic instrument, this paper explores the situation for the specific
instrument of inventory financing and by LSPs as specific actors.

6. Conclusion

This study explored the conditions in which Logistics Service Providers (LSPs) can
compete or collaborate with banks in offering Inventory Financing as a Supply Chain Finance
(SCF) service. The authors developed an empirically validated conceptual framework

describing the different roles played by LSPs willing to provide inventory financing.

The study has several limitations. Firstly, the level of detail of the factors has been
conditioned by the level of detail of the previous studies focused on a generic SCF
instrument. Further studies can build on this initial conceptualization and propose a more

detailed maturity model, able to provide more detailed managerial guidelines for the demand
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detection, the development of the capabilities, and the nature of the service provision. At the
same time, further research can study the role of the LSPs by analysing the different forms of
inventory financing that can be provided in the different situations. From a broader

perspective,

Secondly, the study focused on the dyad LSPs/suppliers, but the authors are aware of the
key role played by other actors, such as the platform providers. The same research approach
adopted in this paper could be used to study different actors and instruments. Since the
authors focused on the service provision from the LSP perspective, it is not possible to
generalise the findings to other actors without more research.

A third limitation regards the restriction of the sample to European. While it is possible to
assume that the factors and the maturity levels can be apply in different contexts, this

generalisation requires further empirical research.
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Table I Theoretical framework

Demand X X X

LSP Capabilities X X

SCF Ofter X
LSP role None Mediator Provider
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Table 2 Case Characteristics

Alpha Beta Delta Gamma Theta Zeta

LSP 3PL 3PL 4 PL 3PL 4PL 3PL

categorisation

Country UK Italy Switzerland Netherlands France Germany

Turnover GBP 7.5 million EUR 115 CHF 8.2 billion EUR 150 million EUR 4.2 billion EUR 3.4 billion

million

Services Transportation, Transportation, Traditional logistics ~Warehousing and Transport Transport

offered warehousing, warehousing,  services, digital, transportation solutions, Solutions,
distribution, distribution, financial and mobility warehousing, industry specific
returns integrated solutions, consultancy, solutions,
management, Logistics consultancy, industrial information
WMS hosting, advanced supply services, logistics,
leasing chain services advanced supply warehousing
freight forwarding. chain services

SCF Instruments Inventory None Factoring, Reverse =~ None Inventory None

(offered) financing Factoring, financing

Inventory/Warehousi

ng finance, Dynamic

Discounting
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Table 3 Case study tactics for four design tests

Page 32 of 40

Test Case study tactic Employed in this study Phase of research

Construct validity =~ Theory triangulation Yes Research design
Use of multiple sources of Yes Data collection
evidence (data triangulation)
Have key informant review the Yes Data analysis
case study report

Internal validity Do pattern matching Yes Data analysis
Explanatory building Data analysis

External validity Use theory in multiple Yes Research design
embedded case units (units of Data analysis
analysis)

Reliability Use case study protocol Yes Research design

Develop case study database
Maintain chain of evidence

Data collection
Data collection
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Table 4 Scoping and main study interviews

LSP Number of interviews

Scoping Study Main Study

oNOYTULT D WN =

Alpha 2 5

Beta 2

11 Delta 1

12 Gamma 2
Theta 3

W ol W| W Ww

15 Zeta 1

16 Total 1 25
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Table 5 Case results summary
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Categories Factors Alpha Beta Delta  Gamma Theta Zeta
Nature of the Exceeding capital X X X X X X
demand needs
Inventory in transit X X X X
LSP Capability of risk X X X X X X
arece assessment
capabilities
Capability of risk X X X X
mitigation
Organisational X X X
capabilities
Nature of SCF v Y X X X
Credit rationing
offer
. X X
Transaction costs
o X
Payment flexibility
X
Tax rate advantage
X
Financial risk
management
Bank relations Collaboration None LSP None Collaboration None
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Dear Editor and Reviewers,

We would like to thank you for the feedback and insightful comments you have provided for our paper.
We have taken your suggestions into thoughtful consideration and revised the paper accordingly. We sincerely hope that you find the paper significantly improved.

We have prepared a detailed response to the issues that you have raised in your review, which you can find hereafter.

Suggested Corrections

Action

No mention is made throughout the entire manuscript of field conditions or context
characteristics (for example company size, country, 3PL vs 4PL etc.) that are not to be
considered as additional factors but are anyway likely to affect the way SCF techniques are

perceived by SC actors.

We have added additional text to highlight the field conditions.

Authors should increase the sample size as — in the end — they draw their conclusions based on

five LSPs operating in three European countries.

We have included an additional case (Theta) and explained the
logic of theoretical saturation adopted to decide the number of

cases.

Authors should devote more attention to the importance of their findings in the light of

possible uses in field by SC actors.

Some implications for practice have been added in the

discussion.

Considering the present economic environment, I would suggest the Authors should keep

separate from “government laws and regulations” inhibitors like custom duties and trade wars

The classification of the factors has been modified, with focus on

the competition between banks and LSPs.

Appropriate use of English is made and the text flows smoothly for the beginning to the end.

Proof-read.

Most of the identified enablers and inhibitors of SCF are known in the literature. Although a
relatively complete picture is shared it would be very important to move the manuscript to a
more explanatory level. The authors mainly link enablers and inhibitors to the adoption of
SCF, but it is of course clear that an enabler will enable and inhibitor will limit the adoption, so
I would say that more detailed analysis is needed. For example, how do different inhibitors or
adaptors rather lead to different forms of SCF implementation, or how are they linked to
different tensions. It will be necessary to go in the analysis beyond the directly visible and to
dig deeper into the explanatory power of the data. Then the manuscript would develop into a
very nice contribution. I understand that the submitted version is in line with the conference
submission, but I hope that the authors can go the extra mile as this would make a great

contribution.

We considered carefully this suggestion and repeated the
analysis of data with the objective of moving the manuscript to a
more explanatory level. We now propose a framework that
connects the influencing factors with the role played by LSPs in
the provision of SCF services. We thus identify how different
factors lead to different forms of SCF implementation. We
identified three roles for LSPs in the provision of SCF services:
None, mediator, and provider. Several sections of the paper have

been re-written accordingly.
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In the abstract there is mention that this is “mid-range” theory. While reading the manuscript,
it occurred to me that this would be better positioned as a mid-range theory development
piece. However, there is no mention anywhere else in the manuscript (and no references to
mid-range theory building). Is that the intent? If so, what “theory” is being applied and why is
this context different from other contexts related to that theory?

The second contribution states that “a testable conceptual framework and propositions was
derived. Ifthis contribution is true, then the authors need to go back to the propositions and
framework and present them in a way that they could be tested.

The three categories mentioned — enabling, inhibiting and dual need to be defined, early on. In

particular, the “dual” category is not really developed throughout the manuscript.

7. The authors make their life difficult by deviating significantly from classical case study We have now used case study approach.
structures. It would be better to rather present background/ theory upfront and then delve into
the empirical analysis after a methods section. The multi-method approach isn’t really clear
and I guess I would rather recommend to focus on the core (case study analysis).

8. The reviewer suggests several measures for dealing with the methodological concerns: most We have added appropriate text to justify the sample.
important is to clearly explain and defend your sampling.

9. The manuscript is not well supported by the existing literature (in all sections). The authors We have extended the LR and split into different sub-sections
need to carefully go through the manuscript and make sure that the appropriate literature is corresponding to the different elements of the theoretical
used for support. A recent special issue on Supply Chain Finance was published in the Journal | framework.
of Purchasing and Supply Management. For sure, these manuscripts (including an in-depth
literature review) should be referenced. The methodology section needs more support to make
the authors process believable. The literature review has full paragraphs without references.

10. | Terms need to be clearly defined at first mention. There are terms used throughout that are not | Appropriate definition which authors follow and related
common to most. Even “Supply Chain Finance” — there are multiple definitions in the explanation for selecting it has been added.
literature, which one do the authors follow and why?

11. | The storyline needs to improve and be consistent from the beginning of the manuscript until Several sections of the paper have been re-written to improve the
the end of the manuscript. There is no clear flow and the beginning and the end are kind of story line and the alignment between sections.
disjointed.

12. | Abstract The abstract has been re-written according to the modified focus

of the paper.
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13.

Introduction

The authors need to build up the importance of the topic and pique the interest of the

readers. Perhaps using the article below will help to redesign the introduction in a way that
sets the “hook”.

There needs to be more references in the introduction. It is written in a very subjective

way. The authors mention that research in LSP’s in SCF is in its infancy — which may be true

— but the citation provided is 10 years old and there has been much more research since then.

The introduction has been re-written. References have been

updated.

14.

Conceptual development and literature review
What is the gap in the literature (currently)? What is the theoretical foundation?

What is the research question/Purpose? What are some interesting findings/contributions?

Appropriate text has been added.

15.

Research Design

I think that this section is out of place, and should come after the literature as part of the
methodology.

The figure is a good addition but it is not well described/discussed. The different stages should
be better explained in the text.

Stage 1: Is SCF a theory? If so, there should be some testable tenets and justification that that
is the case. As mentioned in the abstract section — if this is mid-range theory building, you
need to have a strong foundational theory to base that on.

Stage 2: What is “theory matching” and why is it in quotes?

Stage 3: What is “theory suggestions” and why is it in quotes? Definitely need to justify the
idea of theoretical saturation. The results and tables do not include enough data (and likely not
enough cases) to justify this. (more to come in the methods section).

RQ’s should be in the introduction, and repeated throughout to keep a theme running through

the manuscript.

The Methodology section has been moved after LR and modified

with focus on the case study

16.

2.1 (Case Context)
Why these five cases? There is quite a bit of variability across the cases in terms of size and
locations, etc. It is not clear how theoretical saturation was reached. Is this generalizable to

other LSP’s or any other context?

We have included an additional case (Theta), and explain the
logic of theoretical saturation adopted to decide the number of

cases
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The authors mention the idea of “flows” (financial and logistics) but do not cite the literature
here to support the statements. Carter, et al. (2015) in Journal of Supply Chain Management
try to build a theory of supply chain by introducing the flows. Bals and Tate (2018) in the
Journal of Business Logistics build on this work introducing those flows in supply chain
design for sustainability. There is quite a bit more literature that might help support the idea

that “visibility” and “transparency” in finance and logistics flow is an enabler.

17.

2.2 (Prior Theory)

Need much more support for the methodology used. Eisenhardt, 1989 is a good

reference. Barratt and Choi (2015) about case studies. Yin is of course a great reference. The
authors should carefully study (and discuss) how the case studies were performed and how the
data was handled. Was there inter-rater reliability? How was the coding performed — an
example (maybe as an Appendix) would be great. It is hard to “believe” that given this same
data, and the way that it was collected, another researcher would come to the same conclusion.
What is the “mixed” method?

Would like to see a table that shows how the authors ensured validity, reliability, etc.

My suggestion is to look at other manuscripts that have used the case study technique to use
for support. How did those authors ensure (and convince others) that the cases were rigorous?
At the bottom of Page 7 the authors say “...quotes relevant to the two themes.” What are the

themes? If it is enabling and inhibiting — then the abstract should not mention “dual”.

Additional text and table have been added to highlight the rigour

of case studies.

18.

2.3 (theory matching)
Need more cites — what are the factors “suggested in the literature”.
The statement that “there were a number of enabling mechanisms turning factors into enablers

and inhibitors” seems rather tautological.

We have extended the LR and split into different sub-sections
corresponding to the different elements of the theoretical

framework.

19.

2.4 (theory suggestions)
Need to justify “theoretical saturation”. The way the term is used in this section is not

common in the existing literature.

We have added additional text.

20.

3.0 (literature review)
This section needs to be a true literature review (with the relevant literature included) and

much more developed since this is one of the foundations of the research. There are many

We have extended the LR and split into different sub-sections
corresponding to the different elements of the theoretical

framework.
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unsupported statements and terms that are not defined/justified. The first sentence is about
SCM - not all scholars would even agree with the definition presented. There are some

references in this section that are overused.

21.

4.0 (Results)

The use of “realistic analysis” needs more support and justification. Why was this

used? There are other ways to interpret data. Have other authors used this type of
interpretation since 19977

I would like to see a brief within case writeup. We don’t know very much about the
organizations included in this research.

Presentation of the cross-case needs to be improved. There needs to be much more data
incorporated into the results section to make it believable. It is hard for the reader to
understand how the authors got to the results. Use tables with quotes from the

interviewees. Some of the propositions have very little literature support and then one

quote. This is not how case research should be presented.

All of the propositions need to be better supported with the literature and the data. Build tables
and “prove” that this is what is happening.

The propositions should be written in a way that is testable. In their current form, they are
wordy and need to be more succinct. Also, the propositions are not a place to define terms (i.e.

misalignment of standards in prop. 3).

We re-analysed the data and we eliminated the reference to
realistic analysis. We included further information about the
cases and we added both a description of the specific cases and a

cross-case analysis.

22.

5.0 (Discussion)

This is more of a “report” — need to have a true discussion. What does it mean? How does this
advance the field in theory and practice? Develop this section and tie back to the previous
sections of the manuscript.

The way that the results are written, and the data handled makes this section hard to

follow. As mentioned previously, there is a lot of disjoint between the sections and the
manuscript. Improve the readability of the manuscript.

There is quite a bit of “According to the literature....” But then no citations. What literature?
Contributions need to be explicit. Is there a gap in the SCF adoption factor literature? If so,

justify that in the front part of the manuscript. Is this really building theory? Is it a mid-range

The discussion section has been re-written following the

suggestions of the reviewers.
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theory development piece? It is not clear? In its current from the propositions are not testable.
Maybe build a table of the theoretical and managerial contributions so that they are clear to the
reader.

The practical implications need further development. If a practitioner asked you to tell him
about the manuscript and how it might help him/her make better decisions or do a better job,
what would you tell him/her? Is this really a benchmark for other LSP’s? Due to the
variability across the five organizations — can the data be generalized to anyone?

The issues with data collection and interpretation should be discussed earlier in the methods

section. Who are all of the stakeholders? Was there 100 % agreement?

23.

Conclusions

These need to tie back to the rest of the paper. New ideas are introduced here — like the idea of
“generic” SCF to “specific” SCF.

Some of the information here is already discussed in the previous section.

Generalizability is an issue that needs further development. How is this generalizable to any

other context?

The conclusion section has been re-written following the

suggestions of the reviewers.
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