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ABSTRACT
During 2004, transportation costs represented over 50 percent of total logistics costs, and inventory carrying costs rose 10.6 percent. As a result of globalization, companies have been forced to shift their operations from internal provisioning to outsourcing logistics to third-party (TPL) providers. To date, no field study surveys have been conducted to validate various assertions regarding the reported benefits of using TPL. To address this research gap, this study employed a quantitative survey, as well as qualitative interviews with executives of both shippers (customers) and TPL providers to obtain a broad-based understanding of some of the issues involved with TPL outsourcing. 
INTRODUCTION
Global companies are facing serious challenges in managing supply-chain functions partly because customer demands are continuously changing (Trent, 2005). In recent years, this challenge has been intensified by the proliferation of new information technologies, rapid product obsolescence, shorter product life cycles (Carrillo and Franza 2006), and accelerated new-product development (Carrillo 2005). In response to these pressures and to increased US labor costs, more companies are outsourcing various elements of their supply-chain activities.

In recent years, a growing body of literature has examined TPL from a number of different perspectives. For example, Love (2004) notes that the increasing trend toward outsourcing has gathered momentum, Panayides (2007) explained that this trend has contributed to the growth of TPL service providers, and Knauf (2006) states that businesses continue to be very interested in outsourcing to TPL providers. The types of services provided by TPL providers (Byrne 2004), the role of TPL providers in the entire supply chain (Williams, 2003; Lieb, 2005), and the advantages of outsourcing to TPL providers have all been discussed (Lynch 2004; Williams 2003). 
Today, TPL relationships have become more collaborative in nature (Lieb 2005). The collaboration between shippers and TPL providers enhances supply-chain capabilities and ultimately improves a shipper’s competitiveness (Hardy and Lawrence 2003; Soonhong et al. 2005). To date, no field study surveys have been conducted to validate various assertions made in previous literature regarding the perceived benefits of using 3 PL. The purpose of this study is to address this gap by identifying and exploring some of the major benefits and difficulties of using TPL, as experienced by shippers themselves.
METHODOLOGY
The primary methods of data collection were a cross-sectional industry field survey and qualitative interviews with senior-level executives of both shippers (customers) and TPL providers. An initial pilot questionnaire was first sent to three shippers’ logistics managers; and was subsequently revised. The actual questionnaire was then sent to 270 shippers representing ten different industries. The questionnaire was directed to the manager of the supply-chain function or to the logistics manager at the target shippers. One hundred twenty-six shippers completed and returned usable questionnaires, which represented a response rate of 47 percent. The survey respondents represent shippers of all sizes, from those with annual sales of less than $100 million to those with more than $10 billion in annual sales. 
DISCUSSION
 Fixed Assets–Based Utilization

The survey findings show that reduction in fixed-asset utilization is the most important benefit of outsourcing logistics activities cited by respondents in the study.  Nearly 67 percent of survey respondents rated this as one of the most important benefits of outsourcing, while 27 percent still considered reduction in fixed assets to be important.  Only 6 percent of respondents indicated that cost reduction in fixed assets was not an important benefit. 

 Inventory Investment
In this study approximately, 61 percent of respondents indicated that a reduction in inventory investment is one of the most important benefits of outsourcing TPL functions. About 36 percent reported this to be important whereas only 3 percent reported not important. All executive interviewees also stated that TPL providers had significantly reduced their need for investment in raw materials, work-in-process inventory, and finished goods inventory. Companies with high levels of inventory are forced to use up their existing products before they can offer new products to the market. Thus, reduction in inventory improves the shippers’ capability and flexibility to meet changing market demands within a shorter time period. As the senior vice president of global logistics and procurement at Starbucks states, “TPL providers manage Starbucks’ inventory of finished goods from end to end—from roasting plants to distribution centers to stores.” 
TPLs also provide a shipper with the ability to link to real-time data and Web-based applications, providing end-to-end visibility. The visibility service provides suppliers and shippers with the ability to view order status online and to create real-time inventory updates and reports. This electronic linkage has also enabled shippers to access other internal IT systems of suppliers and thereby facilitated: (1) collaborative planning and scheduling with all supply chain participants, (2) measurement of the performance of TPL providers, and (3) the analysis of inventory deployment. In addition, real-time access to information has enabled shippers to manage stocks at specific locations in the chain, and thus improve flexibility in responding to delivery requirements while simultaneously cutting inventory levels. 

Logistics Costs
Logistics operating costs represent between 10 and 20 percent of sales, not even considering the costs of purchasing supplies (Vinas, et al. 2005). Costs vary depending on country or region in which the product is handled. About 59 percent of survey respondents indicated that reduction in logistics operating costs is one of the most important and visible benefits of outsourcing logistics to TPL providers. About 31 percent of respondents considered logistics costs reduction to be important, while 10 percent considered it not important. Shipper executives stated that cost reductions were one of the main reasons for outsourcing the logistics functions and they indeed experienced a significant reduction in operating costs. 
Customer Service

The majority of TPL providers in both the survey and interviews indicated that they have capabilities to provide a wide range of customer-service activities, including carrier management, warehousing management, import/export, packaging, fleet management, product returns, outbound freight, and systems planning, among other services. About 56 percent of the responding shippers consider access to these services to be one of the most important benefits of outsourcing to a TPL provider. About 28 percent indicated this was important and 16 percent reported it was not important. By coordinating the flow of materials, products, and information in collaboration with all the members in the supply chain, the TPL providers are able to provide cheaper, faster, and more accurate product deliveries to shippers. More than two-thirds of shippers indicated that accessing TPL Web-based applications and IT systems enabled them to upgrade and broaden their logistics services levels. More than 72 percent of the shippers with access to a TPL provider have customized software platforms and advanced applications indicated they were able to provide better customer service than those without such access. 
Access to Information Technology

Forty-nine percent of the respondents in this survey, and all eight of the executives interviewed, considered having access to the latest state-of-the-art IT systems to be one of the most important benefits of outsourcing to TPL providers. About 27 percent of the respondents reported that access to the latest IT systems was important and 25 percent indicated it is not an important factor. Access to TPL resources such as specialized IT staff expertise and logistics technologies can add new value to shipper service levels. However, the fact that almost 25 percent did not think it was important could be explained by the fact that many respondents were probably not even aware of the infrastructure costs required to support logistics (i.e., these costs were not on their radar, so to speak).
CONCLUSION
Survey and interview results with shippers and TPL executives helped illuminate potential benefits that shippers could expect to gain as a result of outsourcing logistics to TPL providers. The top five most important tangible benefits identified in the study were reduction in fixed asset utilization, reduction in inventory investment, reduction in logistics operating costs, improved customer service, and increased access to advanced IT systems. Although these benefits appear to be significant enough to justify shippers’ outsourcing of logistics activities to TPL providers, it is imperative for shippers to realize that achieving these benefits means overcoming the challenges. 
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