OUTSOURCING TO TPL FIRMS:
PRESENT CUSTOMERSASA DECISION CRITERIA

ABSTRACT

Third-party logistics providers (TPLs) and theirnoections with customers have been
described in different ways in the literature. thms article we consider three important
aspects TPLs interactions with their customers.

First, TPLs can be usefully analyzed in terms efdliferent economies that they achieve,
and how they can coordinate differing demands ftiogir customers to achieve efficiency.
The second aspect of TPL interaction with custornsetise relation between one TPL and a
specific customer, with the TPL providing servioésuperior quality or low cost. The third
aspect of TPL interaction with customers is thatieh between the customers themselves.
We know from previous studies that TPL firms haa& tustomers and deep relationships in
most cases (Andersson, 1997). The consequenctgefbuyer of the TPL losing or gaining
a big customer can then influence the economissalé and scope extensively.

The IMP literature has a great deal to say abdataation between industrial actors and we
propose to connect this study to IMP writings aetiaction and network effects rather than
just the effects between a TPL and single custoriie position of a service provider such
as a TPL can usefully be studied by considering tMdRensions of actors, activities and
resources (Hakansson & Snehota, 1995).

We report on the initial interviews of a study tgkre the relations between TPLs and their
buyers, with particular focus on how coordinatidrservices is handled. Initial results show

that the points from the interviews really touclonpwo levels. There is one level to do with

the physical network and logistics operations, andther which deals with the actors and the
way they interact. We suggest that the Johanssdfa&son (1992) model of the network

and production system can explain how these tweldenteract and propose to employ it

more extensively.
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PURPOSE OF THE PAPER

Third-party logistics providers (TPLs) and theirnoections with customers have been
described in different ways in the literature. 3éadirms can be usefully analyzed in terms of
the different economies that they achieve, and tlmy can coordinate differing demands
from their customers to achieve competitive advgeataln practice, we often see that TPLs
take on any potential customer and try to work wiiteir present customer base to achieve
some advantages of scale or a level of operatiffialency. This is an important topic since

it speaks to the role of the TPL, be it to achiém@er costs at the margin, achieving a
different level of scale effects to its customersaadifferent level of performance through
reorganizing parts of its activities. Typicallyete issues have been analyzed from the TPL'’s
point of view, i.e. how can it achieve efficien&ofumole, 2001).

It is in the interest of the TPLs customers tha TPL is successful in reducing costs or
providing high quality. However this is a very pa® view of the buyer. Considering that
the buyer of TPL services can have an extensivehaising process and evaluation process
of alternative TPL providers, the question becombat the buyer can do to influence the
economies of scale and scope. We know from prevstudies that TPL firms have a few
customers and deep relationships in most casese(dsoin, 1997). To achieve economies
some coordination of the activities carried outliyy TPL must be carried out across different
customers. This coordination must happen in a oitveetting with the TPL and its
customers as part of a larger network of firms Wwhtan all influence the opportunities for
coordination. To investigate this issue we propgeseresearch questions:

How does coordination take place for the serviaewipled by TPL firms?
What role do customers play in the coordinatioBL services?
LITERATURE REVIEW

In this article we consider three important aspett§PLs interactions with their customers.
We consider how TPLs achieve economic efficienagw ithey interact with a specific
customer and then expand this to the network.

How TPLS ACHIEVE ECONOMIC EFFICIENCY

First, TPLs can be usefully analyzed in terms ef different economies that they achieve,
and how they can coordinate differing demands fthair customers to achieve efficiency.

In practice, we often see that TPLs take on angrmitl customer and try to work with their

present customer base to achieve some advantagssat# or a level of operational

efficiency. There is considerable focus on gro{Hkrtz and Alfredsson, 2003). This is an
important topic since it speaks to the role of TL, be it to achieve lower costs at the
margin, achieving a different level of scale efet its customers or a different level of
performance through reorganizing parts of its #@udis. Typically these issues have been
analyzed from the TPL'’s point of view, i.e. how daachieve efficiency (Bolumole, 2001).

The literature on TPLs and efficiency can be moteueately described as a relatively
eclectic collection of theory to explain how TPLeheeve greater effectiveness or efficiency.
Hertz and Macquet (2006) suggest that this argummantbe made in accordance with 3
elements in one dimension — the network, the produmarket and finally the strategy, and
2 elements in the other dimension — whether aw#&/ére similar or complementary.



The activities dimension is based on Richardsd®32) framework which defines the
domain of an industry in terms of activities:

It is convenient to think of industry as carryingt @an indefinitely large number of
activities... And we have to recognize that thesegiies have to be carried out by
organisations with appropriate capabilities, or,ather words, with appropriate knowledge,
experience and skills. (Richardson, 1972, p.888).

Activities can relate to each other in two wayshe¥ can be similar: “Activities which
require the same capability for their undertakirghall call similar activities” (Richardson,
1972, p.888). Carrying out many similar activities way for a firm to focus on its core and
to achieve economies of scale in operations. Arsg@aimension is that activities can be
complementary: “...activities are complementary whieey represent different phases of a
process of production and require in some way otler to be co-ordinated (Richardson,
1972, p.889).” Activities which are complement&igve to be coordinated both qualitative
meaning the interfaces between the activities bae agreed and adapted, and they have to
be coordinated quantitatively so the output frore pnocess matches the required inputs for
the next process. This conceptualization is adstaelevant within logistics where the task
is often to enable the smooth progress from oneigcto another in terms of space and time.
A final sharpening of the requirements occurs whetivities are closely complementary
meaning they have to be matched on a one-to-oris. bksr example activities related to a
custom-ordered car have to be carried out so tiegparticular car ordered by the customer is
subject to the correct activities such as instalhabf optional extras.

The second dimension consists of the network, proand strategy. The network aspect can
be related to the structure of the relationshigsvéen firms. For example, in the industrial
network approach the exchange within a relationshimlves not only an economic,
physical, technical, legal and knowledge excharefevéen firms but also a social exchange
where trust and communication is vital. These ergkadimensions are interacting. (Hertz,
1993; Hakansson & Snehota, 1995). However, tresvéen firms seems to be especially
important when there is much at stake for the firfikis is often true when a firm is
outsourcing parts of its supply, operations andistribution to TPL (Maltz & Ellram, 1997).
Even though trust is of basic importance to eaallsirelationship, trust does not have to
exist directly between the relationships in a nekwsuch as between different customers
(Hertz and Macquet, 2006).

The second argument is knowledge of specific mar&at products. A TPL can specialize
in providing services for a specific group of firnamd accumulate particularly relevant
market knowledge for these, basing its competiddgantage on this (Persson and Virum,
2001). This is analogous to arguments made byePdiat firms can be needs-based or
variety-based. Variety based firms focus on theiernal quality in terms of particular
products, whereas needs-based firms are adaptiyparntaular sets of customers (Porter,
1996).

Finally the TPL may base itself on the strategwtoucture of the distribution channel. This
aspect can have many dimensions but here we fatasfew that are central to supply chain
management. Notably firms can focus on cost efficy or customer responsiveness
(quality) as the basis for competing (Fisher, 19@&sson and Virum, 2001). A second
central supply chain issue is to what degree tpplgiwchain is postponement and speculation
based and how to adapt services and its own sysieawsdingly (Alderson, 1965, Bucklin,
1965, van Hoek, 2001). What this literature doedl i8 explain various basis for the TPL to



compete with other firms, but it is less clear ohywone particular approach is more
appropriate than another, and how the transitiond averlaps between the different
approaches might work.

THE TPL AND A SPECIFIC CUSTOMER

The second aspect of TPL interaction with custongetke relation between one TPL and a
specific customer, with the TPL providing servicef superior quality or low cost.
Considering that the buyer of TPL services can haveextensive purchasing process and
evaluation process of alternative TPL providef® duestion is also what the buyer can do to
influence the economies of scale and scope. Thesto-one view of the TPL and its
customer has been handled both from an outsounstigt of view and in purchasing
literature.

Several streams of literature deal with TPLs diyeot indirectly (Marasco, 2008). One
stream is concerned with generalized questionsowf to handle outsourcing to TPLs and
how to manage the relation with the TPL. A relelyvclose relationship with the TPL is
often suggested (Andersson, 1997) in order to conicate needs and ensure that the
activities of the TPL are sufficiently and tightigtegrated with those of the firm. Arm’s
length transactions are seen as inappropriate &raging many of the specialized services
that the TPL can provide (Bolumole, 2003). Consitée attention is paid to the issue of
what activities can be outsourced and the fit witmaining activities. One important
argument is that the TPL is a specialist able toycaut activities better. Furthermore, the
focus is often on the quality and nature of thatieh between a specific buying firm and a
specific TPL (Berglund et al., 1999). There isitad attention to the other bonds of the TPL
and how these can affect its ability to carry ordcesses for the buying firm. Indeed it is
guite possible to handle this outsourcing incofyeahd success is not a given(Gadde and
Hulthen, 2009).

This can involve defining the criteria for buyin services, decision on which services to
buy in a more formal sense than in the first secéibove, and evaluation and maintenance of
the contracts with TPLs (McGinnis et al., 1995 short, this is a part of the purchasing
literature dealing with buying TPL services (Mergiral., 1998, van Damme and van Amstel,
1996). Criteria are typically those used in pusth@ in general — costs, quality criteria, track
record, capacity and financial solidity of the TPas well as a plethora of others as
appropriate (Gibson et al., 2008). These critetey have some relevance to the issue of
cooperation and outsourcing as defined in the fitstam of literature here, creating a
connection between the two. However, there is igdiyeno attempt to tie this to the issues
in the second type of literature to the extent thase involve the relations of the TPL to
other firms. That is, if the services of the TRE Based on purchasing specialized equipment
this may be included in the buying criteria, bug thay the TPL works with other customers
and the way this impacts on what it is able to @levn terms of service is not raised as an
issue. This creates a clear disconnection betlwetmthe outsourcing approach to looking at
TPLs, the purchasing approach to determining atetisieg TPLs, and a significant part of
how TPLs actually become good at their businesscapate efficiencies. Indeed, it may be
more important what other customers the TPL isaalyeworking with rather than the exact
investments it has made in specific equipment.

RELATIONS BETWEEN THE CUSTOMERS- THE NETWORK

The third aspect of TPL interaction with customerdhe relation between the customers
themselves, as well as with other actors. We kimom previous studies that TPL firms have



few customers and deep relationships in most cgssdersson, 1997). The consequences
for the buyer of the TPL losing or gaining a bigtmmer can then influence the economies of
scale and scope extensively. These efficiencies timust necessarily happen through
achieving some kind of fit between the customer @i which is not captured in the
literature on purchasing criteria and to a muclagmeextent relates to what other customers
the TPL has and how it works with these. Thisiisdamentally a question about the network
the firms operate in, and how the interdependenoétween the activities and resources of
the customer firms are exploited.

Similarities Complementarities

Same customers” customer

Same suppliers Direct connection in the

Network related Ad q - t supply chain
dimensions vanced comp IT systems-

similar demands

Same products

Product related Similar value

characeteristics Similar handling Demand fluctuation
Similar complexity Over seasons,
weeks,etc
Same philosophy/ cultureand
basic strategy
Strategy related Same strategy-postponement Dlﬁereht basic
or speculation to same strategies

customers customer

Degree and ways of outsourcing

Figure 1: Framework (Hertz and Macquet, 2006)

Combining the two dimensions discussed above weeaat Figure 1 which we employ to
structure our data collection and discussion. Thkighe framework we employ in the
analysis. However, there are additional netwaskceptions to consider. Johansson &
Mattson (1992) represent the network as two levadsie activity level corresponding to the
logistics activities here, and one actor level espnting social ties and where decisions
regarding how to act to change or modify the atiéisiis made. This adds a more long-term
and strategic level which can be used to explamesof the changes and adaptations made in
the activity layer — i.e. the way the firms intdratso influences how they choose to divide
and carry out activities.



WETWORE AND ITS GOVEERIMANCE
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Figure 2: Network and Production System (From Jafsam & Mattson, 1992).
METHOD

The topic of customer coordination for third-palbgistics is relatively unexplored and puts
us in a context of discovery, attempting to undardtconcepts and approaches to describe
such coordination. A case-study approach usingelgrinterpretative data eliciting the
opinions of various informants is appropriate tis tiype of study (Yin, 2003). In this article
we report findings from a pre-study carried oustart investigating these issues. We carried
out interviews with experienced employees in sdvtiad-party logistics firms and their
customers in order to obtain first impressions be televance of our thinking and the
problems as seen by industry insiders. Intervievese carried out by telephone, and
referring to a short list of main issues we warttedover but allowing the interview subject
to go beyond this if they so wished in order toaabiactive data (Dubois and Gadde, 2002).
Interviews notes were typed up immediately after itterview and cross-checked with a
second researcher to verify and improve the ing¢gpions. The observations and discussion
in the interview were then entered as findingsvaahe to the framework above.

The study will be continued with more interviewgpanding the selection of both providers
and buyers of TPL services.

FINDINGS

At this stage we cannot show a meaningful caseddate some of the initial findings from
the interviews under the three main headings inrtbdel above.

NETWORK-RELATED ISSUES

Our interviews show that buyers do ask for refeeetiestomers, but this seems more related
to trust rather than coordination of activities.skig for reference customers is seen as



normal and important in evaluating a logistics ssr\yprovider. For example, if the TPL
already supplies a large and well-known firm tinisreases the chance that it can perform as
needed. Large customers are seen as importantn ffre customer side this is important
both from the point of view that performance inmerof cost and service increases. |If the
TPL has relations to other important markets thiséen as interesting and can be the basis
for considering the TPL as a supplier. On the otiend there is a risk in that losing the
customer can lead to a considerable change focubtomer as well. From the TPL side,
there will not necessarily be a specific adaptatinriosing a big customer, but it is important
to be open about this vis-a-vis remaining custom@&trage services can benefit from joint
facilities for many customers, but in practice thase often divided by customer to avoid the
consequences of errors in picking. In generafdacustomers use a fairly standardized
selection process which matches the purchasingatitee, whereas small customers are
concerned with finding a provider they trust. Bethall and large firms seem to consider the
size of the TPL compared to themselves — they davaat to be either too large or to small
compared to the TPL. If they are too large thaytthon’t get the benefits of scale, and if too
small they lose the close relation to the TPL whilimportant for the arrangement in the
first place.

There is some matching of customers taking plaaeplimarily within transport matching
customers with light and heavy types of cargo tgrowe the overall use of transport
resources. Customers on their side can use tlaiored that providers have to major
customers or markets as a guide to whether theprasde services.

One interviewee commented that it is importantiszuass customer service with customers.
This TPL had a large meeting with its main custarnerdiscuss future solutions and future
demands on logistics. The idea is both to obtaghsdeas at an early stage and to allow the
customers to discuss with each other. The effexg seen in part when some customers
restructured an international supply chain basedarhange made by one customer and
discussed in the meetings.

Several interviewees both from the TPL and purattpside pointed out that it is important
to find good incoming and outgoing solutions to 8 Often this pertains to geographical
coverage. In certain cases TPLs are organizedrdingoto markets for certain types of
products where they can provide services to sevevals of the supply chain, e.g. marine
goods.

In general customers seem to split into severagoaies. Some are not concerned about
customer coordination at all where others are awmaethis can bring benefits. The latter
category are not however focused on the costsnitiakions of customer coordination.

PRODUCT-RELATED ISSUES

Both the buyer and provider side seem to agreekimawledge of the product and relevant

logistics requirements is an essential componanthi® TPL. The degree to which the firm

“can deliver” is vital for the customer. Competeraf the product but also the customer’s
business is essential as a competitive factor. iireviewee expressed this as knowledge of
the “solutions” that the customers provide, a widencept than just the product. Another
pointed out that in their industry they deliveredarking concept at the customer site rather
than a product. Increasingly, just knowing thedoict is not the whole story. Furthermore,

even the basic product knowledge and competence eusombined with knowledge about

the changing points of delivery, or nodes rele¥antogistics.



Reference customers are also seen as importanerinst of demonstrating product

knowledge, a slightly different argument to thestrargument made in the previous section.
TPL has some “selection” of customers through Imgitthe type of goods handled. This
means that customers with certain types of prodai@snot relevant. On the customer side
the argument is the same — it is made very cledender documents or when asking for
quotes what the requirements are in terms of padioce and capacity, and this will make
some logistics service providers exclude themseli@s competition. One customer did

however emphasize that where providers are used tawe the customer builds up an

extensive historical database of performance wischery important when making future

decisions.

Customers are continually updated on particulanesveelevant to their supply chains, e.g.
whether the situation in Egypt affected supply nbkaiSome activity is also carried out in the
other end of the supply chain - some main custormave many suppliers in China — these
are invited to meetings. The TPL will also trygell to them directly as this “builds in” the
TPL in the network. One issue is however that ¢oistomers with many suppliers
“somebody is always dealing with someone” i.e. ¢hare so many ties that there are bound
to be some between suppliers of goods and senacesmany of these are not significant
enough for the firm to consider specifically.

STRATEGY-RELATED ISSUES

One interviewee commented that typically it is flolssto combine customers with different
strategies, but this is much more difficult if tbestomer and TPL strategy deviates. Much
easier to combine if strategy can be translatespazific requirements on service and lead-
time. Customers with different requirements inmerf service/cost can be handled partially
through outsourcing to different sub-suppliers.r Egample, a customer focused on high
performance would be assigned one sub-supplierlsivbne focusing primarily on cost
would use another. One of the buyers of TPL sesvipointed out that capacity and
geographical coverage was very important but thigtdould be provided through alliances
or sub-suppliers. A highly important aspect far thuyers but not mentioned by the TPLs so
far is that of environmental standards. One of theers interviewed mentioned
environmental standards as one of the top requimesneéo the extent that TPLs were
expected to have a environmental strategy and wdtkthis “in the right way.” This is an
example of a “deal-breaker” for the buyer where TR must perform. However, the buyer
did not define a particular standard such as IS@sasntial and thus leaves some scope for
the supplier to choose how to deal with the issue.

ANALYSIS

There are some important implications of even ihisal limited data collection. Here we
focus on those seen as most pertinent to the arsemestions. This should be seen as an
initial analysis and will be expanded when mor¢hef data has been gathered.

The importance of product knowledge seems cleathirespondents and this in itself is not
surprising. What we do find is that rather thast jtocusing on product knowledge, it is
important for the service providers both to consighat services the customer provides, and
to understand at least part of the customer’s thqak The services provides may be more or
less tied to an actual product, i.e. it can beapect with additional services, or it can be
largely about putting together a “solution” for tbestomer. This enables an understanding
of both how activities can be made more similag, doing the same thing for many firms,



and more complementary — how can the TPL assisttiséomer in making their supply
chains work better.

To a large extent this is related to knowledge bgraent and how activities are organized.
It is possible to standardize and modularize maaivities for specific industries thus
creating economies, indeed this is a basic chalendogistics (Fabbe-Costes et al., 2006).
Once activities are standardized and modularizesdrituch easier to combine them and offer
them to new customers. For products these appesaate well known (van Hoek, 2000) but
for the services or “solutions” seen here new opypities are likely. Since they are new it is
even more important what the firms do, and theragtcsocial layer becomes essential for
development.

The exchange of information and ideas is a secatehsion to our model. Simply putting
the customers together or letting them walk arotinedwarehouse can be sufficient to create
change as they adapt to each other’'s ways of wgrkiRart of this exchange relates to
opportunities, but it is of course possible thdbimation exchange between customers can
lead to new ways of working together and initiasifieom the customers that are important
for the TPL in turn. One of the interviewees pethtout that they had just arranged a
meeting with their major customers. The list imi@d a number of different firms at different
stages of the supply chain and did not necessse#gyn consistent. However, all the firms
were large international firms dependent on muliomal distribution. In a sense they had
similar or potentially similar networks meaning thewas a physical similarity, but the
meetings also worked at a different level reflegtihe actors in the Johansson & Mattsson
model. These findings can be tied to previousareseshowing the importance of buyer-
supplier interaction (Gadde and Hulthen, 2009).

What we see from the empirical findings above iattthere is both awareness that
coordination between customers can lead to benffitshe customer and TPL providers
overall, and some very limited initiatives by thELT providers and other logistics firms to
facilitate some initial steps in this direction.o @ certain extent it is still seen as the TPLs
business to coordinate the needs of their differrstomers, and for some tasks this is
possible without significant customer participation However for others customer
participation is necessary and indeed can be seiitito create changes when the customers
interact.

CONCLUSIONS AND FURTHER RESEARCH

The study is still at an early stage, but we wdikdd to highlight three main conclusions and
avenues for further research

One is that some of the points from the interviegally touch upon two levels. There is one
level to do with the physical network and logistaygerations, and another which deals with
the actors and the way they interact. We sugdmsdtthe Johansson & Matsson model can
explain how these two levels interact and proposploy it more extensively.

Second, this level makes it possible to change atttevities carried out, creating new
similarities and reorganizing the system basedangd part on interactions between the
different actors involved. The initiatives for shseem to be largely on the part of the
logistics providers. Indeed, we find that the oustrs do not have customer coordination in



mind when selecting which TPL provider to use, may consider this later on when the
selection has already been made.

Third, the framework as employed here covers thsvor&, products and strategy. We
suggest that it can be expanded with processesciafip as several of the firms interviewed
do not see themselves as selling only productsraiber solutions which involve a number
of services beyond just the products themselves.
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