Types of Logistics Outsourcing and Related Impact on the 3PL Buying

Process: Empirical Evidence

Abstract: Although logistics outsourcing is recognised as a competitive parameter, so
far there has been no adequate research on the types of logistics outsourcing and their
implications in terms of the Third Party Logistics (3PL) buying process. This paper fills
the gap by focussing on two key issues, i.e. required competitive advantages and 3PL
selection criteria. The aim is to provide a comprehensive investigation of such factors
and study if and how they vary depending on the outsourcing type. After a literature
review and a focus group, a survey of 482 logistics managers was conducted, and a
statistical analysis of results was performed. The findings are of interest to both
shippers and 3PL providers because they help the former understand which outsourcing
type is the most suitable to achieve the desired competitive advantages, and the latter to

evaluate the key factors to focus on depending on the required type of outsourcing.
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1. Introduction

Logistics outsourcing is currently a growing phenomenon and is becoming a strategic lever
with a significant impact on shippers’ business performance. The annual study conducted by
Langley and Capgemini (2015) indicates that the overall market of logistics outsourcing
services has increased by 30% since 2010, generating revenue for more than 700 billion USS.
This rise could be explained by several factors. On the one hand, international competition
and ongoing global recession have forced many companies to search for every possible means
— logistics outsourcing included — to enhance their operational efficiency (Min, 2013). On the
other hand, a rising demand for increased operating flexibility has been highlighted among
shippers (e.g. Solakivi et al., 2013), driving them to look at logistics outsourcing as a possible
means to face changes in demand and to meet the required service level. As a consequence,
the interest in the topic of logistics outsourcing has grown over time, as shown by the
increasing number of contributions in the literature (e.g. Marasco, 2008).

Overall, the buying process represents a crucial step for the success of an outsourcing
initiative. The extant literature in this arena makes a distinction between the procurement of
services and the procurement of products (e.g. Axelsson and Wynstra, 2002; Fitzsimmons et
al., 1998; Wittreich, 1966). Indeed, peculiarities in services make them relatively difficult to
standardise, count and value, which in turn implies that they entail greater performance
ambiguity (Bowen and Jones, 1986).

The 3PL sourcing may be viewed as belonging to the ‘service’ category. A number of
peculiarities related to the logistics services supply may be found, due to the uniqueness of
each activity usually resulting from the high variability of tasks to meet customer-specific
service requirements (e.g. Large et al., 2011; Yeung et al., 2006; Frediksson and Johansson,
2009; Vickery et al., 2004). Because of its specific features and requirements, a stream of

dedicated literature has been developed on the 3PL buying process (e.g. Bandeira et al., 2015;



Jharkharia and Shankar, 2007; Aghazadeh, 2003; Andersson and Norman, 2002; Sink and
Langley 1997).

Although a number of contributions have been found in the extant literature, and
different types of 3PL relationships have been recognised in the 3PL arena (e.g. Marchet et
al., 2012; Knemeyer and Murphy, 2005; Skjoett Larsen, 2000), 3PL sourcing has been
typically studied from a general perspective, without relating it to the type(s) of established
outsourcing relationships. This represents a substantial gap, as shippers may either turn to a
tactical partner for operational services or else consider a more integrative relationship (Coyle
et al., 2009). Their willingness to enter a certain type of outsourcing relationship may imply
different perspectives in terms of required 3PL competences, selection criteria and expected
competitive advantages. Additionally, from a practical point of view, understanding the
requirements and expectations of shippers is highly significant to 3PL providers in order to
better evaluate the key factors to focus on when designing their offer, which allows them to
improve their competitiveness on the market. Finally, although a high number of
contributions may be found in the literature related to the 3PL buying process, there is still no
shared vision on the key features of the 3PL buying process, nor on their perceived priority.

This paper aims to fill the above presented gaps by focussing on two key issues in the
3PL buying process as a whole, i.e. required competitive advantages and 3PL selection
criteria. Specifically, the objective is twofold: firstly, to provide a comprehensive
investigation of competitive advantages sought by shippers and 3PL selection criteria,
including their prioritisation; secondly, to investigate whether such features vary depending
on the type of established outsourcing relationship.

The rest of the paper is organised as follows. The next section summarises the
literature review on competitive advantages sought by shippers and on 3PL selection criteria.

Subsequently, the research background is presented, followed by the theoretical foundation



and research questions. Section five illustrates the methodology, whereas the sixth section
reports the main findings. Finally, conclusions are drawn and suggestions for future research

are identified.

2. Literature Review

According to the main studies on the 3PL buying process (e.g. Aghazadeh, 2003; Sink and
Langley, 1997), competitive advantages related to logistics outsourcing and 3PL selection
criteria are key features in the 3PL buying process. These two main topics are discussed

below.

2.1. Competitive Advantages Related to Logistics Outsourcing

It is widely accepted that major competences and focus on core business of 3PL providers are
the main — and perhaps the most often mentioned — strategic reasons for outsourcing (Kremic
et al., 2006). Overall, focussing on the expected benefits of logistics outsourcing five main
required competitive advantages seem to emerge, and the identified elements are substantially
homogeneous, as previously noted by Wilding and Juriado (2004). Table 1 summarises the
main extant literature regarding the five competitive advantages related to logistics

outsourcing [Table 1 near here].

First, cost reduction is considered one of the most important competitive advantages
required from logistics outsourcing (e.g. Modarress et al., 2010; Jaafar and Rafig, 2005;
Bolumole, 2003; van Laarhoven et al., 2000). Indeed, according to Bolumole (2003), 3PL
providers can offer advantages in terms of economy of scale to shippers, thanks to the
increase in handled volumes achieved by working with other shippers. These economies of
scale become apparent as handled volume increases without a proportionate increase in labour
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or equipment (i.e. operating costs). Another cost-related advantage lies in the reduction of
invested capital, as 3PL providers offer shippers the opportunity to turn fixed costs into
variable costs, as well as not locking unnecessary capital in costly logistics-related assets,
facilities or equipment (e.g. Modarress et al., 2010; Selviaridis and Spring, 2007; Jaafar and
Rafiq, 2005; Bolumole, 2003; Van Laarhoven et al., 2000; Sum and Teo, 1999).

Additionally, mainly in the fast moving consumer goods (FMCG) industry, there are
other, more service-related, forces driving towards logistics outsourcing, such as flexibility
increase (e.g. ‘operational flexibility’ as per Wilding and Juriado, 2004; ‘strategic flexibility’
as per Skjoett Larsen, 2000) and service level improvement, namely customer lead-time
reduction and higher quality of service (e.g. Modarress et al., 2010; Selviaridis and Spring,
2007; Jaafar and Rafiq, 2005; Wilding and Juriado, 2004; Razzaque and Sheng, 1998).

In recent years, the need for shipper-oriented proactive improvements — in terms of
process innovation, re-engineering of the logistics processes or access to latest technologies —
has finally begun to be considered as a possible competitive advantage related to logistics
outsourcing. Indeed, according to Wallenburg et al. (2010) and Deepen et al. (2008), shipper-
oriented proactive improvements yield functional value to shippers in the form of efficiency
and/or effectiveness enhancement. The authors state that shippers should achieve higher
benefits (in terms of better performance) from a 3PL provider that displays proactive

improvement in contrast to a non-proactive 3PL provider.

2.2. 3PL Selection Criteria

The topic of 3PL selection criteria has been widely studied (e.g. Marasco, 2008). In addition
to some ‘traditional’ criteria, such as optimum cost and operational/delivery performance,
other criteria have emerged as very important, such as reputation, cultural compatibility,

financial stability or depth of management expertise/quality of management (Sink and



Langley, 1997). In recent years, new criteria have also emerged, such as the ability to help
shippers in case of emergency (e.g. ability of 3PL providers to cope with no standard
variations in demand as per Jharkharia and Shankar, 2007). Moreover, non-logistics-focused
criteria have been highlighted, such as the willingness of 3PL providers to retain a number of
shippers' logistics employees — who would otherwise become unemployed after the
outsourcing agreement — or convenient clause for arbitration and escape (Jharkharia and
Shankar, 2007). Overall, there are some recurrent macro-criteria that scholars suggest to
consider in the 3PL buying process. Specifically, 22 main 3PL selection criteria were
identified, which for simplicity reasons are hereinafter listed depending on their main scope.
First, a cost-related criterion is widely acknowledged in the literature, i.e. cost of
service (Per¢in and Min, 2013; Qureshi et al., 2008; Jharkharia and Shankar, 2007; Arroyo et
al., 2006; Bottani and Rizzi, 2006; Skjoett-Larsen, 2000; Razzaque and Sheng, 1998; Sink
and Langley, 1997).
In addition to this cost factor, the 3PL providers’ characteristics below — both
distinctive features and reputation — may have an impact on the 3PL buying process:
e Size and quality of fixed assets (Qureshi et al., 2008; Jharkharia and Shankar,
2007; Bottani and Rizzi, 2006; Razzaque and Sheng, 1998);
e Provider certification (e.g. ISO9000, HACCP ) (Arroyo et al., 2006; Razzaque and
Sheng, 1998);
e Market knowledge / Business experience (Per¢in and Min, 2013; Per¢in, 2009;
Jharkharia and Shankar, 2007; Arroyo et al., 2006; Bottani and Rizzi, 2006;
Razzaque and Sheng, 1998);
e High and improving standards (Arroyo et al., 2006; Razzaque and Sheng, 1998);
e Quality of management (Per¢in and Min, 2013; Perc¢in, 2009; Qureshi et al., 2008;

Jharkharia and Shankar, 2007; Skjoett-Larsen, 2000; Sink and Langley, 1997);



Reputation (Per¢in and Min, 2013; Qureshi et al., 2008; Jharkharia and Shankar,
2007; Arroyo et al., 2006; Knemeyer and Murphy, 2005; Skjoett-Larsen, 2000;

Razzaque and Sheng, 1998; Sink and Langley, 1997).

Additionally, four service-related criteria have emerged, namely:

Geographical spread and broad range of service (Per¢in and Min, 2013; Qureshi et
al., 2008; Jharkharia and Shankar, 2007; Bottani and Rizzi, 2006; Arroyo et al.,
20006; Skjoett Larsen, 2000; Razzaque and Sheng, 1998);

Operational performance (Per¢in and Min, 2013; Per¢in, 2009; Qureshi et al.,
2008; Jharkharia and Shankar, 2007; Bottani and Rizzi, 2006; Skjoett-Larsen,
2000; Razzaque and Sheng, 1998; Sink and Langley, 1997);

Flexibility in operations and delivery (Per¢in and Min, 2013; Qureshi et al., 2008;
Jharkharia and Shankar, 2007; Arroyo et al., 2006; Bottani and Rizzi, 2006;

Razzaque and Sheng, 1998; Sink and Langley, 1997).

With the technological progress characterising the last decade, the level of sophisticated IT

solutions adopted — such as vehicle routing packages or carrier loading optimisation tools —

has become an important criterion, since the advanced IT capability of 3PL providers may

help shippers reduce delivery uncertainties and inventory levels (Jharkharia and Shankar,

2007; Razzaque and Sheng, 1998). On this regard, two main IT-related criteria can be

identified:

Information technology capability (Per¢in and Min, 2013; Qureshi et al., 2008;
Jharkharia and Shankar, 2007; Arroyo et al., 2006; Bottani and Rizzi, 2006;

Razzaque and Sheng, 1998; Sink and Langley, 1997);

Tracking and tracing of the deliveries (Razzaque and Sheng, 1998).

Additional criteria may be acknowledged, related to the relationship between 3PL provider



and shipper, namely:

e Prior relationship with the company (Arroyo et al., 2006);

e Long-term relationship (Per¢in, 2009; Qureshi et al., 2008; Jharkharia and
Shankar, 2007; Arroyo et al., 2006; Bottani and Rizzi, 2006; Razzaque and Sheng,
1998);

e Information sharing and trust (Qureshi et al., 2008; Jharkharia and Shankar, 2007;
Bottani and Rizzi, 2006; Sink and Langley, 1997);

e Willingness to use shipper’s logistics manpower (Jharkharia and Shankar, 2007);

e Employee satisfaction level (Jharkharia and Shankar, 2007; Razzaque and Sheng,

1998).

Finally, the following 3PL selection criteria related to risk management have emerged:

Financial stability (Per¢in and Min, 2013; Per¢in, 2009; Qureshi et al., 2008;
Jharkharia and Shankar, 2007; Arroyo et al., 2006; Bottani and Rizzi, 2006;

Skjoett-Larsen, 2000; Razzaque and Sheng, 1998; Sink and Langley, 1997);
e Surge capacity (Jharkharia and Shankar, 2007; Qureshi et al., 2008);

e Clause for arbitration and escape (Jharkharia and Shankar, 2007);

¢ Flexibility in billing and payment (Jharkharia and Shankar, 2007; Sink and

Langley, 1997).

3. Research Background

As anticipated, the interest in the topic of logistics outsourcing has grown over time and the
contributions of experts in this field have increased in step, as highlighted by a comprehensive
review of the 3PL literature conducted by Marasco (2008). Overall, the terms ‘logistics
outsourcing’, ‘3PL’, ‘logistics alliances’ and ‘contract logistics’ have generally been used in

the literature to refer to the practice of outsourcing the execution of part or all of the logistics



activities previously performed in house by a company.

In spite of this growing popularity, different specific definitions and interpretations of
logistics outsourcing may be found. On the one hand, some of these appear to be quite broad,
or ‘inclusive’, in nature — i.e. any logistics activity that is not performed ‘in house’ as being
representative of 3PL, without distinctions between short-term and long-term considerations
or between transactional and relational exchanges (e.g. Skjoett Larsen, 2000; Lieb, 1992). On
the other hand, other definitions and interpretations have a more ‘exclusive’ nature, i.e. they
focus on a long-term perspective, and emphasize that multiple activities can be provided (e.g.
Murphy and Poist, 1998; Bagchi and Virum, 1996).

Table 2 contains some examples of 3PL definitions/interpretations, classified based on the
nature of the relationship, i.e. ‘inclusive’ versus ‘exclusive’, as previously defined by

Knemeyer and Murphy (2005) [Table 2 near here].

As highlighted by Table 2, the authors seem to take into account the same dimensions when
expressing their definitions. Specifically, the authors mention: (i) the number of activities
being outsourced, (ii) whether these activities are performed in an integrated or coordinated
manner, and (iii) the involvement of the 3PL provider in planning/management activities.
Furthermore, (iv) the duration of the relationship — to distinguish 3PL from traditional ‘arm’s
length’ sourcing — and (v) the mutual beneficial effects are often mentioned to define 3PL,
especially when referring to the ‘exclusive’ interpretations mentioned above.

The duration and the mutual beneficial effects of the relationship are related to the type of
3PL provider involvement in planning/management activities, as previously emerged from the
study by Makukha and Gray (2004). In their research the expert panel involved in the Delphi

method agree that the involvement of 3PL providers at a strategic decision-making level must



imply time-scale, sharing of commercial intentions, risks and rewards and commitment to
financial investment.

Hence, a satisfactory classification of the available 3PL models seems to be related to two
main key dimensions: (i) type of 3PL provider’s involvement (i.e. execution versus planning)
and (ii) outsourcing level (i.e. the extent to which the process is outsourced, in terms of
number of activities outsourced and level of integration). With this rationale in mind, two
main outsourcing models have been identified and adopted in the current study: (i) tactical
outsourcing, i.e. decisions related to the outsourcing of the execution of traditional logistics
activities, such as transportation or warehousing, to different 3PL providers; and (ii) strategic
outsourcing, i.e. decisions related to the outsourcing of both planning and execution of the
entire logistics process (or a large portion of it) to one 3PL provider (or a limited number of

3PL providers), as in Figure 1 [Figure 1 near here].

The tactical outsourcing model essentially implies that only the execution of the outsourced
logistics activities is managed by 3PL providers, whereas the ownership of their planning and
control is maintained internally. The shippers may have different 3PL providers, each of them
selected based on the advantages that can be obtained (e.g. 3PL providers may be selected on
the basis of their specialisation in terms of a single service, such as ‘less than truck load’/*full
truck load’ shipments or geographic area covered). The length of outsourcing agreements is
generally short (i.e. usually one year at the most). Conversely, the strategic outsourcing model
implies that the entire logistics process is outsourced (or at least a large portion of it), and the
make-or-buy decision occurs at a strategic level. The adoption of this model does not
necessarily mean that the shipper loses the planning and control of all logistics activities

completely but, rather, that there is a more strategic involvement of the 3PL provider at the
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planning/design level. Consistently with the different types of relationship, the length of

outsourcing agreements is generally long (i.e. at least three years).

4. Theoretical Foundation and Research Questions

The literature review of earlier research on the 3PL buying process presented above reveals a
number of gaps. First, although many authors have tackled competitive advantages and 3PL
selection criteria when investigating logistics outsourcing, some significant limitations have
been found. Secondly, a holistic view is missing, especially in terms of 3PL selection criteria,
and no shared vision has been detected on the perceived priority assigned to the identified
3PL selection criteria. Thirdly, although the academic literature recognises that outsourcing
decisions can vary in nature, to date the 3PL buying process and its related key factors (i.e.
required competitive advantages and 3PL selection criteria) have been studied from a general
perspective, without considering their relationship with the established type of outsourcing.
Previous studies on logistics outsourcing have provided a number of theoretical
constructs, with the Transaction Cost Economics (TCE) or the Resource-Based Theory (RBT)
being among the most widely adopted. Conversely, the use of other theories (e.g. Agency
Theory or Network Theory) seems to be an exception rather than the rule (Selviaridis and
Spring, 2007). The RBT, which was first introduced by Penrose (1959), states that a
company can be viewed as a bundle of resources that are heterogeneously distributed across
companies. Such differences allow companies to build a competitive advantage, for instance
by having ownership of, or access to, a unique resource or innovation. The term ‘resource’ is
broad in nature, as it refers not only to tangible assets, such as equipment, plants and location,
but also to intangible assets, such as expertise, knowledge and organisational assets. The RBT
supports logistics outsourcing suggests that the use of 3PL providers has enabled firms to gain

access to complementary resources and create much more competitive resource bundles,
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providing them with a competitive advantage (Zacharia et al., 2011). This theoretical
construct better reflects the objectives of the present study and has been adopted hereinafter.
According to the RBT, this paper aims to fill the identified gaps with a twofold
objective. Firstly, it aims to provide a comprehensive investigation of the competitive
advantages expected from logistics outsourcing (i.e. type of advantage(s) a shipper is looking
for to maintain competitiveness in the marketplace) and the 3PL providers’ selection criteria
(i.e. specific resources that the shippers look for in a 3PL buying process to achieve a
competitive advantage). Secondly, it aims to offer an in-depth understanding of how these
features (i.e. competitive advantages required from logistics outsourcing and 3PL selection
criteria) change depending on the type of logistics outsourcing sought by the shippers.
Specifically, starting from these objectives, the following research questions were identified:
e RQI1: What are the main competitive advantages required from logistics
outsourcing? Which is their priority order?
e RQ2: What are the main 3PL selection criteria based on the shipper’s perspective?
Which is their priority order?
e RQ3: Do the examined key decision factors (i.e. competitive advantages and 3PL
selection criteria) vary depending on the type of logistics outsourcing (i.e. tactical

versus strategic outsourcing)?

5. Research Methodology

The research methodology has been structured into 3 phases. In phase 1 a thorough review of
the scientific literature was performed to identify the key factors in logistics outsourcing, and
competitive advantages required from logistics outsourcing and 3PL selection criteria were

specifically investigated. In this phase, secondary sources (e.g. practitioner studies) were also

examined (e.g. Quinn and Hilmer, 1995). Information was collected by using a number of
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web databases, such as Scopus and Google Scholar. The analysis was based on papers, books
and working papers and it covered the time period from 1989 to 2014. The selected papers
were primarily published in logistics journals (e.g. International Journal of Logistics
Management, International Journal of Physical Distribution and Logistics Management,
Journal of Business Logistics), although publications were also found in supply chain
management (e.g. European Journal of Purchasing and Supply Management, Supply Chain
Management: An International Journal), operation management (e.g. International Journal of
Operations and Production Management) and marketing journals (e.g. Industrial Marketing
Management). In order to search for topical contributions, a number of main keywords and
strings were identified, such as ‘logistics outsourcing’, ‘3PL’, ‘buying process’, ‘competitive
advantage’, and ‘selection criteria’ that were to be found in both the abstract and the main
body of the paper. We also went back to other papers by cross-referencing, thus including
potential papers that had not been taken into account yet. The entire analysis eventually led to
the identification of 43 papers that, according to the authors, have provided useful insights
into the analysed topic.

In phase 2 (i.e. collection of experts’ opinions) the results of the literature review were
presented to a focus group (i.e. qualitative group discussions with senior level supply chain
management professionals) to collect feedback and recommendations for improving the
research framework and restrict the research area. The group was assembled and participants
were selected relying on the activity of the Observatory of Contract Logistics, a permanent
research initiative — now in its fifth year of activity — launched by Politecnico di Milano
School of Management on the themes of logistics outsourcing, involving over 40 companies
(both shippers and 3PL providers). Specifically, the focus group involved 16 leading Italian
shippers in a single in-depth discussion that lasted approximately 2 hours.

Based on that, the following competitive advantages were considered in this study: (i)
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operating cost reduction, (ii) invested capital reduction, (iii) flexibility increase, (iv) customer
service level improvement, (v) innovation capability improvement and (vi) risk reduction
linked to the development of knowledge and new technologies. This last factor emerged from
practitioner studies (e.g. Quinn and Hilmer, 1995) and was then confirmed as significant by
the focus group.

With regard to the 3PL selection criteria, the focus group carefully examined the list of items
emerged from the literature review, and confirmed all of them with the exception of ‘cost of
service’ and the 3PL provider's ‘prior relationship with the company’, as both of them were
considered strictly related to the specific relationship and therefore more difficult to
generalise in relation to the type of outsourcing. Additionally, based on the logistics
managers’ feedback, (i) attention to environmental sustainability, (ii) investment capacity,
(iii) level of control of sub-contractors and (iv) service level customisation were also included
in the analysis. This phase ultimately led to a list of 24 items to be taken into account, as
shown in Table 3.

Phase 3 involved an exploratory study (i.e. survey-based) targeting Italian companies.

Survey research allows to statistically assess the attitudes and characteristics of relatively
large external samples (Wacker, 1998). In particular, given the early stages of this research
into the examined phenomenon, an exploratory survey was selected as the suitable
methodology, aiming to gain preliminary insight on the topic and then provide the basis for
more in-depth studies (Forza, 2002; Pinsonneault and Kraemer, 1993).
A six-page questionnaire was developed, structured into 4 main sections. Section 1 contained
questions related to general information about the survey respondents (i.e. contact details, job
title, industry and annual revenue of the company). Section 2 was devoted to investigating the
main type of outsourcing relationship. Respondents were asked to declare the outsourcing

level of their activities (i.e. tactical or strategic versus internally managed). Finally, sections 3
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and 4 investigated the competitive advantages related to logistics outsourcing and 3PL
selection criteria, respectively. As far as the competitive advantages are concerned,
respondents were asked to assign a percentage from 0 to 100% depending on the importance
assigned to each. Looking at the key selection criteria in the 3PL evaluation, respondents were
asked to indicate the ten (out of 24) 3PL selection criteria deemed as most important on a
scale of 1 to 10 (1 = most important, 10 = least important). Each item was accompanied by a
brief description in order to avoid misunderstandings (e.g. investment capacity: willingness
and financial means of 3PL providers to invest in warehouse automation or other capital-
intensive solutions).

The questionnaire structure and content was discussed with the focus group and pre-tested
with a representative group of companies before being sent via mail. A cover letter
accompanied the questionnaire form explaining the aim of the study.

Three main sources were used to build the sampling frame in the Italian market: (i) the
database of the above-mentioned Observatory on Contract Logistics, (ii) trade publications,
and (iii) web sources.

The questionnaire was finally mailed to seniors and middle managers of 482 companies
operating in Italy. In total, 107 usable responses were received, with a response rate of 22%.
According to Malhotra and Grover (1998), response rates over 20% are considered as
satisfactory for mail surveys. Note that 17 of the responding companies (16%) declared to
manage their logistics activities mainly internally. For the scope of our analysis, these
companies were excluded from our analysis, and therefore the total sample size for the data
analysis was reduced to 90 companies. Among these 90 companies, 47 declared to adopt
mainly a tactical outsourcing approach, while the remaining 43 mainly a strategic one.
Looking at the examined sample (i.e. 90 companies), the majority of respondents (i.e. 82%)

were Logistics or Supply Chain Directors and about 60% declared to operate in one among
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the Fashion, Food, Retail or Pharmaceutical industries. 40% of respondents reported annual
sales exceeding €500 million, whereas 34% declared an annual sale volume between €100
and €500 million. Only 8% of respondents presented annual sales lower than €50 million.
The potential for selection bias was tested by comparing early respondents (the first 30) to
late respondents (the last 30) for each company characteristics (i.e. industry type and annual
sales) and surveyed items (i.e. competitive advantages and 3PL selection criteria) using
ANOVA (Wagner and Kemmerling, 2010; Armstrong and Overton, 1977). The results
showed that at the 0.05 level there were no significant differences between the mean scores of
early and late respondents in terms of characteristics and surveyed items in both samples, thus
confirming that there is no evidence of non-response bias.

Due to the limitations of this type of non-response bias test, we also compared our sample
characteristics to our sampling frame to provide support for the representativeness of the
respondents’ sample and therefore allow the generalisation of results (Nix and Zacharia,
2014). The industry distribution for respondents is similar to the total sample industry
distribution. About 70% of respondents are from one among the fashion, food,
electrics/electronics, retail and pharmaceutical industries. The distribution of non-respondents
per industry is also similar to the distribution of the total sample size. In the sample of
respondents, the mechanical engineering sector is not represented. Based on our analysis, it
emerged that none of the other industries presented a significantly different distribution from
the one of the sample partitioning. As far as the annual sales are concerned, it is necessary to
highlight that only 8% of respondents presented annual sales lower than €50 million: this
percentage is lower compared to the composition of the Italian industrial structure, which
means SMEs were less represented. Therefore, the generalisation of our results must take into
account this consideration.

Finally, a statistical analysis of the results was carried out. Statistical tests were performed on
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each examined competitive advantage and on selection criteria to evaluate their variation
depending on the type of outsourcing (i.e. tactical outsourcing versus strategic outsourcing).
Before using the Independent T-Test, a preliminary test for normality (Skewness-Kurtosis
tests) was performed. Since the majority of data did not meet the assumptions for using the T-
Test, a non-parametric test was used for our analysis. In particular, the Mann-Whitney U test
was performed to compare the central tendency (median) of two independent samples
(Tysseland, 2009; Williams and Tokar, 2008). Data analysis was processed using STATA

12.1 for Windows.

6. Findings and Discussion

6.1. Competitive Advantages Related to Logistics Outsourcing

According to the survey responses [Table 3 near here], the first two competitive advantages
indicated as being the most important are operating cost reduction and flexibility increase,

with an average importance of 28.6%, followed by invested capital reduction.

This evidence confirms that logistics outsourcing is primarily viewed as a means to reduce
costs and increase flexibility. Indeed, 3PL providers can offer cost advantages to companies
because they provide them with the opportunity to not tie unnecessary capital in costly
logistics-related equipment (e.g. warehouses or trucks) and they also provide economies of
scale (e.g. Bolumole, 2003).

As far as the type of outsourcing is concerned (i.e. tactical versus strategic), it is
interesting to note that, although the prioritisation of the competitive advantages does not vary

between the two samples, several differences emerge looking at the weight assigned to each.
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Indeed, companies adopting a tactical outsourcing approach seem to give more importance —
after cost factors — to flexibility increase, since they want to take advantage of the 3PL
providers’ ability to cope with variations in demand, giving less importance to improvement
in customer service level and improvement in innovation capability. Risk reduction has a
negligible weight for both outsourcing types.

Looking at the significance of these differences, Table 3 shows the p-values (last
column, numbers in bold) under which the null hypothesis (stating that the central tendencies
in the two samples are equal) is rejected, with a significance level of 5%. Flexibility increase,
improvement of customer service level and improvement of innovation capability appear to
be the only three significantly different factors from a statistical point of view. In particular,
while flexibility increase is deemed as among the most important by companies outsourcing
their logistics activities with a tactical approach, the other two factors are mainly related to a
strategic perspective.

Finally, the survey reveals that both tactical and strategic samples consider operating
cost reduction as the most important advantage required from logistics outsourcing. This
evidence, read under the lens of the motivational theory by Herzberg, shows that companies
seem to consider operating cost reduction as a ‘cross key factor’, i.e. a sort of ‘hygiene factor’
(Herzberg, 1964) in order to enter an outsourcing relationship, whose absence may lead to
dissatisfaction, but whose presence does not necessarily lead to satisfaction and is not

necessary related to a certain outsourcing approach.

6.2. 3PL Selection Criteria

As highlighted above, the focus group pointed out four additional criteria that were not
mentioned in the scientific literature, i.e. investment capacity, service level customisation,

control level of sub-contractors and attention to environmental sustainability. The survey
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results confirmed the significance of these criteria, with a different priority order. Specifically,
investment capacity (i.e. willingness and financial means of 3PL providers to invest in
warehouse automation or other capital-intensive solutions) was found to be the second most
important selection criteria, with an average importance of 4.3, which is rather similar for
both outsourcing approaches. Such evidence demonstrates that increasing attention among
shippers towards two main issues that investment capacity implies, i.e. logistics process
innovation and risk management. On the one hand, shippers may view 3PL’s investment
capacity as an opportunity to obtain a higher level of innovation in their logistics processes.
On the other hand, from a risk management perspective, 3PL’s investment capacity also
involves a certain level of ‘stability’ and mitigates the shippers’ perceived risk related to the
management of their logistics processes also in presence of volume volatility. Moreover, as
previously remarked by Large (2007), the 3PL providers’ specific investments towards a
particular shipper have a positive impact on the performance and the satisfaction level
perceived by such shipper.

As far as the other three criteria are concerned, service level customisation and control
level of sub-contractors are placed in intermediate ranking positions, whereas attention to
environmental sustainability was considered as the least important. This evidence seems
interesting since it allows to underline a possible mismatch between the growing attention
declared by companies towards environmental issues — especially as far as road transportation
is concerned — and the criteria they actually look at to choose their logistics partner.

Looking at the overall survey results [Table 4 near here], the foremost selection criteria
emerged from the empirical study are flexibility in operations and delivery (with an average

importance of 4.1), followed by investment capacity and operational performance.
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Reputation, clause for arbitration and escape and willingness to use shipper’s logistics
manpower have been considered as the less important criteria.

The emphasis given to 3PL selection criteria seems to be different depending on the
company approach to outsourcing, and it is interesting to note how the prioritisation varies
between the two samples. Indeed, the ‘top four’ criteria judged as most important by the
companies adopting a tactical outsourcing approach are investment capacity, operational
performance, flexibility in operations and delivery and surge capability. Instead, for those
companies primarily adopting a strategic outsourcing approach, the selection criteria priority
order is completely different: the most important seems to be the knowledge of the industry in
which the shipper operates, followed by flexibility in operations and delivery, geographical
spread and size and quality of fixed assets. Except from flexibility in operations and delivery
— which appears among the ‘top four’ for both tactical and strategic outsourcing approaches —
the differences in the priority of the 3PL selection criteria confirm that the focus shifts from
operational drivers (i.e. in the tactical approach) to more strategic considerations (i.e. strategic
approach).

‘Flexibility in operations and delivery’ has emerged as a cross key criterion for both
outsourcing approaches (i.e. in 25% of cases it is declared as the most important in both
samples). This shows that the 3PL providers’ ability to offer tailored services (e.g. in terms of
delivery time, place and form) to meet shippers’ changing requirements seems now to be
considered a ‘must have’ service by shippers, regardless of the type of outsourcing they are
looking at.

The results of the Mann Whitney U Test show that four criteria (i.e. geographical spread, size
and quality of fixed assets, information sharing and trust and reputation) present a statistically
significant difference in terms of average importance given to 3PL selection criteria from a

tactical or strategic outsourcing approach. These criteria are more important for those
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companies that adopt a strategic outsourcing approach. Table 3 also shows the p-values (last
column, numbers in bold) under which the null hypothesis (stating that the central tendencies
in the two samples are equal) is rejected, with a significance level of 5%.

These results confirm that, from a statistical point of view as well, the focus seems to shift
from operational drivers to more strategic considerations. Based on the results achieved, the
distinctive 3PL selection criteria identified by shippers in order to build a strategic
outsourcing relationship are as follows:

e geographical spread offered by the 3PL provider, which is desirable in order to
reach all of the markets (or a large portion of them) served by the shippers, as
observed by Skjoett Larsen (2000) as well;

e reputation, since brand name endorses quality, reliability, customer service level,
customer satisfaction and contract fulfilment. The reputation of the 3PL providers
also guarantees a sound financial position to begin a long-term relationship
(Jharkharia and Shankar, 2007);

¢ information sharing and trust, which means a high level of mutual trust between
shipper and 3PL provider, with interaction and data sharing, which is one of the
most important elements making long-term partnerships possible, as per Bottani
and Rizzi (2006);

e size and quality of fixed assets, i.e. the availability of appropriate physical
equipment (such as air-conditioned warehouses and low-consumption vehicles)

offered by the 3PL provider and that suit the shipper’s need.

In the recent literature (e.g. Zolfagharinia and Haugton, 2012; Rajesh et al., 2011) information
sharing and trust have been progressively recognised as key factors for a successful
relationship. Indeed, interaction and relationship experience are acknowledged as distinctive

features driving 3PL providers to utilise the acquired knowledge to design and implement
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innovative solutions and solutions tailored to the shipper (Yazdanparast et al., 2010).
Furthermore, as per Mellat-Parast and Spillan (2014) and Nix and Zacharia (2014), logistics
process integration and collaboration practices, such as coordinated and shared planning, are
strongly related to the shippers’ competitiveness. This perspective has been also supported by
the Knowledge Based View (KBV), a subcategory of the very well-known RBV that
considers inter-company linkage and processes as one of the most important strategic

resources for competition (e.g. Lai et al., 2012; Dyer and Singh, 1998).

7. Conclusions

This paper presents the results of a survey-based study on the 3PL buying process, focussing
on its key factors (i.e. competitive advantages and 3PL selection criteria) and their
relationship with the type of established outsourcing (i.e. tactical versus strategic).
Looking at RQ1 (i.e. What are the main competitive advantages required from logistics
outsourcing? Which is their priority order?) and RQ2 (i.e. What are the main 3PL selection
criteria based on the shipper’s perspective? Which is their priority order?), this study offers a
clear and comprehensive classification of six competitive advantages required by shippers
from logistics outsourcing and 24 3PL selection criteria considered in a 3PL buying process.
The overall results provided are particularly valuable as the logistics managers’ perspective is
also included thanks to the information gathered during the focus group. In particular, it is
worth noting that the 3PL selection criteria suggested by the logistics managers address
innovation, risk management and sustainability, which are currently hot topics in the broader
supply chain research.

Looking at the priority of the competitive advantages, the survey findings reveal that

the most important are related to operating cost reduction and flexibility increase, in line with
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the literature, whereas the foremost 3PL selection criteria that emerged are flexibility in
operations and delivery, investment capacity and operational performance. In particular, our
study highlights the importance of investment capacity as a 3PL selection criterion (i.e. it is
the second most important selection criteria emerged), which was not mentioned in the
previous literature, but instead was suggested by the focus group. Conversely, according to
the survey results, sustainability — although identified by the focus group as among the key
3PL selection criteria to be included — was found to be not very important.

As far as RQ3 is concerned (i.e. Do the examined key decision factors — i.e.
competitive advantages and 3PL selection criteria — vary depending on the type of logistics
outsourcing?), the study reveals that, although the prioritisation of the competitive advantages
does not vary between the two samples, several differences emerge looking at the weight
assigned to each. Indeed, besides cost advantages, which could be considered a ‘cross key
factor’ in order to enter a 3PL relationship, in the case of strategic outsourcing the desired
improvements mainly refer to customer service level and innovation capability, whereas, in
the case of tactical outsourcing, to flexibility increase.

Looking at the 3PL selection criteria, differences in the prioritisation between the two samples
confirm that the focus shifts from operational drivers (i.e. in the tactical approach) to more
strategic considerations (i.e. strategic approach). Nevertheless, the survey results underline the
importance of ‘flexibility in operations and delivery’ as a cross key criterion between the two
outsourcing approaches, showing that the extent to which 3PL providers tailor services
according to shipper’s changing needs is considered more and more by shippers as a ‘must
have’ service (and no longer as a ‘value added’ service).

Finally, our research highlights statistically significant differences between companies
outsourcing their logistics activities in a strategic perspective and those adopting a tactical

approach. Specifically, with regard to competitive advantages related to logistics outsourcing,
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the importance assigned to customer service level improvement and innovation capabilities is
statistically higher for the companies adopting a strategic outsourcing approach. Similarly, the
3PL selection criteria with a statistically higher average importance for companies with a
strategic outsourcing approach are geographical spread, size and quality of fixed assets,
reputation and information sharing and trust. These findings seem to confirm that shippers’
requirements vary depending on the type of outsourcing they are interested in.

From a managerial perspective, the results of this study are firstly useful to help
shippers understand the most suitable type of logistics outsourcing to undertake for achieving
the desired competitive advantage(s). Results also support shippers by suggesting the most
important selection criteria to be adopted when assessing 3PL providers.

Secondly, this study may also offer a valuable perspective to help 3PL managers better
evaluate the key factors they should focus on to design their own offer (i.e. referring to the
3PL selection criteria that emerged as most important), also taking into account the type of
outsourcing relationship they are entering.

This study presents limitations that should be taken into account. Firstly, the empirical
research was limited to Italian companies. This limitation does not allow to understand if
shippers operating in different countries approach the 3PL buying process differently, and
therefore if there are any country-related features affecting such process (e.g. policy or
cultural perspectives, 3PL providers’ characteristics). Secondly, although this study represents
an important picture of the current state of the market, it does not show if and how the key
factors in the 3PL buying process, as well as their prioritisation, may vary over time.
Although the generalisation of our results must take these considerations into account, this
study represents a first step towards a new investigation area that has not been studied in

depth yet (i.e. relationship between required competitive advantages/3PL selection criteria
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and logistics outsourcing type, i.e. tactical versus strategic), with a strong impact both for
academics and practitioners, as illustrated above.

Building upon the results of our study, further research may go towards an additional
analysis of the examined logistics outsourcing models (i.e. tactical versus strategic
outsourcing). For instance, a deeper investigation of the perceived disadvantages related to
logistics outsourcing may be recommended, starting for example from Kremic et al. (2006) or
Razzaque and Sheng (1998). Specifically, it would be interesting studying whether and how
the perceived disadvantages related to logistics outsourcing may vary depending on the
logistics outsourcing model sought after by shippers. Finally, the study presented in this paper
paves the way for future research from the 3PL providers’ perspective. To this extent, further
investigation may be beneficial on the strategies 3PL providers should focus on in order to

create value for shippers.
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Main competitive advantages

required from logistics outsourcing

References

Operating cost reduction

Modarress et al., 2010; Selviaridis and Spring, 2007,
Arroyo et al., 2006; Kremic et al., 2006; Jaafar and Rafiq,
2005; Wilding and Juriado, 2004; Bolumole, 2003; van
Laarhoven et al., 2000; Skjoett-Larsen, 2000; Razzaque
and Sheng, 1998.

Invested capital reduction

Modarress et al., 2010; Selviaridis and Spring, 2007,
Kremic et al., 2006; Jaafar and Rafiq, 2005; Bolumole,
2003; van Laarhoven et al., 2000; Sum and Teo, 1999.

Flexibility increase

Selviaridis and Spring, 2007; Arroyo et al., 2006; Kremic
et al., 2006; Jaafar and Rafiq, 2005; Wilding and Juriado,
2004; Skjoett-Larsen, 2000.

Customer service level improvement

Modarress et al., 2010; Selviaridis and Spring, 2007
Arroyo et al., 2006; Kremic et al., 2006; Jaafar and Rafiq,
2005; Wilding and Juriado, 2004; van Laarhoven et al.,
2000; Skjoett-Larsen, 2000; Sum and Teo, 1999;
Razzaque and Sheng, 1998.

Innovation capability improvement

Wallenburg et al., 2010; Deepen et al., 2008; Arroyo et
al., 2006; Kremic et al., 2006.

Table 1. Main competitive advantages required from logistics outsourcing.
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‘Inclusive’ ‘Exclusive’
3PL relationship: Some definitions from the literature References
nature nature
3PL entails both “tactical decisions about outsourcing the execution of traditional logistics activities, such as Marchet et al
transportation or warehousing, to different 3PL providers and strategic decisions about outsourcing the whole (2012, 5) X
logistics process (or a large part of it)”
All logistics service relationships that include both partnership where “the client will maintain the planning
and management functions internally and externalize the logistics functions, while the provider tries to make ]
' ) ) ) ) ) ) . Skjoett Larsen
standard solutions to the client requirements” and integrated service agreement in which “the provider offers to X
o (2000, 114)
take over the whole or large parts of the logistics process, including management and control of logistics
activities, facility management and personnel administration”
“Activities carried out by a logistics service provider on behalf of a shipper and consisting of at least
management and execution of transportation and warehousing. In addition, other activities can be included
_ ) ) Berglund et al.
[....]. Also, the contract is required to contain some management, analytical or design activities, and the length (1999, 59) X
of the co-operation between shipper and provider to be at least one year, to distinguish third party logistics ’
from traditional ‘arm’s length’ sourcing of transportation and/or warehousing.”
“A relationship between a shipper and third party, which, compared with basic services, has more customized _
) ) Murphy and Poist
offerings, encompasses a broader number of service functions and is characterized by a longer term, more (1998, 26) X
mutually beneficial relationship.” ’
“Using the services of an external supplier to perform some or all of a firm's logistics functions. In principle,
‘logistics’ suggests a combination of two or more services, such as finished goods warechousing and outbound-  Sink and Langley X
to-customer transportation. To be consistent with most interpretations of the term, ideally the activities should (1997, 170)

be conducted in an integrated or coordinated manner”.
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“A close and long-term relationship between a customer and a provider encompassing the delivery of a wide

array of logistics needs. In a logistics alliance, the parties ideally consider each other as partners. They

Bagchi and Virum
collaborate in understanding and defining the customer's logistics needs. Both partners participate in designing X
and developing logistics solutions and measuring performance. The goal of the relationship is to develop a win- (1596, 33)
win arrangement.”
“The use of external companies to perform logistics functions that have traditionally been performed within an
organization. The functions performed by the third party can encompass the entire logistics process or selected  Lieb (1992, 29) X

activities within that process.”

Table 2. Some examples of 3PL definitions/interpretations, classified in chronological order based on their nature (i.e. ‘inclusive versus

‘exclusive’) as per Knemeyer and Murphy (2005).
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Competitive advantages

Average importance

Strategic Tactical
required from logistics Total z P>z
outsourcing outsourcing
outsourcing sample
sample sample
Operating cost reduction 28.6% 24.9% 30.9% 1.381 0.1673
Flexibility increase 27.3% 23.6% 30.6% 1.990  0.0465
Invested capital reduction 17.1% 17.7% 16.6% -0.195  0.8450
Customer service level
. 11.7% 15.7% 8.1% -3.267  0.0011
1mprovement
Risk reduction linked to the
development of knowledge and 9.0% 9.4% 8.7% -0.951 0.3416
new technologies
Innovation capability
6.4% 7.7% 5.1% -2.077  0.0378

improvement

Table 3. Average importance assigned to competitive advantages required from logistics

outsourcing: Mann Whitney U test (p-values under which the null hypothesis is rejected are

reported in bold, with a significance level of 5%).
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3PL selection criteria

Average importance

(scale from 1 to 10)

z P>z
Total Strategic outsourcing  Tactical outsourcing
sample sample sample

Flexibility in operations and delivery 4.1 3.9 4.4 0.906 0.3647
Investment capacity 4.3 4.4 4.0 -0.450 0.6528
Operational performance 4.3 4.5 4.1 -0.044 0.9651
Market knowledge / Business experience 4.4 3.7 5.1 1.946 0.0517
Long term relationship 4.4 4.2 4.6 0.565 0.5722
Surge capacity 4.4 4.4 4.4 0.307 0.7585
Broad range of service 4.8 4.5 5.1 0.467 0.6403
Geographical spread 4.9 4.0 6.0 2.289 0.0221
Information technology capability 5.0 4.4 5.6 1.690 0.0910
Size and quality of fixed assets 5.0 4.1 6.1 2.220 0.0264
Service level customisation 5.0 4.9 5.1 0.713 0.4761
Financial stability 5.0 4.7 5.4 0.385 0.7001
Quality of management 5.0 4.5 5.4 1.168 0.2426
Control level of sub-contractors 5.1 4.7 5.6 0.903 0.3666
High and improving standards 5.2 5.0 5.6 0.554 0.5799
Employee satisfaction level 53 4.8 5.8 0.858 0.391
Flexibility in billing and payment 5.5 5.6 5.4 -0.454 0.6501
Provider certification 55 5.1 6.1 1.092 0.275
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Tracking and tracing of the deliveries 5.7 5.2 6.3 1.201 0.2296
Information sharing and trust 5.8 4.8 6.7 2.332 0.0197
Attention to environmental sustainability 5.9 5.8 6.2 0.370 0.7115
Reputation 6.1 4.9 7.2 2.314 0.0207
Clause for arbitration and escape 6.5 6.4 6.7 0.211 0.8332
Willingness to use shipper’s logistics manpower 6.5 7.1 5.8 -1.347 0.1779

Table 4. Average importance assigned to the 3PL selection criteria: Mann Whitney U test. (p-values under which the null hypothesis is rejected

are reported in bold, with a significance level of 5%). Note that the sample size varies according to each row of the table, as respondents only

selected ten criteria out of 24.
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Figure 1. Research background: classification of 3PL models.
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