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ABSTRACT

Logistics outsourcing is a business practice adbptiea growing number of organizations.
The logistics outsourcing process is heavily sufgabby the literature. Nonetheless, a wrong
decision can be a source of corporate problemganhgtiead to the increase of logistics costs,
affecting the company’s competitiveness and imagere is a high incidence of unsuccessful
cases in outsourcing agreements, mostly due torézilin the decision making process. This
fact highlights the complex nature of the logistmstsourcing decision and the lack of
understanding, on the part of executives, concgrtiee variables that affect the decision
process. In this context, the present researchrtepa a study developed in the Brazilian
automotive industry on logistics outsourcing aceugdto the perspective of the hiring
company. The focus of the article consists in ifgng the main factors which the
organizations of this particular sector should gralin the decision making process of
logistics outsourcing, using qualitative techniques

Key Words: Logistics. Outsourcing. Decision makimgpcess. Third-party logistics service
providers (3PL). Automotive Industry.



1. INTRODUCTION

Logistics outsourcing has become a need for thenmapf organizations due to their
fierce competition (SCHOENHERR, 2010). Companiescivlare leaders in the market, such
as Cisco Systems, Ford and Fiat, have outsourceat grart of their logistics processes
(EXAME, 2008) aiming to make their supply chain magile, cost efficient and competitive
(GUNASEKARAN; IRANI, 2010). Some other companiesas# in outsourcing a
counterpoint to dedicate in depth to their coreiress (BOT; NEUMANN, 2007) or to
supply demands of core competences in logisticsH@EO, SOHAL, 2003; BOERet al.,
2006).

A logistics outsourcing project may include froraditional transportation services to
complete outsourcing of the logistics processidityt, only the transportation activities were
outsourced; later, storage and supplies managemawe also been added. Currently,
outsourcing involves activities such as transpmmat management, purchases and
administration of the orders cycle (NEVES, 20083.a8Aconsequence, the industry of logistics
operators increased globally to 10% rates from 189%007 (BOT; NEUMANN, 2007) and
in 2008, despite the economical crisis, it incrdaé®% (DIBENEDETTO, 2009). In Brazil,
this sector presents expressive growth as wethédmperiod from 2006 to 2007, this industry
revenue presented increase of 20% (CEL/COPPEAD8)208owever, some companies
decide not to outsource their logistics due to:d{gbelief in costs reduction and in the
increase of service level; (ii) belief that thevseg will be better performed internally; (iii)
threaten of know-hovloss; and (iv) loss of control over the logisticgidties (SHARIF et
al., 2007).

Another element which can influence on the decis®ihe unsuccessful logistics
outsourcing experience of some companies. TwenBb% of these agreements failed in up
to two years and 50% became unsuccessful untilyiags after their establishment (CRAIG;
WILLMOTT, 2005). lafiez and Cunha (2006) and Iskaral. (2007) highlight that such
failure has been mainly attributed to deficiendrethe decision making process. The decision
to outsource logistics is complex, involving seVesdtributes, both quantitative and
qualitative, which depend on each other (WATER; PEE06).

In this investigation, the outsourcing decisiontfard party logistics service providers
(3PL) is assessed according to the perspectivaeohiring company, having the context of
the Brazilian automotive industry as the examplee third party logistics service providers —

3PL — were chosen for assessment due to their namgacurrent trend in the national market
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(NEVES, 2008). The automotive industry choice sijied by the importance of logistics for
this sector. Besides the complexity of its supphain, which involves the planning and
manufacturing of over 10 thousand distinct iterhg, lbgistics sophistication is vital for the

automotive industry.

The main aim of the present investigation was t@&arexplicit the major factors to be
assessed by executives from the automotive industrgived in the decision making of
logistics outsourcing and to answer the followingestion: which elements should be
considered in the decision making process of lmgistutsourcing? The logistics managers
and decision makers will be able to refer to theo$éactors proposed for the structure of the
decision making process in their organizations thredefore reduce the risk of taking wrong

decisions.
2. LOGISTICS SERVICES OUTSOURCING

The bibliographical research revealed that theissudn logistics outsourcing have
rapidly spread in the last fifteen years, as carated by Maloni and Carter (2006).
Nonetheless, the majority of investigations are@xgloratory nature, since the research field
is still crawling. It was identified that the maipics studied on logistics outsourcing refer to:
(i) classification of logistics service providergj) the benefits expected with logistics
outsourcing; (iii) the outsourcing agreements; (W results of the outsourcing process; (V)
the assessment of the logistics service provideaskeh and its trends; (vi) the relationship
between logistics service providers and the himognpanies; (vii) the assessment of the
logistics providers efficiency; (viii) the seleatiaf logistics service providers; and (ix) the

selection of logistics activities to be outsourced.

It was verified the scantiness of researches — ascBoeret al. (2006), Ivanaj and
Franzil (2006) and Neves (2008) — which exclusivabproaches the logistics outsourcing
process. Gunasekaran and Irani (2010) also pointheulack of researches which deal with
the outlining and assessment of the logistics autsog decision. Moreover, it was observed
that the majority of the studies refer to the s@decof logistics service providers and little
attention is given to the logistics outsourcingigien. Only the investigation by Kremét al.
(2006) worked with the decision making factors ogistics outsourcing; however, the study
focused only on the theoretical approach. The ptesgticle returns to the theoretical
discussion, being original though as an empiridcady which explores the issue using

multiple case studies as grounding. Additionaliygroposes a set of decision making factors.



3.

LOGISTICS OUTSOURCING DECISION

Some authors consider the decision of hiring loggsactivities as a variation of the

classical decision of make or buy (MONCZKA, 200Such decision can be especially made
through two kinds of assessment (DISERIO; SAMPA2Q01), namely:

Analysis of the transaction cost: it has its théoat rooting on the Transaction Costs
Economics (TCE), which considers rational limitatiand opportunism as essential
pre-requisites on the economic actors engagedainsactions (BARNEY; HANSEN,
1994). It approaches the firms’ limits and presentarkets and hierarchies as
alternatives to governing mechanisms. Thus, thesecabout the governing, and, in
this investigation, the decision on the logistiastsourcing, aims to reduce to a
minimal cost the transaction problems created loyitdld reasoning as well as
opportunism (WILLIAMSON, 1995).

Strategic analysis: composed of models from thatesgic school. The neoclassical
model, developed by Porter (1985), focus on thecsiein of strategic positions in the
business with the aim to acquire competitive advges which basically depend on
the market position as well as on the goods. Caaer the models rooted on the
Resource BaseWiew — RBV, consider that competitive advantageivés from

capacities and resources (RODRIGUEZ; ROBAINA, 200R)is approach focuses

the effort and investments of the organizationteregssential competences.

Eric (2000) compares the TCE and RBV theories amiieg outsourcing. According

to the author, the TCE considers the outsourcimisa® as tactical, adopting production and

transaction costs minimization as the main critefiar decision. Thus, the benefits expected

from outsourcing are higher efficiency and savinghjle the highest risk is dependence.

According to the RBV, the outsourcing decision amsidered strategic, being the creation of

value its main decision criterion. The benefitseptpd are higher competitive advantage and

development of capacities, while the risks invdb&ses of essential capacities. The RBV and

TCE present some contradictory points since theae lthastinct emphases (MARSHAL&

al., 2007). However, in the outsourcing decision c#se number of authors who are for the

complementation nature of the two views is increg@s{ARNOLD, 2000; ERIC, 2000;
MADHOK, 2002; MARSHALL et al., 2007).



3.1 Outsourcing according to the TCE perspective

In the last 25 years, the TCE has been the predoriheoretical approach for the
outsourcing decision (BALAKRISHNANet al., 2008). It was presented by Williamson in
1971 and is an extension of the investigations bgsg (1937) which define transaction costs
as derived from agreements exchanges on goodsracese between firms. Williamson
(1995) identifies the critical dimensions for chaeaization of the transaction costs,
describing the main governing way for transactiotse author explains that the transaction
costs are the reason why the companies substtiaténternal organization for the market.
This approach is used by Skoejtt-Larsen (2000) wthealing with the difficulties in the

agreements on logistics outsourcing.

Holcomb and Hitt (2006) have assessed how the ressuand availability of
providers influence on the outsourcing process. fHseurces specificity, that is to say, the
investments related to a specific transaction aitd kivnited value when used in alternative
applications, is one of the main factors for theréase of the transaction cost. Thus, such
investments reduce the probability of the compangeaching for outsourcing. Additionally,
the low availability of skilled outsourcing providegives space for opportunistic attitudes
from their side, and consequently, increase thesaetion cost. Therefore, the availability of
providers affects the probabilities of the compangonsidering outsourcing.

The search for lower costs was for a long time rtta@n aspect of the decision for
outsourcing use, including in logistics. Howevée aissessment exclusively through the TCE
causes the company to ignore influences causedtshygdverning method, the values
concerned with the exchange transactions and otfleences created in the activities’ value
chain. According to Costa (2007), the exclusive aflseconomical criteria limits the quality
of the decision assessment and the recommendatitimai companies should use aspects

intrinsic to their own competence for the decistonoutsourcing, based on the RBV.
3.2 Outsourcing under the RBV perspective

Authors such as Barney (1999), Gainey and Klase3Rand Grant (1991) state that
the outsourcing decision is based on the theotetioee of the RBV. Holcomb and Hitt

(2006) mention three assessment factors for outsaubased on the RBV:
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» Complementary capacities: occurs when one skillagacity, provided by an
outsourcing source, adds up value if used in cdioreevith company’s internal
capacities. The need to access external capaactesplementary to the internal
ones, increases the probability of the company earching for outsourcing

services;

» Cooperative experience: refers to the previous mampees of the company in
searching for skilled firms. Repeated experienaseate a trust bonding, reduce
the difference in information and may provide knegde on the capacities of the
hired provider;

» Strategic similarity: reflects on the similariti@s the organizational culture and
procedures. Such similarities facilitate the unrding of the aims of outsourcing

and sharing oprocedures, stimulating hence the outsourcing.

Additionally, Rodriguez and Robaina (2006) hightigfmee concept of core competence
as the most complete in order to explain the reaggncompanies choose to outsource, since
he considers that organizations should only inwesctivities which constitute their core

competences and decide to outsource the remainieg) o

Nevertheless, authors such as Barney and Arikadl{2é&nd Priem and Butler (2001)
criticize the RBV since the mere possession of alallel and rare resources, many times
unique and of difficult substitution, does not qu#ee competitive advantages and the
creation of value. Sirmost al. (2007) stress the importance of the integratiothef RBV
with the theories of the competitive environmertiefiefore, despite its theoretical grounding
basically from RBV and ETC approaches, the presamdy has also found support in the
concepts of the Contingency and Institutional Theoito propose the set of factors on
decision making in the logistics outsourcing.



4. DECISION FACTORS IN LOGISTICS OUTSOURCING

It is considered, based on the proposal by Kremiale(2006), that the logistics
outsourcing decision process is rooted on the arsabf five factors: (i) Strategy; (ii) Cost;
(i) Characteristics of the Logistics Process;)Ervironment; and (v) Logistics Providers.
The decision factors and items proposed by thestiyation are a combination of factors
mentioned by Willcocks et al. (1995); Yang and Hy#R000); Yang and Chaudhry (2003);
Rodriguez and Robaiana (2006); Holcomb and HitO@QIvanaj and Franzil (2006) and
Kremic et al. (2006). Within these investigations]y the research by Kremic et al. (2006)
refers to logistics outsourcing; the remaining oaes from the Information Technology or
Manufacturing Outsourcing Fields. Table 1 presémésdecision items grouped according to

their factors and theoretical grounding.

Table 1— Decision making factors for logistics outsougcin

Factor: Iltems Theoretical grounding
Core Competence Resource Based View
Strategy Access to resources Resource Based View
Strategic risk Resource Based View
Cost Logistics posts Transactiqn Costs Economigs
Investment in assets Transaction Costs Economits
Complexity Resource Based View
Specificity Transaction Costs Economics|
Value generation Resource Based View
Characteristics of th Difficulty in imitating/substituting Resource Bas®ikw
Logistics Process Performance Resource Based View
Quality Resource Based View
Flexibility Resource Based View
Operational risk Resource Based View
Internal political environment Contingency Theory
Environment . Isomorphism Institutional Theory
Uncertainty about the internal and exter
environment Transaction Costs Economic$
Offered services Resource Based View
Offered resources Resource Based View
Logistics Providers Geographical coverage Resource Based View
Experience of the providers in the markdt ResoBased View
Image Resource Based View




» Strategy

Proposition 1. The decision making process for logistics outsourcing is based on the factor
strategy.

The decision making process is grounded on thessissnt of decision factors of
strategic nature (KREMICG al., 2006), being assessed from: (a) core competgihge;
availability of resources of the logistics processid (c) strategic risks involved in the
logistics process. Core competence is a theoratmatept of the RBV, where the processes
which generate core competences should not bewuotsb (QUINN, 1999). Still according to
the RBV, through outsourcing, companies searchefdernal resources and capacities in
order to improve their performance. The increaslagnand for sophisticated technologies as
well as skilled logistics services stimulate outemmg of logistics processes for more
technically skilled and with more resources prosd@®ERSSON; VIRRUM, 2001). It is also
stressed that the risks of logistics operation ftaemmoment of the outsourcing decision are
shared between the company and provider, resuitingtrategic risks for the hiring part
(SINK; LANGLEY, 1997; SLYWOTSKY; WEBER, 2007). Kreim et al. (2006) highlight
that the main strategic risks involved in logistiostsourcing decision have not been
identified; however, they try to number these rigisrisk of increase of logistics costs; (ii)
risk of reduction of flexibility; (iii) risk of I@s of control of outsourced activities; (iv) risk o
dependence on providers; (v) risk of loss of thganization image due to possible low
performance of the provider; (vi) risk of loss dfents due to low performance of the
provider; (vii) risk of decrease in self-esteemenfiployees; and (viii) risk of loss of key-
market information obtained from the direct contaith the employees.

« Costs

Proposition 2: The decision making process for logistics outsourcing relies on the factor
costs.

The decision for logistics outsourcing, accordinglCE, aims to reduce transaction
problems created by limited rationality and oppoigm to a lower cost (WILLIAMSON,
1995). Thus, the decision making process for tagsoutsourcing should include the
analysis on the factor Costs, through the assessitefa) need for investments in assets for
the process performance; and (b) logistics coghefoutsourced process. The outsourcing
aims to reduce logistics costs and release theumes® to other activities. Therefore,
processes with high cost and which require higlestments are more likely to be outsourced
as well (SCHOENHERR, 2010).



» Characteristics of the logistics process

Proposition 3: The decision making process for logistics outsourcing relies on the factor
characteristics of the logistics process.

The different characteristics of the process magriere in the result of the decision
making process for logistics outsourcing. The psstecharacteristics should be considered
during the decision making from the analysis ohs(eecificity; (b) value generation capacity;
(c) performance; (d) quality; (e) flexibility; (flifficulty in substituting and imitating the

logistics process; (g) complexity; and (h) openaaiarisk of the logistics process.

According to the RBV perspective, the value creatspecificity, difficulty in
imitating and difficulty in substituting are imparit concepts to the classification of the
processes according to the generation of core ciempes. Consequently, these concepts
influence on the decision for outsourcing. The T&gproach also considers that asset’s
specificity is one of the main causes for the iaseein the transaction cost (HOLCOMB;
HITT, 2006).

Logistics outsourcing, according to the RBV, isaoportunity to improve processes
with low performance and quality standard (ANDERSQMN97), and constitutes in an effort
to increase flexibility (PERSSON; VIRRUM, 2001). tinis article, the concept of flexibility
includes flexibility concerned with demand, withevation and with availability of resources.

Fleury (1999) and Razzaque (1998) state that tbeiigg complexity of the supply
chain collaborates to the tendency to logisticssauiticing. The logistics operations have
become more complex, in whatsoever that some coegpénd difficulty in managing them
and therefore, reach for outsourcing (SOHAIL; SOHAD03). Thus, the companies reduce
complexity of their operations and transfer theufoto their core competences. Moreover, in
the case of outsourcing, the operational riskshef logistics process start to be shared
between the provider and the hiring company, migahence the operational risk (SINK;
LANGLEY, 1997; PERSSON; VIRRUM, 2001).

* Environment

Proposition 4: The decision making process for logistics outsourcing relies on the factor
environment.

The factor Environment has its conceptual groundmthe Contingency Theory. The
decision making for logistics outsourcing shouldvalve the analysis of the factor

Environment from the: (a) internal political enviraent of the organization; (b) success of



-10 -

organizations which outsourced the logistics pre¢esomorphism); and (c) uncertainty about

the environment.

The internal political environment of the organiaat is represented by the
engagement from the high administration and theaneimg collaborators, which is a crucial
element for the outsourcing success (IANES; CUNB®()6). Nevertheless, the outsourcing
many times does not receive enough support duéheaolack of reliability on external

companies and the feeling of threat to one’s job.

Another relevant concept to the outsourcing amalys the isomorphism, whose
rooting is the Institutional Theory. In the case tbé logistics outsourcing, the mimetic
iIsomorphism is considered, since the organizatapidor outsourcing simply because other
firms were successful when delegating the logispicscess to providers (JHARKHARIA;
SHANKAR, 2007).

Concerning logistics, uncertainty is associatedhwite company’s difficulty in
estimating its future needs or the external unceiés (IVANAJ; FRANZIL, 2006). The
level of uncertainty also influences on the decisior outsourcing, especially in long-term
agreements. (KREMIEt al., 2006).

» Logistics providers

Proposition 5: The decision making process for logistics outsourcing relies on the factor
availability of logistics providers.

The factor Logistics Providers has its conceptuaugding in the Contingency
Theory, since the characteristics of the providaeesket is a dimension from the external
environment, as well as in the ETC, for its relatio the availability of providers. Low
availability of skilled outsourced professionalyeg chance to their opportunistic behavior,
consequently increasing the transaction cost (HOUBOHITT, 2006). McGinniset al.
(1997) consider the availability of a logistics yder who fulfills the needs of the
organization as the main motivation for outsourciktpwever, it is necessary that the
providers meet the demand criteria of the hiringhpany. Therefore, the decision making
process for logistics outsourcing should comprise analysis on the logistics providers
market, where the availability of the providers wdfter the required services and resources,
geographic coverage, providers experience in thkehaand good image (reputation) will be
verified.
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5. RESEARCH METHOD

The research methods used in the present artiale efequalitative nature. Initially,
exploratory interviews were conducted (STAKE, 1968, 2007) and multiple case studies
were subsequently developed (BENBAS&TI., 1987; YIN, 2001).

The exploratory interviews were structured accaydio a script and had mean
duration of an hour. The four interviewed execugipeesented the following profile: (i) act
in large size enterprises which provided the laggsbutsourcing; and (ii) participated in the
decision for logistics outsourcing. The executigessent mean experience time of 10 years in
the logistics department of leading companies enrttarket enterprises, with income similar
to R$ 1.5 billion, in different sectors, though @me and parts, petrochemical and industrial
gas). The aim of this phase was to understand tiinetgre of the logistics outsourcing
process, as well as whether the dimensions idedtifi the literature were adherent of this

research.

Later, a multiple case study was conducted with dira to assess the research
proposals and generate hypotheses (YIN, 2001).s&hee research procedures were applied
in two companies, following a study protocol. Thes@ssment units are large size companies
from the automotive industry which outsourced logss activities for 3PL providers. The
choice for companies from the automotive indussryustified by the strategic role logistics
plays in competitiveness and performance of thidose The automotive supply chain is
extremely complex due to its amplitude at the cditipa level to the numbers from the
productive sectors involved as well as its globahgiration (GEIGER, 2005). One of the
assessment units is an automotive manufacturethenother is an important provider for the
automotive chain, serving the demand for motorsvadficles, agricultural, industrial and
marine segments. The selection of interviewees peaformed by the companies, following
the requirement that they worked with logistics amat they had participated in the decision
making process for outsourcing. Table 2 shows dtarigtics of the interviewees. This work
was held in the year of 20009.
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Table 2 —Characteristics of the interviewees in the casaystu

; " Time in the Time which has been working with
Assessment Unit Position -
company logistics
General Motors Supply Chain Coordinator 15 years 8 years
Logistics Coordinator 10 years 7 years
Logistics Analyst 5 years 5 years
MWM Logistics Analyst 2 years 9 years
International Logistics Supervisor 9 years 20 years
Planning and Materials and Logistics
15 years 12 years
Manager

The face validity and content of the interview ptwas performed by three specialists
in logistics. The external research validity wasdexced by: (i) selection of consolidated
leading companies in the market; (ii) choice fopexenced interviewees, involved in the
decision for logistics outsourcing criteria; (iiperformance of the exploratory interviews
phase and (iv) performance of two case studies. ddta triangulation was done by the
document research, researcher’s direct observatiorthe companies and interviews,

determining hence the construct validity.
6. ASSESSMENT OF THE INTERVIEWS WITH THE EXECUTIVES

The research model was discussed and assessed byetviewees, who agreed on
the decision factors and items proposed by thearesemodel. An important fact revealed in
this phase was that the assessed companies, wtsnuaming, are not worried about reducing
problems related to labor issues; contrary to whaeported in the international literature
(BOYSONet al., 1999; PERSSON; VIRUM, 2001). Due to the Braaillagislation specific
details, outsourcing may imply in complex laboriss. It is stressed that the set of factors
selected in the literature has not been altereichwteveals its representativeness. Finally, it
was highlighted by the executives that the decismaking process for logistics outsourcing

comprehends multi-dimensions and that the prelimingodel is suitably composed.
7. ASSESSMENT OF THE MULTIPLE CASE STUDY

Characteristics of the Brazilian automotive indystare presented as follows.
Subsequently, for each case study, characterisfiche company and how the decision
making process for outsourcing took place are apred. In the last section, the results
crossing as well as assessment of the decisiolodistics outsourcing factors and items are

presented.
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7.1. Brazilian automotive industry

ANFAVEA (National Association of Automobile Manufagers) divides the Brazilian
automotive chain in two segments: (i) automotivéigies, which include light vehicles,
trucks and buses; and (ii) engines for agricultanakchinery, related to tractors, cultivators,
combine harvesters and backhoes (COSTA, 2005)Br&zlian automotive chain, including
vehicles, auto parts and agricultural machinergiuides 24 brands and nests the main global
groups of the sector. These companies have 45tmalusits located in the states of Bahia,
Goias, Minas Gerais, Parana, Rio de Janeiro, Ramd& do Sul and S&o Paulo (ANFAVEA,
2006).

The Brazilian automotive industry completed 50 geiar 2005. Over this period, 46
million units of cars, light commercial vehiclesyudks and buses, in addition to 1.8 million
units of agricultural machines and tractors havenbgroduced. In 2005, the automotive chain
offered 106 thousand jobs, produced 2.5 millionislel and exported US$ 11.2 billion, with
81.9% of this value from the auto vehicle segme&NKAVEA, 2006). The automotive
industry has considerable participation in theoral tax collection, generating a contribution
of R$ 21 billion in 2005, besides being responsibie4.5% of the national GDP and for
13.5% of the Brazilian industrial GDP (GUARNIERIAHFAKEYAMA, 2005).

In the last years, many foreign companies from abhtmmobile field built plants in
Brazil, having the growing internal market as palaind the strategic position of the country
in Latin America as an advantage. The Braziliamaugtive industry had the first semester of
2008 as the best semester in history in termsle$ sand production, besides having grown to
the rate of 25% (EXAME, 2008a). In the first sereesif 2008, the exportation volume of
agricultural machinery equals to US$ 14.2 billipresenting expansion of 12% over the first
semester in 2007 (ANFAVEA, 2008). However, the maliement which improved sales in
Brazil was the credit. The economic crisis restdctredit and the sales scenario in 2009 was

worse for the Brazilian automotive industry (EXAME)09).
7.2. Case 1: Automotive manufacturing company

The organization hires 266,000 employees and matwr&s cars and commercial
vehicles in 35 countries. The Brazilian subsidiarthe largest operation of the corporation in
South America and the second largest operationideuthie United States. In Brazil, the
industry counts with three industrial complexeseatitb a distribution center. The researched

unit, opened in 2000, hires 5,200 direct and imdieEmployees, besides 18 sistemists. The
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complex makes a closed condominium between the@rfa@nd its systemists, where the
involved parts keep their identities and sharescastl expenses.

The interviewees stress the strategic role of tagidor the company; however, it is
not considered a core competence of the assessedlha unit's logistics activities are
performed by providers, and the logistics teamnisclharge of the chain administration,
monitoring and follow-up of the outsourced actesti The logistics team is composed of only

seven employees. The hierarchic level of the lagshain executive is of high management.

The unit outsourced its logistics activities fosiagle provider until 2002; however,
the organization chose to consolidate the acts/itieits three plants in groups, according to
their technical similarities, to be outsourced kyled providers. Thus, the company reached
for better quality and performance of offered se#si besides cost cuts. Currently, the plant
counts with services of five providers, who pla thole of: (i) supply and milk-run
distribution of the components of non-systemistvmters; (i) full load transportation
haulage; (iii) express delivery and aerial transd@n and contingency logistics; (iv)

international logistics in MERCOSUR; (v) remainimgernational logistics activities.

Table 3 summarizes the main characteristics of dbeision making process for

logistics outsourcing in the company.

Table 3— Characteristics of decision making for logistegsourcing in the automotive
company

Logistics process previous to the The logistics activities have been outsourced siheeopening
outsourcing of the unit.
The decision followed the organizational practicsce the
other plants of the company also outsourced thistiog
Decision makers operations. The logistics department of the orgsitn is
responsible for the follow-up and monitoring of thésourced
activities.
Outsourcing is a trend in the automotive industiye factorieg
focus on their core-business working in activitescerning
the final assembling of the vehicle, marketing aakbs.
Hence, the activities which are not core competgntespite
being strategic ones, are outsourced or transféoredppliers.
The interviewees reported that the loss of contfohe
logistics acitivities added to the low performané¢he
Involved risks in the logistics | provider are the main risks caused by logisticsaurtcing.
outsourcing process However, the company tries to minimize them throagteful
follow-up and monitoring of the outsourced acted]j besides
the planning and organization of the supply chain.

Decision making process for
logistics outsourcing

The three interviewed executives mentioned: focuthe core-
Expected benefits from the logisti :gusiness; reduction of Iogistiqs costs; reduc.:t_iphnwestmer.]ts
outsourcing in assets; resources availability for other ad#sit substitution
of steady for variable costs; higher performanctheflogistics
operations and higher quality of the logistics &ms.




-15 -

7.3. Case 2: Supply company in the automotive chain

The studied organization directly participatesha automotive supply chain, fulfilling

the demand for motors. The

manufacturing, being a reference in the developmenft diesel technology

(MULTITRANSPORTE, 2007).

company is a leaderhin MERCOSUR in the motors

The company has 2,500almdrators acting in 4 plants and

finished the year of 2007 with net turnover of UBH® million (FATOR BRASIL, 2008).

The assessment unit has a logistics departmentpased of three supervisions:
Internal Logistics, Expedition and External Logisti The External Logistics is divided in
three sectors: Importations, Exportations and Tpariation (Supplies and Distribution). The
most part of the outsourced logistics activitiesrasponsibility of the supervision of the
External Logistics: consolidation and packagingvéats, transportation, milk run system,

storage, load consolidation, fleet managing opeamati reverse logistics and information

technology. The company currently works with 2Getént 3PL.

Table 4 summarizes the main characteristics of daeision making process for

logistics outsourcing in the organization.

Table 4 -Characteristics of the decision making for logstttsourcing in the automotive

company

Logistics process previous to t
outsourcing

&he organization had most part of its logisticsivtits
outsourced to a single provider, but the resultgewerot
satisfactory.

Decision makers

concerning outsourcing according to its needs.

Decision making process for
logistics outsourcing

The reasons which led to outsourcing of such divirange
according to their characteristics. Outsourcingtha storage
process was encouraged by the lack of space to es=p
inventory internally. The milk run system requirspecific
knowledge and therefore, it was outsourced to &igeo with
experience in this process. Preference was repofted
outsourcing activities whose operations are extetoathe
company.

Involved risks in the logistics
outsourcing process

The main risks are related to the dependence ofothistics
provider and to the possibility of bad performafrcen his/her
side.

Expected benefits from the
logistics outsourcing

The organization chose to outsource logistics Withpurpose
to obtain more flexibility, velocity and performando reduce
operational costs and to fulfill the need of inwesht on
assets, to substitute the steady for variable ctusfecus on it$
core competences and to have more availabilityréexgsses,
services and latest generation technology.

The logistics management itself makes the decisions
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7.4. Factors of the Decision Making for Logistics Otsourcing: comparative assessment

of the cases

This section presents the comparative assessmetiteofcase studies for each
proposed factor, evidencing the aspects which camidrom the assessment results of the
case studies.

Strategy

Proposition 1 states that the decision proces$ofpstics outsourcing is based on the
assessment of strategic factors, having the foligwitems as a starting point: core
competence; availability of resources of the orgamonal logistics process; and strategic

risks involved in the logistics process of the arigation.

When the cases are assessed, it can be observdldethagistics activities outsourced
by the organizations are considered complementanypetences. The companies intend to
transfer the logistics process responsibility tallestk providers and focus on their core
competences. Quinn (1999) points out the focusercore competences as the main strategic
factor which stimulates logistics outsourcing. thie example of the automotive company, the
performance of the internal logistics operationgassidered unsustainable, since it would
imply in great concentration of competences andwees, which is not justified because
logistics is not a core competence of the orgaiwmal herefore, the case studies corroborate
the RBV theory, which considers that only procesgleieh do not generate core competences
are options for outsourcing (RODRIGUEZ; ROBAINA,(8).

It was verified that the companies chose outsogrém order to have access to
resources (IT, human resources and equipment) dmgynot have before. The greatest
advantage mentioned by the executives is the atoessh resources with variable costs and

with no need of investments.

Logistics outsourcing implies strategic risks. Theks which most worry the
executives involved in the outsourcing decision tbé assessment unites are: risk of
dependence on the providers; risk of low perforneaineam the provider; and loss of control
of the outsourced activities. Such risks are cameewith the dependence of the organization
on the providers. The assessed companies are aWtre risks involved in the process and
do not consider them an obstacle, since they trmdanage and control these through careful

selection and follow-up processes of the providers.
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Cost

The second proposition states that the decisioningalprocess for logistics
outsourcing relies on the factor “Cost”; both lagiscost and investments in assets for the

logistics operations cost.

It was observed during the cases assessment thatxdtutives are concerned about
the reduction of logistics costs. The majority loé texpected benefits with the outsourcing,
according to the executives, involve financial atpesuch as: reduction of logistics costs;
reduction of investments; availability of resourdes other activities; and substitution of
steady costs for variables costs. The result itordance with the TCE perspective, which
states that logistics outsourcing has the aim doige transactional problems to a lower cost
(WILLIAMSON, 1995).

In the case studies development, the logisticsscastre assessed as a single item.
However, such costs are composed of different gasti Chopra and Meindl (2006) classify
them in inventory, transportation and storage cd@stsording to Bowersox and Closs (2001),
the inventory and transportation costs are the rpartions of the matrix of the total logistic
cost. Moreover, it is also worth mentioning that #issessed companies present decrease in
need of investments and consequent release ofroesotor core competences as the main

idea behind their logistics outsourcing processes.

Characteristics of the logistics process

The third proposition relies on the assessmenhefdharacteristics of the logistics
process: specificity; value; performance; qualitigxibility; difficulty in substituting and
imitating; complexity; and operational risk. Itwsorth observing that none of the assessment
units considered all items which compose the fat@draracteristics of the logistics process”

in their decision making process.

The decision for outsourcing of a process is diye&lated to its characteristics. The
case of the supply company of the automotive chaidences that the reasons which led to

the outsourcing of different activities changedaxding to their own characteristics.

The assessed companies are leaders in the martgbaamsessed high quality and
performance logistics services and despite of ttlabse the outsourcing. The outsourcing
success depends on maintenance or improvemene gidtiormance and quality standards.
Thus, the relevance of these items in the decisiaking for logistics outsourcing becomes

justified.
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There are two theoretical views which relate comipjeto logistics outsourcing. In
this investigation, it is followed authors such Fsury (1999) and Razzaque (1998), who
state that the process complexity stimulates thsooucing process. The two cases reinforce
this hypothesis. The logistics process of the raotove company is extremely complex, and

its internal performance becomes unsustainable.

It is observed in the assessed cases that theuocgsbactivities are not difficult to be
imitated or substituted. The interviewed executicesisider the availability of providers
capable of performing these activities satisfaltofihus, the case studies are in concordance
with the RBV, which states that processes whichespond to specific capacities of difficult
substitution or imitation should not be outsourcélde capacity to generate value, as well as
the difficulty to imitate or substitute, is a retew characteristic for the classification of the
processes according to the generation of core cempes. The RBV theory defends that the
higher the value of the process, the lower the glodiby to outsource. The logistics processes
of the assessed companies aggregate value todhaizmations; however, they still chose to
outsource their activities. This fact is due to fhet that the value generated is not high
enough to make this process into a core competebgg,rather, a complementary

competence.

In the studied cases, a high level of specificityhe process is observed, which makes
its outsourcing difficult. The companies demane@es of resources from providers, but such
resources may be used in alternative applicatidhss, the processes outsourced by these
companies do not present high specificity. Consetliyjethe cases are according to the
perspectives of the TCE and RBV which preach thatgsses with high specificity reduce
the probability to outsource (HOLCOMB; HITT, 2008ODRIGUEZ; ROBAINA, 2006).

Environment

Proposition 4 relies on the factor Environment, eihshould be assessed through:
internal political environment of the organizatioayccess of the organizations which
outsource the logistics process (isomorphism); amzkrtainty about the environment. It was
observed during the assessment of the two casethharganizations received support from
the high administration for logistics outsourcitigcan be concluded hence that the practices
are in accordance with the recommendations fromliteeature. lafies and Cunha (2006)
considered the high administration engagement arucr the success of the logistics
outsourcing process. Remt al. (2010) corroborated the correlation between high

administration engagement and performance andtywdlihe logistics outsourcing process.
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Logistics outsourcing is a common practice and issaminated in automotive
companies, being accepted in all their levels. ifberviewees from the supply company of
the automotive chain highlight the importance @& support from the high administration for

the outsourcing success.

It is observed that the support from the remainergployees is frequently not
considered in the decision process. Generallyethgloyees feel threatened by the possibility
of losing their jobs, and hardly support outsougcia fact which usually leads to a negative
impact in the self-esteem of the collaborators wémain in the company. Therefore, it is
crucial that the companies have a mitigation ptarrélocation of the employees who would

be dismissed.

In the automotive chain, outsourcing was strongfluenced by the success obtained
by other companies. Due to successful cases in smmgpanies, the high administration
decided to analyze the viability of logistics outsnng through benchmarking in several
companies. The mimetic isomorphism can be obseneed when companies leaders in the
market or competing companies become successfilileiroutsourcing experience. Thus, it

became important to share the item “Isomorphism™Success obtained by companies

leaders in the market” and “Success obtained bypetimg companies”.

The automotive market is strongly influenced by #wnomical environment for
being susceptible to uncertainties and contingsnofehe external environment. Therefore,
the assessed companies from this segment hightghtisk involved in the investments
dedicated to the logistics process, once theirmekiare prone to great variations. As can be
seen, the assessment units chose to outsourcesgescevhich are susceptible to strong
uncertainty from the external environment, whicl egsults contrary to the recommendation
in the literature. Kremiet al. (2006) and Ivanaj and Franzil (2006) discuss thattendency
to outsourcing is lower in cases which involve ghhlievel of uncertainty, especially in long-

term agreements, as the logistics outsourcing aggets.
Logistics providers

The fifth proposition relies on the assessmenhefrharket of logistics providers, who
should: offer the required services; offer demanaeturces; assist the required geographic
coverage; have experience in the industry of thedpart and have good reputation (image)
in the market. The interviewed executives considi¢he availability of providers capable of

efficiently performing the outsourced activities assential factor to be assessed in the
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decision for logistics outsourcing. The logistiagsourcing would be impossible without the
availability of providers who offer the demandedvsses and resources, assist the desired
market, have good reputation (image) and experiantlkee market. Thus, the organizations

would have to develop the competences to intermalfyy out their logistics operations.

8. CONCLUSIONS OF THE RESEARCH

The case studies enabled us to verify the reprapesiess of the factors of the
research model. However, when these cases weredtunddetail, it was verified that some
items are more carefully assessed by the orgaoimathan others. The content assessment
reveals that depending on the logistics activitysourced, different resources play more or
less important roles in the process. The most aglevesources for the outsourcing process
pointed out in the assessment are: (i) specificippgent for the logistics activities; (i)
information technology resources; and (iii) humasaurces. Thus, the item Access to
Resources from the factor Strategy was divided kreds to Equipments, Access to
Information Technology and Access to Human Resaurce

The case studies evidence the relevance in idargifgnd assessing the strategic risks
in the decision making for logistics outsourcingsiges the need of confronting them with
the expected benefits with the process. The fiemd related to the strategic risk considered
by the executives as the most influential in theigien for outsourcing are: (i) risk of losing
control of outsourced activities; (ii) risk of log clients due to low performance of the
provider; (iii) risk of losing organizational imagkie to bad performance of the provider; (iv)
risk of losing information due to less frequent tamh with clients and (v) risk of dependence

on the logistics provider. Therefore, the stratemgk is represented by these new five items.

The same partition process occurred with the itemidtics Cost, which was divided
in: storage costs, inventory costs and transportatosts. The data assessment highlighted the
importance of the different portions of the logistcost: in a company where the storage cost
represents an expressive percentage of the Iagistists, the influence of this cost portion
will be higher for the logistics outsourcing thadretremaining ones. Consequently, it was

observed the need to assess the logistics costsir different portions.

The case studies assessment shows that the singpotiigh administration is crucial
for the logistics outsourcing decision. Howeveg fupport from the remaining employees is
not considered by the assessed organizationsdiffisult for the organization to gain support

from the remaining collaborators in the beginnifghe outsourcing process due to the threat
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of job cuts. Nevertheless, the case studies idedtthat the internal environment becomes
more favorable as the outsourcing also becomessseminated practice. The differences
related to the support from the high administrafiod the remaining collaborators are evident
for the decision making for the logistics outsongci Thus, the item Internal Political
Environment was substituted for the constructs: peupfrom High Administration and
Support from Employees of the Organization. Suefisitin distinguishes the actors involved
in the outsourcing process within the organizatiarevironment. It was also observed that
success obtained by leading companies in the mdrket the logistics outsourcing practice,

encourages the decision for outsourcing by org#éoizafrom the sector as well as outside it.

The assessment on the qualitative study resultsusetb perform alterations in the
research model, which changed from 5 factors ande?ds to 5 factors and 31 items. Five
items of the theoretical model initially proposéddcess to Resources Devoted to Logistics”,
“Strategic Risk”, “Logistics Costs”, “Internal Pttal Support” and “Mimetic Isomorphism”)
were divided in 15 new items, which, according le tnterviewees, allow a more detailed
structure of the decision making process. Suchiaites do not aggregate new concepts to
the model, but bring a higher level of details k@ tassessment. Figure 1 illustrates the
relationships between the factors and items of dbeision making process for logistics

outsourcing.



-22 -

Figure 1: Decision Factors for the Logistics Outsourcing a@ealitative Research
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Finally, it can be concluded that the decisionlégistics outsourcing actually occurs
from the assessment of the five factors proposémteg)y, Costs, Environment, Logistics
Providers and Process’ Characteristics. Thereftine, five research propositions were
emphasized by the qualitative research, so thagthleeome research hypotheses which will
later be able to be corroborated through the deveémt of surveys.

9. FINAL REMARKS

In order to better understand the decision makiraggss for logistics outsourcing
from the perspective of the hiring company, thseesech raised the following question: which
are the factors and items the executives shoultyzm@n the decision process for logistics
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outsourcing? The research question is justifiedtiy number of unsuccessful cases of
logistics outsourcing as well as by the difficuttipserved by the executives in identifying
factors which aid in the structure of the decigmacess so that it fulfills the organizational
needs. A great amount of lack of success relatddedogistics outsourcing is attributed to
deficiencies in the decision making process (IANEZJNHA, 2006; KHAN; SCHRODER,
2009).

It was identified that a wrong decision for outsong may be crucial for the company
due to the possible increase in logistics cost #ags in the process (performance and
quality), affecting organizational competitivenessl image. The errors are consequence of
decision’s complexity which involves a large amoantl variety of factors, both quantitative
and qualitative, and interdependent on each okfiereover, it was observed that the decision
makers are unfamiliar with or find difficulty in fieing the items which should be really

assessed.

Finally, the multiple case studies allowed the tdeation of a set of five factors
composed of 31 decision items from which the orzmtions decide for the logistics
outsourcing. Nevertheless, the research develapedl qualitative nature, so that it does not
allow measuring the real importance of the item#hanoutsourcing decision. Therefore, this
study has a survey using the decision items asxé&n&on which also measures their
importance in the decision making for logistics smuircing in the automotive industry in
Brazil. It is important to highlight though thatetipresent research is limited to the automotive
industry and should not be reapplied to other sechefore the representativeness of the

proposed factors is assessed to other industries.
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