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| dentifying the Objectives of Outsourcing
Logistics Services as abasis for Measuring its
Financial and Operational Performance
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Abstract—Logistics outsourcing is a growing trend and
measuring its performance, a chalenge. It must be consistent with the
objectives set for logistics outsourcing, but we have found no
objective-based performance measurement system. We have
conducted a comprehensive review of the specialist literature to cover
this gap, which has led usto identify and define these objectives. The
outcome is that we have obtained a list of the most relevant
objectives and their descriptions. This will enable us to analyse in a
future study whether the indicators used for measuring logistics
outsourcing performance are consistent with the objectives pursued
with the outsourcing. If this is not the case, a proposal will be made
for a set of financid and operationa indicators to measure
performance in logistics outsourcing that take the goas being
pursued into account.

Keywords— Outsourcing; Performance measurement; Logistics;
Objectives; Indicators

|. ANTECEDENTSAND OBJECTIVES

ERFORMANCE measurement is widely considered in the

literature to be one of the key points for facilitating the
success of any organisation asit produces essential knowledge
about performance for enabling competitive results to be
achieved ([1], [2]). At the same time, the growing trend
towards outsourcing makes it increasingly necessary for the
focus of performance measurement to take into account the
fact that companies are part of supply chains rather than
consider them as separate entities. This aspect is stressed in
the Performance Measurement Research Agenda[3].

Logistics services stand out among the activities that are
usually outsourced [4] as it seems to provide many
advantages. improved customer service, cost savings, etc. [5],
[6].
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Performance has to be measured for these advantages to be
guaranteed [7] with the goal of confirming that the objectives
being pursued are being achieved. This must be done through
a set of indicators that can be measured using both objective
financial and operational data[8].

The above shows that logistics performance measurement is
considered to be a topic of mgor importance and its
implementation, a challenge [9]-[11]. This is the reason why
we thought it would be of interest to focus one of our lines of
research on the topic. We share the opinion of many authors
[12]-[15] who consider that the objectives of logistics
outsourcing (and any developments in these) must be a core
part of performance measurement and design if a set of
indicators is to be established that enables performance to be
measured adequately. This would enable the extent to which
the gods -both tangible and intangible- set by the company
when outsourcing, to be evaluated [16] [7] and any changes to
be adapted to. This is in line with other points in the
Performance Measurement Research Agenda [3], which
recommends that performance management be designed and
developed in-company rather than by implementing a simple
performance measurement system; it also has to be done
dynamically and flexibly and in such a way as to alow both
tangible and intangibl e assets to be measured.

A number of different authors have contributed to
identifying the most important indicators that should be taken
into account when making the decision to outsource logistics
services. Most have done so via surveys focusing on a given
country and/or particular industrial sector (e.g., [17] [18]), but
very few have used literature reviews (and those that have,
have referred to a very limited number of bibliographical
references (e.g., [19]). The aim of our study is to make a
contribution to the topic and to arrive at a wider list of
objectives for logistics outsourcing than those that aready
exist while analysing the objectives in greater depth (with a
description of the objectives and their various dimensions,
should they exist). This would be the first step in a broader
study (aready underway and which we hope to conclude
before the date of the conference) and would enable us to
analyse whether the indicators used to measure the
performance of logistics outsourcing are consistent with the
objectives that should, in principle, be pursued by outsourcing.
The end goal of the study isto arrive at a coherent proposal for
a set of financial and operational indicators for measuring the
performance of logistics outsourcing that takes into
consideration the set of goas being pursued and that isin line
with the above-mentioned Research Agenda[3].
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It should be stated that our research is framedinvithe
international
project, the objective of which is to determine wimdluence
various advanced production practices (TQM,
Manufacturing, SCM, etc.) have on company perforcaaim
the global context. The theoretical base takes atoount
aspects related to human resource management,isatianal
behaviour, the theory of organisation, strategyerafions
management, international business and other e diedds.

A critical part of the project has been the creatad an
international database of components manufactylagts in
the machinery, electronics and automotive sectbinss will
enable a range of hypotheses regarding the fadtuas
contribute to the success of high performance nzatufers
and their relationships with plant performance éoMerified,
for which a series of questionnaires are used. détabase
was designed using stratified sampling which erslitee
required number of plants to be obtained for

in 1991 and to date three study rounds have bempleted.
The questionnaires were sent out to 45 plantsariX8 during
the first round (1991). For the second round (199fg
number rose to 160 plants located in 6 countrieAsia,
Europe and North America. For the third round (90Q4e

These 12 articles represent a greater number

High Performance Manufacturing (HPMibliographical references than has been usedhier gitudies

that have conducted literature reviews of the dhjes of

Leamgistics outsourcing (more precisely, 40% morentira[23],

which is the study that had to date used the gseatenber of
bibliographical references).

The 12 chosen articles were analysed in detailitee rand
contrast the goals pursued by logistics outsoureiceprding
to each of the articles. This enabled us to drawrupnitial list
of objectives in order of importance (greatest tmast)
depending on the number of articles that they weeationed
in (see Table I). However, as 7 of the articledyaeal classify
the articles on the basis of their importance, vgeduthis
information to draw up a second, hierarchical (ste Table
II). This list classifies the objectives accorditogtheir overall
importance in said 7 articles. It should be noteat the non-

eadRclusion of 5 articles for consideration in theesed list did
country/industry combination. The HPM project waariched nNot result in any relevant information being losttae same

objectives appear in the first list, although iditfierent order.
All
complementary information (the research method usete

article, the sector that outsources the logistasise and the

geographical area on which the study focuses). dlimeis to

number of companies taking part increased to 2709in use this information to contextualise the studieg & will

countries. The 4th round of the project is currergétting
underway and the number of countries has riser6toNew
aspects for analysis have also been added. Growigsure
to reduce costs and increase efficiency has
companies to outsource services and so it was eldc¢a add
scales referring to outsourcing to the 4th roundhef HPM
project. Part of these scales relates to logistisst is one of
the most outsourced activities. We have undertakéerature
review for the objective of this study. We selectadd
analysed articles that list objectives for logistmutsourcing.
Section 2 details the methodology used and Seétipresents
the findings. As will be seen in this section, fimelings lead
us on to a more specific description of these divyjes and
any dimensions that they might have being providied
Section 4. Finally, the last section presents abemof final
considerations.

Il. METHODOLOGY

A comprehensive review of the specialist literatuvas
conducted for this study. Articles that addressr(gletely or
partially) the objectives pursued by logistics outing have
been analysed. Bearing in mind that the recommeridesl
period for a review of this type is 15 years [28H&has been
used by a number of authors (e.g., [21]; [22]) 11986-2011
period was taken as the timeframe. Articles weercteed for
on the ABI/INFORM and SCOPUS databases using
systematic and rigorous process with successivativas and
the consequent refining of the key words used e dearch.
At the conclusion of this process 17 articles hagkrb
identified of which 12 were chosen on the basithefquality
of the journals in which they appeared: to be dfethey had
to be indexed in two of the most acknowledged detab: ISI
Web of Knowledge and SCimago.

also help additional conclusions to be drawn.

of

12 articles were used to mine other interesting

The following Section presents the findings of the

bibliographical review contrasted with the objeesv of

led ymap,gistics outsourcing. We also add a descriptionl @my

dimensions there might be to these objectives.

IIl.  FINDINGS

According to our findings, the literature reviewealed 13
objectives that companies normally pursue with dbgs
outsourcing. However, we decided to select those e
named by at least two authors in order to work wvifik
objectives that have a minimum of support in therdture.
The result was a list of 10 objectives, which ae¢ gut in
Table I.

a
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Focus on primary activity X X X X X X 12
Cost savings X X X X X X 12
Improved flexibility X X X X X X 8
Access to latest techniques and experience X X X X X X X 8
Improved customer service X X X X X X 7
Improved return on assets X X X X X 7
Access to unknown markets X X 5
Supply chain productivity X X X 4
Supply chain re-engineering X X X 3
Increased inventory turnover X X 2

As already indicated in Section I, there are Tchas that
rank the objectives of logistics outsourcing in omay or

In our opinion, this second list differentiates ieeen the
objectives more clearly on the basis of the impuréathat

another and set distances between them. This m®\Wdme they are assigned. By way of example, Cost savinis, a
extremely important information. We have used thigeight of 0.24, is the most important objective e list

information to draw up a new list of objectives kad
according to the information mined from the literat
consulted (see Table Il). As each of these studiksuise
different scales to classify the objectives, we ehdad to
standardise the classifications in order to be ablanalyse
them jointly. We used the analytical hierarchy noetfi30] for
this, which has provided us with weights for eadhttte
objectives on a normalised scale [0, 1]. These hisitnave
been calculated as the coefficient between theevadsociated
with each objective and the sum of the values aatsutwith
all of the objectives together in the same classiion. Sahay
and Mohan [6], for example, indicate that the Csmtings
objective is considered by 81% of the surveyees|ente
Focus on primary activity objective is considergdrb% (and
so on, with values continuing to be associated wuiita 9
objectives that are being ranked, as seen in THpleThe
coefficient of the value associated with objectite Cost
savings (81), divided by the sum of the values eiased with
the 9 objectives listed by the authors (403), piesi the
resulting normalised weight associated with eadeative, in

this case, a value of 0.2. The same method was tsed

calculate the final weight shown in the last columhich
enables the various objectives to be ranked in roafe
importance.

As can be seen, although the objectives that appeidre
list in Table Il are the same as those in Tabtbd,order they
are in is not the same.

outdistancing the second most important, Focus rimgpy
activity, which has a weight of 0.18, by a long wklpwever,
the two are afforded the same degree of importandée first
list (i.e., they have been mentioned in the sammban of
articles). Also in the second list, the next ohjextin
importance after these two is Improved flexibilityith a
weight of 0.15, followed by Improved customer seeviand
Access to latest techniques and experience. Theinarg
objectives are of only minor importance.

It is interesting to highlight the fact that noné the
objectives on the list is directly time-related pies the
obviously important role of time for company conipes¢
advantage [3] [31]. Only one of the studies analy$g]
mentions this variable, and then as a componenthef

Improved customer service objective. This shows how

interesting it is to provide detailed descriptioasd any
dimensions of the objectives to be considered. Arid is
what the following Section is devoted to.

IV. OBJECTIVES DESCRIPTIONS ANDDIMENSIONS

Most of the objectives mentioned in the previougisa are
broad concepts that include a wide range of relasgmbcts. It
is therefore important to have as clear a desoripis possible
of these objectives and, should they exist, thiemedisions.
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Objectives O = o = o = o = o = o = o = EE
Cost savings 1020 1 019 3 0.2 1 0.3 1 0.2 3 0.2 1 05 024
Focus on primary activity 2 0.19 6 0.13 4 0.2 4 0.2 3 0.1 2 0.2 2 0.3 0.12
Improved flexibility 7 011 3 018 2 0.2 3 0.2 4 0.2 4 0.2 0 015 3
Improved customer service 3 0.18 2 0.18 0 2 0.2 2 0.2 5 0.1 0 0.13 4
Access to latest techniques and experience 8 O 0 1 0.2 0 0.1 1 0.2 3 0.1 0.08 5
Improved return on assets 4 0.17 0 5 0.1 0 0 6 0.1 0 0.06 6
Supply chain productivity 6 0 4 0.17 0 0 5 0.2 0 0 0.05 7
Access to unknown markets 9 0 5 0.16 6 0.1 0 0 8 0.1 0 0.04 8
Supply chain re-engineering 0 O 0 0 5 0.1 0 0 4 0.1 0.03 9
Increased inventory turnover 5 0.15 0 0 0 0 0 0 0.0210
TOTALS 1 1 1 1 1 1 1 100
We provide these descriptions below in the sameraad in the Improved return on assets objective that wdl b
Table I, bearing in mind that any objective midietrelated to looked at below. Lau and Zhang [36] also referhie t
any of the other objective(s) on the list: following dimensions as being focus on the primary
1) Cost savings; According to Transaction Cost activity-related: increased competitiveness, imprbv
Economics Theory [32] [33], outsourcing a product o customer satisfaction and exploiting the company’s
service occurs when the cost of purchasing a gaod o skills and resources.
service externally is more cost efficient than prcidg 3) Improved flexibility; When a company outsources an
it internally. This is why cost savings was ideietf activity there is a shift in the fixed costs prodddy
above as the main reason for outsourcing within the that activity to a cost variable that is settledhwihe
industry [34]. As was seen in the previous secttbn, supplier depending on the volume of work done ey th
objective that most appears for logistics in tleigard is supplier during a set [38]. Reducing fixed costghe
a reduction of overall costs, having the right mats, benefit of variable costs is therefore one of this
at the right place at the right time [35]. Lau atithng objective’s fundamental dimensions. When the
[36] relate the following dimensions to cost sawng transport function is outsourced, for example, the
with respect to outsourcing in general: improved maintenance expenses for the fleet of vehiclesctise
profitability, improved operational efficiency, wsd of drivers, etc. become a variable cost that depemd
added to product, improved cash flow and greater the volume of work outsourced. This means that the
efficiency. company adapts more easily to variable demand and
2) Focus on primary activity; Broadly-speaking, reduces the risk of resources being underused.rOthe

outsourcing enables resources to be redirected from
activities that are not strategic for the companpther
activities that generate added value for the final
customer (Resource Theory [37]). This focus can be
understood on the one hand as freeing up company
management from the time and effort that has to be
devoted to the outsourced function (in our case,
logistics) or, on the other, the freeing up of camp
financial resources normally set aside for thevégti
that is being outsourced, in our case, logisticke T
second of these two dimensions is directly relaved

4)

dimensions to be taken into consideration that are
related to flexibility [39] refer to such wide-raing
aspects as customisation of the service provided,
adapting to changes in the volume of the service
provided, the improved response of the outsourced
process and building up a wide variety of resoutoes
combat uncertainty.

Improved customer service; According to Agency
Theory [40] a company decides to outsource a servic
if it thinks that the agent (the company outsourgds
capable of carrying out said service in a morectiffe
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way than the company that is outsourcing can dfits

In logistics these improvements in the servicediae
into the following dimensions: reduced delivery ¢isn
on-time deliveries, and fulfilling customer expeitias

for quality of service [5]. This then has a knoak-o
effect and increases customer satisfaction, which i
turn contributes to improved company competitivenes
[35].

Access to latest techniques and experience; When a
company detects that its internal abilities forrgiag

out a function are not adequate for competing in a
changing market, it outsources the activity to ghhi
competent third party with well-trained staff which

uses its industry’s best practices. This accesthéo 9)

latest technologies is related to the dimensions of
technologies, skills and services/innovative idehgch

the company would not be able to have access &péxc
through a third party [41]. In the case of outscugc
logistics services, the specialists in the secterable

to find solutions to changes in the market in theefof
technological advances [19]. This is related to the
Improved flexibility aspect commented on above.
Finally, Lai et al. [42] showed that thanks to
technological abilities acquired through
service providers, outsourcing companies’ competiti
advantages improved on the back of better levels of
cost savings, customer service and innovation.
Improved return on assets; As previously indicated,
outsourcing enables a better use to be made of
resources, which can be focused on the company's
main activities. These improvements lead to a bette

logistics 10) Increased

economies of scale [39]. This move towards the
outsourcing of logistics services entails companies
choosing operators that have a presence in markets
other than their own so that the logistics compaian
deliver their products efficiently. Markets are
considered to be different (or unknown) when they a
located in geographical areas where the company doe
not operate, or when there are groups of custothats
have differentiating features and require goods or
services that are to a certain extent differentnfrehat

the company offers. In the latter case there ifosec
relationship with the Improved flexibility objecav
commented on above.

Supply chain re-engineering: Process re-engineering
leads to major improvements in costs, services and
quality [38]. By outsourcing logistics-related fuions

to a world-class supplier, an organisation can taéle
supply chain re-engineering projects to adapt to
fluctuations in demand or in order to supply its
products to international markets [24]. As can éers
this objective has close ties with the previously-
described objectives of Improved flexibility and dess

to unknown markets.

inventory turnover; By coordinating
production and transport plans, the outsourcing of
logistics services reduces inventories and inceease
their turnover speed [46]. This has a knock-onafém
cost reduction and improved supply chain produtstivi
This objective is very closely related to improved
return on assets as inventoried products makempsal
half of assets in most industries [47] and faster

return on assets if the company is already opeyatira
smaller investment in assets if the activity is hew
created [38]. Supply chain-related assets include
accounts receivable, immovables, equipment andAs already mentioned previously, it should be stateat
inventories [43]. Thanks to the outsourcing of &tigis the wide variety of objectives found and their nfaldi
services, the number of these assets that is eshuidimensions demonstrate the need for using a sebotf
falls, which in turn increases the company’s legtl financial and operational indicators when develgpithe
liquidity, which then has a positive effect on prof management of logistics services outsourcing, &adl these
Supply chain productivity; This is a specific oljjge  indicators should be consistent with the objectives

directly related to logistics activities, which arae of

the basic components of an organisation’s suppynch V.CONTRIBUTION AND FINAL CONSIDERATIONS

Improvements resulting from outsourcing logistics This study has identified and described the mosvast
must have a favourable knock-on effect on supplypjectives pursued by organisations when outsogrcin
chain productivity [6]. When logistics services arqogistics services according to the specialistrditere. The
outsourced there is also an improved focus ofesulting list of objectives was larger than exigtiists and
improving the value chain which entails an incre@se also analysed in greater depth (see, for examipdeWilding
productivity [44]. This is due in part to the faiftat and Juriado [25] list), as none of the previousligsiinclude a
when agents involved along the supply chain aré-weldescription of the objectives indicated. It shobé&dstated that
disposed towards collaboration, this can boo$ of the earlier papers focused on a country omggaghical
coordination for developing and introducing newegion (India, Europe, etc.) while 3 focused on ciije
products through advanced optimisation-based methogiconomic sectors (the retail sector, the food itrgusand
[45]. consumer goods), whereas our study is not reddritieany
Access to unknown markets; When they outsourc@untry or sector in particular and includes adl &#bove. With
services, companies choose suppliers who help themfeSpect to the methodology used, it should be igbted that

gain access to new markets. They thus achieve SHrveys were used in 8 of the previous papers,slbaaed on

increase in their sales that enables them to obtafnc@S€ study and 3 undertook literature reviews.

inventory turnover has identical effects to imprdve
ROI.
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It should also be added with regard to these fiteea [7]
reviews on the objectives of logistics outsourdinat we have (8]
used a greater number of bibliographical referenbas any
earlier studies, which use a maximum of 7 biblipdriaal
references. [l

We would like to remind readers that identifying,
classifying and describing the objectives all forpart of
wider (ongoing) research which seeks to make aqwalpof
both financial and operational indicators for meamy the
performance of logistics services outsourcing isoagance
with the goals of the research and, therefore,dasethe list
provided herein.

With respect to anticipated repercussions, theirfgl can
enable logistics operators to make their servicesrem
competitive, as the aspects on which they needdasf have
been identified and defined. They can thereforeradervices
that are adapted to their customers’ most impornjaats for
logistics service outsourcing. However, from a aoygncy
point-of-view, each particular case will be coralited by the
context and the company's internal circumstancebichv
means that the priorities will have to be duly addpn each
specific case.

Finally, on the academic level, it should be highted that,
as mentioned above, our research is framed imtkeeniational
High Performance Manufacturing (HPM) project. Thdl”]
findings of this study have enabled aspects in dhea of |4g
logistics service outsourcing to be selected thaiukl be
taken into account when evaluating the performamicéhis
activity within the HPM context. The results haveis been
used to develop the scales in the questionnairéshwtill be
used to validate the various hypotheses put forwegdrding
the outsourcing of logistics services in the frarngwof the
above-mentioned project

[10]

[11

[12]

[13

[14

[15

[16]

[19

[20]

[21]
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