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“Tied to that, because drop shipping reduces inventory 
risk, we’re able to partner with folks to bring their prod-
ucts to the marketplace in a compelling way.”

Wayfair, which has built its business on drop shipping 
and uses it for nearly all of its sales, has partnerships with 
7,000 suppliers, giving it access to 7 million products.

“It means no inventory risk for us, and 
allows us to expand our SKU selection 
and test new products,” said Cathe-
rine Bickel, director of operations for 
eBags, which adopted drop shipping 

right out of the gate when it was found-
ed in 1999.

“The two biggest benefits are minimiz-
ing our inventory risk, and our rapid 
SKU expansion,” said Sharif Sleiman, 
vice president of ecommerce opera-
tions for Staples. “And the majority of 

those new SKUs are drop shipped, so 
it’s a primary driver for that expansion on-

line. As a side benefit, we’re able to shift more orders 
to vendor fulfillment.”

Sleiman said Staples began expanding its assortment 
through an increased focus on drop shipping in 2012, 
when most of its ecommerce orders were being ful-
filled out of stock. Now the majority of orders are drop 
shipped and inventory has been greatly expanded, 
passing the 1 million SKU mark in 2014. 
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Drop Shipping Takes Work, But Delivers 
Tangible Rewards 
By Mike O’Brien, Multichannel Merchant
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I
n the face of relentless pressure from Amazon and 
a highly competitive environment overall, retailers 
are continually seeking ways to cut costs, gain effi-
ciencies and meet rising consumer expectations. 

One of the main tools in this arsenal is drop shipping, 
allowing retailers to have products shipped directly 
from the manufacturer or brand, saving on inventory 
costs while significantly broadening their offerings. 

While there are several advantages to drop shipping 
— such as getting items to customers quicker and re-
ducing overstocks and out-of-stocks — retailers need 
to be careful about how they set up a program by work-
ing closely with vendors to ensure a win-win. Experts 
estimate about a quarter to a third of all ecommerce 
transactions in the U.S. involve drop shipping.

Merchants also need to consider the importance of 
maintaining brand health and loyalty by not sacrificing 
customer experience excellence in order to drive sav-
ings through drop shipping. This makes vendor man-
agement one of the most critical components of drop 
shipping success.

“The key benefit of drop shipping for us 
is bringing a great selection to our cus-
tomers so they have one place to 
shop for the whole home,” said David 
Raymond, vice president of opera-

tions process improvement for ecom-
merce home goods company Wayfair. 
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Vendor Selection, Requirements,  
Setup and Management

Bickel said eBags’ vendor selection process begins 
with its merchandising team, which helps determine if 
the vendor is a good fit for its website and customer 
base.

“Then we set up a prospect onboarding call including 
the merchandising and operations teams to go over 
high-level requirements,” she said. “For instance, they 
need to have a UPC on their product, which used to be 
an issue but isn’t so much anymore. And they have to 
ship with one of our carriers. It also requires inventory 
feeds and sending us invoices. As long as they can meet 
all our requirements, we work to get them set up.”

Bickel said the process can take as little as two to 
three weeks, but most take about two months, with 
product set-up on the website the most time-consum-
ing step. “Operationally, we can set up (order data) 
transmission in a week. It all depends on how quickly 
the brand works with us to get all their product informa-
tion loaded onto our site.”

Jim Reid, vice president of customer lo-
gistics U.S. for QVC, said there are cer-
tain brands or products that are well-
suited for a drop shipping relationship 
with the company.
“As an example, drop shipping is of-

ten used for food products, larger items 
such as furniture, and personalized goods,” Reid said. 
“When assessing drop shipping relationships, we look 
for vendors who are able to provide the same quality of 
fulfillment and presentation that our customers have 
come to expect from QVC.”

Sleiman said Staples uses a rigorous process to deter-
mine vendor eligibility for its Staples Express program.

“We share our standards and routing guide, which is 
part of our normal contract for drop shipping,” he said. 
“We also look at their technology capabilities and the 
integration points, the expected volume and if they 
drop ship with other retailers. We ask if they can ship 
orders in a day, check what their shipping label looks 
like and assess their capabilities, including their fulfill-
ment center operations. Based on all this, we make the 
call in terms of if it feels like a good fit from a drop ship-
ping partner perspective.”

For Wayfair, vendor selection is all about filling in ar-
eas of its portfolio that are lacking in some fashion, Ray-
mond said.

CONTINUED ON PAGE 3

“We’re very open to new partners,” he said. “We’re 
continually looking through our catalog and our selec-
tion, and where there are places that have gaps in 
terms of price point, style and function, we’ll go out and 
target new partners through research and trade shows 
in order to create a complete catalog across all sections 
and price points.”

Maintaining the Customer Experience
Consider the tale of two major ecommerce compa-

nies. In his book “Delivering Happiness,” Zappos CEO 
Tony Hsieh says, “We all knew deep down inside that 
we would have to give up the drop ship business soon-
er or later if we were serious about building the Zappos 
brand to be about the very best customer service.”

In March 2003, Zappos removed all drop shipped 
products from its website, which Hsieh said was one of 
the main reasons Zappos was able to succeed and be-
come the most common example of delivering cus-
tomer service delight.

On the other side is Wayfair. An almost exclusive focus 
on drop shipping — partly because the size of many 
home goods represent shipping challenges — makes it 
rather unique in the world of ecommerce, outside of 
flash sale sites like Zulily, One King’s Lane and Rue La La. 

But Raymond said Wayfair believes it can reap the 
efficiency and cost benefits of drop shipping while 
maintaining customer service excellence. 

“We want to own the customer experience,” he 
said. “Whatever we do, we never say to a customer, 
‘oh it was a supplier problem.’ If something happens 
we take full ownership, and handle any issue as if the 
product was moving fully within our supply chain.”

He added Wayfair works closely with its partners to 
provide visibility on how they’re doing, and generate 
ideas on how to get better.

“Certain stresses come up and they’re predictable,” 
Raymond said. “For instance, Joss and Main, our flash 
sale site, has a different demand pattern than Wayfair.
com or Birch Lane. For a flash sale we’re sending 
emails out to millions of customers, and if we see a 
surge in volume, suppliers need to be prepared. We 
work with them to prepare for spikes, and adjust to set 
customer expectations appropriately.”
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If a supplier who normally fulfills an order the same 
day is suddenly featured prominently in a flash sale pro-
motion, Wayfair has to make sure it’s realistic for them 
to handle up to ten times their normal volume. “We’ll 
work with them and maybe make a suggestion like 
bringing in extra people to fulfill the extra orders.”

Bickel said maintaining the customer experience can 
be trickier with drop shipping, which is a bit of a down-
side, and it takes work to maintain standards.

“We definitely want to be consistent across brands, 
but you do lose some control,” she said. “We give 
them all eBags stickers with our logo and our customer 
service 800 number, and ask them to apply it to the 
outside of the carton, so customers know where the 
package comes from.”

To ensure vendors stay on their A game, eBags has a 
dedicated team of account managers that works close-
ly with partners on everything from order status to in-
ventory feeds and any customer service issues that 
may arise. “We also send them a weekly automated 
scorecard to let them know how they’re doing in terms 
of metrics like order processing time, backorder cancel- CONTINUED ON PAGE 4

lation rates, the rate of preventable returns due to late 
shipments, damages or defects.”

Technology Plays an Important Role
One critical piece of the drop shipping equation is 

technology, as both retailer and vendor need to share 
product and inventory data in order to make the pro-
cess run smoothly. There are all different types of inte-

7 Business Advantages  
of Drop Shipping
By Nate Gilmore
Drop shipping is a buzzword thrown around loosely and often in-
correctly. Knowing that, we thought it would be useful to discuss 
the pros and cons of drop shipping as a fulfillment method and 
share some information that ecommerce merchants need in order 
to make educated business decisions.

You don’t have to look hard to find trending articles about running 
a business from your mobile device while sipping a tropical drink 
on a remote beach. Stories about people quitting fancy corporate 
gigs in favor of running a really successful drop ship ecommerce 
businesses and becoming their own bosses are not all that uncom-
mon.

When you read about the wonders of successfully executed 
drop ship strategies, these are the main draws, and they are true:

Increase your cash flow: Since you don’t stock the product, you 
don’t pay for it until it’s sold (after you’ve been paid for it).

Scalability: Test products and add new ones quickly without 
bearing the burden of ordering in bulk and having something fail 
(which ties up valuable time and capital expenditure).

Increase customer lifetime value: With the ability to add new 
and expanded product selections consistently, you can keep your 
existing customers engaged and returning to see what new items 
you’ve acquired. Costco stores offer a great example of this con-

cept, and with a drop ship program, you can offer a similar experi-
ence online.

Low starting cost: You can start selling without a lot of early in-
vestment because you don’t have to buy wholesale or cover the 
cost of manufacturing your own products.

Enable expansion into new markets: Sometimes getting product 
across international borders can be costly and challenging, but if 
you partner with strategically located suppliers, you can often ac-
cess the same or similar product offerings and ship them quickly. 
This allows you to test the market and validate if a given product is 
worth importing.

Reduce costs: Every time you need to touch a product in the sup-
ply chain, there is a cost associated. Ocean freight services, port 
operations, LTL and FTL services and warehouse employees all get 
added into the cost of goods sold. Often, you will find that a per-
centage of your product offering would net higher profit margins if 
it was drop shipped.

Virtually unlimited inventory: One of the main reasons the drop 
ship industry exists is to help retailers and suppliers combat inven-
tory distortion: the $800 billion dollar problem of over-stock clear-
ances and out-of-stock shelves. By tapping into inventory further 
up the supply chain, theoretically you can gain access to virtually 
unlimited inventory.

—  Nate Gilmore is VP of Marketing and Business 
Development at order fulfillment firm Shipwire
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gration methods which vary based on the needs and 
capabilities of both parties.

Sleiman said his company created its Staples Ex-
change platform last year as a way to make it easier for 
vendors to have a single source for connecting with all 
four Staples brands. He said it provides greater visibility 
into order management and the entire order lifecycle, 
giving vendors the option of how to integrate.

“They can connect via browser if the volume is low, 
or at the other end they can connect directly via our 
API, and there are a couple options in between,” Slei-
man said. “The technology gives us visibility into the 
order, the tracking number, if it’s been accepted, reject-
ed or modified, and lets us generate an invoice on be-
half of the vendor. It also eliminates manual touchpoints 
and third-party providers, driving down costs for Staples 
and the vendors.”

Wayfair’s approach is to use technology to make drop 
shipping fulfillment as seamless as possible, Raymond 
said. Given the breadth of its partners, ranging from 
large, sophisticated operations to mom and pop busi-
nesses, integration can involve either a direct API con-
nection or access to Wayfair’s extranet to provide a 
window into its system and share inventory data.

“Anything can happen after an order is placed, so ide-
ally we integrate with them so information flows back 
and forth between the two organizations,” he said. “If 
they don’t have their own OMS system and are using 
something like Excel, we’ll work with them through our 
extranet, inputting data and flowing it into our system.” 

Many suppliers who work with Wayfair have histori-
cally sold their goods to local brick-and-mortar stores 
and are just getting their feet wet in direct-to-customer 
commerce. “As our business grows, theirs can grow at 
a faster rate. And as they grow we help them transform 
from a more manual process to a system process. 
When they see their order volume increase, it becomes 
time to invest in a true OMS so we can integrate with 
them more directly.”

The Logistics of Drop Shipping
Part of the calculus of drop shipping involves working 

out the logistics based on the location of your opera-
tions, where vendors are and where your customers 
are. In some cases the math might work better to ship 
from your DC; in others, drop shipping is the way to go.

Paul Steiner, vice president of strategic 
analysis at Spend Management Ex-
perts, said his firm advises retail clients 
on the best fulfillment approach based 
on the numerous variables involved.
“One of our retail clients had most of 

their vendors on the West coast and a DC 
in the east, so they had to decide what (inventory) could 
stay west with vendors, giving them a shorter zone, 
and what potentially could be trucked across,” Steiner 
said. “Location is a big issue. If you don’t have a big 
West coast presence and a lot of vendors in the west, 
does it make sense to bring product east?”

Jerry Hempstead, principal of Hemp-
stead Consulting, said ecommerce 
companies need to be careful in how 
they structure shipping agreements 
with drop shipping vendors. Hemp-

stead said it’s important to set it up as a 
third-party billing arrangement where the 

merchant pays the freight, so they get credit for ship-
ping revenue toward earned carrier discounts.

In general, shippers have three ways to get discounts 
from the major carriers: A negotiated volume-based 
discount, an earned discount based on quarterly reve-
nue figures, and an annual bonus (either a percentage 
or cash) based on hitting a certain revenue threshold.

“What you don’t want is a supplier who says ‘We’ll 
pay the freight and bill you for goods plus freight,’ then 
mark it up and pocket the discount for themselves,” he 
said. “If they pay, those dollars aren’t going into your 
bucket, so you lose leverage when negotiating with the 
carriers.”
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