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Abstract

Drop-shipping is a recently new, commonly used fulfilment method, especially in e-commerce sites. By applying drop-
shipping, many businesses and e-commerce sites have the possibility to reach a much greater customer base, as well as manage
their business without holding, in most cases, any product as stock. This order fulfilment method has made possible the
existence of drop-shipping as a business model, people from all over the world being able to sell items internationally, without
ever seeing them. Also, the start-up cost for such a business is rather low, since there is no need for deposit means, a physical
store, or even employees. However, the low barrier of entry this business model determines many people to try it, which is why
the competition is very high. Even though the business looks easy, the low barrier of entry and the great competition means
that only a small fraction of the new drop-shipping businesses get profitable. This paper will analyze what are the odds of
turning such a business profitable while also looking at which are the pillars of drop shipping and most importantly, how the
people who succeed are doing it. The proposed theoretical model is illustrated through a case study conducted at a drop-
shipping store that is selling back posture correctors. The results of the study are useful both, for practitioners and scholars
interested in the topic of drop-shipping.
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Introduction

In recent years, the Internet development provided many advantages for both, consumers and retailers. Ease of shopping from
home, economy of time and higher access to information related to goods and prices are just some of the most important
reasons for which consumers’ preference for buying products online is constantly growing (Ma et al., 2017).

On the other side, the expansion of the Internet created great opportunities for retailers and determined many companies to use
online retail channels for distributing their products (Dennis et al., 2017). By selling products online, retailers have the
possibility to reach a larger geographical area, over cross physical boundaries, increase their market share, improve the sales
volume (Li et al., 2020) and even have a store without huge capital investments in inventories (Hovelaque, 2007).

These advantages, together with the technological improvements, lead to a rapid expansion of e-businesses and online retail
markets during the last years (Shi et al., 2020). For instance, before the COVID-19 pandemic, the online retail sales were
around 19.5% of the total retail sales in China and 11.2% in the U.S. (Shi et al., 2020). Since online retail sales are in a
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continuous growth (Kamalapur & Lyth, 2020), distributing products through online channels is a must for any company that
want to successfully cope with the changing environment (Dennis et al., 2017).

However, beside bringing important opportunities for development, the Internet created new challenges for retailers, such us:
increased competition (Dennis et al., 2017), problems related to organization and order flow management (fulfilling orders
quickly and correctly) (Hovelaque, 2007), demand forecasting and information asymmetry (Li et al., 2020).

For this reason, before starting an e-business it is very important to analyze different models of organization and select the one
which better correspond with the other business characteristics. According to Hovelaque (2007), e-commerce is organized
under three forms:

- store-picking: the customer receives the products ordered online from the shelves of the closest physical shop to his
address.

- dedicated warehouse-picking: the customer receives the products ordered online from warehouses specially created by
the retailer for Internet orders.

- drop-shipping: the retailer receives the order and sends it to the supplier who delivers the products directly to the
customer.

The first two models require a high investment in stocks and the integration of “front-end order taking process with back-end
order fulfillment process” which is considered quite difficult by many retailers (Kamalapur & Lyth, 2020). Therefore, more
and more firms focus their attention on using drop-shipping strategy, but plenty of them fail, despite the great advantages of
this business model.

In this context, the aim of this paper is to analyze what are the odds of turning a drop-shipping business profitable while also
looking at which are the pillars of drop shipping and most importantly, how the people who succeed are doing it. Since e-
commerce will keep growing the following years, it is important for any business, entrepreneur, and business consultant to
know how they can use the power of drop shipping in their or their client’s interest.

The first part of the paper presents the results of the theoretical research in the field of drop-shipping, while the second part is
dedicated to a case study that highlight how the proposed model of four pillars can be practically applied. Finally, the main
results of the study are summarized, along with the research limits and future research suggestions.

Methods

The main research questions of the study were: (1) which are the pillars of drop-shipping? (2) what are the odds of turning a
drop-shipping business profitable? (3) why are some companies successfully applying drop-shipping strategy while others not?
(4) what are the key factors of using drop-shipping strategy profitably?

To answer these questions, a qualitative research methodology was used (Peinkofer et al., 2019). The first step was to find and
review the most significant papers related to drop-shipping, published in the last years. To ensure a high quality of the data, we
have search for drop-shipping articles published on the Web of Science platform. The theoretical information collected from
literature review were used for proposing a four pillars model of drop-shipping. The second step consisted in checking how the
proposed model can be practically applied. To reach this goal, a case study at a store that is selling back posture correctors was
carried out.

Drop-shipping as a concept
What is drop-shipping and how does it work?

Drop-shipping strategy was initially used in the 19th century by catalog and mail order companies, but it became very popular
only after the development of e-commerce (Cheong, et al.,, 2015; Gan et al., 2010). Nowadays, drop-shipping is a retail
business model in which a seller creates an online store and receives orders for different products available on the store,
without having the products in its own stock. After the order is received, the seller forwards it to the manufacturer, wholesaler,
or another retailer, which is responsible for delivering the ordered products directly to the customer (Zeng & Xu, 2019). In
drop-shipping supply chain, the retailer is responsible for marketing and receiving customer orders, while the supplier keeps
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the stock of products and deliver the order to the customer (Gan et al., 2010). A fraction of the profit is shared by the online
retailer with the manufacturer (Shi et al., 2020).

In practice, the drop shipping store is actually a website with its own domain and design. Potential customers arrive on the site
from various marketing methods used by the entrepreneur. Ideally, a percent of these website visitors will be interested in the
product, will add it to their cart and buy it. The order is then transmitted by the store owner directly to a manufacturer or a drop
shipping fulfilment center that is the one holding stock of the merchandise the website is selling. Then the manufacturer or
fulfilment center will ship the product directly to the customer, as seen in Figure 1.

| directly to the customer | suppiier and pays for it

Fig 1. The drop-shipping model

Drop-shipping implies a virtual alliance between e-tailers and manufacturers / warehousers (Ayanso et al., 2006). Thanks to
this, customers receive the order with the e-tailer’s logo and label, which is why they are not aware of the fact that the retailer
and supplier are two different companies (Yao et al., 2008). The main advantages of drop-shipping are:

- Logistics costs are smaller (Zeng et al., 2020) and the average profit tends to be higher by using drop-shipping channel
than the traditional channel (Shi et al., 2020);

- Since logistics costs are smaller, the products can be sold at lower prices (Ma et al., 2017);

- E-tailers can focus more on marketing, sales and customer acquisition, without worrying about order fulfillment
(Peinkofer et al., 2019);

- Huge investments in inventory are avoided and warehouse spaces are no needed (Ayanso et al., 2006);

- Drop-shipping can be used by retailers who have their own warehouses for expanding their product offer, while
keeping inventory costs unchanged (Li et al., 2019);

- The wholesaler will be faced with increased demand and can charge higher prices due to its higher involvement in
fulfilling customers’ orders (Ma et al., 2017).

The start-up phase

In detail, an entrepreneur first can choose a product he wants to sell and whether he will operate alone, with associates or even
employees from the first day of the business venture. The next very important aspect is the budget he is willing to invest in the
project. This will also be influenced by the choice of having or not other associates.

Then he uses his coding knowledge, a site building platform or he can even hire a programmer or expert to make him such a
site. He then buys a domain for the site, pays a hosting provider and he can also buy a logo (if he is not willing to create it).
The site must be able to present the product in such a way that the potential customers will move on to the purchase phase. The
entrepreneur must also consider how can he market the product, this meaning both the creation of advertisement material AND
sending it in the front of the right audience to attract sales.
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Commonly used platforms

Every drop-shipping site is (or at least should be) different. But what many have in common is the platforms that they use. The
first platform drop-shippers use is the wholesale site, where they can find suppliers for different products. They must use it to
determine what kind of product will they sell. The most common wholesale site for drop-shipping is AliExpress (Li et al.,
2020). There are many products and suppliers to be chosen from, since AliExpress is a marketplace for mostly Chinese
suppliers that sell products one by one and still at an amazing price.

The second platform drop-shippers go to is the website creation tool. In order to have a successful drop-shipping store every
entrepreneur needs a professional site, and since learning to code a site from scratch takes way more time and effort, the most
used platform for the building of such a site is Shopify. It offers the site building functionalities while also hosting the site once
it is built for a fixed fee. When opening a new store, Shopify also gives the retailer the possibility to buy the domain directly
from them. Also, it is worth mentioning Shopify Payments. Anyone selling anything online needs to collect money from their
customers, and Shopify also gives the retailer the possibility to receive the money for any sold product. Last but not least,
Shopify also offers a 14-day trial for anyone willing to test the features without any expenses. The methods discussed in this
paper mostly refer to a business model commonly known as Shopify Drop-shipping.

Basic Shopify Shopify Advanced

| the b

Sh
/an

Monthly price e s29 - o $79 - - 5299 no

SHOPIFY PAYMENTS

Fraud analysis v v V4
Online credit card rates 2.9% + 30¢ 2.6% + 30¢ 2.4% +30¢
In-person credit card rates 27%+0¢ 2.5% +0¢ 2.4% + 0
Additional fees using all

payment providers other 2.0% 1.0% 0.5%
than Shopify Payments

Fig 2. The Shopify pricing plan, as of January 2022
Source: https://www.stylefactoryproductions.com/blog/shopify-fees

The third platform we will refer to is the one most retailers use for marketing, especially drop-shipping products — Facebook.
Recently, drop-shippers also intensively use Instagram since the audience is younger and has a higher chance to impulsively
buy products. On Facebook, the retailers create an account and a page for their business which then lets them use the Facebook
Business Manager in order to launch paid ad campaigns and put their advertisements in front of their target audience. Facebook
has a very good algorithm which in term brings good (up to amazing) amounts of sales to those who know how to use it. There
are also experts on the internet who offer Facebook ads managing services for a fee, so retailers have plenty of options in
managing their ads.

The four pillars of drop-shipping

The product

The starting point of almost any business is determining what kind of product/service it will offer in exchange for a price or
fee. In the drop-shipping business model things are no different, so choosing a product might be the most important step for
this kind of business. Drop-shipping is based on delivering a product that presents itself with such a wow-factor that will make
the potential customers believe it is the only place they can buy it from, without even bothering to price check on other
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websites or stores. Therefore, it can be said that usual, normal, and easy to find products are not a good option for a drop-
shipping website’s catalogue.

A very important feature of a product that is to be drop-shipped is that it needs to either solve a problem for the potential
customer or undercut the price of a product of known good quality. An important aspect of the product the retailer choses to
sell is the price. To be profitable, the price of the products the store would sell needs to be able to make the profit margin as big
as possible to cover different fees, hosting for the site, in some cases, salaries, yet most importantly — marketing costs. To
achieve such high profit margins, the products need to have a high perceived value, yet a low cost. Therefore, a drop-shipping
business needs to get its product supplies from wholesalers that can ship items one by one at a minimal price.

The website

This represents the electronic version of a brick-and-mortar type of store. The same principles should be applied to achieve
proper results. The products should be presented in a clear and concise way, the price should be easy to see, and the theme of
the site should match the niche of the product it sells. The website should have all the parts of any website, including an SSL
certificate (which is very important since customers will not fill in their credit card details to an unsafe site), a Privacy Policy
and Terms of Service. Other important pages for a drop-shipping store would be a shipping and refund policy page, as well as
an “About Us” page describing the goal of the website. If possible, the customer should also be able to easily contact the
retailer for any further problems, ideally via an instant chatting feature.

However, even though the website is one of the pillars of the store, it is not the most important and can often be improved. A
drop-shipping store can have good sales even with a modest website, as long as the other pillars of drop-shipping are in proper
place. The way the efficiency of the website can be measured is the conversion rate. Conversion rates are calculated by diving
the number of sales (conversions) with the number of site visitors, as seen in the following formula:

Number of sales

| J—

Number of site visitors
The advertisement

The advertisement will most likely be the first thing to strike the target audience. In drop-shipping, a proper advertisement
should be a video that showcases the use of the product that is for sale. The most important part of the advertisement is the first
3 seconds, since those are the ones that will determine whether the potential customer goes to the website or moves on. With a
good advertisement that makes the target audience quickly gain interest, even a mediocre product can be sold in good numbers.
However, having a good product AND a good advertisement for it can almost mean the product will sell itself. Much of the
advertising is also done on the website. An important and sometimes overlooked aspect is that the link in the advertisement on
the platform it is delivered to the customer should link directly to the product page and NOT to the website’s home. The way
the product description is written, the images and schemes explaining the way the product works will play an important role in
the visitor’s decision to purchase.

The marketing

The marketing pillar of the basic drop-shipping business is what commonly consumes most of the capital. It takes great
financial effort to reach the desired target audience, especially in high volumes, via the before-specified Facebook Ads method.
The Facebook Ads have one major flaw: the cost. Due to very high competition and the fact that Facebook shows ads in front
of the people using a bidding algorithm, it means that those who are willing to pay the most are the ones that get their
advertisements delivered in front of their audience most.

However, that is not the only way to reach the target audience for any kind of product. There are also ways to market the
product in front of the right audience without such a high cost or in some cases even for free. Such methods are: SEO (Search
Engine Optimization), Social Media Marketing, Email marketing, Affiliate offers, Giveaways etc. These methods often involve
smaller capital cost. Even if they most likely do take more time to do or they don’t give a result as good as Facebook
advertisements, they provide a more sustainable ambiance for the newly opened drop-shipping website.
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Disadvantages of drop-shipping

Despite providing many advantages for e-retailers, wholesalers and customers, drop-shipping has also several shortcomings.
These are detailed below.

Low margins

Due to the many expenses a drop-shipping store may have, in order to roll in a decent amount of sales, the capital spent on
marketing quickly increases. This can lead to loss of product margin that negatively affect financial performance of the e-tailer
(Park, 2017).

Inventory Issues

Sometimes not holding the inventory can generate problems since the retailer does not have control over how the inventory is
managed (Cheong, et al., 2015). Many drop-shippers have found themselves with products not shipping out because the
supplier ran out of stock (Kamalapur & Lyth, 2020). This fact generates a negative impact on the e-tailer’s business because
the customers can spread bad reviews about it and cancel their orders.

Shipping Complexities

Since most suppliers ship directly from China, shipping times are higher than usual, national shipping times (Chiang & Feng,
2010). Then there’s also the customs clearance the package must go through in many countries in order to reach the final
customer’s hands.

Supplier Errors

The e-tailer doesn’t have the possibility to monitor and control the delivering process performed by the supplier (Yao et al.,
2008). Even if the inventory is plenty and the supplier ships the product fast and in good packaging, due to human error,
packages may still get mixed up, get lost on their way or simply the product can be broken. During Christmas and other major
holidays, the risk of delivery failure is increased (Zeng et al., 2020). Therefore, all these situations must be handled by the e-
tailers in the most professional way possible, because they are responsible for any errors that occur in the process of fulfilling
customers’ orders (Cheong, et al., 2015).

Fragmented Order

A single customer order may include more products, from different manufacturers. This leads to higher shipping costs and
fragmentation of the order delivery, which increase the customer dissatisfaction (Khouja, 2001).

Case study

Overview

In this case study we will take a look at a drop-shipping store that is selling back posture correctors. We will do a short
breakdown of exactly the pillars we discussed before. The site is https://posturecorrectors.com.

Two very common ways to identify a drop-shipping store are looking at its “Shipping Policy” page and searching the product it
sells on common wholesale platforms (most commonly AliExpress). In this case you may find the posture correctors on
AliExpress as in Figure 3. One more sign is that in the footer of the website we will find a “Powered by Shopify” badge, as
seen in the red rectangle in Figure 4. And if we take a look at the shipping policy, since drop-shipping products ship directly
from China, the shipping time will take around 20 business days, time frame to which we can see that the site adheres.
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Fig 3. The product of the drop-shipping store found on the wholesaler marketplace AliExpress

Source: https://www.aliexpress.com

PRODUCTS Join our mailing list

SHIPPING Enter your email to receive helpful posture tips and our lastest posture
SEARCH correctors straight to your inbox!

CONTACT US [

BLOG Email address SUBSCRIBE
F&Q

AFFILIATES

n’@ °VM@MJcamnwam,.;ywﬂ

© 2022, Posture Correctors | Powered by Shopify

Fig 4. The Powered by Shopify badge

Source: https://posturecorrectors.com

The product

Posture correctors are as of the time of writing of this article, considered a dead product since the market has mostly been
saturated. However, it is still a relevant example. It is a good choice for multiple reasons we discussed earlier: it solves a
problem, it is easily found on wholesale Chinese supplier marketplaces like AliExpress and the perceived value is much higher
than the cost of the product. Besides, the product is not easy to find in shopping centers. Therefore, except the fact that as of
now the market was saturated with this product, this would be the perfect example of an item that could make a great amount
of sales (and actually did).

In Figure 4 we can see the cost of the product when bought from the Chinese supplier: $3,26 with shipping being free. Then in
Figure 5 we can see the price the drop-shipping store is charging for one posture corrector, which is $24,99. That means $21.73
are left to cover the other expenses. This is the profit margin that drop-shipping stores should aim for.
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Adjustable Posture Corrector
$49:99[$24.99 sale]

ADD TO CART

Secured and trusted checkout with:

visa @ Paypal

(( @ )) rRecShipPiNG ERUICN

Fig 5. The posture corrector product page
Source: https://posturecorrectors.com

The website

As explained in chapter 3, subchapter 2 of this paper, the website is the one piece of the drop-shipping business model that is
the most forgiving to the mistakes beginner drop-shippers are prone to do. Of course, no one will buy from a site that does not
inspire trust, and this is no exception. However, the core elements are correctly made. There are only a few colors used, only
one being the theme color, blue. The website is easy to browse via the navigation bar at the top. There is also a creative logo
that gives a brand name to the store. Once a customer arrives on the site’s homepage (Figure 6), there is no doubt about the
niche the store addresses, that being posture correctors. As seen in the navigation bar, the store also has a “Shipping” page, a
page for “Affiliates” (commission-based sales), FAQ (frequently asked questions) and a “Contact Us” page to address any
further questions. Even though there is room for improvement, the core functionalities of the site are very much present.

Use Coupon Code: "150ff" for 15% OFF! VIEW DEALS

T n! HOME PRODUCTS SHIPPING CONTACT US  AFFILIATES

CORRECTORS REOG; FAQ

Q EEusovf

RE
CONFIDENCE WITH OU
'POSTURE CORRECTORS\

FREE SHIPPING ON ALL ORDERS!

VIEW OUR POSTURE CORRECTORS

¥ Contact Us 4 Trusted site

Fig 6. The homepage of a drop-shipping store

Source: https://posturecorrectors.com

If we also take a look at the product page (Figure 7), we can see simple, concise writing, plainly describing the features of the
product. Also, under the main product picture we see other pictures that showcase every way to use the product, which helps
the potential customer empathize with those already using the product. Under the title of the product, we see the price, and add
to cart button and some trust badges in order to motivate the visitor to become a customer.
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Use Coupon Code: "150ff" for 15% OFF! VIEW DEALS
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Adjustable Posture Corrector
$49:99 $24.99 Sale

ADD TO CART

Secured and trusted checkout with:

visa @ =2 poyea

)| FREE SHIPPING (g
'

Adjustable Posture Corrector

Simply wear this posture corrector and your pesture will improve
SIGNIFICANTLY! The EASIEST way to FIX bad posturel

[ ‘@
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@ \i-z m .m.. :mlﬂ!l Information
M xS
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Fig 7. The product page of a drop-shipping store
Source: https://posturecorrectors.com

The advertisement

The first thing that the target audience sees for the posture corrector advertisement is a question that is to the point in a rather
modern looking video introduction. The product is exactly as on the site and the video easily explains about how the product
could help the customer.

)@ Posture Correctors

Q

POSTURE?

P 003025

Fig 8. The product page of a drop-shipping store

Source: https:/fwww.facebook.com/NewPostureCorrectors/?ref=page_internal
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The marketing

Due to some privacy policies, it is very hard to gain access to the marketing channels of the store analyzed for this case study.
However, we can estimate the target audience for this specific product. It would mostly consist of people of age above 30, with
a decent income to allow themselves to impulsively buy products, with interest in health and natural remedies.

Conclusions

In conclusion, the drop-shipping business model is one of the most recent ways to start a business or test a product while using
the minimal capital and basically no warehousing space. It allows even young entrepreneurs to start a business venture in order
to learn the basics of marketing and delivering good value to the market. Even though there is a low barrier of entry for a drop-
shipping business, it is not easy to start a profitable store, considering it either takes a large start-up capital for fast marketing,
or just a great amount of time to invest in other, less costly marketing methods.

However, the purpose of this paper was to show that a store does not have to be perfect in order to work properly. Anyone can
become an entrepreneur if there is enough will to develop the right set of skills and turn a virtual website into an income
stream.

The most important limitation of drop-shipping is the dynamism of the market and the development of new products. Every
day there are new products, new marketing channels and new needs in the market. Whoever manages to understand those
elements and make a store that keeps track of all of them will find this business to be very profitable.
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