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ABSTRACT

The aim of this study is to understand the current status of Chinese third party
logistics (3PL) industry, and investigate the situation of 3PL services usage in China.
An empirical research study is carried out to determine: the extent use of the third
party logistics services in China, reasons for Chinese firms outsourcing logistics
activities, reasons for Chinese firms not outsourcing logistics activities, the level of
satisfaction of the company that outsource 3PL for their 3PL providers, selection
criteria for choosing 3PL providers, organization impact of logistics outsourcing and

future trend of Chinese logistics services.

The results of this study are gathered through an online survey questionnaire. The
respondents are working in the Chinese firms with the management level position or

above. The data is analyzed by SPSS, ANOVA and Chi-square test.

The present study has found that outsourcing 3PL services become very popular in
China, more than half of Chinese firms outsource 3PL services. The use of 3PL
services will be increasing in the future. Most user firms are satisfied with their
providers’ performance. However, there is still high expectation for providers to
improve. In general, Chinese outsourcing firms believe that outsourcing 3PL services

would gain a number of benefits and impose positive impacts on their firms.
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CHAPTER ONE INTRODUCTION

CHAPTER ONE: INTRODUCTION

1.1 Introduction

The aim of this study is to understand the current status of Chinese third party
logistics (3PL) industry, and investigate the usage of 3PL services in China. This
chapter provides the background of logistics and supply management. The
background includes the growth of 3PL and the increased importance of logistics and
supply chain management. The second part of this chapter provides the overview of
logistics industry in China and explanation of the development of the Chinese logistic
industry. The third part of this chapter introduces the progress of generate research
problems. The research problems are generated from the previous literatures. The
rest of this Chapter provides the main aims and objectives of this study, and also

presents the outline of this thesis.

1.2 Background

In recent years, logistics and supply chain management have been attracting wide
attention and have become increasingly important over the last two decades. Over
the period, the condition of the environment has changed significantly, and the
concept of logistics and supply chain management has been evolving. Nowadays,
logistics and supply chain management has been reviewed as an increasingly popular
business strategy as it can reduce costs and improve customer values. Traditionally,
logistics and supply management were delegated to operational level in purchasing
and distribution departments, but now logistics and supply management are evolving
due to strategic alliances, technological changes, cycle time compression, and the
increasing competitive environment. There are also some internal changing factors

such as the implementation of decision support systems, information systems
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integration, increasing performance expectations and spanning of logistics to impact
traditional functional areas (Meade & Sarkis, 1998). Globalisation, new
technologies, customer orientation and outsourcing, which are the major factors that
contribute to the interest in logistics force organization to gain competitive advantages

(Lambert D.M., Stock J.R. & Ellram L.M., 1998).

The third party logistics industry began in the 1980s, it was a $40 billion industry in
1998. The experts predicted this industry would grow 20% per year (Simchi-Levi D.,
Kaminsky P. & Simchi-Levi E., 2003). In 2006, total spending on outsourced
contract logistics globally was US$148 billion, and with a further US $117 billion
spending on forwarders (Transport Intelligence). As the third party logistics industry
rapidly growing and keep playing a more significant role in global supply chains, it is
becoming increasingly complex. Fuller, O’Conor and Rawlinson (1993) claimed
that one important reason for the growth of 3PL services was the variety of customer
needs. This variety of customer needs forcing companies to compete in various
business fields that were logistically distinct. These distinct services are provided
more efficiently by integrated services providers. The role of third party logistics
providers and the range of services that they are providing have been evolved. 3PLs
have evolved from narrowly focused only on shippers and freight forwarders to
providing a number of varied outsourcing services. The traditional 3PL services was
included transportation, warehousing and customs clearance, but today full range of
services that 3PLs offer include many non-traditional services, such as inventory
planning and management, sourcing, production planning, merge-in-transit network
design and operation, reverse logistics, flow-through production support/metering and

network simulation (Simchi-Levi et al., 2003).

The literature on international logistics provider shows that there are three waves in
the history of 3PL evolving journey. The first wave happened in 1980’s or even
earlier with the emergence of traditional logistics providers. These providers’
activities usually emerged from a traditionally strong position in either warehousing

2
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or transportation. The second wave should back to the early 1990. The number of
network players started their logistics activities such as DHL, TNT and FedEx by then.
The third step was in late 1990s. At that time, a number of players from areas of
information technology, management consultancy and even financial services worked
together with players from first and second waves (Berglund, Laarhoven, Sharman &

Wandel, 1999).

1.3 Logistics in China

Nowadays, China is becoming the strong economic power and with great future
potential. The growth rate of Chinese annual GDP surpassed 10 percent in the past
decades. The Economists (2001) forecasted that China would become the second
largest economy in the world within 20 years. Since 1994, China has attracted a lot of
attention consistently from Multinational Corporations (MNCs). One important
reason is the low manufacturing costs and great domestic market potential. ~After
China accessing to the WTO, more people have a wider access to purchase both
domestic and foreign goods. The total trade and investments value in China has
been increasing rapidly. Moreover, China has overtaken USA and became the number
one country in term of attracting foreign investment after 2002(Goh & Ling, 2002).
In 2003, more than 80 percent of fortune 500 companies made their investment in

China (National Bureau of statistics of the People’s Republic of China, 2003).

The growth of the logistics industry in China has been increased dramatically. In
1952, freight turnover in China was 76 billion ton-kilometres, but it was increased to
4381 billion ton-kilometres in 2000. From 1980 to 2000, the total volume increased
by 3.8 times (Luo & Findlay, 2001). From 1992 to 2004, the average annual growth
rate of the logistics industry in China was 22.2 percent (Logistic Information Center
of China and China Federation of Logistics and Purchasing, 2005). The China

Federation of Logistics and Purchasing and Mercer Management Consulting reports
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that the number of the companies that outsource logistics and transportation services
in China will continue to increase 25 percent. The main reason for the sharp
expansion is due to many multinational and transnational companies moving their
logistics businesses to China. Second reason is that a number of Chinese companies
increase outsourcing logistics services in order to reduce costs and focus on
improving their core competency. Last reason is that Chinese government begins to
encourage companies to invest in the logistics industry (Mercer Management

Consulting, 2002).

Prior to the mid-1980s, China adopted central-planned economy policy and used
three-tier system to dominate the distribution sector. Both production and
distribution were conducted solely. All the productions and related logistics
activities were controlled and planned by the central government. Distributors only
provided basic logistics services such as transportation and warehousing but no
marketing support. Distributors did not have right to import products by themselves
since that right was reserved for foreign trade corporations (FTCs). Warehouses
built during the pre-1960s were mostly single-storey (Jiang & Prater, 2002). The
transportation system was still a weak link in the China at that time. There were
insufficient rail or road lines between the regions. The coordination between
different modes of planning and development was required. The general service

quality was low.

After 1980s, the Chinese government started to reform. The control from central
government shifted to the provinces and municipalities level, which means they have
right to establish their own trading companies. Therefore, the economic system was
changed from planned economy towards marketing economy. It resulted in the
shifting of sole state-owned production to private-owned, joint ventures and even
foreign companies could gain entry into the Chinese market. In the late 1980s, the
domestic enterprises that met specified trade volumes were permitted to import and
export directly. This reform led to the development of the logistics industry in China

4



CHAPTER ONE INTRODUCTION

(Jiang & Prater, 2002).

Prior of China entering the WTO, there were few foreign logistics companies. The
Chinese logistics industry was comprised of these single logistics service providers
that could only provide warehousing and transportation services (Liu Y., 2008). The
regulated sectors of Chinese logistics industry included freight forwarding, trucking,
shipping, aviation and customer brokering. If the foreign logistics service providers
intended to enter the Chinese logistical services market, they had to have the special
licenses approved by the concerned Chinese authorities, such as the Ministries of
Communications (MOC) and Foreign Trade and Economic Cooperation (MOFTEC)

(see table 1.1 for more details).

Table 1.1 Regulatory Frameworks for Foreign Participation in Logistics Sectors

Foreign participation Licence approval from
Sector encouraged/regulated relevant authorities
Freight forwarding Regulated MOFTEC, CAAC®
(only for air freight forwarders)

Trucking Regulated MOFTEC, MOC

Shipping Regulated MOFTEC, MOC

Aviation Heawily regulated MOFTEC, CAAC

Customs brokering Heawily regulated MOFTEC, GAC"

Warehousing Encouraged MOFTEC, MOC

Logistics centre Encouraged MOFTEC, MOC

are - 1t I : . by s .
Notes: “(ivil Aviation Admimstration of China, and "General Administration of customs

Source: Loo D. (2002)

China joined the WTO on December 11, 2001.  Since then, logistics service industry
in China has achieved significant improvement. The rules and regulations governing
the permission for logistics services were becoming easier. The government tried to
provide better environment for the economy development. For example, carriers
could be free to offer single-source logistics management after the accession into the
WTO, and foreign 3PL providers were allowed to have minority ownerships in joint

ventures upon accession and hold majority equity shares within one year (see table 1.2
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for more details). Therefore, the foreign logistics service providers were allowed
having more flexibility and better control over the number and type of services they
wish to provide. In the meanwhile, the government reinforced construction of
infrastructure and logistics networks after accession into the WTO, such as railways,
highways and regional logistics parks. The total length of highways in China was
increased 50,000 kilometres just from 1999 to 2000, which led the total highway
length in China up to 1.4 million kilometres, of which 1.32 million kilometres is

paved (National Bureau of Statistics of the People’s Republic of China, 2001).

In 2005, the combined length of expressways in China was 1.93 million kilometres. It
was the second longest expressway in the world. In the meanwhile, China had 133
airports, 1246 aircraft and 1257 aviation routes (National Bureau of Statistics of the
People’s Republic of China, 2006). The foreign logistics services providers brought
great impact on the development of Chinese domestic 3PL. companies. For example,
they brought advances logistics concepts, high level of technologies and new

management systems into Chinese logistics industry.

The accession of WTO brought not only tremendous opportunities but also the
intensive competition from global players. This increased competition in Chinese
logistics industry forced many 3PL providers to improve. After China entered into
the WTO, Chinese government has removed many restrictions in the logistics industry.
However, the restrictions affected the sales, service, and distribution sectors to foreign
firms were still not removed until 2005. Comparing with western developed
countries, China still has some gaps need to fill. For instance, China still need more
qualified logistics personnel and adequate supply to meet variety of demands. These
kinds of problems will lead to high logistics costs. For instance, the total logistics
costs comes to 20% of gross domestic product (GDP) in China, but in developed
countries such as the United States, the total logistics costs only comes to 10% of
GDP (Dekker, 2002). However, today’s challenge will be tomorrow’s opportunity.

The existing constraints could be turned to opportunities by creating innovative
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solutions with Chinese characteristics (Jiang & Prater, 2002). Therefore, Logistics in

China still has a lot of potential.

Table 1.2 Pre- and Post- WTO Rules and Regulations

Pre-WTO

Puast-WTO

Freight forwarders (F/Fs)
F/Fs need “Class A" licence to issue hills of
lading (B/Ls), mvoices and to collect payments
Foreign F/Fs have to be m business for at least
3 vears to qualify for a first joint venture (JV) of
maxmmum 3 per cent share and are required to
invest at least US$] million

Foreign F/Fs have to wait five vears before
forming a second [V, and a vear before
establishing branches. An investment of
LIS3120,000 is required for each new branch

Oeean carrers

Ogean carriers require permission from the
MOC to offer new services

Issue of BlLs, invoices and collection of
payments s only allowed at a immted mumber
of licensed branch offices

Ogean carriers can only operate container
termimals, warehouses, truckmg and
imter-modal services through [Vs

Crownd fransportaiion providers

Only Chinese nationals and Chinese-owned
companies are permitted to cmduoct ground
transportation

IV partnership is required for foreign
parhapation m ross-boundary operatins
with Hong Kong

Express operators

Foreign express operators are prohibited from
takmg a majonty share m a [V, and need to
invest at least US$] milion m an entity whose
term may not exceed 20 vears

There 15 a one-year waiting period for
establishing tranches and five years for
formmg a second [V

Storage and warchousmg providers

Foreign firms are permitted to own warehouses
in foreign trade zones, only if such warehouses
are required to store materials necessary to
their production and service activities in China

Sources: Goh & Ling (2002)

Licensing requirements will be phased out
Majority ownership in JVs s allowed a year
after accession

Wholly owned subsidianes are allowed 4 years
Within two years of accession, a second [V is
allowed

Carriers will be free to offer single-source
lopstics management

For road transport, foreign transportation
providers can establish JVs upon accession,
hold mapnty shares within two years, and be
free of restrictions within four years

Fuor rail transport, foreign transportation
providers can establish JVs upon accesswon,
hold mayjonty shares withm a vear, and be free
of all restrichons within three years

Canmitments include lind tased mternational
courer services and all services related to an
international shipment handled by express
operators

Majority owmnership in JVs will be allowed a
vear after acoession

Whaolly owned subsidianes will be allowed four
years after accession

Foarengn providers are allowed to have mmonty
ownerships 1n JVs upon accession and hold
majority equity shares within one year
Restnctions to be phased out within three years
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1.4 Research Problems

There are a lot of literatures in studying the area of third party logistics industry.
Some researchers studied the advantages and extent of usage of 3PL. However none
of them studied the usage of 3PL services in China in 2010. Lieb, Millen and
Wassenhove (1993) compared the experiences of the European manufacturers with
US by using 3PL services. The authors tested the level of commitment to the usage
of 3PL, the logistics budget allocated to third party providers and utilization of 3PL
services. They found a higher level of commitment to using 3PL services in Europe.
Dapiran, Lieb, Millen and Sohal (1996) presented an overview of the 3PL usage by
large Australian firms, and then compared the Australian firms to US firms in their
usage of 3PL services. Bhatnagar, Millen and Sohal (1999) also studied third party
logistics services with a Singapore perspective. The study found that most users
were satisfied with their providers and believed that 3PLs would lead to positive
developments within the organizations. Sohail and Sohal (2003) examined the usage
of third party logistics services in Malaysia. The study determined the extent of use
of the third party logistics services, decision making process for choosing contract
logistics and its impact on the organization. Lieb and Bentz (2005) conducted a
survey in year 2003 and year 2004, focused on the use of 3PL services by large
American manufacturers. Austin, Sohail and Rushdi (2004) studied the usage of
3PL service in Sub-Saharan Africa. The empirical research was focused on Ghana.
They found over 80% of users of 3PL have a positive impact on their own companies.
Zhang (2009) researched the usage of third party logistics in New Zealand. This
research investigated the use of third party logistics by the companies in New Zealand
from the user’s perspective and identified the opportunities in the New Zealand

environment.

A number of researchers investigated the Chinese logistics industry but from different
perspectives. These studies introduced the past and current situation of 3PL services

in China. However, none of these studies focus on investigating the current usage and
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future trend of 3PL services in China in recent years. Jiang and Prater (2002)
studied Chinese distribution and logistics development. The research reviewed the
traditional Chinese distribution system and compared it with the systems used in
foreign countries. Dai, Deng, Ou, Tsui, Wang & Zhang (2002) conducted a survey
among Chinese and foreign 3PL providers from the provider’s perspective. Goh and
Ling (2002) did a similar study on logistics development in China. They found that
booming economy, entering the WTO and e-commerce were the main forces for the
changing China’s distribution and logistics system in China. In 2003, Dai et al
conducted a survey which focused on Chinese logistics. In 2005, Dai et al did
another survey report on China road transportation enterprise. Wang, Zantow and
Lai (2006) carried out a study about the strategic aspects of 3PL provider in China.
This was the first study to examine 3PLs providers in mainland China. Liu (2008)
studied the current situation for Chinese 3PL companies to face. Liu unveiled the
current situation of Chinese domestic 3PL providers and also discovered the

competitive strategies pursued by the Chinese 3PL providers.

Anything happened in China Logistics industry is a hot topic in recent years. Many
researchers studied the third party logistics industry in different ways compare with
different countries. However, there is a lack of study focusing on the usage of third
party logistics services in China in recent years. Therefore, this study investigates
the usage of third party logistics in China from the user’s perspective, and provides

the in-depth research by descriptive and statistical analysis.

1.5 Main Aim and Objectives

The aim of this study is to investigate the current usage of third party logistics in
China from the user’s perspective. ~An empirical research is carried out to determine:

e The extent of use of the third party logistics services in China

e Reasons for Chinese firms outsourcing logistics activities

9
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e Reasons for Chinese firms not outsourcing logistics activities

The level of satisfaction of their 3PL providers

Selection criteria of choosing 3PL providers

Organization impact of logistics outsourcing

Future trend of Chinese logistics services.

1.6 Thesis Outline

The thesis is consisting of five chapters:

Chapter one is the introduction. This chapter presents a background of the logistics
and supply chain management and reviews the background of logistics in China, and
then discusses the motivation of the research problem, states the research objectives

and related questions.

Chapter two is the literature review. It presents the concept of logistics and supply
chain management, third party logistics, and provides insight into research strategies
and methodologies that are considered appropriated to the research problem and

objectives. The literature review shows a rational guideline for the whole research.

Chapter three describes the methodologies and techniques that are used in the research
process. The quantitative method is used for conducting this research. The data
collection method is the non-probability sampling. This chapter also describes the
number of participants of this study, operational procedures, methods of questionnaire

and selection of data for analysis.

Chapter four includes the survey results and discussions. The statistical program
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SPSS (Statistical package for the Social Sciences) uses for analyzing the data. The
statistical techniques include descriptive statistics, ANOVA (analysis of variance) and
Chi-square test. These techniques provide in-depth investigation of the relationships

between different variables.
Chapter five is the conclusion. The final chapter reviews the study objectives and

summarizes the overall conclusions from the survey results and discussions.

Limitations of this study and suggestions for the future research are presented as well.
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CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

In recent years, logistics has attracted a lot of attention from business operators and
scholars. There are a large number of studies and discussions which have
contributed to the overall development of logistics. This chapter starts with the
definition of Supply Chain Management, Logistics Management and Third Party
Logistics. It helps readers to review these fundamental concepts. From the
previous researches several key factors have been identified that impact the overall
usage of 3PL logistics services. These factors are the extent of use of the third party
logistics services; decision making process for choosing contract logistics services
provider and impact of the usage of contract logistics services on the organization
(Lieb, 1992). These factors determine the future usage of contract logistics services.
This chapter reviews the literature with reference to these factors. Furthermore,
reasons for outsourcing and not outsourcing logistics activities, the level of
satisfaction of their 3PL providers and the future trend of logistics services in different

countries.

2.2 Definition of Supply Chain Management

The definitions of supply chain management (SCM) may differ across authors.
Table 2.1 shows the variety of definitions of supply chain management. Lee (1995)

defined supply chain management as:

“The integration of material, information and financial flows in a network of
companies or organizations that make and deliver of products and services from

the source to the consumer” (p.272).
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Table 2.1 Definitions of Supply Chain Management

Monczka, Trent, and Handfield (1998) | SCM requires traditionally separate materials functions to report
o an executive responsible for coordinating the entire materials
process, and also requires joint relationships with suppliers
across multiple tiers. SCM is a concept, “whose primary objec-
tive is to integrate and manage the sourcing, flow, and control of
materials using a total systems perspective across multiple func-
tions and multiple tiers of suppliers.”

La Londe and Masters (1994) Supply chain strategy includes: “... two or more firms in a sup-
ply chain entering into a long-term agreement; ... the develop-
ment of trust and commitment to the relationship; ... the
integration of logistics activities involving the sharing of
demand and sales data; ... the potential for a shift in the locus of
control of the logistics process.”

Stevens (1989) “The objective of managing the supply chain is to synchronize
the requirements of the customer with the flow of materials from
suppliers in order to effect a balance between what are often
seen as conflicting goals of high customer service, low inven-
tory management, and low unit cost.”

Houlihan ( 1988) Differences between supply chain management and classical
materials and manufacturing control: “1) The supply chain is
viewed as a single process. Responsibility for the various seg-
ments in the chain is not fragmented and relegated to functional
areas such as manufacturing, purchasing, distribution, and sales.
2) Supply chain management calls for, and in the end depends
on, strategic decision making,. “Supply™ is a shared objective of
practically every function in the chain and is of particular strate-
gic significance because of its impact on overall costs and mar-
ket share. 3) Supply chain management calls for a different
perspective on inventories which are used as a balancing mecha-
nism of last, not first, resort. 4) A new approach to systems is
required—integration rather than interfacing.”

Jones and Riley (1985) “Supply chain management deals with the total flow of materi-
als from suppliers through end users...”

Cooperetal. (1997) Supply chain management is “... an integrative philosophy to
manage the total flow of a distribution channel from supplier to
the ultimate vser.”

Source: Mentzer et al., (2001)

Monczka, Trent, and Handfield (1998) stated:

“The primary objective of SCM is to integrate and manage the sourcing, flow, and

control of materials using a total systems perspective across multiple functions and

multiple tiers of suppliers” (p.133).
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Other definitions of supply chain management are listed in table 2.1.

Basically, these different points of view from different authors can be classified into
three categories: a management philosophy, implementation of a management

philosophy, and a set of management processes:

® SCM as a Management Philosophy

In this philosophy, SCM viewed the supply chain as a single entity rather than as a set
of fragmented parts (Ellram and Cooper, 1990). Cooper et al (1997) defined SCM as
a set of beliefs that each firm in the supply chain affects the performance of all the
other supply chain members directly and indirectly. Ross (1998) said: “SCM as a
management philosophy seeks synchronization and convergence of intra-firm and
inter-firm operational and strategic capabilities into a unified, compelling marketplace

force” (p.116).

As SCM is regarded as a management philosophy, it should have the following
characteristics: a system approach can manage the total flow of goods inventory from
the supplier to the end users and view the supply chain as a whole. A strategic
orientation towards cooperative efforts to synchronize, converge intra-firm and
inter-firm operational, strategic capabilities into a unified whole. It is also a focus to
create unique and individualized customer value to meet customer needs and make

them satisfied (Mentzer et al. 2001).

® SCM as a Set of Activities to Implement a Management Philosophy

When SCM is regarded as a set of activities to implement a management philosophy,
Mentzer (2001) suggested that various activities were necessary for implementing a
SCM philosophy successfully. These activities include:

1 Expend integrated behavior to incorporate customers and suppliers.
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2 Mutually sharing information, risks and rewards between supply chain
members. Information sharing can make strategic data available to other
supply chain members. Risk and reward sharing should be the long term
focus.

3 Cooperation is required among the supply chain members in order to have
an effective SCM

4 Supply chain members should have the same goal and the same focus on
serving customers.

5  Integration of processes from sourcing to manufacturing and to

distribution across the supply chain

6 SCM requires partners to build and maintain long- term relationships.
Forming strategic alliances with supply chain members which include
suppliers, customers or intermediaries can help creating unique customer

value in order to provide a competitive advantage (Mentzer et al. 2001).

® SCM as a Set of Activities to Implement a Management Philosophy

When authors defined supply chain management, some authors (Londe 2001, Lambert,
Stock &Ellran, 1998) have focused on the management processes. They regarded
SCM as a set of management processes. For example, La Londe (2001) defined
SCM as a process of managing relationship, information, and materials flowing across
enterprise borders. SCM delivers enhanced customer service and economic value
from sourcing to consumption through synchronized management of the flow of
physical goods and associated information. Earlier, Lambert, Stock, and Ellram
(1998) proposed that all supply chain members must adopt a process approach and
overcome their own functional silos in order to implement SCM successfully. All of
the functions in a supply chain are considered to be key processes. Lambert, Stock,
and Ellram (1988) suggested the key processes typically include customer relationship
management, customer service management, demand management, order fulfillment,

manufacturing flow management, procurement, and product development and
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commercialization (Al-Mudimigh, Zairi & Ahmed, 2004).

From above mentioned three different points of view, Mentzer et al (2001) defined
supply chain management as:
“the systemic, strategic coordination of the traditional business functions and the
tactics across these business functions within a particular company and across
businesses within the supply chain, for the purposes of improving the long-term

performance of the individual companies and the supply chain as a whole” (p.18).

This definition led to the development of the conceptual model. As shown in figure
2.1, the supply chain is pictured as a pipeline which shows the direction of the supply
chain flows that include the products and services, financial resources, the
information associated with these flows and the informational flows of demand and
forecasts. Figure 2.1 also shows the critical role of customer value, the satisfaction
of achieving competitive advantage and the profitability for the individual companies

in the supply chain.

Figure 2.1 A Model of Supply Chain Management

. Supply
The Supply Chain ChI;]i)n‘
The Global Environment Flows
Inter-Corporate Coordination
(Functional Shifting, Third-Party Providers, Relationship Management, Supply Chain Structures) ‘ Prod ’
roducts
Marketing
Inter- Sales ‘ Services ’ c
Functional Research and Development S ':'5;':‘“1_” ’
Satisfaction
Coordination Forecasting . Value/Profitability/
(Trust : ‘Informatlon’ alue/trofitability
. Production Competitive
Commitment, - Advantage
Risk, Purchasing Financial
Dependence, Logistics ‘ Resources
Behaviors) -
Information Systems
Finance ‘ Demand
Customer Service
Forecasts ’
Supplier’s Supplier €9 Supplier € Focal Firm €9 Customer € Customer’s Customer

Source: Mentzer et al. (2001)
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2.3 History and Definitions of Logistics

Logistics is more widely recognized by the general public in the last 20 years.
However, there is still confusion about its definition. The reasons are there are a
number of terms used to describe the logistics, such as, logistics management,
physical distribution management, integrated logistics management, operational
management, distribution, materials management and marketing logistics. Logistics
management is the mostly accepted terms. Logistics management is used by
different institute which includes public/government sectors, nonprofit sectors and
service organizations such as banks, restaurants, hospital and hotels (Coyle, Langley

& Bardi, 2009).

The term Logistics was derived from military term in the eighteenth century in
Europe. The military definition of logistics includes supply items such as food, fuel,
transporting material, spare parts and personnel (Webster’s New Encyclopedic
dictionary, 1993). As early as 1989 (Simpson and Weiner), Logistics was discussed

as:

“Strategy is the art of handling troops in the theatre of war; tactics that of handling
them on the field of battle ... The French have a third process, which they call

logistics, the art of moving and quartering troops.” (p. 536)

The term logistics was first defined in 1905, Barker (1905) defined logistics as a
branch of the art of war pertaining to the movement and supply armies. In 1960s,
the logistics concept began to appear in the business-related literature under the label

of physical distribution. Business logistics evolved into a dichotomy of (Langley,

1986)

e Inbound logistics (materials management or physical supply) to support
production, where the plant is the customer

e Outbound logistics (physical distribution of product) to support external
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customers.

During 1990s, logistics was regarded as a supply or demand chain that linked all of
the organizations from the suppliers to the customer. In the twenty-first century,
logistics is reviewed as a part of management and has four sub-divisions which

include (Russell, 2000):

Military or engineering logistics. The design and integration of all aspects
of support for the operational capability of military forces and their
equipment. The equipment is used for ensure readiness, efficiency and

reliability.

Business logistics. It is the part of the supply chain process which plans,
implements and controls the effective flow and storage goods and services,

and support information to meet customer requirements.

Event logistics. The network of activities, personnel and facilities that is
required to organize, schedule and use the resources for an event to take

place and withdraw after the event efficiently

Service logistics. The acquisition, scheduling and management of the
assets or facilities, personnel and materials to support and sustain a service

operation or business.

The general definition of logistics that covers above four sub-divisions is:

“Logistics is the process of anticipating customer needs and wants; acquiring the
capital, material, people, technologies, and information necessary to meet those
needs and wants; optimizing the goods —or service-producing network to fulfill
customer requests; and utilizing the network to fulfill customer requests in a

timely way.” (The Council of Logistics Management, 1991, p.3)
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Table 2.2. Definitions of the Discipline of Logistics.

Definition

Short

Management of materials in motion and at
rest.

Classical

Getting the right product, to the right
customer, in the right quantity, in the right
condition, at the right place, at the right time,
and at the right cost. (Called the Seven Rs
of Logistics.)

Dictionary

The branch of military science having to do
with procuring, maintaining, and transporting
materiel, personnel, and facilities.

International
Society of
Logistics

"The art and science of management,
engineering, and technical activities
concerned with require-ments, design, and
supplying and maintaining resources to
support objectives, plans, and operations.”™

Famous
Nebulous

World War Il Chief of US Naval Operations
Admiral Ernest H. King: "l don't know what
the hell this logistics is that (Army Chief of
Staff General George C.) Marshall is always
taking about, but | want some of it."**

Biblical

“l have heard of you . . . that light and
under-standing and excellent wisdom are
found in you . . . | have heard that you give
interpretations and solve problems . . . you
shall be clothed with purple and have a
chain of gold about your neck ...." (Daniel
5:14;16)**"

Utility

Providing time and place utility of materials
and products in support of organization
objectives.

Council of
Logistics
Management

"That part of the supply chain process that
plans, implements, and controls the
efficient, effective flow and storage of
goods, services, and related information
from point of origin to point of consumption
in order to meet customers’
reguirements."**"*

Component

Supply management for the plant (inbound
logistics) and distribution management for
the firm's customers (outbound logistics) or
material support of manufacturing and
product support of marketing operations.

Functional

Materials requirements determination,
purchasing, transportation, inventory
management, ware-housing, materials
handling, industrial packaging, facility
location analysis, distribution, return goods
handling, information management,
customer service, and all other activities
concerned with supporting the internal
customer (manufacturing) with materials
and the external customer (retail stores)
with product.

Common
Culture

Handling the details of an activity.

Source: Russell, (2002)

The definitions of Logistics described by different perspectives in a variety of sources
are shown in table 2.2. Lambert et. al., (1998) pointed out this definition offered by
the council of supply chain management was mostly utilized. This definition

includes the flow of goods and services and information in both the manufacturing
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and service sectors. Manufacturing includes all types of companies that producing
goods such as producing computers, automobiles, cosmetics aircraft and food items.
The service sector includes government organizations, hospitals, banks, retailers and
wholesalers (Lambert et. al., 1998). Logistics management is regarded as an
extension of physical distribution management. It usually connects to the
management of the materials and information of the business, through the distribution
channel to the end users. Logistics pretty much depends on the nature of the
business and the industry. Logistics management includes everything from a
decision on a product to the management of incoming raw materials, the production
process, storage the finished goods, delivery the products to the customer, and

after-sales service (Chapman, Soosay & Kandampully, 2002).

All of these above mentioned definitions in common are the concept of integrating
many activities to support the organizational objective. In general contexts, logistics
is expressing or implying a sense of meeting the material system or processing needs

of a customer.

2.4 Third Party Logistics

There are some other names to describe the phenomenon of third party logistics (3PL)
such as contract logistics or integrated service provider. The term third party
logistics has been used more and more commonly. The growth of intensive
competition and complex business conditions force organizations to have competitive
advantages consistently. Therefore, organizations regard 3PL providers as an

effective strategy to lower the operation costs and achieve a high service performance

(Liu, 2008).

2.4.1 Definitions of Third Party Logistics

Third party logistics and related concepts are developed by researchers or consultants

in collaboration with businesses demanding or offering third party services. There
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are different types of definitions of 3PL. For example, after the comparison between
the spreading of 3PLs in US and European production industries Lieb et al. (1993)

used the definition was:

“Third-party logistics involves 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 activities within that process” (p1).

This definition indicates that 3PL includes any form of externalization of logistics
activities that previously performed in-house. It also illustrates the scope of
definitions. The above definition applied the outsourcing concept of logistics
function and the following definition has fulfilled the missing part of the above

definition.

“A firm which provides multiple logistics services for use by customers.
Preferably, these services are integrated, or "bundled" together by the provider.”

(Bagchi P.K. & Virum H., 1996. p.94).

The council of Logistics Management defined 3PL as:

“Outsourcing all or much of a company’s logistics operations to a specialized

company.” (Lindskog, 2003. p.140).

Third party logistics can be seen as one unit of the supportive supply chain. It means
3PL providers provide support to alternative supply chain strategies. Lambert et al
(1998) defined supportive members as: “companies that simply provide resources,
knowledge, utilities or assets for the primary members of the supply chain” (p.2).
The benefits that 3PL services can bring to the organization base on the literatures are
not only lower the operating costs and improve service performance, but also find
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global solutions, enable entry to new markets, control costs, investments, and services,
improve customer satisfaction and improve flexibility, and find more cost efficient

service solutions (Anu & Bask 2001).

A European definition stated:

“Third-party logistics (3PL) are activities carried out by an external company on
behalf of a shipper and consisting of at least the provision of management of
multiple logistics services. These activities are offered in an integrated way, not
on a stand-alone basis. The cooperation between the shipper and the external

company is an intended continuous relationship” (ProTrans, 2001, p. 2).

This definition emphasized that 3PL agreement not only to provide the services, but
also be responsible for integrating and managing the producing party such as lower
tier providers. Tiered execution of services is very common among 3PL providers

(Berglund, et. al., 1999).

In recent years, focus of third party logistics providers has moved to strategic
development. Third party logistics providers start to support logistics operations
through value-added services and supply chain solution services (Rushton A., Oxley J.
& Croucher P., 2000). Value-added service in logistics is defined as “add a lot of
additional value to the products being distributed” (Rushton et al., 2000. p.62). The
major value-added services have been summarized as follows:
e Specialist or niche service, where the operations is specifically designed for a
particular product
o Time reliable services, which are set up to support the just-in-time operations
of major manufacturers
o Assembly that is fulfilled by third-party distributor

e Refurbishment: in the light of current environmental legislation
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many ,manufacturers have endeavored to re-engineer their products so that
parts from some used products can be reused in new products

e Repacking, which is another area of value added development, like a torch
together with battery

e Packaging return: collect packaging for reused or disposal

2.4.2 Third Party Logistics Partnership

In 1993, the first survey was conducted in Europe. It found that partnerships were
modest in scope and level of ambition. Partnerships were limited to the basic
warehouse activities and transportation in the logistics industry. Top management was
only involved to a limited extent and contracts were extremely detailed. The
provider only had little opportunities for own initiative. The cooperation was limited
between the 3PL providers and shippers. However, the situation changed with time
passing on, the value added activities and service range became a much larger extent

than it in 1993 (Van Laarhoven, Berglund & Peters, 2000).

The figure 2.3 shows that the 3PL provider is in the middle to connect between two
participants which are shippers and suppliers in the relationship. As a result it is
become involved as a third party (Larsen, 1999). The relationship between shippers
and 3PL providers’ function is on a continuous scale. It is going from single
transaction to integrated service agreements as shown in figure 2.2. The left part of
scale focuses only on single transactions and corresponds to the traditional
relationship between buyer and seller on the transport market. The three forms of

cooperation on the right side of the scale are regarded as form of strategic alliance.

Bagchi and Virum (1996) defined the logistics alliance as:
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“A logistics alliance indicates a close and long-term relationship between a
customer and a provider encompassing the delivery of a wide array of logistics

needs” (p.97).

Figure 2.2 Relationships between Shipper and 3PL Provider
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senvice agreement
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transaction
|
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Source: Larsen (1999).

In a logistics alliance, the parties ideally consider each other as partners. They
collaborate in understanding and defining the customer's logistics needs. Both
partners participate in designing and developing logistics solutions and measuring
performance. This definition emphasizes the strategic dimension of the concept and
presumes that 3PL could fulfil several characteristics before the relationship between
buyer and seller of logistics functions. These characteristics includes the certain
duration, joint efforts to develop further cooperation, a customization of the solution,
together with a fair sharing of benefits and risks (Larsen, 1999). Bagchi & Virum,
(1996) also pointed out the primary goal in a logistical alliance was to achieve a

win-win arrangement.

The figure 2.3 demonstrates the relationship between the three parts and the tiered
service production structure. The third party logistics providers are also called first

tier supplier. The relationship between first tier suppliers (shippers) and provider are
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called first tier relationship. The second tier suppliers, who have the indirect

relationship to the primary participants, are the suppliers of 3PL provider.

Figure 2.3: The Relationship between Three Parts
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Source: Berglund (2000)

The two parties regard each other as partners. Both partners are responsible for
designing and developing logistics solutions and measuring performance. Therefore,
how to achieve a successful relationship between providers and users has became a
hot topic among the researchers. Virum (1993) have stated that the information
sharing was the most important factor to the successful relationships between
providers and users. Leahy S.E., Murphy P.R. & Poist R.F. (1995) stated that the
growth of logistics outsourcing was impressive. The major factor of successful
logistics outsourcing was the ability to manage these third party relationships.
Leahy et al (1995) also generated a list of twenty five factors which are affecting the

successful relationship between providers and users (see appendix A).

2.5 Extent of Use of the Third Party Logistics Services

Lieb et al. (1993) defined the extent of usage as the following factors:

e Level of commitment to the usage of third party logistics
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e Percentage of total logistics budget allocated to third party providers
e Geographical coverage provided by third party firms
e Third party services utilized

e The length of third party contracts.

Sohail et al (1999) suggested that the longer the relationship between organization and
the 3PL provider, which means the more extensive of the use of 3PL services and the
higher the level of commitment to the relationship, and also the more chance for

organizations to be willing to invest in contract logistics.

2.5.1 Level of Commitment to the Usage of Third Party Logistics

Lieb (1992), Lieb and Randall (1996), Lieb et al. (1993) compared the experiences of
the European manufacturers with US manufacturers of using 3PL services. The
study indicated that European firms were more significantly committed to their 3PL
companies rather than US manufacturers did. Dapiran et al. (1996) presented an
overview of the 3PL usage by large Australian firms, and then compared the
Australian firms to US firms in their usage of 3PL services. The study indicated that
more than one-fifth Australian firms characterized their commitment to 3PL as
extensive. Millen R., Sohal A., Daparin P., Lieb R., & Wassenhove L.N.V., (1997)
did a study that compared American firms with Western European firms. It revealed
that around one-half of the users in Western Europe firms characterized their
commitment as extensive, and in US firms more than one-half of the US firms
characterized their commitment as limited or very limited. Bhatnagar et al (1999)
studied third party logistics services under a Singapore perspective. The result
showed that over three-quarters of the users in Singapore characterized their
commitment to 3PL services as moderate to extensive. In Ghana (Sohail M.S., &
Al-Abdali O.S., 2005), most of the users described that their commitment to 3PL
services as moderate to extensive. In India (Sahay &Mohan, 2006), 68 percent of

the users described their commitment to 3PL services as moderate and 32 percent of
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the users used the services very limited.
Table 2.3 Data of Previous Studies in Different Countries
Authors | Published | Sample | Number of | Respond | TPL More None
year size respondents | rate user than one | users
provider
P—
AUS apiran | 1996 308 |84 27 67 |33 33
et al.
Mill
AUS all en et | 1997 Nang sy 97 64 |67 36
Lieb &
USA ie 1996 28 79
Randell
Lieb &
USA ie 1996 92 99 60 70
Randell
Mill
USA all en et | 1997 500 131 % a7 1
Lieb
USA © 2005 450 |60 13 80 |60
&Bentz
Mill
WE all en et | 1997 500 73 96 59 0
Bh
SG atmagar | 1999 1000 | 126 17 60 |74
et al.
Sohail
MY ohail 2003 800 | 124 16 68 |63
&Sohal
Sohail &
SA ohail & | 2005 2000 | 496 25 64 36
Al-Abdali
i Sah &
India | Sahay &12006 | 505 |59 2% 55 |82 45
Mohan
Sjohol
Sweden | Sjoholm | 2007 | 000 | g 95.7 |55.6 |61.4 |44.4
& Wang
NZ Zhang | 2009 950 |84 35 48 |85 36

Source: S6holm & Wang (2007)

Table 2.3 provides an overview of previous studies that have been made in different

countries.

services in Australia, USA, Singapore, Malaysia, Mexico and Saudi Arabia.

It demonstrates that over 60 percent of respondent companies use 3PL

In

Australia, the figure is 75 percent (Sohal A.S., Millen R. & Moss S., 2002), Malaysia

63 percent (Sohail & Sohal, 2003), USA 79 percent ( Lieb & Bentz, 2005), Saudi
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Arab 63.5 percent (Sohail & Al-Abdali, 2005), Singapore 60.3 percent (Bhatnagar, et
al., 1999) and Mexico 78.7 percent (Arroyo P., Gaytan J., & de Boer L., 2006). The
other Countries which have more than half of the companies using 3PL services are as
following: Western Europe (52%) (Millen et al, 1997), India (55%) (Sahay & Mohan,
2006) and New Zealand (57%) (Zhang, 2009).

2.5.2 Total Logistics Budget -3PL

Table 2.4 Geographical Coverage &Total Logistics Budget

Geographical coverage logistics budget

Amttars Pbished) sk Demestic onty e 20t § 2006 (21 4006 41.6004>60%
Vear only

AUS  |Dapiranctal |1996 35 65 ol 50 = 4 34
AUS |Millenetal 1997 35 65 ol 50 22 4 23

USA  |Lieb & Randell | 1996 60 g5 11 2

USA  |Licb & Randell |1996 61 3 19 2

USA  |Lieb & Randell | 1996 46 49 §] 87 10 4

USA  |Millenetal  |1997 60 36 319 0
WE  |Milenetal  |1997 70 26 36 20 6 36
SG  |Bhatnagaretal|1999 59, 2 24 1.1 43 16 16 a7
MY  |Sohail &Sohal |2003 66. 6 31 2.4 29 22 20 39
GH  |Sohaletal |2004 51 41 al 43 a1 3
il - T 46 46 8 45 16
ity JleEEE 20N 46. 7 44, 4 2.9 63.4 7.6 14 15
i 72 10 18 24.5 14.3 8.6 326
NZ  |Zhang 2009 46 31 osl 29 33 93 16

Source: Sjoholm & Wang (2008)

Table 2.4 provides the percentages of the total logistics budget allocation and the
percentages of the geographic coverage in different countries. The study carried out
by Dapiran et. al., (1996) presented that one-quarter of the Australia firms allocated
more than 50 percent of their total logistics budget to 3PL providers. Millen et al
(1997) indicated that European firms were significantly more committed and allocated

a larger share of the overall logistics budget to their 3PL providers when compared

28




CHAPTER TWO LITERATURE REVIEW

with US counterparts. Bhatnagar et al (1999) found that 20 percent of the Singapore
firms allocated over 30 percent of their total logistics budget to 3PL providers. In
Ghaba (Sohail M.S., Austin, N.K. & Rushdi M., 2004), there was only 6 percent of
the users spent over 50 percent of logistics budget to outsourcing logistic. Sohail et
al (2004) stated that there was nearly 45 percent of the users allocated 20 percent or
less of their logistics budget to 3PL providers in Saudi Arab, and 13 percent of the

users allocated over 60 percent of their logistics budget to 3PL providers.

However, 63 percent of the firms allocated 11-20 percent of their budget to 3PL
providers in India (Sahay & Mohan 2006), and only 29 percent allocated over 50
percent of logistics budget to 3PL providers. In New Zealand (2009), 39 percent of

the firms allocated more than 40 percent of their total budget to 3PL providers.

Figure 2.4 Total Logistics Expenditures -3PL

60%

40%

20%

0%

B Current 2009
Projected 2010-2011

B Projected 2012-2014

Source: Capgeminni & Langley, (2009)
Capgemini consulting and Langley (2009) conducted a survey that showed the
percentage range of total logistics expenditures to be allocated to 3PL use in different

regions. In figure 2.4, it shows the current percentage and also the expected
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percentage of total logistics expenditures in different regions. The percentage of
logistics shippers’ budgets that was devoted to outsourcing in 2009 in different
regions are as following: Europe (66%), Asia Pacific (62%) and Latin America (51%).
These figures are slightly higher than those reported in the 2008 study. Therefore,

there is a small increased in the expenditures on the 3PL services in these regions.

2.5.3 Geographical Coverage Provided by Third Party Firms

In Australia, firms that used 3PL services for domestic purpose are more than for
international purpose. However, in countries such as US, Western Europe,
Singapore and Malaysia, most of firms in these countries used 3PL services for both
domestic and international purposes (Lieb & Bentz, 2005; Millen, et al., 1997; Sohail
M.S., Bhatnagar R. & Sohal A.S., 2006; Sohail & Sohal, 2003). Lieb and Bentz
(2005) pointed out that many companies from the following countries indentified that
3PL users used outsourcing logistics services in multiple geographies, such as
Canada(42% of companies indicated that they used 3PL services for international
purpose), Mexico (47%), Latin America (53%), Western Europe (65%), Eastern
Europe(58%), Asia (excluding China), China (63%) and India(21%). Lieb and
Bentz also indicated that the significant growth of 3PL in China reflected the rapid

economic growth of the country.

2.5.4 Third Party Services Utilized

Different firms may outsource the different third party services, which depends on the
organization needs and strategies. The services that firms usually outsource includes:
warehouse management, shipment consolidation, fleet management, order fulfilment,
product returns, carrier selection, logistics information systems, rate negotiation,
product assembly, order processing and inventory replenishment (Bhatnagar et al,

1999).
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In 1991, Bardi and Tracey conducted a survey of the transportation practices of US
manufacturers. They found that freight bill, auditing, payment and transportation
reports were the most frequently used transportation functions. In 1993, Lieb et al
compared European firms with US firms. They found that the firms from both
regions agreed that outsourcing need not be an all or nothing proposition, and the mix
of internal and external logistics services may provide better control and balance the
consistency and flexibility, also the expertise and the good practices can be shared.
The study also indicated that the most frequently used 3PL services were warehousing,

shipment consolidation and fleet management in both regions.

In 1996, Dapiran et al indicated that fleet management, warehouse management and
shipment consolidation were the most frequently used 3PL services. McMullan A.,
(1996) found that the most outsourced services among the clients of the consulting
group, KPMG, in the Asia-Pacific region were transportation, maintenance and
warehousing. Bhatnagar et al (1999) indicated that more than one-half of the firms
in Singapore outsourced the shipment consolidation service, and 40 percent of the
firms outsourced order fulfilment, carrier selection and freight payment services.
The least outsourced services included product assembly or installation, order
processing and inventory replenishment. In Malaysian, (Sohail & Sohal, 2003) the
frequently used contract logistics services were shipment consolidation (58.3%), fleet
management (48.8%), and Freight payment (41.7%). In Saudi Arabia (Sohail et al,
2005), almost one-third of the firms outsourced shipment consolidation. The other
frequently used services include freight payment, order fulfilment, and product
assembly and installation. In India (Sahay & Mohan, 2006), more than half of the
respondents indicated that the outsourced logistics services they were using at that
time included transportation, and custom clearing and forwarding. The other
outsources services included import and export management, warehousing, labelling
and packing, fleet management and consolidation. In New Zealand (Zhang, 2009),
more than half of the firms indicated that the most frequently used 3PL services
included domestic transportation(82%), freight forwarding (64%), warehousing (62%)
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and international transportation (62%), and 47 percent of the firms outsourced

customs clearance and brokerage.

Table 2.5: Shippers Outsource a Wide Variety of Logistics Services in 2009

Percentages

S mcug it S o AllRegions | Morth America  Europe Asia Pacific | Lstin America
Domestic Transpariasian B&% 5% W %% B0%
Internafional Transportation B 0 9 ] B
Customs Brokerage il 73 & i 7
Warehousing B il 72 B 5
Forwarding & Bl 57 B &
Cross-Doching ] 10 2 £ 2
Product Labeling, Packaging, Assembly, Kiting " 1 2 10 "]
Reverse Logistics {dfective, repair, retum) 3 3 5 i 2
Freight Bll Audifing and Payment 3 53 A % i
Transgortation Plaring and Management ) kY M 2
Information Technology (T Sarvices E 2 U £l ®
Fiest Management 7 1 % ® 15
Supply Chain Cansultancy Services Provided by 3PLs 2 2 19 i 2
Dustomer Service 1 10 1 15 14
Drder Eniry, Processing and Fulfilment 13 12 B n 15
LLF/4PL Services i 10 12 17 8

Source: Capgeminni & Langley (2009)
In the CapGemini’s 14™  Annual Report (2009) (as shown in table 2.5), it
demonstrates that the percentages of third party logistics utilized in different regions.
The results presents the most frequently outsourced activities are transactional,
operational and repetitive compare with the results in previous years. These
activities are domestic (86% across all regions) and international transportation (84%),
customs brokerage (71%), warehousing (68%), and forwarding (65%). The report
indicates that the less used activities tend to be more strategic, customer-facing and IT
intensive, such as transportation planning, information technology, supply chain
consultancy, and customer service. Moreover, the percentage of respondents
outsourcing logistics activities was higher than it in Europe, Asia Pacific, and lower in
North America or Latin America compared with previous years. Also there was an
increase in the percentage of utilization of customs brokerage, forwarding, and fleet

management services. However, the overall business volumes declined in 2009.
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2.5.5 The Length of Third Party Services.

Table2.6 Length of Contracts & Length of Using 3PL Services

Length of using 3PL
Length of contracts :
services
Authors | Published | <1 35 |> |<1|13 |35 |>5
Country 1-3yrs
year yr yrs | yrs [yr [yrs [yrs |yrs
Dapi 1
AUS apiran 996 0 33 17 0| 6| 24| 18] 52
et al.
AUS Millen et | 1997
: 0 83 17 0f 6 24 70 0
al.
USA | Lieb & | 1996 0
6 15 79
Randell
USA Lieb & | 1996
ie 9 21 70
Randell 0
USA Millen et | 1997
illen e 4 36 | 4 6 91 36| 55
al. 0
USA Lieb 2005
4 86 4 61 9 21 70
&Bentz 0
WE Millen et | 1997
9 750 9| 7| 4| 17| 79
al. 0
Bhat
SG atnagar | 1999 4 12 20 721 4 12 121 72
et al.
Sohai
MY ohail 2003 12 130 72| 45110 26 18| 46
&Sohal
Sohail et | 2004
GH 5 27 68
al. 0
SA Sohail & | 2005 1
' 425 | 15 35 16 | 34
Al-Abdali 10 1375 |0
Indi Sahay & | 2006
dia ahay 18.8 | 28.6
Mohan
Sjohol 2007
Sweden | Sjoholm 02| 755[122] 2| 6| 14| 10| 70
& Wang
NZ Zhang 2009 9 82 6 31 4 25 15| 56

In 1993, Lieb et al. found that almost all of respondents in both Australia and US
firms negotiated specific 3PL contracts of periods ranging from one to three years.
The figures were observed in the Europe study were significantly higher than it in
Australia and US. Bhatnagar et al (1999) pointed out 84 percent of Singapore firms

had been using contract logistics services for more than three years. It showed there
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was a significant amount of Singaporean firms using 3PL. In Ghana (Sohail et al,
2004), 68 percent of firms have been using the 3PL services between three and five
years. In Saudi Arabia (Sohail & Al-Abdali, 2005), over 60 percent of the
respondent companies had their contracts with 3PL providers. In Malaysia (Sohail,
et al, 2006), study showed that 40 percent of the respondents have contracts with their
3PL providers, and almost one-half (45%) of the firms signed a contract for usage of
services for more than 5 years. In New Zealand (Zhang, 2009), study showed that
69 percent of respondents had their contracts with 3PL providers, and 82 percent of
them had the contracts in the length between one to three years (see table 2.6 for

detailed information).

2.6 Reasons for Outsourcing Logistics Activities

The decision for whether a firm should outsource or not can be complex as the
activities of the modern organizations tend to be integrated with each other. The
reason for outsourcing is that outsourcing can bring the competitive advantages to the
organization. The advantages can be categorized as strategic or tactical, long-term
or short term, tangible or intangible. Wilding R. & Juriado R., (2004) provided a
literature review of empirical papers on outsourcing and they investigated the most
important reasons for outsourcing logistics activities. These reasons are listed in

table 2.7.
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Table 2.7 Top Five Reasons for Outsourcing Logistics Activities

Rank Reason

1 Cost or revenue related

2 Service related

3 Operational flexibility related

4 Business focus related

37 Asset utilization or efficiency related

Sources: Wilding & Juriado (2004)

® (Cost reduction
The most important strategic reason for outsourcing logistics activity is the cost
reduction or cutting down the amount of capital invested (Wilding & Juriado,
2004). The costs can be reduced includes operational costs and IT costs.
Lacity M.C. & Hirschheim R., (1993) stated that through outsourcing
organizations could cut costs by 10 to 50 percent. 3PL providers could provide
expertise and up to date software and hardware. Therefore, with the help of 3PL
providers, the organization is able to build and maintain/run an application
cheaper than it can be done in-house for organization (Collins J.S. & Millen R.A.,
1995; Lacity M.C. Willcocks L.P. & Feeny D.F, 1996; Lacity M.C. & Willcocks
L.P., 1998). Economies of scale can lower the costs. 3PL providers can
economies of scale to the organization due to consolidation of shipments
originating from different sources. The providers can use their facilities to
operate at lower costs and achieve savings that could not be generated internally.
The labour costs can be reduced by international outsourcing. The costs can also
be reduced by purchasing a service at a fixed cost per transaction. Therefore,
organization may avoid the price uncertainty (Strassmann P.A., 1997). However,
cost reduction is hard to realize due to unrealistic fee structures projected by
service providers or due to company is lacking of awareness of internal logistics
costs (Ackerman K.B., 1996). Therefore, the outsourcing option may be chosen

for providing an indication of in-house costs and serve as an external benchmark
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for logistics efficiency (van Larrhaoven, et al, 2000).

Focus on core competences

One of the most frequently citied benefit for using 3PL providers is that allows a
company focus on its core competencies. Managers should apply their
experience and knowledge to core competencies. They should outsource
logistics activities in which they are less competent and benefit from providers’
expertise. It is usually very difficult for a person to become an expert in every
part of business. However, outsourcers are able to provide logistics expertise to
the companies (Simchi-Levi et. al., 2008).

Provides flexibility

The flexibility that outsourcers can provide includes technological flexibility,
flexibility in geographic locations, flexibility in service offerings and flexibility in
resource and workforce size (Simchi-Levi et al, 2008). Most of 3PL providers
constantly update their information technology and equipments, but individual
companies may not have enough time, resources or expertise to update their
technology constantly. Therefore, third party logistics providers might be able to
meet the requirement of a company in a quicker and more cost-effective way.
Third party logistics provider can provide company flexibility in geographic
locations. For example, 3PL providers can provide a regional warehouse for an
organization, so that the organization can meet the customer requirements without
constructing a new facility (Sjoholm & Wang, 2007). Also the flexibility in
resource and workforce size could let the managers change the fixed costs into
variable costs so as to change the business conditions more quickly (Simchi-Levi

et al, 2008).

Improve customer service

Organizations can improve their customer service by using the competencies of
the 3PL providers. A number of studies find that the prime motivation of the
implement of 3PL is the desire for the organizations to improve their customer
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service.  Lack of specific knowledge of tax regulations, customs and
infrastructure of the foreign counties force organizations to look for expertise
from 3PL service providers (Foster T.A. & Muller E.J., 1990). 3PL providers
not only contribute to improved customer satisfaction, but also provide access to
international distribution networks (Bask A.H., 2001). As a result, outsourcing
the non-strategic activities and using external logistics expertise allow
organizations to concentrate on increasing their own core competence (Sink H. &

Langley C.J., 1997).

® Utilization and efficiency related
Regarding to operational advantage of using 3PL providers, the previous studies
showed that benefits included reduction of the cycle times, inventory levels and
lead times (Bhatnagar R. & Viswanathan S., 2000; Daugherty P.J. & Droge C.,
1997). By focusing on lead times and improved quality, it led to improve the
efficiency of the supply chain performance. Bhatanagar et al (1999) emphasized
on speeding up the flow of information to the upstream supply chain partners and
accelerating logistics activities such as delivery of materials or products through
the entire supply chain. Moreover, after using outsourcing process, the size of
the user’s logistic department will be decreased, the utilization of warehouse will
be increased and also the planning and control process will also be simplified

(Van Laarhoven et al., 2000).
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Table 2.8 Reasons for Outsourcing

Drivers of outsourcing Identified by

Improved productivity measurements
Increase in cost-efficient foreign competition
Management demand for a financial contribution from all sectors of the
company
Mergers and acquisitions that require keeping assets off the books
Need to move inventory faster
Need for flexible production
Retrenchment to core business Muller (1992)
A company’s need to assess present and future market prospects for its
product
Company restructuring
Development of supply chain partnerships
Increasing customer demands and
Increasing environmental awareness
To determine the products’ competitive advantage in the marketplace Byrne (1993)
Change in management
Existing facllities and/or systems
Expanding into unfamiliar markets and

Taking on new product lines Maltz (1995)
The success of firms using contract logistics Bradley (1994a)
The focus on temporal aspects of logistics management Cooke (1984b)
Trend towards centralized distribution systems Bence (1995)

Source: Razzaque M.A. & Sheng C.C., (1998)

Previous studies indicated that firms outsourced logistics functions for different kinds
of reasons. In America, Bardi E.J. & Tracey M., (1991) stated that the reasons for
the growth of logistics outsourcing were for customized services, reducing inventory,
cost reduction, enter to new markets, becoming more active in international shipping,
gaining the use of sophisticated technology, more professional and better-equipped
logistics services. The European study (Van Laarhoven et al, 2000) showed that the
main strategic reasons for outsourcing their logistics activities were for the need of
reducing cost or cutting down the amount of capital investment and focused on core
competencies. Sahay & Mohan (2003) did a research on supply chain management
in India and they identified that outsourcing of logistic activities became very popular
in India organizations. The number of 3PL providers was increased over the last
couple of years. The main reasons for using of 3PL service in India were for cost
reduction (27 per cent), strategic reasons (26 per cent), process effectiveness (24 per
cent), and lack of internal capability (11 per cent). In New Zealand (Zhang, 2009),

more than half of the respondents indicated that the most important reason for
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outsourcing logistics activities was logistics cost reduction. The other important
reasons were for focusing on core competencies (48%), reduction in capital
investments (44%), improving the logistics process and customer services (33%) and
expansion to unfamiliar markets and accessing to emerging technologies (15%). The
other reasons for outsourcing logistics activities were suggested by other logisticians

are listed in table 2.8.

2.7 Reasons for Not Outsourcing Logistics

There are a number of reasons to encourage organizations to outsourcing, in the
contrast, there are also many reasons to discourage organizations to outsourcing

logistics activities.

As shown in table 2.9 the main obstacles and problems of outsourcing indentified by

different authors are summarized. The impacts of these obstacles and problems are

also summarized.

Table 2.9 Reasons for Not Outsourcing

Obstacles and problems

Impacts

Authors

Loss of control

- Loss of core competence
- Risks of alienating customers

Blumberg (1998), Lonsdale and
Cox (2000)

Loss of critical skills

- Loss of competitive advantage
- Increased mumber of competitors

Chunn and Hilmer (1994}, Jennings
(2002), Beaumont and Sohal
{2004

Inadequate capabilities of
service provider

- Loss of competitive advantage
- Loss of market share

Tenmings (2002)

Loss of flexibility - Reduced responsiveness Embleton and Wright (1998,

- Risks of alienating customers Beaumont and Sohal (2004)
Failure to realize hidden costs | - Increased operating cost Palvia (1993), Kakabadse and
of contract Kakabadse (2000), Gonzalez ef al.

(2005)

Difficulty in obtaining - Increased chances of failure Razzaque and Sheng (1998)
organizational support
Indecisiveness on which - Increased chances of failure Lankford and Parsa (1999)
activities to outsource
Inadequate cost and benefit - Lower return on investment McIvor and Humphreys (2000)
analysis systems - Loss of competitive advantage
Fear of job loss - Increased resistance to change Razzaque and Sheng (1998),

- Lower staff morale Embleton and Wnight (1998)

Source: Lau K.H. & Zhang J., (2006)
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® [ oss of control
Loss of control is the most commonly mentioned problem to discourage
organizations from outsourcing logistics activities (Bardi & Tracey, 1991;
Bownman R.J., 1995; Byrne, P.M. 1993; Cooke J.A., 1994). As the number of
outsourcing business activities being increased, the ability to retain the control
over their 3PL providers is decreasing. The problem is difficult to indentify the
key performance metrics and their value, especially the service types of tasks
when their final product is intangible and hard to quantify (Sanders N.R., Locke
A., Moore C.B. & Autry C.W., 2007). This case is especially true for outbound
logistics where the employees of 3PL provider might interact with the
organization’s customers. Many 3PL providers work very hard to solve this
problem. For example, providers paint company logo on the sides of trucks, to
advertise the customers that they are the hiring company. They may also
provide extensive reporting on each customer interaction (Simchi-Levi et al,

2008).

® Ascertaining the true cost
Organizations may underestimate or overlook the costs easily, because the
variations of outsourcing engagements (Lieb & Randall, 1996), and it is hard to
allocate the internal costs of outsourcing logistics activities, especially when

outsource information technology (Quinn J.B. & Hilmer F.G., 1994).

® [ ogistics is the only core competency in the firm
If logistics is one of the core competencies of the company, then outsourcing
these activities will make no sense to the company. Providers may not as

capable as the firm’s in-house expertise (Simchi-Levi et al, 2008).

® Difficulty in obtaining organizational support
Obtaining organizational support has been regarded as one of the difficulties for
outsourcing logistics services (Bowman, 1995). The study made by Elmuti D.
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& Kathawala Y., (2000) found that the inadequate support from both top

management and supporting infrastructure in US, Europe, and the Middle Ease.

® A negative impact on employee moral
The study carried out by Lieb & Bentz (2005) showed that 40 percent of the
respondents reported a negative or very negative impact on employee morale.
This figure was larger than it in any previous studies. This negative impact was
related to fear of job loss that accompanied a decision to outsourcing. If a
company outsourcing, the long term users cut more deeply into the full-time
logistics workforce, and the remaining workers would be worried about their
future. Sahay & Mohan (2006) stated that people issues were the critical factor

that needed to be considered in outsourcing of logistics activities.

Capgemini consulting and Langley (2009) researched a substantial number of
organizations who did not currently use 3PLs. The results showed that the most
frequently occurring reasons for these organizations not outsourcing included: cost
reduction (32%), logistics is a core competency in the firm (27%), control over the
outsourced functions would diminish (25%); logistics is too important to consider
outsourcing (25%); service level commitments will not be realized (23%); and we

have more expertise than 3PL providers (17%).

2.8 Selection Criteria of Choosing 3PL Providers

In order to develop goals and find the selection criteria for choosing 3PL providers,
organizations should be able to determine which 3PL providers provide the best fit the
organizational needs and existing operations. It helps organization streamline the
screening process and increasing the probability of success of the relationship
between organization and selected provider (Bhatnagar, et al., 1999). When

selecting a 3PL provider, the clear objectives is to establish the selection criteria.
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Managers should be asked to specify the important factors that define the decision

making process and evaluate 3PL providers (Zhang, 2009).

In terms of the selection criteria towards using a 3PL firms, Roberts K., (1994) found
that the three most frequently used evaluation criteria for choosing a qualified
logistics provider were the level of service provided, quality of the people and cost.
Roberts also indicated that the major issues were cost and service, the most noticeable
change was the emphasis on the quality of people, especially in the operational area.
Therefore, in order to provide high level of services, providers must employ the best
people with the relevant expertise. Kim J., Cheong K. & Cho G, (2002) stated that
as the increasing competition in the logistic market, quality of service became one of
the important differentiator among 3PL providers. The concept of service quality for
providers is not only the technical aspects of providing service, but also need to
understand how customers perceive and evaluate service quality, because service
quality is related to customer satisfaction, both of them influence the organization

performance.

Fernie J. (1998), Kremic T., Tukel O.L., & Rom W.O., (2006), Wilding and Juriado
(2004) also stated that cost was always a key and the top priority of selection criteria.
Dapiran et al., (1996) and Lieb et al., (1993) also found that cost and service were the
most important criteria and the other important selection criteria were experience of
the third party provider, reputation, total package offered, information handling
capability and compatibility of information systems. The experience 3PL provider
should have depth-skilled, qualified management and characterize the organization

workforce and highly thought between other clients (Bottani E. & Rizzi A., 2006).

Lieb et al (1993) pointed that there was a trade off between service and cost. The
providers with high quality of service and good reputation but the costs may be higher.

Byrne (1993) argued that the reputation should be on the top of selection criteria of
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choosing 3PL provider list. The study made by Closs D.J., Goldsby T.J. & Clinton
St. R., (1997) indentified that information technology capabilities influence overall
logistics competence significantly, because information technology links supply chain
members such as manufacturers, distributors, transportation firms and retailers and it
automates some elements of the logistics workload such as order processing, order
status inquiries, inventory management and shipping tracking (Vaidyannathan G.,

2005).

However, there were also other contrasting views in the logistics literatures about the
selection criteria for choosing the 3PL providers. Sink & Langley, (1997)
indentified the most important criteria for the selection of third party providers was
core competencies. Providers with the core strengths and operational expertise
seemed to be able to get a level of comfort in the firm which has undefined
competence and superficial experience could not provide. Therefore, the 3PL
provider with experience, focus and more expertise will be regarded as more
competent. The authors also indentified that the issues of expertise, reputation,
experience and reliability often related to the provider’s core competencies. Price
was only used as a tie-breaker or the secondary issue to service in the selection of

potential 3PL providers.

However, Wilding & Juriado (2004) argued that the core competence of 3PL firms
was less important role within the consumer goods sector. They agreed that the
outsourcing decision was based on service-related considerations which included core
competencies of 3PL firms and operational flexibility. It means the selection of
these criteria may depend on the market environment and the organization’s needs.
Razzaque & Sheng (1998) mentioned that it is important to match the strength of 3PL
provider to the weakness of the firm. It means companies need to focus on their core

competences and employ 3PL providers for the functions which they do not have
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expertise. Fernie (1999) stated that the selection criteria of choosing 3PL providers
varies between countries and depends on the regulatory environment in that country
and the competitiveness of the third party logistics sector and other

distribution-related issues.

Kremic et al. (2006) indicated the social cost element was one of selection criteria
may influence the outsource decision. The social cost element includes low moral,
high absenteeism within employees from 3PL logistics firm. The authors pointed
out there are no guarantees of any cost savings. In many cases, the costs are actually
higher after using outsourcing. Razzaque and Sheng (1998) suggested that the
selection criteria of choosing 3PL provider for small firms should consider
outsourcing as not a cost reduction exercise but more strategically and especially as

an opportunity to get a competitive advantage.

The survey conducted in Malaysia (Sohail & Sohal, 2003) focused on determining the
most important factor in selection of 3PL providers. The results showed that
one-third of the respondents stated that cost consideration was the most important
selection factor, while 16.7% of respondents stated that service consideration was the
most important factor. The survey made in Hong Kong showed that it was important
to improve the customer service by offering flexibility in their operation in order to
meet unanticipated customer needs such as fluctuate customer demands (Yeung J.H.Y.,
Selen W., Sum C. & Huo B., 2006). In China, Lai F., Zhao X. & Wang Q., (2006)
stated that IT was one of the important selection criteria of choosing 3PL providers.
It showed that IT influences 3PL firms’ competitive advantages significantly. The
America study showed financial stability was more frequently selected than both price

and customer service.
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2.8.1 Logistics Performance Measurement

Logistics performance is a subset of the large notion of organization or organization
performance (Chow G., Heaver T.D. & Henriksson L.E., 1994). The presence of
meaningful quantity measures was used for assessing the performance of third party
logistics providers. The major criteria for evaluating of company’s contract provider

vary between the countries or authors (Bhatnagar et al., 1999).

In Singapore (Bhatnagar et al., 1999), 90 percent of respondents suggested the major
performance measures in their companies were on-time shipments, inventory accuracy,
shipping errors and customer complaints. However, some of the factors were not be
considered by many firms such as fill rate, number of stock outs, warehouse cycle
time and total order cycle times. The results showed that the focus of many firms in
Singapore is to provide the high level of service to the customer at the expense of

internal inefficiencies.

In USA, Minahan T. (1997) identified that the common performance measures were
on-time shipment, inventory accuracy, shipping errors, customer complaints, number
of dollars shipped, number of dollars/unit shipped, backorders, total order cycle time,

fill rated, number of stock outs and warehouse cycle time.

Earlier research carried out by McMullan A. (1996) in the Asia Pacific showed that
the most frequently used 3PL service provider’s performance measures were on-time
delivery, customer complaints, backorders and stock outs. The most frequently used
warehouse performance measurements by respondents were inventory accuracy,

on-time shipments and shipping errors.

45



CHAPTER TWO LITERATURE REVIEW

Chen Y.C. (2002) listed the criteria for evaluating 3PL providers’ performance and the

definition of these criteria are shown in table 2.10)

Table 2.10 Criteria for Evaluating Performance

criteria Definition

fill rate The number of shipment received at the promised
delivery date divided by total units ordered.

cyce time The number of hours on order cycle time.

order accuracy

order procedure convenience
lead-time

advance notice on shipping delays
shipping errors

returns
on-time delivery
. stockouts

: delivery defect

: emergency shipping

: complete information

: product clarity

: product quality

: customer complaint handling
: personnel attitude

: customer inquiry response

: sales force feedback

: total satisfaction

Source: Chen (2002)

Chen also described six extracted criteria.

The number of accurate orders divided by total units
ordered.

The convenience of order procedures.

The number of days from purchase order issuance
until the promised delivery date.

Advance notice on shipping delays or not.

The number of shipping errors divided by total units
shipped.

The ability to deal with returns.

On time delivery or not.

The number of stockouts divided by total units
shipped.

The number of delivery defect divided by total units
shipped.

The number of hours on emergency shipping,

The ability to provide complete information or not.

The degree of product clarity.

The degree of product quality.

The attitude to handle customer complaint.

The attitude of personnel.

The attitude to response customer inguiry.

The satisfaction of sales force feedback.

The satisfaction of overall service.

They are:

e Customer: this criterion includes quality of product, customer complaints, and

customer inquiry response and feed backs

e Efficiency: it includes fill rate, cycle time, on-time delivery, emergency

shipping and level of satisfaction

e Stock-outs: it includes lead time, shipping errors, returns and number of

stock-outs

e Delivery: it includes shipping delays, delivery defect

e Order: it includes order accuracy

e Personnel: this criterion includes employees attitude and sales feedback
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2.9 Organizational Impacts of Using Logistics Outsourcing Services

After outsourcing logistics services, there must be some organizational impacts.
Therefore organizations should consider the impact on the organization carefully
before making the decision to outsource. The previous studies showed that there
was a positive or negative impact of outsourcing logistics services on logistics costs,
customer satisfaction, logistics system performance (Bhatnagar et al., 1999) and

employee morale (Sjoholm & Wang, 2007)

The study conducted in Singapore (Bhatnagar et al., 1999) showed that there was
some positive impact on logistics costs, customer satisfaction and internal logistics
system performance. In the meanwhile, over 11.8 percent of the respondent
indicated that there was some negative impact on employee morale and 7.9 percent of
respondents indicated a negative impact on customer satisfaction. The results
showed that people issue was the critical factor in logistics outsourcing decisions that

need to be considered in Singapore.

In Sweden (Sjoholm & Wang, 2007), more than half of the respondents indicated
there was a positive impact on logistics costs (73.6%), customer satisfaction (69.4%)
and logistics system performance (53.1%). However, 10.2 percent of respondents
indicated that a negative impact on employee morale. Employee morale was the

lowest impact in the rank.

In New Zealand (Zhang, 2009), the study showed that there was 81% of respondents
stated that there was a impact on on-time delivery performance, which is lower than
in Australia (94%), Europe (98%) and USA (90%) (Millen et al., 1997). There was
77 percent of respondents indicated an impact on reducing logistics costs, 62 percent
of respondents indicated a high or very high impact on customer service satisfaction.
The other impact of using logistic outsourcing services included return on assets,
logistics system performance, expanding geographic reach, reducing inventory levels,
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return on investments, year on year growth in profits and acquiring new customers.

The previous studies showed that there was a trend of elimination of full time internal
logistics related positions after implementing 3PL services. The general methods
used for this displacement were termination of employees and early retirement (Lieb
1992; Dapiran et al., 1996; Sohail et al., 2006; Sohail & Al-Abdali, 2005). The
study carried out by Sjoholm & Wang (2007) reported that 67.3 percent of
respondents in Sweden indicated that their firms have eliminated logistics positions.
Over 50 percent of respondents indentified the impact on elimination of position in
Australia (Daprian, et al, 1996), USA (Lieb & Randell, 1996; Millen et al., 1997),
Malaysia (Sohail & Sohal, 2003), Saudi Arabia (Sohail & Al-Abdali, 2005) and

Singapore (Bhatnagar et al., 1999).

Another impact of using 3PL providers on the user firm is the need of retraining
employees. The study carried out by Sohail & Al-Abdali (2005) showed that 38
percent of the respondents reported that retraining employees was necessary, in
Malaysia (Sohail & Sohal, 2003) only 15 percent of respondents indicated there was a
need for retraining employees, in Sweden (Sjoholm & Wang, 2007) the rate was 26.5
percent. The reasons for retraining the employees generated from previous studies
included upgrading skills related to information systems in Australia (Millen et al,
1997), Saudi Arabia (Sohail & Al-Abdali, 2005) and Sweden (Sjoholm & Wang,
2007). The other areas need to be retained included familiar with new technologies
and different management (Millen et al. 1997), improveing communication skills and
improveing the ability to adjust to new environment (Sohail & Al Abdali, 2005).
The studies reported that it was not necessary to retraining the logistics personnel
includes Sohail & Al-Abdali, 2005; Bhatnagar et al., 1999; Millen et al.,1997; Lieb &
Randell, 1991, 1994, 2000; Sahay & Mohan, 2006 and Sohail & Sohal, 2003.
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2.10 Future trend of logistics services

The focus of future trend of logistics services is on the utilization of third party
logistics services, the level of satisfaction with their current 3PL providers’
performance and considering changes in the level and nature of their involvement
with 3PL providers. Most of previous studies showed that the user firms were
satisfied or very satisfied with the performance of their current 3P1 providers. The

detailed information is shown in table 2.11

In Australia and Malaysia, the satisfaction level was very high. Over 96 percent of
the respondents indicated that they were satisfied or very satisfied with the
performance of 3PL providers (Millen et al, 1997; Sohail & Sohal, 2003). In USA,
India, Saudi Arabia and New Zealand, over 85 percent of users were satisfied or very
satisfied with their 3PL providers (Millen, et al., 1997; Bhatnagar et al., 1999; Sohail
et al., 2005; Sahay & Mohan, 2006).

The previous study also showed that whether the respondent would modify their
companies’ use of 3PL services or not. Most of the user firms indicated that they
would moderately increase or substantially increase use of 3PL services. In USA
(Millen et al., 1997), West Europe (Millen et al., 1997) and sub-Sahara African
(Sohail et al., 2004), over 90 percent of respondents identified that they would
moderately increase use/or substantially increase use of 3PL services. In Australia
(Daprian et al., 1996) and Malaysia (Sohail et al., 2003), over 80 percent of user firms
indicated that they would moderately increase use and substantially increase use of
3PL. However, in Sweden the percentage of respondents would modify their
companies’ use of 3PL services was low (only 42 percent) and even 8 percent of users

would eliminate use of 3PL services.
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Table 2.11 Future Trend of Logistics Services
Level of satisfaction Future use of TPL
Dissatisfied/ Moderately Sub Moderately sub

i ‘P_:::ishﬂ very satisfie Satisfied very dissatisfied|eliminate Increase increase same decrease |decrease
AUS  [Dapiranetal 1996 33 B3 4 6d 20 7 9
AUS  |Millenetal  |]997 33 63 b4 20 7 9
USA  [Lieb & Randell |1996 13 T8 18 4
USA  [Lieb & Randell 1996 37 61 2 85 5 5 5
USA  [Lieb & Randell |1996 26 B5 6 b6 15 6 4
USA  |Millenetal  |1997 30 HT 13 35 b b b
USA  [Lieb&Bentz 2005 10 10 30 45 )
WE Milenetal 11997 15 82 3 76 17 7 0
SG Bhatnagar et al| 1999 7.9 855 5.3
MY  |Schail &Sehal 12003 11 87 2 bg 23 6 il
GH |[Sohalletal [2004 90 10
SA Sohail & 2005

ALAbdali EE 20 14
Sweden |Sjoholm & 12007

Wang 16 T8 6 8.1 387 32435 6.5 8.1
NZ Zhang 2009 17 70 4 21 o 15 i

Source: Sjoholm & Wang, (2007)

2.11 Summary

This chapter reviews the previous literatures of basic definitions of supply chain

management, logistics and third party logistics, and also identify the relationship

between third party logistics providers and user firms.

From many different points of view, overall the supply chain management is defined

as “the systemic, strategic coordination of the traditional business functions and the

tactics across these business functions within a particular company and across

businesses within the supply chain, for the purposes of improving the long-term

performance of the individual companies and the supply chain as a whole” (Mentzer

J.T., Dewitt W., Keebler J.S., Min S., Smith C.D. & Zacharia Z.G., 2001, p.18).
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Logistics is defined by The Council of Logistics Management (1991) as “the process
of anticipating customer needs and wants; acquiring the capital, material, people,
technologies, and information necessary to meet those needs and wants; optimizing
the goods —or service-producing network to fulfill customer requests; and utilizing the

network to fulfill customer requests in a timely way” (p. 3).

The definition of third party logistics is “Outsourcing all or much of a company’s
logistics operations to a specialized company.” (Lindskog, 2003. p.140) and plus the
definition “A firm which provides multiple logistics services for use by customers.
Preferably, these services are integrated, or "bundled" together by the provider.”
(Bagchi & Virum, 1996, p94). Third party organization is in the middle between
shippers and suppliers. 3PL can fulfil several logistics functions between buyer and
seller. These functions includes the certain duration, joint efforts to develop further
cooperation, a customization of the solution and together with a fair sharing of
benefits and risks (Larsen, 1999). The successful third party relationship is one key

to the success of the logistics and supply chain management.

The extent of use of the third party logistics services includes:

® [cvel of commitment to the usage of third party logistics
Percentage of total logistics budget allocated to third party providers
Geographical coverage provided by third party firms

Third party services utilized

The length of third party contracts.

The main reasons for organizations outsourcing 3PL services include:
® Cost reduction

Focus on core competence

Provides flexibility

Improve customer service

Improve efficiency
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® Utilization related

® Reducing inventory
® Enter to new market
[ ]

More logistic expertise/equipments

The main reasons for not outsourcing 3PL services include:
Loss of control

Ascertaining the true cost

Logistics is the only core competency

Difficulty in obtaining organizational support

A negative impact on employee moral

Have more expertise than 3PL providers

Price of outsourcing activities

The third party logistics services have been frequently used by organizations include:
® Freight payment

Transportation

Rate negotiation

Fleet management

Warehouse management

Shipment consolidation

Order fulfillment

Carrier selection

Product assembly and installation

Custom clearance and brokerage

Import and export management

Labeling and packing

Inventory replenishment

Logistics information system
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The main selection criteria of choosing 3PL providers:
® Quality of service provided

Price

Employee morale

Expertise or skilled logistics professionals

Experience of the company

Reputation

Information technology capability

The core competence of the company

Operational flexibility

Financial stability

The main criteria for evaluating of 3PL providers:
Shipment error

On-time shipment

Fill rate

Number of stock outs

Customer complaints

The number of hours on order cycle time

Quality of service

Employees attitude

The major organizational impacts of using logistics outsourcing services are:
Logistics costs

Customer satisfaction

Logistics system performance

Employee morale

On-tome delivery performance

Expending geographic reach

Reducing inventory levels
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Year on year growth in profits
Acquiring more customers

Elimination of full time logistics related positions

Need of retaining employees

The future trend of logistics services is focusing on the utilization of 3PL services, the
level of satisfaction and considering changes of 3PL providers. These previous
literatures show that positive results of today’s logistics industry and also believe that

third party logistics will be developed continually.

54



CHAPTER THREE METHODOLOGY

CHAPTER THREE: METHODOLOGY

3.1 Introduction

This chapter introduces the research philosophies, research methods, type of survey
and techniques used for collecting samples, and software used to analysis data. First
part of this chapter reviews the research objectives of this study. Second part
introduces two philosophies: positivism and phenomenology. Positivism is the one
adopted in this study. Third part compares quantitative and qualitative research
methods. After the comparison, quantitative method is more suitable and selected
for this study. Fourth part describes the survey type of this study, which is online
survey questionnaire, the design of the questionnaires and survey invitation are also
included in this part. The fifth part introduces two sampling methods used for
collecting responses, which are convenience and snowball sampling. The final
response rate of this survey is also described in this part. The sixth part introduces
the software and significant tests that are used to analysis data, which includes SPSS,

ANOVA and Chi-square.

3.2 Research Objectives

As mentioned earlier, the aim of this study is to identify the current status of third
party logistics industry in China, and to investigate the current usage of 3PL services

in China. The questionnaires would focus on these six identified areas:

® The extent of use of the third party logistics services in China

e Reasons for Chinese firms outsourcing logistics activities

e Reasons for Chinese firms not outsourcing logistics activities
e The level of satisfaction of their 3PL providers

¢ Selection criteria of choosing 3PL providers
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e Organization impacts of logistics outsourcing

e Future trend of Chinese logistics services.

3.3 Research Philosophies: Positivism & Phenomenology

Table 3.1 Features of Two Main Philosophies

Key areas  Positivism Phenomenology
Basic » The world is external « The world is socially
beliefs and objective constructed and subjective
» The observer is « The researcher is part of
independent what is observed
« Science is value-free « Science is driven by human
interests and motives
Method of « Focus on facts « Focus on meanings
research « Look for causality and « Try to understand what is
fundamental laws happening
« Reduce phenomena « Look at the totality of each
1o simplest elements situation
» Formulate hypotheses and « Develop ideas through
test them induction from data
Research « Structured, formal and « Evolving and flexible
design specific detailed plans
Involverment « The researcher remains « The researcher gets involved
of the distanced from the material with the phenomena being
researcher being researched researched
» Short-term contact « Long-term contact; emphasis
on trust and empathy
Preferred +« Operationalization of + Use of multiple metheods to
methods concepts so that they can establish different views of
be measured phenomena
Sampling « Large samples « small samples investigated
in depth or ower time
Data « Experiments, surveys, « Observation, documenta-
collection structured interviews and tion, open-ended and
methods observation semi-structured intenviews
Research « Questionnaires, scales, test « Researcher
instrurments scores and experimentation
Strengths  « Provides wide coverage of « Ability to look at change
the range of situations processes over time

Source: Easterby-Smith M, Thrope M & Lowe A., (1991)

There are two main research philosophies normally used in research studies:
positivism and phenomenology. However, the choice of selecting an overall

research philosophy needs to be made between these two. According to Araujo L.M.,
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Easterby-Smith M.P.V. & Snell R., (1999), this whole mental exercise regarding the
research philosophy that the research should follow is important, because the features
of these two philosophies can help to choose the research methods and techniques that
should be used for the study. It helps to decide the type of evidence gathered and its
origin and the way to collect the evidence that will be analysed and interpreted. The
knowledge of research philosophy is able to assist researchers to avoid inappropriate
use and unnecessary work by identifying the limitations of particular approaches at
the early stage of study (Araujo, et al, 1999). The Key features of positivism and

phenomenology are shown in table 3.1

The choice of which is the best fit research philosophy for this study is made through
understanding of both research philosophies. Positivism is one of the research
philosophies chosen for using in this study. Positivism promotes a more objective
interpretation of reality, and its reliability is higher than phenomenology. Positivism
tends to produce quantitative data which fit with surveys and experiments well.
Positivism is also concerned with hypothesis testing rather than generating theories,

and is more commonly used in the scientific research (Collis J. & Hussey R., 2003).

3.4 Quantitative & Qualitative Research Method

There are two different research methods for gathering and analyzing research data
and information: qualitative and quantitative method. In order to answer the purpose
of this study, the choice of qualitative and quantitative research method needs to be
taken. The purpose of both methods is to collect data and to get insights from the

data.

The qualitative method is the descriptions of things that are made without assigning
numbers directly (Hair J.F. Jr., Money A.H. Samouel P. & Page M., 2007). The

sample size of this method is generally small. Taylor P., Richardson J., Yeo A.,
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Marsh 1., Trobe K., & Pilkington A., (1995, P632) defined “qualitative data covers a
range of material from the descriptions of social life provided by participant
observation and unstructured interviews to information from written sources, such as
diaries, autobiographies and novels. Some researchers argue that qualitative data
provides greater depth, a richer more detailed picture of social life.” According to
Zikmund W.G. (2000), the primary target of qualitative method is to understand the
investigated problem by collecting data. The primary instruments used in qualitative
method are normally conversation, survey or interviews. The focus is on words,
visual portrayals, narratives, meaningful characteristics, elucidations, interpretations
and other expressive descriptions. The focus groups (Zikmund, 2000). It may also
require relatively few cases, and then conducting examinations of cases arise in the
natural flow of social life (Neuman W.L., 2006). The qualitative method depends on
the skills of the researcher as an interviewer in gathering data, and not on the
instruments employed to gather and analyze or measure the data. Therefore,

gathering the information is to solve the certain problem (Zikmund, 2000).

Taylor et al (1995, P632) stated “quantitative data is numerical in form — in the form
of numbers...... Questionnaires and structured interviews are the usual research
methods....... Some researchers claim that unless human behaviors can be expressed
in numerical terms, it cannot be accurately measured.” (P 632) Quantitative methods
focus on the links among a number of defined and measurable attributes involving
many cases. The aim of quantitative method is to classify features, to count them
and to construct statistical models in order to explain what is observed (Brannick T.,
& Roch, 1997). The quantitative methods are emphasized on testing and verification.
This method is considered easier to perform because it is based on controlled
measurement and the results are presented in figures. In contrast, the qualitative
approach may be more difficult to perform as the emphasis is on understanding and
the result is presented by analyzing the stated meaningful words. The collection of
data in quantitative methods is a collection of closed-ended information. However,
the qualitative data includes open-ended information (Punch K.F., 2000).
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There are a number of proofs showing that the quantitative method is more suitable
than the qualitative method in this study. The survey questionnaire is the method
used for collected data. The survey is designed as number based. The data that is
collected from the survey is analyzed through the statistical tests. The sample size is
quite large. All of above meet the criteria of quantitative method but not fit to the
qualitative method. Furthermore, the aim of study is to have an exploratory study
about general understanding of 3PL usage in Chinese firms. The quantitative study
is able to provide a greater generalization within the frame of research study, and the
research questions can be answered by using quantitative method alone. The
previous studies related to this topic used quantitative approach only and their results
were measured in numbers (Zhang, 2009; Sohail et al., 2003; Bhatnagar et al, 1999;
Lieb & Bentz, 2005; Wilding & Jutiado, 2004). In order to easily compare the
results of the use of 3PL in China with it in other different countries, the quantitative

method is a more appropriate method should be used in this study.

3.5 Survey Type

3.5.1 Questionnaire

The questionnaire is “a list of carefully structured questions, chosen after considerable
testing, with a view to eliciting reliable responses from a chosen sample” (Collis &
Hussey, 2003, p.173). The aim of using a questionnaire is to provide better
understanding of the Chinese third party logistics industry and find out whether these

participants are satisfied with their providers and the current 3PL situation in China.

An online survey is selected for collecting responses. The online survey technique is
new and keeps evolving. Today’s survey, software packages and online services
make online survey research much easier and faster. The advantage of online

surveys includes access to individuals in distant locations. Since all of selected
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participants are in China, and the survey is conducted in New Zealand, therefore the
distance makes the contact more difficult. This problem can be solved by using an
online survey tool. Another advantage of online survey is its ability to reach the
participants who are hard to contact and the convenience of automatically collecting
data, which can save researcher’s time and effort as an online survey allows a
researcher to reach thousands of people in a short time. Due to the limited time and
funds, online survey is selected. However, there are some problems of using online
surveys, such as the response rate of online survey that may be low, uncertainty over
the validity of the data, the design, implementation and evaluation issues of an online
survey. More importantly, online surveys require all participants to have access to

email or the web (Wright K.B., 2006).

Survey Monkey is an online survey software package that is used for conducting this
survey. It provides a variety of templates to create and implement online surveys
more easily, as well as to export data to statistical software packages. The researcher
can view the summary of the responses or browse individual response of each
question.  After collecting the responses, Survey Monkey is able to create a chart for
each question, which makes analysing more easily. Another reason for choosing
survey monkey online survey software is that it has a reasonable price. Paper survey
is relatively more expensive, even the sample size is small. The costs of a traditional
large-scale  survey using mailed questionnaires can be  enormous

(www.surveymonkey.com).

3.5.2 Survey Questionnaire Design

The purpose of this survey is to transform the main research problems into specific
questions. In this study the main research problem is to find out the utilization of
3PL services in China. There are 21 specially designed questions in this survey.

The survey is broken down into six parts and each part consists of small sets of more
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specific research questions. The six parts of the survey are:

® General information of the company

Reasons for outsourcing/not outsourcing logistics activities

Extent of use of the third party logistics services

Decision making process (selection criteria of choosing 3PL providers)

Organization Impacts

Future trend of logistics services in China

In order to make the survey questionnaires simple and short, the questionnaires are
designed with mainly multiple choice questions and few matrix questions. To avoid
the limit options problem, the choice of “others, please specify” and a comment box is
provided to allow respondents to enter their answers or comments (Questionnaire is in

appendix C).

There are four questions in the first part of survey, which includes the total number
employees of the company, type of business, company location and the 2009 annual
sales revenues. These questions provide the general information of the company.
As known that China is a big country, so the qustion of companies’ location was
necessary. In this question, China is divided into seven parts: eastern part of China,
southern part of China, northern part of China, central part of China, north-western
part of China, north-eastern part of China and south-western part of China. The
cities and provinces included in eastern part of China are Shanghai, Jiangsu, Anhui,
Fujian, Jiangxi, Shandong, Ningbo and Xiamen. South part of China includes
Guangdong, Guangxi, Hunan and Hainan. Northern part of China includes Beijing,
Tianjin, Hebei, Shanxi and Neimengu. Central part of China includes Henan, Hubei
and Hunan. North-western part of China includes Shaanxi, Gansu, Qinghai,
Xinjiang and Ningxia. North-eastern part of China includes Liaoning, Jilin,
Heilongjiang and Dalian. South-western part of China includes Chongqing, Sichuan,

Guizhou, Yunnan and Tibet. Hong Kong, Macau and Taiwan was not included in

59



CHAPTER THREE METHODOLOGY

this survey.

The second part of the survey contains two questions. One is whether the company
uses 3PL services currently. The question is designed in logic forwarding way,
which means it skips to different questions depends on different answers. For
example, if they choose “no” it automatically skip to second question which asks the
main reason for not using 3PL services. After they answered this question, it
automatically skips to the end page of the survey and then, the survey is done for the
respondents who do not use 3PL services. If the answer is “yes” it means the
respondent firm is using 3PL services, it skips to the question which asks the main
reasons for using the services. After this question is answered, the respondents need

to carry on and answer the part three of the survey.

The part three of survey is the extent of use of the third party logistics services.
There are six questions in this part. The first question asks the percentage of total
logistics budget allocated to the main 3PL provider. The second question is asking if
the company uses 3PL services for domestic purposes, international purpose or both.
The third questions is the matrix question, respondents need to evaluate the existing
3PL services that have been used in their companies. The other three questions are
about the length of using 3PL services, the number of 3PL providers have been using

currently and the length of the contract between the company and the 3PL provider.

There are only two questions in part four. One is a matrix question, which asks the
main selection criteria for choosing 3PL providers in their company. The rating of
these factors is also required. Another question is to choose the criteria used for

evaluating the performance of the contracted providers.

The part five of the survey is related to the impact on organisation for using 3PL,
which includes 3 questions. The first question is the matrix question and asks
respondents to choose the impacts on the company after using 3PL services and rate
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the level of the impact. The second question asks whether the company eliminated
any internal logistics force after implementing of 3PL services. The last question is
about whether retraining is required after implementing of 3PL services and the main

reasons for retraining.

The last part of survey is the future trend of logistics services in China. Three
questions are included in this part. One is the overall level of satisfaction with their
main 3PL providers. Another one is asking if they want to have any 3PL services
that are not available in the market yet. The last one is asking if these respondents

would modify the use of 3PL services in the future.

At the end of page of survey, respondents could leave their names and email
addresses in order to get a copy of survey results. The reason of adding this page is
for the respondents who are interested to get the survey results. It may provide
incentives to people who are interested in this survey result to answer the

questionnaire.

The problems of the questionnaires are basically about the rewording, removal or
addition of some questions, and questionnaire design problems. Since the
respondents of this study are the people who are working in China, therefore
respondents may be all Chinese. In order to let the respondents to fully understand
these questions, both Chinese version and English version of the questionnaire are
provided to respondents. The translation of these questionnaires was discussed

through telephone and emails.

To make sure the questionnaires can be understood well and easily handled by the
respondents, and to find out and problems contained in this survey, a pilot testing is
carried out. Cooper P.R. & Schindler P.S., (2003) pointed out that a pilot testing is
used for detecting weaknesses in design and instrumentation and to provide proxy
data for selection of a probability sample. In order to do this pilot testing, the email
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invitation was sent to 7 respondents. All of them did this survey and sent feedbacks
to the researcher. The respondents found out the questionnaire took them about five
minutes to complete. One respondent reported that after question five, it took long
time to get to question six. It may be caused by skip logic system that is based on
the different question skip to different pages. Therefore more time may be needed to
get to the next question. Another respondent concerned about one choice of main
reasons for not using 3PL services. The respondent said the choice “Logistics is the
only core competencies” may only suit for logistics companies but not suit for most of
companies. Therefore, the more appropriate way to say it could be “logistics is one

of our core competencies”.

3.6 Data Collection

3.6.1 The Sampling Methods

There are two types of methods used for selected population, one is probability
sampling methods, and another is non-probability sampling method. The probability
methods can be used when those can be relied on to produce a sample that is close to
representative, and all units has a known, but not necessarily equal chance of being
included in the sample (Jeffrey, 2008). However, non-probability methods may
produce a representative sample which you can not rely on, and the probability of a
particular unit in the sample is unknown. The non-probability methods are very
subjective depending on the researcher (Sekaran C., 2003). In this study,
non-probability sampling methods are chosen as non-probability samples that are

easier to draw.

Convenience sampling is the main type of non-probability sampling. It is also the
most widely used methods in social sciences. It involves large groups of subjects

such as a class of students. Convenience sampling is a technique to be chosen for
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collecting samples. This sampling technique suits for the researchers who have the
limited of funds and time (Jeffrey, 2008). By using convenience sampling, the
sample is picked at random from the listed companies in the Chinese stock exchange.
These listed companies are selected randomly from 3 different categories of the list:
Shanghai A Stock, Shenzhen A Stock and small and medium-sized enterprises (SMEs)
board.

In order to ensure that there would be enough participants, another non-probability
method snowball sampling is selected for drawing the sample population. Snowball
sampling is a technique used in research to develop samples. The existing
participants introduce other potential participants among their acquaintances. The
advantage of this technique is that it can build up sample size quickly and maybe
recruit others that would otherwise be hard to recruit (Jeffrey, 2008). The problem
of this technique is the sample may particularly focus on the particular term of
business categories and certain location of company. To avoid this problem, the
careful selection of respondents with broad spread of workplace and location is
needed. By using snowball sampling, some survey invitations were sent to selected
respondents (Invitation letter is in appendix B). They are all working in China, and
the companies they are working for are in different categories and located at different
parts of China. If their positions are not high enough to fill the questionnaires, they
asked their managers or bosses to answer the survey. Then these selected

respondents sent the survey invitation to other potential participants.

3.6.2 Respond Rate

A total of 400 companies in China were randomly selected. To make sure the
response rate is high enough, every company was contacted by telephone before the
email invitation was sent out, and each of them was asked if they were willing to

participate in this survey. The email addresses of their managers or bosses were
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confirmed through the telephone too. The recipients who rejected to participate in
this study did not give any reasons. The recipients have their rights to refuse as they
have no obligation to accept the invitation to participate in this study. After
contacting these firms, 400 email invitations were sent out, and a total of 89 responses
were received. However, by checking through every response, it was found out that
two of respondents did not finish their questionnaire and only 5 questions were
answered at the end. Thus, the effective responses were 87 and the effective
response rate was 21.75% (87 out of 400). There was no follow up questionnaires

sent to participants as this questionnaire included all the questions need to be asked.

The whole process of collecting these responses took one month to complete. Since
the respond rate is favourable compare with previous studies. The respond rates of
previous studies are shown as following. The study conducted in Singapore
(Bhatnagar et al, 1999), the respond rate was 12.6%. The total responses were 126.
The respond rate of study conducted in Malaysia (Sohail et al, 2003) was 16%, which
were 124 responses out of 800 samples. The study made by Wilding and Jutiado
(2004) which conducted in Europe, the response rate was 50 responses out of 300
samples (15%). The study of use of 3PL in US (Lieb & Bentz, 2005), the response
rate was 60 responses out of 456 samples (13%). However, the response rate in New
Zealand (Zhang, 2009) and Australia (Sohal et. Al., 2002) were much higher compare
with other countries. The study of use of 3PL in New Zealand has a response rate of
35% (84 responses out of 240 samples) and the study conducted in Australia has a

respond rate of 45%.

3.7 Data Analysis

The statistics program SPSS (Statistical Package for the Social Science) is a widely
used software for analysing quantitative data (Veal A.J., 2005). There are four main

analysis procedures in this program: frequencies, crosstabs, means and graphics (Veal,
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2005). Frequencies are the number of counts and percentages of categories for
individual variables. Crosstabs used to compare two or more variables by forming a
two-way table. Means show the obtaining means or average of appropriate variables.
Graphics is associated with the production of graphs and charts (Veal, 2005). The
significant tests are also used in this research such as Chi-square and ANOVA.
These significant tests can also be generated by SPSS program. Chi-square test is
used to test relationships between two nominal variables (Jeffery, 2008). ANOVA is

used to compare more than two means at a time (Veal, 2005).

3.8 Summary

This research study is completed through several steps. The figure 3.1 presents the

flowchart of the process used for carrying out this research study.

1. Identifying research problems, research questions and objective of this study

after those previous literatures have been reviewed.

2. Conducting the questionnaire. After the questionnaire was translated and

reviewed by the supervisor, sent it out to seven recipients to do the pilot study.

3. Collecting data: the process of data collection took approximately one month
to complete. After contacting each respondent through phone then emailed

survey invitations was sent to them.

4. Analyzing the feedback information from the 87 responses by using SPSS
statistic program, and then using statistic tests to find out the relationships

between the variables.

5. Summarizing the research findings and drawing the conclusion from these

findings. The limitations of this study and the recommendations for future
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research are also included in this part.

Figure 3.1 Research Process

Identify research problems, research

questions & Objectives

A 4

Conduct the questionnaire

» Reviewed by supervisor

A 4

Pilot study

Final copy of questionnaire |

A 4

Data collection

:

Data analysis

'

Conclusion
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CHAPTER FOUR: RESULTS & DISCUSSIONS

4.1 Introduction

In this chapter, the results obtained from survey are presented and analyzed. The
results show the general information of the respondents’ companies, the extent of use
of the third party logistics services, the decision criteria of choosing 3PL providers,
organization impacts and the future trend of logistics services in China. Then these
empirical findings are used to compare with the results of similar previous studies.
The significant tests such as Chi-square and ANOVA are used for the in-depth

analysis of the relationships between different variables.

4.2 Research Objectives

Just as the researcher mentioned hereinbefore. These six following objectives are

established to achieve the aim of this research.

® The extent of use of the third party logistics services in China

e Reasons for Chinese firms outsourcing logistics activities

e Reasons for Chinese firms not outsourcing logistics activities
e The level of satisfaction of their 3PL providers

e Selection criteria of choosing 3PL providers

¢ Organization impact of logistics outsourcing

e Future trend of Chinese logistics services.
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4.3 General Information of the Company

The survey contains five parts. The first part of questionnaire reports on the
background information of the respondents’ companies.  This background
information includes total number of employees of respondent company, company
category, company allocation and annual sales revenue in 2009. There are 87 useful

responses have been collected and ready for analysis.

4.3.1 Total Number Employees

The first question of this survey asks the total number employees of respondents’
companies. The responses of total employee number in correspondent companies
are categorized into five groups which are shown in table 4.1. The percentage of
each group is also presented in the table. From the table, it could be seen that the
largest group of category is 1001-5000 and the percentage is 23 percent. The group
of “less than 200 employees” has a similar percentage with group “1001-50007,
which is 21.8 percent. The smallest group is more than 5000 and the percentage is
16.1 percent. In this study, the companies have less than 1000 employees are
regarded as small companies, the companies have more than 1000 employees are
regarded as large companies. Sixty percent of respondents are from small

companies in this study.

Table 4.1 Total Current Employees

Current employees Percentage
<200 21.8
200-500 19.5
501-1000 19.5
1001-5000 23.0
>5000 16.1

Total 100.0
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4.3.2 Business Category

The second question of the questionnaire is related to business category. There is a
broad spread in terms of main business category. As shown in table 4.2, nine
business categories are provided for the respondents and the choice of “other (please
specify)” is also available. There were 10.3 percent of respondents chose “other”,
the responses includes real estate companies, consulting companies, airline and
customer service companies. Of the respondents to this question, the business
categories are mainly in manufacturing (18.4 percent), IT (14.9 percent), high tech
(12.8), food industry (11.5 percent) and retail (10.2). The rest of business categories
are all less than 10 percent. Healthcare and logistics have the lowest percentage of
4.6 percent. The outcomes show that companies which are in the traditional

LT3

industries such as “manufacturing” “retail” and “food industry” are as favor of

outsourcing as high technology companies are.

Table 4.2 Main Business Category

Business Category Percentage
manufacturing 18.4
IT 14.9
high tech 12.8
food industry 11.5
other 10.3
retail 10.2
textiles 6.9
electronic 5.7
logistics 4.6
healthcare 4.6

4.3.3 Company Location

The company locations of these respondents are mainly on eastern part of China (41.9
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percent) and Northern part of China ( 41.9 percent) (see figure 4.1 for more details),
then are followed by southern part of China (29.1 percent), central part of China (20.9
percent), South-western part of China (20.9 percent) and north-western part of China
(19.8 percent). The lowest percentage of companies is located in North-eastern part
of China, only 7 percent. As mentioned ealier, the cities and provinces belong to
eastern part of China include Shanghai, Jiangsu, Anhui, Fujian, Jiangxi, Shandong,
Ningbo and Xiamen. Northern part of China includes Beijing, Tianjin, Hebei,
Shanxi and Neimengu. The rate of using 3PL services in above cities are relativlily
higher than it in other places. Acoording to DiBenedetto(2008), the most of the
logistics activity in Asia is concenterated in China, and in the most promising logistics
cities in China including Shanghai, Shenzhen, Hong Kong, Beijing and Tianjn (Fu,
Bae & Kim, 2005). Previous Study also showed that the logistic industry has
became a mainstay industry in Shanghai (Fu C.C., Bae J. & Kim G.O., 2005). All
these cities mentioned are all beloned to eastern or nothern part of China except

Shenzhen.
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Figure 4.1 Company Location
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4.3.4 Sales Revenue

Table 4.3 summarizes the annual sales revenues of respondents’ companies in 2009.
The sales revenue range is from “less than one million Chinese Yuan” to more than

“100 million Chinese Yuan”.

Table 4.3 Annual Sales Revenues (¥ millions) in 2009

Sales revenue in 2009 | Percentage
<lm 6.9
1.1-5m 12.6
5.1-10m 10.3
10.1-20m 9.2
20.1-50m 10.3
50.1-100m 6.9
>100m 40.2
Total 96.6
Missing 34
Total 100.0
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Based on recent exchanged rate, one Chinese Yuan is approximately equal to five
New Zealand dollars. Table 4.3 shows that the annual revenue of the most of
respondents’ companies (40.2 percent) surpassed one hundred million RMB in 2009.
Almost 13 percent of companies earned 1.1-5 million RMB, and only 6.9 percent of

companies earned “less than one million Chinese Yuan™ in 2009.

4.4 Outsourcing / Not Outsourcing

4.4.1 Use of 3PL

Table 4.4 summarizes that the percentage of companies that outsource and do not
outsource 3PL in each category. It shows that 69 percent of the companies
outsourcing 3PL services and 31% of companies not outsourcing 3PL services. This
current outsourcing rate is increased compared with the rate in year 2005 for Chinese
firms outsourcing (56 Percent). The most frequently companies to do outsourcing
(17 percent of outsourcing) have 1001-5000 employees. The least frequently
companies to do outsourcing (10 percent) have 200-500 employees, and the
companies with 200-500 employees companies also the most frequently do not
outsource 3PL.  However, only 3 percent of companies with more than 5000

employees do not outsource 3PL.

Table 4.4 Total Companies Outsourcing/ Not Outsourcing

Total number of Not
employees Outsourcing outsourcing
<200 14% 8%
200-500 10% 9%
501-1000 15% 5%
1001-5000 17% 6%

>5000 13% 3%

Total 69% 31%
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4.4.2 Reasons for Outsourcing

Participants were asked to identify the reasons for their company outsourcing 3PL.
Most respondents indicated that cost reduction (80 percent), focus on core strengths
(76.7 percent) and improve customer service (75 percent) were the three most
important reasons for outsourcing 3PL activities. Forty five percent of companies
used 3PL because of “improves efficiency” and 43.3 percent of companies indicated
“access to new market” was the reason for outsourcing (see Figure 4.2 for more
details). Four respondents wrote down the other reasons for using 3PI, there were
“fast”, “productivity improvement”, “disperse risks” and “transportation for special
equipment”. This outcome reflects that the companies in China take the cost-related
reasons as critically important as comparing with service-related reasons and other

reasons.

The main reasons for using 3PL services are similar with previous studies conducted
in Australia (Daprian, et al, 1996), USA (Lieb & Randell, 1996), Western Europe
(Millen et al., 1997), Singapore (Bhatnagar et al., 1999), India (Sohail &Albdali,2005)
and New Zealand (Zhang, 2009).
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Figure 4.2 Main Reasons for Using 3PL Services
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In order to find out whether each category of company employee numbers has
different reasons for outsourcing 3PL activities, the relationship between reasons for
outsourcing and company employee numbers was investigated by cross-tab and
chi-square test. Table 4.5 shows that the relationship between the reason for
outsourcing “more logistics expert/equipment” and company employee numbers is
significant at the 5 percent level (P value <0.05, ¥2=11.304, df =4). As mentioned
earlier, the companies have less than 1000 employees are regarded as small
companies, and the total employees of more than 1000 are classified as large
companies. Table 4.6 shows that the reason for more than half of companies that
with the employees of “501-1000” and “>5000" outsourced 3PL services was 3PL

providers having have more expertise/ equipment. However, the percentage of big

74




CHAPTER FOUR RESULTS & DISCUSSIONS

companies and small companies of choosing the reason of 3PL provider “has more
expertise/equipment” is similar.  Therefore, the difference between the large

companies and small companies is not significant.

Table 4.5 Chi-square Test: Reasons for Outsourcing & Total Number of Employees

Reasons for
outsourcing Total number of employees

< > P

200 |201-500 | 501-1000 | 1001-5000 | 5000 | Chi-Square | value
cost reduction 21% | 10% 27% 23% 19% | 7.123 0.129
focus on core
strengths 22% | 13% 24% 26% 15% | 2.398 0.663
improve
customer service | 16% | 18% 24% 24% 18% | 3.397 0.494
provides
flexibility 21% | 5% 11% 32% 32% | 6.508 0.164
more logistics
expert/equipment | 9% | 4% 35% 22% 30% | 11.304 0.023
reducing
inventory 0% | 10% 0% 40% 50% | 12.844 0.012
access to new
markets 15% | 15% 15% 27% 27& | 3.243 0.518
improve
efficiency 11% | 26% 19% 33% 11% | 8.831 0.065
improve
utilization 23% | 15% 15% 31% 15% | 0.682 0.954
other 0% | 0% 25% 50% 25% | 2.697 0.61

The relationship between the reason of “reducing inventory” and company employee
numbers is also significant at the 5 percent level (P value <0.05, y2=12.844, df =4).
Only 10 percent of small companies chose reason “reducing inventory”. Table 4.7
also shows that no companies with “less than 200 employees” and the companies with
“1001-5000 employees” outsourced 3PL because of reducing inventory. However,
40 percent of the companies that with “more than 5000 employees” thought reducing
inventory is one of the reasons. Compare small companies with big companies,

large companies are more rely on the reason of “reducing inventory”. It reflects that
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inventory reduction is more important to the large companies. Table 4.5 shows that
there is no significant relationship between other reasons and company employee

numbers.

Table 4.6 More Logistics Expertise/Equipment & Total Employee Numbers

More 1'0g1st1c‘s Total employee numbers
expertise/equipment
<200 | 200-500 | 501-1000 | 1001-5000 | >5000 | Total
No 83 89 38 67 36 62
Yes 17 11 62 33 64 38
Notes: all numbers are in percentage (%)
Table 4.7 Reducing Inventory & Total Employee Numbers
Reducing Total employee numbers
nventory <200 | 200-500 | 501-1000 1001-5000 | >5000 | Total
No 100 | &9 100 73 55 83
Yes 0 11 0 27 45 17

Notes: all numbers are in percentage (%)

4.4.3 Reasons for Not Outsourcing Logistics Activities

Figure 4.3 shows that more than half of respondents regard “logistics is the core

2

competency” as the most important reason for not outsourcing. The second
important reason for not outsourcing is “loss of control of logistics” and “having more
expertise than 3PL companies”. Then followed by price of outsourcing activities
(41.4 percent), ascertaining the true cost (34.5 percent), other (20.7 percent), difficult
in obtaining organizational support (17.2 percent) and “a negative impact on
employee morale” (13.8 percent). Twenty-one percent of companies do not
outsource because they do not need 3PL services, for example, some industries like
finance, banking and real estate, they may not have needs for outsourcing.

The relationship between reasons of not outsourcing and company employee numbers
is investigated to find out whether the each category of company employee numbers

has different reasons for not outsourcing. Table 4.8 shows that “loss of control of
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logistics activities” is significant at the 5 percent level (P value <0.05, y2=12.897, df
=4). It means there is a relationship between “loss of control of logistics activities”

and “total number of employees”.

Figure 4.3 Main Reasons for Not Using 3PL Services
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From table 4.9, It can be seen that all big companies (employee number were “>1000")
do choose “loss of control of logistics activities” as the reason for not outsourcing
3PL. However, the selection rate of “loss of control of logistics activities” among
small companies is much lower than it among large companies. Overall, large
companies are more afraid of losing control of logistics activities, in other words,

control of logistics activities is more important to the large companies.
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Table 4.8 Chi-square Test: Reasons for Not Outsourcing & Total Employees

Reasons for not

outsourcing

Total number of Employees

< > P

200 201-500 501-1000 1001-5000 5000 Chi-Square value
loss of control of
logistics activities 7%  33% 7% 33% 20% 12.897 0.012
logistics is the
core competency  21% 32% 11% 21% 16% 2.951 0.566
ascertaining the
true cost 10% 30% 30% 30% 0% 6.922 0.14
a negative impact
on employee
moral 0% 75% 0% 0% 25% 6.86 0.143
price of
outsourcing
activities 25% 42% 8% 17% 8% 1.866 0.76
difficulty in
obtaining
organizational
support 60% 20% 0% 20% 0%  4.538 0.338
have more
expertise than 3PL
companies 20% 27% 13% 27% 13% 1.967 0.742
other 40% 40% 20% 0% 0% 293 0.57

Table 4.9 Loss Logistics Control & Total Number of Employees

Loss (?f (_:ontrol Total employees number
offogistics 1 200 | 200500 | 501-1000 | 1001-5000 | >5000 | Total
No 86 38 75 0 0 44
Yes 14 62 25 100 100 56

Notes: all numbers are in percentage (%)

4.5 Extent of Use of the Third Party Logistics Services

4.5.1 Logistics budget allocation

The survey questionnaire probed the respondents to report on the percentage of total

logistics budget allocated to the main 3PL providers.

Table 4.10 shows the most

frequent respondents’ budget allocation is “60-79 percent” (30 percent), then follow

78



CHAPTER FOUR RESULTS & DISCUSSIONS

by “<20 percent” (25 percent), “40-59 percent” (20 percent) and “20-39 percent” (13

percent). The least respondents’ budget allocation is “>80 percent” (12 percent).

Table 4.10 Percentage of Total Logistics Budget Allocated to 3PL Providers

Budget Allocation Percentage
<20% 25

20-39% 13

40-59% 20

60-79% 30

>80% 12

Total 100

More than 60 percent of companies allocated more than 40 percent logistics budget to
3PL providers. The result is similar to it found from the study among Sweden firms,
(Sjoholm & Wang, 2007). In Sweden, 61.2 percent of firms allocated more than 40
percent of their current annual logistics budgets to 3PL. However, the percentage of
total logistics budget allocated to 3PL providers in other countries was much lower.
In New Zealand, about 39 percent of respondents allocated more than 40 percent of
their current annual logistics budgets to 3PL providers, and the rest of firms in New
Zealand allocated less than 40 percent of their logistics budget to 3PL. The result
findings in New Zealand were similar to in Australian (Sohal, et al, 2002), European

firms (Wilding & Juriado, 2004) and Singaporean firms (Sohal, et al., 2006).

4.5.2 Geographical Coverage

More than 60 percent of companies reported that they were using 3PL services for
both domestic and international purposes, and only 13 percent companies were using
3PL services for international only (see table 4.11). The results are similar to the
survey findings of Sweden (Sjoholm & Wang, 2007), India (Sahay & Mohan, 2006)
and USA (Lieb & Randell, 1996, 1997). Sweden was on the top of the both
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domestic and international operations. Approximate 72 percent of organizations in

Sweden used 3PL providers for both domestic and international purpose.

Table 4.11 Geographical Coverage

Geographical Coverage Percentage
Domestic only 20
International only 13

Both 67

Total 100

4.5.3 Logistics Services Used & Satisfaction Level

To find out the frequently outsourced logistics services in China, a list with 15 choices
has been developed which covers the different logistics services that were generally
provided by logistics service providers. Table 4.12 shows that the top ranked
logistics services use among Chinese companies are transportation (98 percent),
warehouse management (77 percent), custom clearance & brokerage (76 percent) and
shipment consolidation (53 percent). More than 50 percent of respondents reported
that their companies outsourced these mentioned four logistic services. Rate
negotiation is the lowest frequently used logistics services in China. The study
conducted by Capgemini & Langley (2009) also showed that the top ranked logistics
services in North America, Europe, Asia pacific and Latin America were domestic
transportation, international transportation, customer brokerage and warehouse.
Compare with all regions, transportation is more prevalent logistics services used in
China (98 percent versus 86 percent), as well as custom brokerage (76 percent versus
71 percent) and warehousing (77 percent versus 68 percent). The percentage of
using custom brokerage in China is higher than it in other regions. This may be
explained by two reasons. First, the Chinese economy is more based on large import
and export quantities. Second, the customs rules in China are enormously complex

(Capgemini, 2006).
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Table 4.12 Percentages of Third Party Logistics Services Used

3PL services Percentage
Transportation 98
Warehouse management 77
Custom clearance & brokerage 76
Shipment consolidation 53
Label & packing 48
Other 39
Logistics information system 33
Fleet management 32
Inventory replenishment 31
Order fulfillment 25
Freight bill auditing/payment 24
Carrier selection 22
Product assembly and installation 17
Rate negotiation 14

The respondents were also requested to evaluate their companies current outsourced
logistics services by using a five-point scale (results are shown in table 4.13), where
1=very dissatisfied, 2=dissatisfied, 3=neither, 4=satisfied, 5= very satisfied, and N/A
means company did not use this service. As a study carried out by Fu et al. (2005),
if a respondent gave a value of above 3.0 on the outsourced service means respondent
is satisfied with the performance of that outsource service provider, alternatively if a
respondent gave a value of below 3.0 on the outsourced service, it means respondent
is not satisfied with performance of 3PL providers, it also means that 3PL service
provider may lack the capability to carry out that particular service. Table 4.13
shows that the respondent rates of all 3PL outsourced services are equal or above 3,
this means that the respondents are overall satisfied with their 3PL service providers’
performance. The highest satisfaction rate goes to “Warehouse management” (mean
4.03 with standard deviation 0.657), and then followed by “other” (mean 4.0 with
standard deviation 0), “label and packing” (mean 3.9 with standard deviation 0.768)
and “Transportation” (mean 3.9 with standard deviation 0.810). The low satisfaction
rate goes to “product assembly and installation” (mean 3 with the largest standard

deviation 1) and “installation and Freight bill auditing / payment” (mean 3 with
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standard deviation 0.756). This may due to the low outsourcing rate of these
services, only three respondents outsourced “product assembly and installation” and
only eight respondents outsourced “freight bill auditing/payment”.  Another
plausible alternative explanation is possible lack of demand for services. The low
satisfaction rate for these two outsourced services may also imply that services
providers in China may lack of experience of these two services based on the low
outsourcing rate. Therefore, the service providers in China need to improve the
performance of the service of “product assembly and installation” and “freight bill

auditing/payment”.

Table 4.13 The Satisfaction Level of Outsourced Third Party Logistics Services

3PL Logistic Services [Hean S_td'_ Nean | .. VB?Y . . |Dissatisfied |Neither|Satisfied 'Etery:
Deviation Dissatisfied Satisfied
Warehouse management 4,03 0,657 | 18.6 0.0 b1 119 49,2 153
(ther 4.00 0.000 | 95.2 0.0 0.0 0.0 5.1 L7
Label and packing 3.90 0.768 | 524 0.0 L7 6.8 30.5 8.5
Transpartation 3.90 0.810 3.4 L7 10.2 ] 16.9 50.3 16.9
Shipment consolidation | 589 0.567 | 475 0.0 L7 10,2 306 b1
Dusiouclearancesand.  \aagk | S| B 0.0 02| 85| 4 6.
brokerage
Fleet management 3,60 0548 | 678 0.0 b8 16,9 b8 17
Carrier selection 3. 60 0.548 | T7.6 (0.0 1.7 6.9 13.8 0.0
Order ful filment 3.43 0.787 | T4.6 0.0 0.0 10.2 15.3 0.0
Rate negotiation 3.14 0.900 | 86.4 0.0 3.4 5.1 5.1 0.0
Leleiesumton ods | 08B | B 0.0 85| 1L9| 136 0.0
system
Imventory replenishment | 3. 08 0.954 | 69,5 0.0 11.9 5 13.6 0.0
Product assembly and
installation 3,00 1000 | 8.4 0.0 4] 10,2 b1 0.0
Freight bill
auditing / payment 5,00 0.75 | T3.0 0.0 6.8 10.2 5.1 0.0

Notes: all numbers are in percentage (%) except means

To summarize, the 3PL service providers in China well perform the traditional
logistics services such as “transportation”, “warchouse management”, “label and
packing”, “shipment consolidation”, “custom clearance and brokerage”, “fleet
management”, “carrier selection” and “order fulfillment”. Chinese companies

outsource these traditional services rather than other “value-added” services as the
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3PL providers in China are normally small and medium sizes (Fu et al., 2005). Thus,
the small and medium sizes providers might lack of financial resources, employees
with those abilities and operation scale to expand the scope of their services. The
other reason might be inefficient demand for the services like “product assembly and

2

installation”, “rate negotiation” and “freight bill auditing /payment”.

4.5.4 Total 3PL Services Providers

The total number of 3PL services providers used by the respondents’ companies was
indicated by the respondents. Table 4.14 summarizes that the percentages of total
number of 3PL providers used by Chinese companies. It shows that most of
companies in China only used 2-5 providers (61 percent) and also shows that most of
companies want to have a close and stable relationship with only few 3PL providers.
Ten percent of companies used one 3PL provider, and 28.8 percent of companies used
more than five 3PL providers, and only 3.3 percent of companies used more than
fifteen 3PL providers. This survey results is similar to the other previous study
results among Australia firms (Sohal, et al., 2002), US firms (Lieb & Bentz, 2005),
Singapore firms (Sohail et al., 2006) and New Zealand firms (Zhang, 2009). The
majority of the respondents’ company from these countries also used two to five
providers. However, the results of the study conducted in Malaysia are different
from the others. Malaysian companies preferred to employ various logistics

providers to enhance their services rather than one or two logistics providers.

Table 4.14 Percentage of Total Number of 3PL Providers

Total number of 3PL providers Percentage
1-—-1 10. 2

2—-5 61.0

6—9 15.3
10—15 10. 2

>15 3.3

Total 100
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The relationship between the number of 3PL providers used and total employees
number of the Chinese firms was investigated to find out whether the company with
different employee numbers used different number of providers (as shown in table

4.15).

Table 4.15 Number of 3PL Providers Used & Total Employees Number

Number of 3PL Providers Total Employees Number

Used <200 | 200-500 | 501-1000 | 1001-5000 | >5000 | Total
1-5 11 7 9 9 6 42
6-9 1 1 3 2 2 9
10-15 0 1 1 1 3 6
>15 0 0 0 2 0 2
Total 12 9 13 14 11 59

Table 4.15 shows the cross tabulation between number of 3PL providers used and
total employees number. The Chi-square test is used to testify if there is any
relationship between these two variables: length of using 3PL services and total
employees number. The results show that the relationship between these two
variables is not significant at the 5 percent level (P value=0.342>0.05, ¥2=12.844, df
=4). Therefore, there is no relationship between number of 3PL providers and total
employees number. However, In USA and UK, researchers have found that larger
companies often seek to use a smaller number of providers in order to easily control
and closely monitor their outsourcing services (Waters D., 2003)

Moreover, the relationship between number of 3PL providers used and length of using
3PL services was also investigated. Table 4.16 shows the cross tabulation between
these two variables. It shows that twenty-six companies which are outsourcing 3PL
services for more than five years only use one to five providers. It could be
explained by the companies which have more experience of using 3PL services that
they are more likely to use a small number of 3PL providers. They might want to

create a long term and close relationship with small number of (less than five)
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providers rather than create a short term relationship with a lot of 3PL providers.

Table 4.16 Number of 3PL Provider Used & Length of Using 3PL Services

Number of 3PL Providers Length of Using 3PL Services

LR <lyear | 1-3years | 4-5years | >5years | Total
1-5 3 5 8 26 42
6-9 0 1 1 7 9
10-15 0 0 0 6 6
>15 0 1 0 1 2
Total 3 7 9 40 59

In order to explore further, Chi-square significance tests is generated to testify that
whether there is a relationship between number of 3PL providers used and length of
using 3PL services. The results show that the relationship between these two
variables is not significant at the 5 percent level (P value=0.59>0.05, ¥2=7.458, df =9).
It means there is no significant relationship between number of 3PL provider used and

length of using 3PL services.

4.5.5 Length of using 3PL services

The results of this survey show that most of companies outsource 3PL services for
more than five year (68.3 percent) and only 5 percent of companies are using 3PL
services for less than one year. Figure 4.4 shows the rest of answers. This result
shows that there is a long history in terms of using 3PL services in China, which is
similar to the survey results for the companies using 3PL in USA (Lieb & Bentz, 2005)
with 67 percent of companies outsourced logistics services for more than five years,
72 percent Singapore companies outsourced logistics services for more than five years
(Bhatnagar et al, 1999), Australia with 66 percent (Sohal, et al, 2002) and New
Zealand with 71 percent (Zhang, 2009). Sohail et al (1999) have indicated that the
longer the relationship between organization and the 3PL providers was the more

extensive of using 3PL services and the higher level of commitment to the
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relationship would be.  As a result, figure 4.4 shows that the use of 3PL providers is

extensive and the level of commitment is high in China.

Figure 4.4 Length of Using 3PL Services

Response Percent
80 %

68.3 % (41)

60 %

20 %

15.0 % (9)

507%(3)

4-5 Fyears 1-34F years
Length of Using 3PL Services

In order to find out if there is a relationship between the length of using 3PL services
and the used 3PL services. One-way analysis of variance (ANOVA) is used to
compare the means. Appendix D and appendix E compared length of services used
across each of 3PL services used and show the sum of square, the degree of freedom
(df), the mean square (variance), the F ratio and the F probability (Sig.) of both
between groups and within groups.

Table 4.17 shows that the F ratio for the service “warehouse management” is 3.319
and the F probability is 0.017 which is less than 0.05, so the null hypothesis is
rejected.  Therefore, there is a significant difference among the “warehouse
management” service and the length of using 3PL services. There is also a
significant difference among the “product assembly and installation” and the length of

using 3PL services (F ration =2.745, Sig=0.038>0.05). It means different groups of
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duration of using 3PL services have different choices for using warehouse
management service. The reason for the significant difference among the “product
assembly and installation” and the length of using may due to the small samples.
There are only 18.6 percent of respondents using “production assembly and
installation”. It does not show there is a significant difference between the rest of

3PL services and the length of using.

Table 4.17 ANOVA: 3PL Services & Length of Service Used

Sum of Mean

3PL services .
Squares df Square F Sig.

warchouse Between 32.550 4 8.138 3.319 | .017
management Groups
Within 132.399 54 2.452
Groups
Total 164.949 58
Between 15.275 4 3.819 2.745 | .038
Groups
product assembly .
) ) Within 75.132 54 1.391
and installation
Groups
Total 90.407 58

Furthermore, the relationship between the length of using 3PL services and the
number of employees is also investigated. The cross tabulation between the two
variables shows in table 4.18 and chi-square test is used to testify if there is a
relationship between the length of using 3PL services and the number of employees.
The results show that the relationship between length of using 3PL services and the
number of employees is significant at the 5 per cent level (P=0.041>0.05, df=12,
x2=21.73).

Table 4.18 shows that all 11 companies which have more than 5000 employees are
using 3PL services for more than five years. More than half of the companies which
have “501-1000” and “1001-5000” is using 3PL services for more than five years.
Thus, the history of using 3PL services in large companies is longer than the small

companies.
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Table 4.18 Total Number of Employees & Length of Using 3PL Services

Total Employees Number Length of Using 3PL Services
<lyear | 1-3years | 4-Syears | >byears | Total

<200 3 3 7 4 D
200-500 | O 1 ) 6 9

501-1000 |0 1 3 9 13
1001-5000 | 0 2 2 11 15
>5000 0 0 0 11 1
Total 3 7 9 41 60

4.5.6 Length of Third Party Contracts

Figure 4.5 Duration of Contract

Response Percent
80 %

217 %(13)
0% 44—

6.7 % (4)

1-34F years /A 4-55F years
Length of Contract

=54 years < 1HFyear

All outsourcing companies were questioned the length of their current primary third
party contracts in the survey. As shown in figure 4.5, only 21.7 percent of
companies do not sign the contract with their 3PL provider, which means
approximately 80 percent of companies have signed the contract with 3PL providers
in China. Among the respondents’ companies which signed the contract, 60 percent

of them have a contract with their main 3PL services provider for “1-3 years”, 11.7
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percent companies indicated that their contract duration is “4-5 years” and only 3.3

percent of contract duration was less than one year.

4.6 Decision Making Process

4.6.1 Selection Criteria of Choosing 3PL Service Providers

The respondents were asked to indicate which criteria were important for selecting
3PL services providers. The key factors used for selecting logistics providers are
established by reviewing the previous studies and researching the important factors
normally used. Respondents were asked to rate each criterion for choosing 3PL
providers by using a five-point scale, where 1=very unimportant, 2=unimportant,

3=neither, 4=important, 5= very important.

Table 4.19 shows the average scores of the importance of criteria for selecting of 3PL
services providers and the percentage of each scale. The results show that more than
half of respondents believed that all of these criteria list in table 4.19 are “important”

or “very important”.

The most important criterion for choosing 3PL services providers is “quality of
services” (overall importance rating was 4.72) and 100 percent of respondents
indicated that “quality of service” was “at least important” for selection of providers,
and then the “price” was the second most important criterion. More than half of the
respondents thought that “price” was very important (overall importance rating was
4.44). “Reputation” was the third most important criterion for choosing third party
services providers. The overall importance rating for “reputation” was 4.39, 57.6
percent of respondents believed that reputation of the service provider was
“important”. “Information technology capability” was regarded as the fourth most
important criterion (overall importance rating was 4.17). The overall importance
rating of these four criteria was all above 4.0 which means overall “quality of service”,
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“price”, “reputation” and “experience” are “important” or “very important" for

selection of providers on average.

Table 4.19 Degree of Importance of Selection Criteria

Criteria of
Choosing 3PL Very Very

Providers Mean | unimportant | Unimportant | Neither | Important important
quality of services 472 1o 0 0 276 724
S 444 |0 3.4 17 |424 52.5
reputation 439 |0 0 17 |57.6 40.7
experience 417 10 6.9 6.9 48.3 37.9
employee morale | 3 51 | 34 5.1 356 | 492 6.8
information
technology
capability 354 |0 10.2 35.6 441 10.2
expert or skilled
staff 364 |0 11.9 27.1 45.8 15.3
core competencies 361 |34 85 322 35.6 20.3
financial stability -\ 3 9 | 1 7 34 2 475 25.4
other(please
specify) 375 |25 0 0 25 50

Notes: all values are in percentage (%) except means

4.6.2 Criteria for Evaluating the Performance of Company’s Providers

Respondents were asked to indicate the selection criteria used for evaluating the

performance of their 3PL services providers in the survey. Six evaluation criteria are

provided in the questionnaire as illustrated in figure 4.6.
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Figure 4.6 Degree of Importance Criteria when Evaluating Provider’s Performance

Response Percent

100 % — 983 (39)

833 % (50)

ZESE(I) 217 %(13)

20 % —

17% (1)
0%~

On-time: Fill Complaints
Criterion

Cycle

The results show that almost all of respondents (98.3 percent) use “on-time shipment”
criterion, which is the most frequently used criterion for evaluating the performance
of company’s 3PL services providers. Eighty three percent of respondents indicated
that they were using “shipment error” as the criteria for evaluating the performance of
their 3PL services providers. “Shipment error” was the second frequently used
criterion. More than 50 percent of respondents used “fill rated” and “customer
complaints” as their evaluation criteria. The both were the third and fourth
frequently used evaluation criteria. However, not many respondents used “stocks
out” and “cycle time” as their evaluation criteria. One respondent pointed out that
“cost” was one of criteria to evaluate their 3PL services providers. More details

were shown in figure 4.6
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4.7 Organization Impacts

4.7.1 Impact of Outsourcing 3PL Services

Outsourcing 3PL services imposes some impacts to the organization. The general
impacts to the organization are provided in the survey. Respondents were asked to
rate the level of impacts on their companies. The evaluation is done by using a
five-point scale, where 1=very negative, 2=negative, 3=neither, 4=positive, 5= very

positive.

Table 4.20 demonstrates the average score of each impact (mean) and the percentage
of each scale under the each impact. The maximum score is 3.98 and the minimum
score is 3.07. The results show the 3PL service that has the highest positive impact
on organizations is “on-time delivery” (the average overall rating was 3.98 means it
overall has a positive impact on the companies). On the other hand, employee
morale is ranked as the lowest impact due to the implementation of 3PL. There is
one respondent pointed out “improve efficiency” was also one of positive impact to
the respondent’s company. This result is the same as the results from other studies,
such as Saudi Arabia (Sohail & Al-Abdali, 2005), West Europe (Millen et al., 1995,
1997); India (Sahay & Mohan, 2006), Malaysian (Sohail &Sohal, 2003) and USA
(Lieb& Bentz, 2004).

More than half of respondents indicated that the impact was “positive” or “very
positive” in terms of “on-time delivery” (75 percent ), “expanding geographic
reach” (66.6 percent, the average rating was 3.9), “logistics system performance”
(66.7 percent, the average rating was 3.8), customer satisfaction (71.7 percent, the
average rating was 3.72), “reducing inventory levels” (50 percent, the average rating
was 3.63) and “sales revenue” (51.7 percent, the average rating was 3.6). However,
13.4 percent of users indicated that “employee morale” had a “very negative” or

“negative” impact to their companies. Twelve percent of users indicated that
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“customer satisfaction” and “on time delivery” had the negative impacts. These
results show that people issues are the critical factor and need to be considered in the
logistics outsourcing industry in China. The user company should try to minimize
theses negative impacts. The negative impact of “employee morale” may be due to

the elimination of logistics positions after implementing third party logistics.

Table 4.20 Degree of Organization Impacts

Very . . " Very
Impacts Mean . Negative Neither Positive C.
Negative positive

On time delivery 3.98 0.00 11.70 330 60.00 25.00
Expendi

xpending 390 0.00 0.00 3330 4330 2330
geographic reach
L

ogistics system 3.80 0.00 330 3000 5000 16.70
performance
Cust

vstomer 3.72 0.00 1170 1670  60.00  11.70
satisfaction
Reducing invent

educing inventory | 5 63 0.00 500 4500 3170 1830
levels
Sales revenue 3.60 0.00 3.30 45.00 40.00 11.70
Acquiring new 3.45 1.70 500 5670 3500 830
customers
Employee morale 3.07 1.70 11.70 65.00 21.70 0.00

Notes: all values are in percentage (%) except means

4.7.2 Elimination Logistics Positions

Another impact of implementing third party logistics is the elimination of logistics
related positions. Of these 3PL services users, 66.7 percent of them do not eliminate
any logistics related positions after implementing third party logistics, and 33.3
percent of users eliminate some logistics related positions. These 33.3 percent of
users were also asked to specify the number of eliminated working position. Most of
companies eliminated less than 100 logistics positions, few companies only

eliminated less than 10 logistics positions.
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Compare with other studies, the rate of the logistic working position being eliminated
in China is relatively lower than the other countries. For most of countries, around
50 percent of companies eliminated the logistics positions, such as USA (69%) (Lieb
&Randell, 1996), Australia (50 percent) (Daprian, 1996), Saudi Arabia (49%) (Sohail
& Al-Abdali, 2005) and Sweden (67.3 percent) (Sjoholm &Wang, 2007). In USA,
Western Europe, Malaysian, Saudi Arabia and Sweden, the most common way to
address these displaced personnel is to transfer employees within the company. The
other ways of dealing these displaced personnel includes early retirement, or release

employees from their employment or terminated.

4.7.3 Necessity of Retraining Logistics Employees

Since the 3PL services are introduced into a company, the normal business practice
activity may shift, therefore the related training may become necessary. The
necessity of retaining logistics employees and the reasons for retraining them were
asked in the survey. Figure 4.7 demonstrates that 68.3 percent of companies do not
think it necessary to retrain their own logistics employees. Of the respondents who
believed the retraining was necessary, 26.7 percent of companies indicated that the
main reason for the retraining was to “familiar with different rules/management, 25
percent of companies thought “improve the ability to adjust to the new environment”
was the main reason for retraining, 20 percent of companies thought the main reason
was “familiar with new technologies”, 16.7 percent of companies believed the main
reason was “improve communication skills” and only 13.3 percent of companies

thought “upgrading skills” was the main reason.

In Saudi Arabia (Sohail & Al-Abdali, 2005), Singapore (Bhatnagar et al., 1999),
Australia (Millen et al., 1995, 1997), USA (Lieb & Randell, 1991, 1994, 2000); India
(Sahay & Mohan, 2006) and Malaysian (Sohail & Sohal, 2003), studies results

showed that retraining of logistics employees was not necessary. In Australia
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(Millen et al, 1995, 1997), Sweden (Sjoholm &Wang, 2007) and Saudi Arabia
(Sohail& Al-Abdali, 2005), the main reason for retraining the logistics employees was
to focus on upgrading skills related to use of computerized systems, which was

different to China.

Figure 4.7 Main Reasons for Retraining
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80 %

68.3 % (41)

40 %

875008 o (15)

20 %
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0%

T
Other

Rules Ability Technology Communication

Reason for Retraining

4.8 Future Trend of Logistics Services in China

4.8.1 Satisfaction Rate of Current 3PL Services Providers

The respondents were asked to rate their current 3PL services providers. The results
are showed on table 4.21. Eighty percent companies are at least “satisfied” with
their 3PL services providers (Very satisfied 20% + satisfied 60%). Twenty percent

of companies are “dissatisfied” or “very dissatisfied” with their 3PL services
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providers. It means that there is room of improvement for 20 percent of companies.

The satisfaction rate for the service provided by the 3PL in China is a bit lower than it
in the other countries. In USA (Lieb & Randell, 1991, 1994, 2000), India (Sahay &
Mohan, 2006) and Saudi Arabia (Sohail& Al-Abdali, 2005), Over 85 percent of the
respondents are “satisfied” and “very satisfied” with 3PL service providers. The
percentage of “satisfied” and “very satisfied” rate in Australia (Millen et al., 1997)

and Malaysia (Sohail & Sohal, 2003) are even higher (over 96 percent).

Table 4.21 Percentage of Satisfaction Rate with Current Providers

Satisfaction Rate Percentage
Very satisfied 20.0
Satisfied 60.0
Dissatisfied 18.3

Very dissatisfied 1.7

4.8.2 The Use of 3PL Services in the Future

The last question of this survey is to ask if the respondent’s company would modify
the use of 3PL services in the future. More than 50 percent of companies would
“moderately increase” or “substantially increase” the use of 3PL services in the future
(56.6 percent). Thirty-three percent of companies would stay the same. It implies
that the usage of 3PL services in China would be continually increased. More details

are shown in table 4.22.

The respondents were also asked whether they would like to have any 3PL services
that are not available in the market yet. Fifteen percent of respondents responded
“yes”. However, no respondents provided the specific information about the

services that should be appeared in the market. Only one respondent thought that

there should be more and better 3PL services providers available in the market. It
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shows that there would be high expectations for Chinese 3PL services providers to

improve.

Table 4.22 Percentage of Future Usage of 3PL Services

The use of 3PL services in | Percentage
the future

Substantially decrease 6.7
Moderately decrease 33

No change 33.3
Moderately increase 48.3
Substantially increase 8.3

4.9 Summary

The results gathered from the survey are analyzed through the way of SPSS,

chi-square tests and ANOVA. The main results are shown as the following:

Sixty percent of respondents are from small companies. These companies are
mainly located at the eastern part of China and northern part of China. Forty
percent of these companies’ sales revenues in 2009 were more than 100 million

Chinese Yuan

Sixty-nine percent of companies outsource 3PL services in China. The main
reasons for these companies to outsource are “cost reduction”, “focus on core
strengths” and “improve efficiency”. In-depth investigation shows that there is
a relationship between “more logistics expert/equipment” and company employee
numbers. Large companies are more rely on “reducing inventory”. The main
reasons for those companies do to outsource 3PL services are “core competency”,

“loss of control of logistics” and “have more expertise than 3PL companies”.

® More than half of the companies allocate more than 40 percent of total logistics
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budget to their 3PL services, and more than half of the companies outsource 3PL

services for both domestic and international purpose.

® The frequently outsourced services in China are “transportation”, “warehouse
management”, “custom clearance & brokerage” and ‘“shipment consolidation”.

Companies are overall satisfied with these 3PL services that they are using.

® Most companies use two to five 3PL providers, and most companies have had the
experience of using 3PL services for more than five years. By using ANOVA
test, researcher find out there is a relationship between “warehouse management”
and the length of service used. There is also a relationship between “product
assembly and installation” and the length of service used. Researcher also find
out the history for large companies using 3PL services is longer than the small
companies. Of these outsourced companies, 60 percent of them signed 1-3

years contracts with their 3PL services providers.

® “Quality of service”, “price”, “reputation” and “experience” are the main
selection criteria for choosing 3PL services providers. “On-time shipment”,
“shipment errors”, “fill rates” and “customer complaints” are the commonly used

criteria for evaluating provider’s performance.

® “on-time delivery” imposes the most positive impact on the respondents’
companies; “employee moral” does the most negative impact on the respondents’
companies. More than half of the companies did not eliminate any logistics
related positions, and more than half of companies did not think retraining was

necessary.

® Most of companies (80percent) are “satisfied” and “very satisfied” with their 3PL
services providers. More than half of companies would “increase” or
“moderately increase” the use of 3PL services.
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CHAPTER FIVE: CONCLUSION

5.1 Introduction

This chapter reviews research objectives, summarizes the overall conclusions from
the survey results and discussions, and then followed by the limitations of this study

and recommendations for the future research.

5.2 Research Objectives

The aim of this study is to identify the current status of third party logistics industry in
China, and to investigate the current situation of using of 3PL services in China. The
study is carried out to determine these following six supporting objectives.

® The extent of using of the third party logistics services in China

e Reasons for Chinese firms outsourcing logistics activities

Reasons for Chinese firms not outsourcing logistics activities

The level of satisfaction for their 3PL providers

Selection criteria of choosing 3PL providers

Organization impact of logistics outsourcing

Future trend of Chinese logistics services.

5.3 Conclusions

The key findings of this survey are summarized as following:
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5.3.1 Objective 1: The Extent of Use of the Third Party Logistics

Services in China

® Outsourcing 3PL services has became more and more popular in China. The use
of 3PL services has been increasing. Sixty-nine percent of Chinese firms are
currently using 3PL services. The majority of these outsourced companies were
small and medium sized, with the total employees less than 1000. The sales
revenues of most of companies that outsource 3PL in 2009 were more than 100
million Chinese Yuan. The most of logistics outsourcing firms in China are

concentrated in eastern part of China and Northern part of China.

® Similar to the survey findings from the survey made in Sweden (Sjoholm &
Wang, 2007), India (Sahay & Mohan, 2006) and USA (Lieb & Randell, 1996,
1997).The purpose of using 3PL services is mostly for both domestic and
international purpose. The study also find that Chinese companies allocate
higher percentage of their budget to 3PL services than Australian firms (Sohal, et
al, 2002), European firms (Wilding & Juriado, 2004), New Zealand firms and

Singaporean firms do (Sohalil, et al., 2006).

® The top ranked services used in China are transportation, warehouse management,
custom clearance & brokerage and shipment consolidation. The 3PL service
providers in China are well performing these traditional logistics services.
Outsourcing firms are overall satisfied with these services provided by the 3PL
providers. However, the satisfaction for the performance of those value-added
services is lower than the traditional logistics services due to most of 3PL
providers in China are small and medium sizes. They might lack of financial
resources, employees with those abilities and operation scale to expand the scope
of their services. Moreover, there is inefficient demand for the services such as

“product assembly and installation” and “rate negotiation”.
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® Similar to the findings from the study made in Australia (Sohal, et al., 2002),
USA (Lieb & Bentz, 2005), Singapore (Sohail et al., 2006) and New Zealand
(Zhang, 2009), more than half of the outsourced companies use two to five 3PL
providers, and most of outsourcing companies have signed the contract with their
3PL providers. However, most of the companies only signed the contract for
1-3 years that is also similar to the situation from with other studies. The study
also finds out that Chinese companies have a long history of using 3PL services
(experience for more than five years) which is similar to it in USA, Australia and
New Zealand). Moreover, companies with different time of using 3PL services
have different choices for using warehouse management service. The history of

large companies for using 3PL services is longer than the small companies.

5.3.2 Objective 2: Reasons for Chinese Firms Outsourcing Logistics

Activities

More than half of the companies outsource 3PL services because they want to reduce
the cost, focus on their own core strengths and improve customer services. The
results are similar to the other studies conducted in Australia (Daprian, et al, 1996),
USA (Lieb & Randell, 1996), Western Europe (Millen et al., 1997), Singapore
(Bhatnagar et al., 1999), India (Sohail &Albdali,2005) and New Zealand (Zhang,
2009). It also shows that inventory reduction is more important to the large
companies (more than 1000 employees) rather than to small companies (less than

1000 employees).

5.3.3 Objective 3: Reasons for Chinese Firms Not Outsourcing

Logistics Activities

Of the companies which do not outsource 3PL services, the three top ranked reasons
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2

are as following: “logistics being the core competency of the companies”, “companies
worrying about loss of control of logistics activities” and “the companies having more
expertise than logistics companies having”. For the large companies to control the

logistics activities is more important than for small companies to do.

5.3.4 Objective 4: Selection Criteria of Choosing 3PL Providers

Quality of services, price, reputation and experience are regarded as the most
important criteria to select 3PL service providers. Almost all of outsourced
companies believed that on-time delivery is the important criteria to evaluate 3PL
provider’s performance. The other frequently used criteria include shipment errors,

fill rates and customer complaints.

5.3.5 Objective 5: Organization Impact of Logistics Outsourcing

More than half of respondents believed that after implementing third party logistics,

2 (13

“on-time delivery”, “expending geographic reach”, “logistics system performance”,
“customer satisfaction”, “reducing inventory levels” and “sales revenue” had positive
impacts on the organizations. However, the companies should pay attention on the
negative impacts of customer satisfaction and employee morale and should try to
minimize these negative impacts. There is another impact of implementing 3PL.
Thirty three percent of user firms eliminate logistics related positions. The most of
companies eliminate less than 100 logistics related positions. In additional, most of
companies did not think retraining logistics employees was necessary after
implementing 3PL. The respondents who believed the retraining was necessary,
thought that their employees should be familiar with different rules/management. In

other countries, the main reason for retraining the logistics employees is to focus on

upgrading skills related to use of computerized systems.
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5.3.6 Objective 6: Future Trend of Chinese Logistics Services

The majority of companies are satisfied with their current 3PL providers. However,
the satisfaction rates from other previous studies are higher. There is a need for
more and better available 3PL providers in the market and a need for 3PL services
providers to improve. It believes that the use of 3PL services would be continually
increasing as the majority of companies in China are increasing their use of 3PL

services.

5.4 Limitations

The current study tries to provide the useful reference for the logistics companies in
the logistics industry in China. However, there are still some limitations in this study.
First of all, the research is limited by the time and budget which lead to the small
samples. Time is needed to find out more contact information of people who is at
the manager level or above manager level in the Chinese firms. The researcher also
needs more funds to contact each of them in order to increase the response rate. As
mentioned earlier, China is a large country, different parts of China may reflect very
different situation of using 3PL services. In order to provide precise results about
the Chinese logistics industry, the sample size should be increased. There is also a

need for a more comprehensive questionnaire.

5.5 Future Research

China is a large country. It is hard to descript precisely the situation of logistics
industry in the whole country. Therefore, it is worthwhile investigating and
analyzing the use of 3PL in China deeply. For example, the study area could narrow
down to one part of China or one city. There are so many cities in China, there must

be some cities in where the situation has not been studied before. Future studies
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could investigate the use of 3PL services in one particular industry and compare it
with other industries in China to find out the similarities and difference. The future

study could also be conducted from 3PL services provider’s perspective.
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APPENDICES

APPENDIX A: Determinants of Successful Third Party

Relationships

1. Access of parties to the latest technology - allows the service buyer to use the latest

technology and equipment of the provider without the burden of financial investment.

2. Change orientation (innovative) - the provider can easily adapt to a changing

business environment and develop contingencies to minimize system breakdowns.

3. Channel perspective - all parties (i.e., both the provider and the buyer) view the

relationship from the system perspective of the overall channel or supply chain.

4. Control and performance appraisal - there is agreement between the provider and

buyer on performance measurement standards.

5. Convenience - the provider is readily available, cooperative, and easy to conduct

business with.

6. Cost savings - the provider can perform the outsourced tasks at the same, or lower,

cost.
7. Customer orientation (responsive to customer needs) - a philosophy that customer
service is a process that results in value added to the service exchanged. This includes

the provider's ability to customize or tailor its services to the buyer's needs.

8. Dependability - services are provided in a consistent and reliable manner.
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9. Emphasis on long-term relationships - relationships between the provider and buyer

that are characterized as contractual rather than transactional in nature.

10. Exit provisions exist - stability of the relationship must be balanced with the

buyer's and provider's freedom to exit when, and if; it is in their long term-interest.

11. Financial strength - ensures that the provider's and buyer's financial position
warrants a commitment of resources and that each party has the staying power to

withstand economic conditions.

12. Focus on core competency - allows the provider and buyer to specialize in their

primary business operation.

13. Guidelines exist to resolve issues or disputes - procedures have been established to
identify and discuss matters, or issues, of interest to both parties (i.e., provider and

buyer).

14. Improved service - providers can perform the outsourced tasks at the same, or

higher, service levels.

15. Management expertise - the provider employs experienced professionals to

manage all aspects of the supply chain.

16. Mutual consideration and trust - all operating objectives and motives are known

by the provider and buyer.

17. Number of services offered - the provider offers a comprehensive set of

value-added services to meet client needs.

18. Provider's knowledge of customer operations and vice versa - each party has a
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clear understanding of the capabilities and limitations of those involved.

19. Provider's knowledge of the external or competitive environment - the provider

has knowledge of competitors, industry regulations, political and market conditions.
20. Sharing of benefits and risks - an incentive program is established which involves
the sharing of benefits and risks between the provider and buyer for any cooperative

efforts.

21. Sharing of common goals (value consistency) - matching of the provider's and

buyer's corporate cultures and philosophies.

22. Sharing of facilities and human resources - the provider and buyer agree to share

physical facilities and employees.

23. Sharing of relevant information - establishing information systems, procedures,

and meetings that involve the sharing of information between the buyer and provider.

24. Timeliness - services and information are provided to the buyer in a prompt and

timely fashion.

25. Total organizational involvement - there are multiple levels of commitment by

both the provider and buyer (including the commitment of top management).
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APPENDIX B: Invitation Letter

LR EARTESS

Dear:

ety FRAMPRE, RIL ARV M0 KRB A H AT T
=7 iRAE N S LRI A . 2 ST B B2 TR SR B TSR =T RAE
Hh [ R S o FRAFE L TR 9 1) 45 SRons R 56 = T Wit e 2 i B FA R 1
o AE T EAA YR L KA E R, SRR WA TR TR =,
FARBEIH T B IH S X A MG,  FOBAEH R A2 R AUt A
PEEAG T, AaA St R TS A 2. 1522 O .

My name is Jie Chen. I am a master’s student at Massey University in New Zealand. |
am currently conducting a research study of the use of third party logistics services in
China. The purpose of this study is to investigate the current usage of Third Party
Logistics services in Chinese firms. Your opinion is very important to the success of
my research. Please be kind enough to spare five minutes of your valuable time to
complete the questionnaire. Research findings will be used for the purpose of this
study. Your response will be treated with the strictest confidence-only aggregate
results will be used.

i sl DU BRI 9 AT B0 0 25 1
Please click the link below to start out survey
http://www.surveymonkey.com/s/3PL_in_China

U R Ay AT B — R A R TE T B ik A AT A sk B AE 1) S T A RS
o R IR LE . RO A UG B ik, s R &1k .

If you wish to receive a copy of my results, please leave your name and email address
at the end of survey. I will reply you as soon as possible. Thank you for your valuable
assistance to this research effort.

HEUEAL Kind Regards

%7 Jie Chen

Massey University
College of Logistics and Supply Chain Management
Private Bag 102904, North Shore, Auckland, New Zealand
ZJii Supervisor: Dr. Norman E. Marr
224 Student: Jie Chen ,Hif: (0064)212326877
HE4H E-mail: chenjie0709@hotmail.com
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APPENDIX C: Questionnaire-Survey on the Use of 3PL in China

F—Eoyr + AT

Part One: General information of the company

1. /\E]AY 1 T 5% The total number employees of your company:

2. 172257 Main Business Category:
" ZE) Retail

LT

%5\, Manufacturing

‘&1 Food industry

" ERHE High Tech

" BEF7l Healthcare

" GRS Textiles

™ ¥ Logistics

" H4F Electronic

L H=HE ( 1EIHE) Other (please specify)

3. A ENM T R EAHE NI (1] 2%6%E ) Which part of China is your company

located? (You may select more than one).

I 157K Eastern part of China I 751E North-western part of China
I 1EH Southern part of China I <1k North-eastern part of China
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' 4Bk Northern part of China " 7HE§ South-western part of China

' dgdh Central part of China

4. 51/NE] 2009 AV EGUANEE (¥ H /) What is the annual sales revenues of

your company (¥ millions) in 2009?

£ 4 £ 20.1-50
£ 115 £ 50.1-100
C 5.1-10 £ 100+
£ 10120

FEoy - EHEEAERE = YRR HIER

Part two: Reasons for outsourcing/not outsourcing logistics activities

5. St FE BRI REEFHEHE =R SS ? Does your company use third party

logistics (3PL) services currently?

£ =269 Yes

%H No

6. (T2t AFEEFE =ZTYWRKRSNERE ? (172 %t ) .What are the main

reasons for using 3PL services? (You may select more than one)

" BRI Cost reduction
U LR T A RIS )1 E Focus on core strengths
" 4R SRS R R Improve customer service

DR RN GORERS LD Provides flexibility
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B2 W7 T 1 & ZR 8 e More logistics expert/equipment
/b FE 47 Reducing inventory

P K137 H Access to new markets

F& 15303 Improve efficiency

FIHZ R T (%48 R Improve utilization (budget or staff)

HE (GBIEE) Other (please specify)

7. NS ATNEAEHE =770 (7124 ) . What are the main reasons for not using
3PL services? (You may select more than one).

-

-

e LN 7 TH #1321 Loss of control of logistics

MR A A T %O AL 35 2 — Logistics is one of our core competencies

AR AEET BH S BR ) %% ] Ascertaining the true cost

XA B i O TS0 SRR S22 A negative impact on employee morale
A Price of outsourcing activities

1R HME A5 B A 7] B 78 4 BUE 24 ) S #F Difficulty in obtaining organizational
support

AN 2 FIY & X Have more experts than 3PL company

H'e (V5IHE) Other (please specify)
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F=E + B=YIRHIERTEE

Part Three: Extent of use of the third party logistics services

8. IAFARMAH T ZZ/ VI EYIRMEN T5% =J7%)f ? What is the
approximate percentage of total logistics budget allocated to the main 3PL providers?

C <0% £ 2039% B 4050 B 60-79% B >80%

9. B =T3P IR 5 AE BUA B Y i AU R A A E A A E PR (E A 2 Is your
company using 3PL services for domestic purposes or international purposes?

(A ({#E R Domestic only
L (¢} EFR#F International only

e #5H Both

10. BTN E]fE Y SE = J5 V00 i 55 #1 B HE DU IREE (AR (6 A I ik 55 1 e %

N/A) 2 iFEIE A TAR S5 HY = E - How do you evaluate the following third

party logistics services provided in your company? Select N/A if the service has not
been used.

IEFEHRE 2 BR- SR EE 4, e JEFEE
L S T
FfER NA Very y ; AiEE i Very
. . Dissatisfy ; Satisfied ]
Dissatisfied Meither Satisfied

amEERE
Warehouse
management
b FEdhizmidHiEiE
i Shipment
consolidation

c AR ZERARIETE
Fleet management
diEgERE, BT
iTEE Order
fulfilment

e frFNELAE
Label and packing
fRIZ AJRIRAETR
ZZHF Carrier
selection

g %= Rate
negotiation
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h./ iR Product
assembly and
installation

B=t:1}
Transportation

jAF 5 Fh Fainventory
replenishment
KiBEREESN
T2 Custom
clearance and
brokerage

| BRI ES
{FFreight bill
auditing / payment
mAR T E IR
BE.7#% Logistics
information system

nE 1= CGther

EEE (please specify)

11. 5= HaMER T 2%/0FRE =777/ 5] ? How many 3PL services providers

does your company currently use?

12. ST EERSE =Y RS H 2% KHJETE] ? How long has 3PL service been

used in your company?

E 34 years

£ < F. year

£ 45 . years

£ >s F. years

13. 1§ R BT A E S H Al EZHVE =5V A S TR FE 2K 2 (4

B OEHZITEENEHEEE N/A) What is the length of your current primary/main third

party contracts? (If no contracts is in place, please choose N/A)

TN/A

[ <14Eyear | 1-34F years| 45 years
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SEUUERSY: RTHEE =TT A TR A
Part Four: Decision making process (selection criteria of choosing 3PL providers)
14. NHEYRLEEE BT SRS = TR A FIHY EEARAR? IEH S A X b AR

AV EE ZE M. Which of the following factors are the main selection criteria of choosing

3PL providers in your company and how would you rate these factors?

TEIEE A ETEE &
Very ;EE% HAEEE HE ImportantEIE.%E% -
P Unimportant 3 important
unimpaortant Meither
a. AR5 FAE Quality
of services
b. fA~ Price

c. 152 Reputation
d. #Z3&Experience
eR T+
Employee morale
f{Z2HARRED
Information
technology
capability

0. TEEHEAER
5T Expertiseor
skilled staff

h. $5Ta Rl BIAZ L
{L# Core
competencies

i I S ARIRRE
4 Financial
stability

i. B2 other

1B1ES (please specify)
|

15, fF 2 BT AEIHEE =7V A S TIERIAIR A 2 (F] % %)What are
the criteria for evaluating the performance of your company’s contract providers?

( You may select more than one )

@%bt 4 % Shipment errors L BEARBR IR REL Stock outs
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T RSN IZ %) On-time shipment " 4552 B Fill rates

T & NHIF#% Customer complaints | 37 58 I 8] Cycle time
HeE

-

|
16. DUNWIREE 2 (5 A 58 = 5P e 55 fa o BT A B0 A s 2 S g AT &

H'E (WHIHE) Other (please specify)

) EFERYEZ0E 2 What has the impact on your company been after using 3PL

services? And how would you rate the level of the impact?

e S FE Megative U IEME Positive RIED Very

Merjative IFE Meither Positive

3. JHEH M Sales
revenue

b. 40 R AR T
Logistics system
performance

c. RLtE
Employee morale

d. Wb EEAFE
Reducing inventory
levels

g, HET RS On time
delivary

f A AR E
Extending geographic
reach

g. EPHH#HER

Customer satisfaction

h. REIFMEP
Acquiring new
customers

i. ¥ other

EES (please specify)

17. ERE=T5R A EFE A EE S A #is — L SYRHE RATER T 2R
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% ? WMHRZEHY > 1EIEE 2 /) - Did your company eliminate any positions through
changing to use of a 3PL service? If yes, how many?

£ 524 No

£ =69 Yes

1HIHE  (please specify)|

18. TEMEHISE =5V ss a2 &/ E BRI A =P T Y 511 7 AIFE

TH R E T ESIAY F ZEE A - Has there been any retaining of logistics employees

after implementing of 3PL services? if yes, what were the main reasons for retraining?
If no, please choose N/A

© AT N/A

I = BIR Upgrading skills

U BRI RS B AR Familiar with new technologies

FE T+ H TS Improve communication skills

BRI 2 45 B ) BF Familiar with different rules/management
FETHE B HT AL 168 /) Improve the ability to adjust to new environment

H'& Other (please specify)

FNET + BETTVIRIRS P ERIA LSS

Part Six: Future trend of logistics services in China

19. BUEREVET H ATRAT A S AT 6 A B B £ 2BV S =595k 55 22 =] 7 How
would you rate the overall level of satisfaction with your main 3PL providers?

» JEHE AR E Very dissatisfied C W= Satisfied
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£ R Dissatisfied C Jp23%8 Very satisfied

20. HAf RS HEHIA— I T R A NS =J7%)5 R3S ? Would you

like to have any 3PL services that are not available in the market yet?
L No
C 5 (1EHEE) Yes, please specify

21. BB SRR TH =T7 VMR 55 #9685 S A 2202 72 How
would you modify the use of 3PL services in the future?

£ g prs/) Substantially decrease
G/ Moderately decrease

725 {k No change

0O 0O 0

&Y Moderately Increase

O

FREHYEE /I substantially increase

AR H RO SE AR IR B R A
Thank you for your time!
WREHRLERE—AELE R - X B N ARSIk

If you would like to have a copy of survey results, please leave your name and email
address here:

=}

E
| 2
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APPENDIX D: ANOVA: 3PL Services & Length of Service Used 1

3PL services Sum of Mean
Squares | df | Square F Sig.
Warehouse Between | 32.550 | 4| 8.138 | 3.319 | .017
Management | Groups
Within 132.399 | 54 | 2.452
Groups
Total 164.949 | 58
Shipment Between 6413 | 4| 1.603 | .389 | .816
Consolidation | Groups
Within | 222.570 | 54 | 4.122
Groups
Total 228.983 | 58
Fleet Between | 12.543 | 4| 3.136 | 1.372 | .256
Management | Groups
Within 123.457 | 54 | 2.286
Groups
Total 136.000 | 58
Order Between | 16487 | 4| 4.122 | 1.685 | .167
Fulfillment Groups
Within 132.089 | 54 | 2.446
Groups
Total 148.576 | 58
Label and | Between | 20.796 | 4| 5.199 | 1.257 | .298
Packing Groups
Within | 223.374 | 54 | 4.137
Groups
Total 244.169 | 58
Carrier Between 11.906 | 4| 2976 | 1.319 | .275
selection Groups
Within 119.612 | 53 | 2.257
Groups
Total 131.517 | 57
Rate Between 5765 | 4| 1.441 | 1.168 | .335
negotiation Groups
Within 66.642 | 54 | 1.234
Groups
Total 72.407 | 58
Product Between | 15.275 | 4| 3.819 | 2.745 | .038
Assembly Groups
and Within 75.132 | 54 | 1.391
Installation Groups
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APPENDIX E: ANOVA: 3PL Services & Length of Service Used 2

3PL services Sum of Mean .
Squares df | Square F Sig.
Transportation Between 5.277 4 1.319 | 1.007 | 412
Groups
Within 70.757 | 54 1.310
Groups
Total 76.034 | 58
Inventory Between 8.240 4 2.060 | 901 | .470
Replenishment Groups
Within 123.489 | 54 2.287
Groups
Total 131.729 | 58
Custom clearance | Between 20.203 4 5.051 | 1.679 | .168
and brokerage Groups
Within 162.475 | 54 3.009
Groups
Total 182.678 58
Freight bill | Between 3911 4 978 | 589 | .672
auditing/payment | Groups
Within 89.614 | 54 1.660
Groups
Total 93.525 58
Logistics Between 5.240 4 1.310 | .511 | .728
Information Groups
System Within 138.489 | 54 2.565
Groups
Total 143.729 | 58
Other (please | Between 1.612 4 403 | 327 | .858
specify) Groups
Within 66.489 | 54 1.231
Groups
Total 68.102 | 58
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