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Abstract

Logistics activities mostly considered as support activities by many companies, the main purpose of this
research is to find out the driving factor of Total Ethiopia for outsourcing logistics activities and the

effect of outsourcing logistic activities on logistics performance.

The study is carried out using descriptive survey method. The researcher included 48 respondents using
census. Data was gathered from the respondents by using questionnaires and interview. Frequency,
percentage and mean were used to analyze data collected through guestionnaire while the data obtained
through interview was analyzed qualitatively. The study discovered that the main reasons of Total
Ethiopian for outsourcing its logistics activities is need to access outside expertise, efficient utilization
of company’s asset and saving in capital investment. Additionally, the result indicated that Total
Ethiopian benefited in the form of access to outside expertise, saving in capital investment and efficient
utilization of company’s asset. The study revealed that the main challenge faced by Total Ethiopian is
inefficient management of outsourced freight forwarding activities. The major performance metrics Total
Ethiopian uses to value the freight forwarding service providers is based on time delivery of their
shipments, responsiveness and flexibility to the needs of Total Ethiopian by the service providers and
overall quality respectively. Finally, it is recommended that, in collaboration with the Ethiopian Customs
Commission Total Ethiopian should avail customs clearance training to its employees so that they could
be licensed as it will help them control and support the Service providers and also creating or developing
its employees’ ability to enable them to monitor outside service providers and strict application of
performance metrics on the freight forwarding service providers are the other recommendations

forwarded.
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CHAPTER ONE

1. Introduction

1.1 Back ground of the study

A number of definitions are available in the literature and among various professional association.
Logistics is defined by council of logistics management as the process of planning, implementing and
controlling the efficient, effective flow and storage of goods, services and related information from
point of origin to point of consumption for conforming to customer requirements. The integration of
two or more logistics with in a network to create value, enhance efficiency and satisfy customers is

called supply chain management (Debela, 2013).

The concept of outsourcing came from the American termmnology “Outside resourcing”, meaning to get
resources from the outside. The term was later used in the economic terminology to indicate the use of
external sources to develop the business, which typically were using their internal resources. (Victor-

Adrian Troaca, 2012)

The term outsourcing can cover many areas, including the outsourcing of manufacturing as well as
services. The term ‘outsourcing’ is most commonly used in relation to the switching of the supply of
product or service activities to external suppliers. It can involve the transfer of an entire business
function to a supplier. Alternatively, it may lead to the transfer of some activities associated with the
function whilst some are kept in-house. Outsourcing can also involve the transfer of both people and
physical assets to the supplier. It is not just a straightforward financial or purchasing decision. In many
cases, outsourcing is a major strategic decision that has implications for the entire organization. Mcvor,

(2005).

Mugo,(2013) stated that, there are a number of issues to be considered in outsourcing sometimes
companies, for various reasons, decide to outsource certain activates to other companies, commonly
referred to as “third parties.” Some companies outsource for cost reasons, as the outsource partner may

be able to provide the service more cheaply than the outscoring company can itself provide it for
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increased flexibility is another reason to outsource, as the outsource partner may be more readily able
to provide more or less of the service as required by the outsourcing company, and thus save it having
commit its own resources. A third reason often cited for outsourcing is more of a strategic one
whereby a company decides to focus upon its core competences that is, the tasks it is good at or has
advantages in and outsource all other activates. Finally, given the rapid advances everywhere in
technology, companies may no longer always necessarily have the most up-to-date technology

available to them and thus will outsource to partners who do have such technology.

Logistics outsourcing refers to the transfer of all or part of the logistics functions to be performed on
behalf of the firm by third-party logistics service providers (Lieb & Randall 1996; Koénig & Spinler
2016).

In reality, outsourcing is an umbrella term that includes a range of sourcing options that are external to
the firm™ (Sanders, et al 2007). As increasing global competition forces organizations to continuously
find ways to improve business performance, Mclvor et al (2009) believe that outsourcing allows firms
to look beyond their traditional boundaries to obtain this performance improvement. Lankford and
Parsa (1999) and Mclvor et al (2009) see outsourcing as a means of re- engineering the organization,
that is a fundamental rethinking and radical redesign of business processes to achieve dramatic
improvements in critical contemporary measures of performance, such as cost, quality, service and
speed. In the era of “global market” and “e-economy”, outsourcing is one of the main pillars of the new
way to conceive the relationships among companies (Franceschini et al,2003). Also reiterated that
outsourcing represents 18.42% of the world GDP. In developing countries, outsourcing is increasingly

recognized as essential in service delivery (Bharadwaj and Saxena, 2009)

Logistics outsourcing has grown up rapidly during the last few years, which improves the development
of outsourcing logistics services. Nowadays, there are many kinds of logistics services to supply the

diverse requirement from any business. It is different from the past that not only have basic logistics
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services such as transport and warehousing but also complex and profound services been emerged.
Learning about logistics services is useful for companies to consider which services are now available

and which services they may need in the future (GE,Ding, Bussayadilokskul, Zhang & Han 2004).

Logistics outsourcing has become an important strategic tool where organizations are leveraging on it
in order to remain competitive. Logistic processes are outsourced to vendor companies that specialize
in the outsourced logistic activities leaving organizations to focus on their core activities. Emerging
trends indicate that logistics management has shifted from the traditional back end operation to a
strategic boardroom activity (Stock and Lambert, 2001).Therefore in order for organizations to handle
its logistics activities effectively, it may consider a number of strategic options namely providing the
service in-house, own logistics subsidiaries through purchase or setting up one or out rightly outsource

the function and buy the service (Stock and Lambert, 2009).

There are different types of outsourcing services such as accounting, human resources, data processing,
internal mail distribution, security, and maintenance work. These specific Outsourcing services are still
highly relevant today. Unlike the 19th and early 20th centuries, today, there are many different types of
Outsourcing services managed. These Outsourcing services are often grouped into five main categories:
professional process, manufacturing, process-specific, and operational and project Outsourcing. These
types of Outsourcing services can also now be found outside of the country. Today, companies from
the United States outsource to specialized units, organizations and individuals from all over the globe.
This type of Outsourcing can be referred to as offshoring (having the outsourced business functions
done in another country), nearshoring or reshoring (the reversal of Outsourcing or the transfer
of a business operation back to its home country) depending on the location. With more and more
types of Outsourcing services arising, outsourcing in general has continued to grow
in popularity as companies look to reduce business costs while improving performance.

(https//www. nearshoretechnology.com/outsourcing/outsourcing-types).
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1.2  Background of the company

Total Ethiopia was established in 1950 as a petroleum product distribution company, developed its
activities by acquiring the Mobil Oil East Africa assets in 2006. Today, the company operates 170
service stations, 3 aviation depots throughout the country and the new state of the art Fuels and of
Liquefied Petroleum Gas (LPG) Dukam depot. Total Ethiopia is also a responsible citizen company
who is actively promoting road safety, fighting against malaria, ensuring product quality and
developing renewabl energies such as solar energy. In addition to exploration and production and
renewable energies, Total is active across the entire petroleum product supply chain (service station

networks, general retail, lubricants, aviation fuels, bitumen, LPG). (www.totalethiopia.com).

1.3  Statement of the problem

According to Council of Supply Chain Management Professionals (CSCMP 2013) Logistic the
process of planning, implementing and controlling the efficient, effective flow and storage of goods,
services and related information from point of origin to point of consumption for conforming to
customer requirements including inbound, outbound, internal, and external movements. (Razzaque and
Sheng 1998) stated that logistic activities which can be outsourced rang from execution activities such
as transport, distribution, warehousing, inventory management, order processing and materials
handling. However, these activities are traditionally treated as support functions within the organization

and have been given low priority compared with other business functions.

Sharpe as cited in (Mogire & Gakure 2014) stated that, outsourcing is primarily driven not only by the
need to reduce costs but also overall by the need to improve a firm’s competitiveness. It helps to
increase efficiency, improve service quality, accountability, and value, decrease lead counts and cash
infusion and gain access to world class capability and sharing. By outsourcing logistics activities, firms
can save on capital investments, and thus reduce financial risks. Investment on logistics assets, such as
physical distribution centers or information networks, usually needs large and Ilump sum costs,
which involves financial risks. Furthermore, outsourcing will also help companies to use outside

expertise which is not available inside the company.
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Although many companies outsource their logistics activities to take advantages of the benefits it
brings according to (soodyall and Singh n.d) the main disadvantage cited by many authors, such as
Razzaque and Sheng (1998), Chenog (2002), Jones and George (2009) and De Villiers(2011)
is the loss of control. Different authors stated that outsourcing can create employee insecurity as well
as pose legal complications. Companies that outsource logistics become completely dependent
on the service provider, especially when the contract extends over a long period of time. It was also the
authors, opinion that outsourcing service provider may lose touch with the client firm’s
business plan and strategy or the outsourcing service provider may have conflict of interest if
it performs similar activities for other clients and may even use resources from one
organization to  support  another. Leaking information is alo riff in  such
relationships, Ahearn, Burt et alRazzaque and Sheng, and Gelfi (as cited in Soodyall and

Singh n.d.)

Currently many organizations outsource one or more of the business functions from outside vendors.
Moreover, as various researches indicate the trend of outsourcing throughout the world has been
increasing from time to time. It is also very crucial function in an organization because it directly
affects the firm’s operational activities. However, the use of outsourcing in Ethiopia is very low with
the exception of outsourcing some non-core functions like security and janitorial services.

(Meresea 2007).

Total Ethiopia has practiced outsourcing services for more than a year and outsource different
functions such as cleaning, security, transport and freight forwarding (custom clearing) services. This
research will address the intention of Total Ethiopia for outsourcing its logistics activities and the effect

of outsourcing logistics activities on logistic performance of Total Ethiopia.

The concept and practice of outsourcing is an infant in the Ethiopia context but few years ago some

organizations tried to outsource some of their non-core functions.
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Different thesis and paper have been done in the area of outsourcing especially in business process
outsourcing. But few papers and theses were done regarding outsourcing freight forwarding activities,
in addition as per the researcher knowledge there are no prior researches made on this specific topic in
the subject company. Furthermore, freight forwarding (custom clearing) activities has always been
outsourced, again as per the researches knowledge in Ethiopian no company has ever tried to do these

services in house. This is another point that the researcher would like to address in the study.

This paper only gives attention for freight forwarding (customs clearing) outsourcing activities.
The study emphasizes the effect of outsourcing logistic activities on logistics performance of the

company by raising research questions as stated below and providing answer to these questions.

1.4  Research questions

The research tries to answer the following questions
1. What is the driving factor of Total Ethiopian for outsourcing its logistics activities?
2. What are the effects of outsourcing logistics services on Total Ethiopian performance?
3. What are the challenges and benefits faced by Total Ethiopian due to outsourcing of its freight

forwarding activities?

1.5. Objectives

15.1 General Objective

The main objective of the study is to find out the intention of Total Ethiopia for outsourcing logistics
activities, the effect of outsourcing logistic activities on logistics performance and to discover the

challenges and benefits faced by Total Ethiopia due to outsourcing of freight forwarding.

1.5.2 Specific Objectives

*= To explore the motive of Total Ethiopian behind outsourcing of its logistics activities.
= To investigate effect of outsourcing logistic activities on logistics performance of Total

Ethiopia and to find out challenges and benefits faced by Total Ethiopia.

May 2019 Page 6



The Effect of outsourcing Logistic Activities on Logistics Performance of Total Ethiopia

1.6  Significance of the study

This research is significant because it will give highlights the benefits and the effect of outsourcing
logistics activities of Total Ethiopian. And also, the study could serve as a source of information for

other researchers who are interested in the area of logistics outsourcing.

1.7  The Scope of the Study

The scope of this study is showing effect of outsourcing logistic activities on logistics performance of
Total Ethiopia. Though, there are wide operations which are outsourced by the company the
assessment area is delimitated to some operations outsourced by the company and also only freight
forwarding (customs clearing). Therefore, any conclusion that will be drawn from this research is based

on the above circumstances.

1.8 Limitation of the Study

This study is limited to only one specific company and also focuses on only freight forwarding
(customs clearing) activities. These make the research result may not fully show the extent of
outsourcing practice in Total Ethiopia S.C. Furthermore, there was minimal availability of secondary
data such as brochures, reports and manuals. Consequently, most of the information’s were gathered
through interview. And again, other limitation was shortage of related literature in Ethiopia context

with related to freight forwarding.

1.9  Organization of the study

The study is organized in to five chapters. Chapter-one presents the introductory part of the study that
comprises, among others, background of the study, statement of the problem, basic research questions,
objectives of the study, significance of the study, delimitation, of the study and definition of terms.
Chapter-two deals with the review of the extant literature related to the topic of inquiry; whereas
chapter-three gives detail account of the design and methodological aspects employed. The analysis of

the study data, presentation of the results and corresponding discussions are comprised under chapter-
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four. Chapter-five culminates the thesis by providing brief conclusions and relevant suggestions on the
basis of the findings of the study. And also, the limitations encountered in the process of the study

which has an effect on the conclusions will be discussed in this chapter.

1.10 Operational Terms

Logistics: The process of planning, implementing and controlling the efficient, effective flow and
storage of goods, services and related information from point of origin to point of consumption for
conforming to customer requirements. The integration of two or more logistics with in a network to
create value, enhance efficiency and satisfy customers is called supply chain management

(Debela, 2013).

Logistics Outsourcing: fact of entrusting all or part of the logistic chain, whose activities were
previously performed in-house, to an external supplier on the long run, with a potential transfer of

resources and with an objective of performance (lvanaj&Franzil,2006, p.5).

Core Competency: Bundles of skills or knowledge sets that enable a firm to provide the greatest level
of value to its customers in a way that is difficult for competitors to emulate and that provides for
future growth. Core competencies are embodied in the skills of the workers and in the organization.
They are developed through collective learning, communication, and commitment to work across

levels and functions in the organization and with the customers and suppliers (Vitasek2006, p. 36).

Inbound Logistics: The movement of materials from suppliers and vendors into production processes

or storage facilities (Vitasek2006, p. 75).

Outbound Logistics: The process related to the movement and storage of products from the end of the

production line to the end user (Vitasek2006, p. 104).

Outsourcing: Outsourcing can be defined as the strategic use of external specialized service providers
to execute and manage activities or functions that are normally seen as non-core to the business

(Rushton and Walker 2007,p.4).
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Third Party Logistics Provider: A firm that provides multiple logistics services for use by customers.
These services are integrated, or bundled together, by the provider. These are Freight forwarders,
Courier companies and other companies integrating and offering subcontracted logistics and

transportation services (CSCMP, 2013).

Customs clearing: work involves preparation and submission of documentations required to facilitate
export or imports into the country, representing client during customs examination, assessment,
payment of duty and co taking delivery of cargo fromcustoms after clearance along with documents.

(https/Awww. universalcargo.com/what- is-customs-clearance)

Freight forwarding: International Federation of Freight Forwarders Associations defines freight
forwarding a “services of any kind relating to the carriage, consolidation, storage, handling, packing or
distribution of the goods as well as ancillary and advisory services in connection therewith, including
but not limited to customs and fiscal matters, declaring the goods for official purposes, procuring
insurance of the goods and collecting or procuring payment or documents relating to the goods".

(https//en.wikipedia.org/wiki/Logistics_Performance_Index).

Logistic performance: is an interactive benchmarking tool created by the World Bank to help
countries identify the challenges and opportunities they face in their performance on trade logistics and
what they can do to improve their performance. It is the weighted average of the country scores on six
key dimensions: efficiency of the clearance process (i.e., speed, simplicity and predictability of
formalities) by border control agencies, including Customs; quality of trade and transport related
infrastructure (e.g., ports, railroads, roads, information technology); ease of arranging competitively
priced shipments; competence and quality of logistics services (e.g., transport operators, customs
brokers); ability to track and trace consignments; timeliness of shipments in reaching destination within
the scheduled or expected delivery time. This measure indicates the relative ease and efficiency
with which products can be moved into and inside a country.

(https//en.wikipedia.org/wiki/Logistics_Performance Index)
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1.11 Conceptual Definitions

Customs clearing: Performing all the activities and paper work to clear one’s good out of customs

territory.

Freight forwarding: the process of moving one’s shipment from the point of origin to the point of
destination by using services of shipping lines, airlines or road and rail freight providers or giving those
services by itself including the support services liked customs clearing, procuring of shipping

documents, arranging insurance of goods and follow up and tracking of goods.
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CHAPTER TWO

2. Reviewof related Literature

Literature review is undertaken in order to assess the theoretical and empirical framework of

Outsourcing of logistics activities by defining the following points

2.1  Outsourcing Theories

Outsourcing Theories Outsourcing has a very complex structure, which consists of numerous activities
and functions giving rise to series of administrative and managerial dilemmas. A number of theories
have been used to help scientists understand the nature of these operations and activities, as well as to
help the managers of enterprises and organizations handle these processes in an effective manner. It is
commonly accepted that any phenomenon can be described through a series of theoretical frameworks
based on the corresponding approaches. Naturally enough, outsourcing has been approached applying a
series of different theories, which can often lead to confusion among researchers (Busi & Mclvor,
2008). This presentation will focus, with a few exceptions, on the models published during the past 25
years as they contain the solid knowledge of previous researchers and they ensure the minimum

required timeliness.

= Transaction Cost Economics

The Transaction Cost Economics (TCE) theory has traditionally been the most widely-used
outsourcing theory. It is considered that the TCE theory provides the best decision-making tools in
order to assist organizations in deciding which of their operations should be outsourced and, thereafter,
to prepare themselves in order to implement the necessary organizational changes arising from
outsourcing. The characteristics of this model allow for its implementation both at the relationship
management phase and at the reconsideration phase. Another extremely useful feature of the TCE
theory is that it can be used for the analysis and selection of outsourcing contracts, which are often of

great complexity. A number of researchers have approached the phenomenon of outsourcing using the
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TCE theory. Firstly, in their research on decision-making with regard to the outsourcing of IT
operations, researchers Lacity and Willcocks (1995) explored the phases of preparation, vendor
selection, relationship management and reconsideration, from the viewpoint of the TCE theory. Aubert,
Rivard and Patry (1996) also proposed a model which combines the TCE theory with the theory of
Incomplete Contracts, in order to formulate a model that explains the phases of Preparation and
Relationship Management. Eight years later, the same researchers (Aubert et al., 2004) returned with a
new model, which combines again the two theories in order to interpret exclusively the preparation
phase of outsourcing. Ulset (1996) explored the role of research and development in the process of
outsourcing on the basis of the TCE theory, emphasizing on the need of organizations to safeguard the
intellectual property of their patents. His model analyses the phases of preparation, vendor selection
and relationship management. In another research effort, Brandes, Lilliecreutz and Brege (1997)
explored the factors that determine the success of an outsourcing effort. Their model was based on the
TCE theory and examined the phases of preparation, relationship management and reconsideration.
The researchers reached the conclusion that when the decision to outsource is based on the TCE theory

the outcome is better, as is the case when the vendor manages to develop a strong manufacturing basis.

= Core Competencies Theory

The Core Competencies Theory is based on the Theory of Resources and is an evolution thereof.
Researchers Prahalad and Hamel (1990) defined Core Competencies as the collective knowledge of an
organization, especially with regard to the ways of combining different productive skills and the
integration methods of various different technologies. An analysis of the vendor’s competencies is,
according to the Core Competencies Theory, the main factor that determines the success of an
agreement. The Core Competencies Theory has also been used to study the phases of relationship
management and reconsideration. The Core Competencies Theory is the second most popular approach
in the academic research related to outsourcing. Pinnington and Woolcock (1995) were based on the
Core Competencies Theory in order to investigate whether the outsourcing of business operations

related to the IT system of an organization may improve its organizational skills. Their research
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focused on the phases of preparation and reconsideration. Researchers Baden-Fuller, Targett and Hunt
(2000) proposed a decision-making model during the preparation phase based on the Core
Competencies Theory, aiming to improve the competitiveness of the organization. The research of
Armold (2000), as set out in the TCE section above, was published in the same year and is worth
mentioning at this point, given that the second theoretical pillar of the research is the Core
Competencies Theory. It must be noted that the research of Gottschalk & Solli-Sather (2005),
examining the phases of preparation, relationship maintenance and reconsideration, concluded that the
Core Competencies Theory is one of the two approaches that better illustrate the success factors of the

outsourcing process.

= Relational Theory

The Relational Theory provides explanations on how enterprises may acquire and maintain a
competitive advantage with regard to their relationships with other organizations (Mclvor, 2005). This
model has been used to study the phases of transition, relationship management and reconsideration.
Therefore, the Relational Theory is the only approach that may be applied to the investigation of all
phases of the outsourcing process. Willcocks and Choi (1995) explored the possibilities of laying the
groundwork, through proper planning, for turning the outsourcing process from a simple partnership
into a strategic alliance. Using the Relational Theory, they examined the factors that may be used to
make decisions at the phases of preparation and relationship maintenance, aiming to make choices that
will contribute to the creation of strategic alliances. Espino-Rodriguez and RodriguezDiaz (2008)
proposed a relational model aiming to analyses the effects of an organization’s ability to develop a
relationship with the vendor at the phases of vendor selection and relationship maintenance for the
development of competitive advantage, based on technology (Sakas, Vlachos, Nasiopoulos, 2014).
Yahnhong (2011) described an outsourcing model based on the Relational Theory, aiming to interpret
the phases of Preparation, Vendor Selection and Relationship Maintenance. The research reached the
conclusion that the benefits of the outsourcing process are determined by the quality of the relationship

at its establishment and by the care given by contracting parties to the development of the relationship.
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= Resource-based Theory
The main premise of the Resource-based Theory is that resources and capabilities can differ
significantly among organizations and that these differences remain stable (Barney & Hesterly, 1996).
When the resources and capabilities of an enterprise are mixed and used in an appropriate manner, they
may create a competitive advantage for the enterprise. This theory applies mainly to the Preparation
phase of the process in order to identify the operations that must be outsourced, as well as to the
Vendor Selection phase, allowing for the selection of the vendor with the most appropriate resources.
The theory has also been used to explain the decisions made by the organization during the
Relationship Management and Reconsideration phases (Kutsikos & Mentzas, 2011). A 2010 research
(Alvarez-Suescun, 2010) proposes a model that combines the Resource-based Theory with the TCE
theory in order to interpret the implementation of outsourcing processes in respect of IT operations.
The model mainly focuses on the Transition phase and suggests that the Resource-based theory is the
most appropriate approach for its interpretation. The research of (Roy & Aubert, 2001) used the
Resourced-based theory in order to shape a model which aims at identifying the factors affecting the
success or failure of outsourcing at the Preparation phase. (Barthelemy & Quelin, 2006) proposed a
model based mainly on the Resource-based theory, and to a lesser extent on the TCE, in order to

explain the Preparation, Vendor Selection, Relationship Management and Reconsideration phases.

= Evolutionary Economics

Theory Despite the fact that it first emerged in the 19th century; the interest in the Evolutionary
Economics Theory has been revived after the publication of a research by Nelson and Winter in 1982.
The backbone of these premises comprises, according to Andersen (1994), a series of six basic
assumptions. The first assumption is that individuals and organizations can never be fully informed and
that they must adjust and optimize their performance at the local instead of the global level. The second
assumption is that the decision-making process of individuals and organization is subject to rules,

norms and institutions. The third assumption is that individuals and organizations may imitate, to a
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certain extent, the behavior and rules followed by their peers in order to gain self-knowledge and create
innovation. The fourth assumption relates to the fact that the imitation and innovation processes are, to
a great extent, stable, continuous and cumulative. However, they may be interrupted by occasional
disruptions due to exceptional circumstances. The fifth assumption focuses on the fact that the
interaction between individuals and organizations takes place in an unbalanced manner. Therefore, its
success or failure is conditioned by external factors, the persons 