
Catching Up 
with Amazon
Building an On-Demand 
Fulfillment Network

The cost of doing business with Amazon is high, but for many eCommerce 
retailers it has been the best option for fulfillment. Not anymore. 

Find out how an on-demand fulfillment solution can help you:

• Provide faster, more affordable shipping to your customers
• Expand your fulfillment network without the traditional fixed 

warehousing costs
• Compete with Amazon’s delivery promise and brand 
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Up until now, businesses have had limited options creating 
fulfillment networks: 

1. Building and operating an in-house network

2. Contracting with a 3PL to establish new fulfillment centers

3. Selling through Amazon’s Fulfillment by Amazon (FBA) services

4. Or some combination of the above

Now, a new option exists: On-demand fulfillment. 

On-demand fulfillment connects warehouse operators that have 
excess capacity with eCommerce retailers that need warehousing 
space and fulfillment services. Through an online marketplace, you 
can access listed space and services that make it easy to expand 
your fulfillment network as needed without the traditional costs and 
long-term commitments. 

Retailers can sign on and search for the services and locations they 
need to create a dynamic fulfillment network. With no capital outlays or 
long-term commitments, you can significantly reduce the costs, time, 
and complexities involved in network expansion.

What Is an On-Demand  
Fulfillment Network?
For high-growth eCommerce retailers, your supply chain is the 
backbone of your business. But, traditional distribution and 
fulfillment networks are clunky and expensive to operate in-
house. Long-term lease commitments and fixed assets make 
it hard for businesses to alter their networks and grow, as 
necessary, in today’s fast-paced market.
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Why On-Demand?  
In a Word, Amazon.
Amazon is continually redefining customer 
expectations. It has become the retail giant it is by 
improving every stage of the purchasing lifecycle—
from including personalized recommendations and 
shopper profiling to shipping logistics and returns.

Not surprising, consumers want access to more 
stuff that they can buy as quickly as possible at low 
prices. And, they don’t want to wait a long time for the 
products they buy.

That’s precisely what Amazon is offering. It wasn’t that 
long ago that 5-7 business days was an acceptable 
timeframe for shipping, but today’s Amazon Prime 
members get free, two-day shipping right off the bat. 
And something is clearly working: 60% of Amazon’s 
U.S. customers are Prime members.1

Most of Amazon’s advantages are closely associated 
with its supply chain. From the start, its infrastructure 
has been designed for eCommerce—enabling it to 
spearhead and define consumer expectations and 
continually increase its fulfillment footprint while 
improving its delivery promise.

Amazon’s continued investment in its fulfillment 
network creates four main problems for 
competitors.

1. More sales for Amazon: Amazon Prime 
members spend nearly twice as much 
on Amazon than non-Prime members—
approximately $1,300 a year versus $700,1 which 
means that 60% of the market that’s spending 
more on Amazon is spending less time and 
money on competitor sites.

2. New shipping standard: Most shoppers are 
now conditioned to expect fast, low-cost delivery. 
Prime members get free, two-day shipping, with 
one-day shipping becoming more common. In 
one survey, 87% of online shoppers said speed of 
delivery is a key buying decision.2

3. Lower shipping rates: The perception of “free 
shipping” or even low cost-per-order fees makes 
it very difficult for online retailers to compete. In 
fact, one of the main reasons shoppers choose 
a marketplace like Amazon’s is the free and/or 
discounted shipping (51%).3

4. Shopping cart sell-through: 69% of all online 
shopping carts are abandoned—one of the 
main reasons being too high of shipping costs.4 
Amazon’s fast, low-cost shipping and Prime 
member advantages help convert more shoppers 
and leave fewer carts abandoned.
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Amazon Dominates During the Holidays
The 2016 holiday season presented a lot of firsts for 
eCommerce shopping. Cyber Monday hit a record 
high, bringing in $3.45 billion in online sales—a 12.1% 
jump from 2015—and $110 million more than Black 
Friday’s online sales.⁶

Amazon was the leader in sales by far. Though it 
doesn’t release sales data, it is estimated that 37% 
of all online sales in the five-day period between 
Thanksgiving and Cyber Monday went to Amazon 
(approximately $4.74 billion).7

And, because of Amazon, there’s another holiday trend 
afoot: less pressure to finish holiday shopping earlier 
in the season to capitalize on promotions. Traditionally, 
Black Friday has been the biggest shopping day of 
the year, which now includes Thanksgiving and Cyber 
Monday. The five-day spread still brings in the most 
sales, but because of Amazon’s low-cost, fast delivery, 
many shoppers feel less pressure to finish their holiday 
shopping earlier in the season. In fact, according 
to the National Retail Federation (NRF), only 9% of 

consumers had completed their shopping by the end 
of Cyber Monday—down 11% from 2015. And, nearly 
25% hadn’t even started.⁸

Consider these numbers from 2016 
holiday season: 

• Nearly $1 out of every $2 spent online was 
funneled through Amazon9

• 43% of consumers said they would make more 
than half of their purchases through Amazon10

• Only 59% of Prime members ventured out to 
stores on Black Friday—down 6% from 201511

Amazon Has Its Own Holiday
Amazon stole the market for the 2016 holiday season, 
but it has also gone as far as creating its own holiday, 
Amazon Prime Day. Last year, it was July 12, and it 
brought in an estimated $525 million in sales—up 26% 
from its 2015 Prime Day.11 Talk about Christmas in July.

So, Why Not Just Use  
Fulfillment by Amazon? 
FBA provides retailers with a third-party logistics 
solution that has the scale and reach of Amazon—
because it is Amazon. It offers retailers exposure to its 
customer base, order handling, and reverse logistics in 
a more-convenient-than-most service. 

However, there are several key reasons to reconsider 
a completely FBA-reliant logistics strategy. In a recent 
report by Feedvisor, when asked about their biggest 
concerns about selling with Amazon, the top three 
responses had to do with Amazon, not customers.

Amazon Competing With Me⁵

Top three concerns Amazon sellers 
have about using FBA:

52%

50%

45%

Amazon Taking Away 
My Seller Privileges

High Fees
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So, How Do You Compete? 
Competing with or gaining independence from Amazon 
comes down to your logistics. But, your solution has to 
be cost-effective for both you and your customers.

That means having your inventory in more locations 
and closer to your customers. By adding fulfillment 
centers to your network, you can shorten the last leg 
of delivery and reach more customers with ground 
delivery. That’s precisely what makes Amazon so 
successful.

Shortening the last leg between warehouse and 
customers reduces the number of shipping zones 
through which packages must travel, decreases 
delivery times, and lowers overall shipping rates.

Amazon’s network also enables it to offer an 
aggressively priced next-day delivery service and 
same-day service with Prime. However, for those of 
you out there that don’t have billions to spend on an 
in-house fulfillment network, there are other ways in 
which you can compete.

The Old Ways Won’t Work
Many kinds of companies—manufacturers, distributors, 
wholesalers, importers, and retailers—operate multiple 
warehouses. Usually, these are strategically positioned 
facilities entrenched with long-term leases and a 
full-time staff. On the other hand, some companies 
work with 3PLs to operate and extend their footprints. 
In either case, these networks are often static and 
designed to accommodate consistent, expected 
inventory volumes.

But, even the most optimized network can exceed its 
limitations in situations when there’s unexpectedly 
high volume, when growth rates differ from the original 
forecast, or when there’s an initiative to expand into 
new markets.

In fact, even Amazon isn’t immune to classic 
warehousing challenges. During the 2015 holiday 
season, Amazon ran out of warehouse space in the 
U.S.—causing an increase in fulfillment costs and 
a decrease in profits.12 To offset it happening in 
2016, Amazon raised its warehouse storage fees for 
sellers.13 The goal was to motivate sellers to be more 
selective in the amount of inventory they stored at 
Amazon facilities during the busy season.

When solving for these situations and unexpected 
demand, businesses can jam their own buildings full of 
inventory, sign up with more 3PLs, or procure short-term 
warehousing leases to get the extra space and fulfillment 
services they need. None of the scenarios are ideal, 
and more often than not, “short-term” commitments 
aren’t that short, the terms are rarely favorable, and 
negotiations can take a long time to close.

For today’s high-growth eCommerce companies, 
a static supply chain that’s difficult to expand and 
adapt won’t work anymore. To accommodate varying 
demand, your fulfillment network has to be more agile 
than that.

For today’s high-growth eCommerce 
companies, a static supply chain that’s 
difficult to expand and adapt won’t work.
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On-Demand Fulfillment: The Basics
An on-demand fulfillment solution increases your ability to respond 
to demand variability… and compete with Amazon.

On-demand warehousing and fulfillment services remove the 
traditional friction of expanding your network, whether for 
temporary seasonal peaks, product promotions, or improving your 
customer delivery promise with faster, more affordable fulfillment.

With a network that’s inherently flexible, business leaders can 
think beyond the confines of fixed warehouse assets and look at 
ways to optimize fulfillment strategies. Companies, big and small, 
can be more agile, more responsive, more competitive, and better 
positioned to grow faster.

With on-demand fulfillment:

 � Move products closer to customers to 
decrease shipping times and costs

 � Scale becomes instantly available 
as you tap into unused space across 
hundreds of warehouses

 � Network expansion for fulfillment 
services is available without traditional 
overhead costs

 � With more options available, network 
planning exercises become more flexible

 � Cost/benefit analyses change because 
the traditional capital outlays or long-
term commitments don’t apply

The above charts depict the difference in cost tradeoffs between 
a traditional model and FLEXE. With a traditional model, your 
total costs decrease initially as you reduce transportation costs 
and recover lost sales, but eventually increase again as your 
inventory and warehousing costs continue to rise. With on-demand 
fulfillment, they are markedly different. Due to the variable cost 
nature of the model, even as you increase fulfillment nodes 
your warehousing costs stay flat; allowing you to absorb higher 
inventory costs without increasing overall costs.

On-Demand Distribution Cost Tradeos

Number of Warehouses

To
ta

l C
os

t

Total Cost

Inventory Cost

Warehousing Cost

Transportation Cost

Cost of Lost Sales

Traditional Distribution Cost Tradeos

Number of Warehouses

To
ta

l C
os

t

When considering the distribution cost tradeoffs, there is a core difference 
between a traditional distribution model and an on-demand model.

All that to say, on-demand 
fulfillment enables you to reduce 
the costs, time, and complexities 
involved in network expansion—
opening up an entirely new world 
of possibilities.
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Improving Your Delivery Promise with On-Demand Fulfillment
Start by asking yourself what there is to gain from seeking a solution outside of the 
traditional fulfillment options.

Warehouses Are Expensive

But, you need a lot of them to deliver the fast, inexpensive shipping that Amazon has 
conditioned customers to expect.

An on-demand solution lets you take advantage of the warehouse space you need without 
the upfront and fixed costs typically associated with building your own network, or utilizing 
a traditional 3PL solution. You can add fulfillment centers as needed and reduce shipping 
time and cost by placing your inventory closer to your customers.

Add Agility while Nurturing Your Brand Promise

Traditional logistics networks are massive investments and outsourcing logistics to 
Amazon cedes control. Both are risky.

Instead, you can use an on-demand solution to avoid long-term capital commitments 
while controlling your own brand experience—not to mention, keeping your customer 
and sales data safe.

It’s All about Your Customers

Though operations may be a little easier with FBA, when you sell through Amazon, your 
packages are bought through an Amazon interface, next to “similar” products that may 
be your competitors, and they arrive in an Amazon box. Even though your customers are 
paying for your products, there’s little-to-no control over the customer experience and 
even less interaction with your brand.

On-demand fulfillment can help you meet customer expectations for delivery and service 
without sacrificing your brand and the overall customer experience.

Grow Your Brand

Cut Costs

Reduce Risk
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Expand without the Spend:  
A Look at Warehousing Today
Getting Started
The first step in any initiative is establishing how it supports your 
strategic business goals. Is your primary goal to grow your customer 
base, establish your brand, improve your customer delivery promise? 
In terms of your fulfillment network, how will more locations help you 
meet those goals by reaching a higher percentage of U.S. markets with 
faster, more affordable delivery?

The biggest benefit of an on-demand fulfillment solution is the 
ability to scale on an as-needed basis. With a pay-as-you-go model, 
adding the maximum number of locations doesn’t have to happen all 
at once. Instead, you can identify the number of locations you need 
to reach your delivery goals and incrementally add to your network 
as you test, learn, and adapt. Over time, you can leverage your 
customer demand patterns to continually optimize your footprint.

STEP ONE:  
Determine which Network Will Deliver the Best Results

The goal is to measure the impact of adding more locations to your 
network. As you consider growing your network, determine what there 
is to gain by shortening delivery times while still maintaining the same 
cost-per-unit shipped (think standard ground shipping rates versus 
expedited/air)?

You can identify the 
number of locations you 
need to reach your delivery 
goals and incrementally 
add to your network as you 
test, learn, and adapt. Over 
time, you can leverage your 
customer demand patterns 
to continually optimize 
your footprint.
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Number of Locations Next-Day 2-Day 3-Day

1 18% 34% 48%

2 29% 41% 30%

3 38% 46% 16%

8 82% 16% 2%

11 90% 10%

16 98% 2%

Outbound Scenarios for General U.S. Population Demand Pattern

One eCommerce company has a single distribution 
center in Ontario, California. In order to support 
projected growth and market expansion, it needs to 
expand its fulfillment network. However, it also wants 
to improve its customer delivery promise to include 
next-day delivery for most of its market. From its single 
fulfillment center in California, it can currently reach 18% 
of customers across the country with next-day shipping.

The table below outlines six high-level outbound 
scenarios supporting the company’s demand pattern—
depicting the number of fulfillment centers needed to 
achieve specific delivery timeframes.

Company Highlights

• $50MM sales

• SKUs: 500

• Orders per year: 1MM

• Units per order: 1.5

• Customer demand map: General U.S. population

• Current DC: 95k sq. ft. in Ontario, CA

• Current delivery: 18% orders with next-day

• Goal: 80-90% of orders delivered with next-day 
ground delivery

Example Customer Profile: LA-Based eCommerce Company
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80% of U.S. Market with 
Next-Day Delivery
To reach its minimum goal of 80% next-day 
delivery rate across the U.S., the company 
needs 8 fulfillment centers with square 
footage reallocated across the 8 locations. 
The table to the right outlines a potential 
reallocation of space and an approximated 
annualized lease cost—both of which are 
comparable to the company’s current 
spend on its single facility.

Locations Size (sq. ft.) Annualized Fixed 
Lease Cost

Ontario, CA 21,300 $153K

Seattle, WA 13,200 $95K

Minneapolis, MN 3,400 $24K

Dallas, TX 10,700 $77K

Columbus, OH 12,500 $90K

Memphis, TN 9,400 $68K

Edison, NJ 18,000 $130K

Jacksonville, FL 4,900 $35K

TOTAL 93,400 $672K

8 Distribution Network for Next-Day Delivery

8
LOCATIONS
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90+% of U.S. Market with 
Next-Day Delivery
For the same company to reach 90+% of its 
market with next-day delivery, it needs 11 
fulfillment centers in the following potential 
locations. The table depicts potential 
reallocation of square footage and 
associated fixed annual costs for the lease.

Locations Size (sq. ft.) Annualized Fixed 
Lease Cost

Seattle 10,000 $72K

Reno 6,000 $43K

Ontario 18,000 $130K

Denver 3,000 $22K

Minneapolis 3,000 $22K

Kansas City 4,000 $29K

Houston 6,000 $43K

Columbus 9,000 $65K

Memphis 8,000 $58K

Jacksonville 4,900 $35K

New Jersey 18,000 $130K

TOTAL 89,900 $649K

11 Distribution Network for Next-Day Delivery

LOCATIONS
11
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If this eCommerce retailer wanted 
to be even more aggressive about 
its delivery promise and reach 98% 
of the U.S. with next-day delivery, 
it could increase its footprint to 
include 16 locations for fulfillment. 
That level of delivery requires a 
distribution center in nearly every 
major metro area. With this network, 
the map starts to look very similar to 
Amazon’s distribution network.

STEP TWO:  
Compare Traditional Fulfillment Expansion to On-Demand 
Fulfillment Expansion
The above analysis likely confirms what you already know about your business: it 
takes more fulfillment centers, in more locations, to reach more of your market with 
next-day delivery at manageable costs. But how much does building a network like 
that cost? And how many companies can actually afford to do this?

To explore the level of investment needed to make these choices, let’s again use 
the same customer profile to compare the economics of the two approaches. 

Base Assumptions:

• Lease term: 3 years

• Lease cost: $.60/sq. ft. per month

• Labor productivity: 120 orders per warehouse FTE

• Inbound transportation: FTL

• Outbound transportation: Standard parcel rates

• Current DC: 95K sq. ft. in Ontario, CA

• Dynamic WH costs: Based on FLEXE marketplace rates

• Annual order growth: Baseline = 0%

16 LOCATIONS

98%
of U.S. Market with 
Next-Day Delivery



CATCHING UP WITH AMAZON: BUILDING AN ON-DEMAND FULFILLMENT NETWORK

FLEXE.COM 13 OF 16

The analysis below breaks down costs into the primary components associated with 
warehouse network expansion: 

1. Start-up costs: Includes investments such as racking, striping, and physical setup and 
software systems implementation. (NOTE: Because this number can range anywhere 
between $50k and $250k+, we’ve used the lowest estimate of $50k per facility)

2. Committed costs: Building leases

3. Variable warehouse costs: 

a. Traditional solution: Labor and material handling equipment 

b. On-Demand solution: Cost per pallet and per order

Comparing the company’s current warehousing cost with its two potential next-day 
delivery scenarios, it’s easy to see that the cost savings come from eliminating the fixed 
costs associated with a traditional warehousing solution. The 90+% traditional warehouse 
footprint of 11 facilities costs almost $1.5MM more than an on-demand solution for the 
same number of fulfillment centers. 

Even for 80% coverage, the difference is nearly $1MM. There is even an overall cost 
difference between its current solution of one facility and its on-demand scenario for 
reaching 90+% of its market. But this only demonstrates one year of operating costs. 
Extrapolate to a three-year lease and the traditional committed and startup costs would 
be close to $3MM more than an on-demand approach.

$500,000

Current Traditional
(80%)

Traditional
(90+%)

On-Demand
(80%)

On-Demand
(90+%)

$0

$1,000,000

$1,500,000

$2,000,000

$2,500,000

$3,000,000

$3,500,000

Startup Costs Committed Cost Variable WH Cost

Year One Comparative Warehousing Costs
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A Closer Look: On-Demand Fulfillment Network for Next-Day Delivery
When running a network analysis for on-demand fulfillment with FLEXE, inbound and 
outbound shipping data is included in the analysis. In addition to the above savings 
on warehousing costs with an on-demand solution, shortening the last leg of delivery 
decreases overall outbound shipping costs.

The table below outlines the same six outbound scenarios as before, but also 
includes potential cost savings* based on the number of fulfillment centers in a 
FLEXE fulfillment network.

*The cost savings recorded in this table are an estimate and are subject to change based on each customer’s delivery 
goals, current infrastructure, and outbound data.

Not surprisingly, there is a direct relationship between the number of locations and the 
percentage of the continental U.S. that’s met with next-day ground. But, there’s also a 
positive correlation between the number of locations and potential savings. With an on-
demand solution, more locations can increase cost savings.

Number of Locations Potential Savings 
from Baseline Next-Day 2-Day 3-Day

1 0% 18% 34% 48%

2 14.15% 29% 41% 30%

3 18.16% 38% 46% 16%

8 26.44% 82% 16% 2%

11 28.04% 90% 10%

16 29.37% 98% 2%

Outbound Scenarios for General U.S. Population Demand Pattern
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Conclusion
Today’s supply chains have been built to be efficient and have been optimized for transparency 
and consistency. As a result, they are also rigid. This simple fact has governed warehouse 
network strategy for decades. The problem is that the market is changing and new dynamics are 
stressing the system.

Customer expectations for faster delivery place new demands on supply chains—catapulting it to 
the forefront of retail operations. Broader market trends like shortened product lifecycles and great 
product variety, along with constant innovation from organizations like Amazon, exacerbate the 
traditional system even further.

So, something has to change. Supply chains must remain efficient, but also flexible. Warehousing—
once associated with long-term commitments, large upfront costs, and little dynamic flexibility—is at 
the heart of this new approach to creating an elastic supply chain.

Don’t consider expanding your network without considering an on-demand solution. With FLEXE, 
we work with you to identify your optimal network based on your actual needs and will help you 
incrementally build out your fulfillment footprint so you can successfully achieve your business 
goals, meet customer demands, and turn your supply chain into a competitive advantage.

About FLEXE
Based in Seattle, Wash., FLEXE is the first and largest marketplace for on-demand warehousing 
and fulfillment services. The FLEXE platform connects retailers and brands in need of warehousing 
and fulfillment services with an integrated network of warehouse operators. There are no long-
term contracts, no fixed-fees, and no complicated technology integrations. Retailers and brands 
gain immediate access to a fast, easy, and affordable way to more dynamically manage their supply 
chains. More information on the company and its services can be viewed online at www.flexe.com.

http://www.flexe.com
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