


























Logistics refers to the time related positioning or physical movement of resources such as raw

materials, work in progress, manufacturing capability, finished goods inventory, physical assets,
people and information.

Morrison (2001) contends that one-third of the world’s traffic flow is global and best guestimates of
total logistics costs run in excess of $2 trillion annually. This is supported by McKinnon (1999) who
also contends that outsourcing has resulted in growth in the level and variety of external expenditure
on logistics. This has induced important changes in the way these services are purchased. Fewer
carriers are being used; more of the work is being performed on a contractual basis; contractors are
being given greater say in the design of logistical systems and greater emphasis is being placed on the

development of longer term, co-operative relationships.

Outsourcing research in other parts of the world, notably Europe and North America has come up
with various motives and reasons for outsourcing. Much of the specialist logistics research such as
that of Lalonde and Maltz (1992) identified the demand for higher service standards as the main
motive for outsourcing. Other surveys (Peters, et al 1998) suggest that similar importance is attached

to cost savings, service improvement and flexibility in the decision to outsource logistics

Another highly rated factor is the desire to avoid investing in logistical facilities. This was frequently
advanced as the main advantage of outsourcing in the 1980s, particularly in the UK where a change
in the system of corporate taxation in 1984 redirected tax incentives away from owning assets
towards maximising their contribution to profit (McKinnon, 1999). This encouraged firms to
concentrate capital on those core activities, which earned the highest rates of return and exploited
their main competitive strengths (Peters et al 1998). The use of outside contractors not only reduces
the need for new investment in logistical facilities; it can also release some of the capital already tied

up In warehousing and vehicle fleets for more productive use elsewhere in the business.

Outsourcing also gives companies access to specialist expertise in firms whose core skill is logistics
Management. Contracting out can also help firms overcome internal labour problems that have
traditionally impaired the efficiency of own-account operations. Operating parallel in-house and third
party systems has also reduced the risk of the supply system being paralysed by industrial action.



Growing confidence in the way that contract logistics operations are managed and advances in
information technology (IT) have made it possible for firms to monitor and control contract
distribution operations at least as closely as in-house systems. Indeed, 50% of the firms surveyed by
PE Consulting in 1996 actually advanced the need to improve control of logistics as a reason for

outsourcing (PE consulting in McKinnon 1999).

Other reasons include structural change in the retail supply system promoting the use of contractors
(Macbeath, 1985). Widespread just-in-time sourcing in industrial sectors, such as automotive and
electronics has increased demand for third-party load consolidation services. International heavy
reliance on contractors both for international transport and for the distribution of their products within
foreign markets has also been a major reason for outsourcing of logistics. The steep upward trend in
global sourcing and distribution is therefore inflating the demand for contract services at both the

international and national levels (McKinnon, 1999).

In Kenya, several researches have been undertaken in recent times pioneered by that of Kinyua
(2000). He undertook a study covering the outsourcing of financial activities for firms quoted in the
Nairobi stock exchange. His findings indicate that the smaller firms were less likely to be doing
outsourcing than the larger ones. He also found that locally owned firms were less likely to use

outsourcing compared to jointly (foreign and locally) owned firms.

Kinyua (2000)’s study found that the most common motives for outsourcing were:
* the desire for the firm to improve overall efficiency;
free up management time for other more productive duties, and

1o enable the firm focus on its core business

The study identified the following as difficulties in outsourcing
* identification of the financial services to outsource.

staff resistance to change

* cost evaluation whether to outsource or not

* selection of outsourcing vendor

Kinyua (2000) also identified a number of risks related to outsourcing that include:
* Loss of control in decision making



* Loss of command on outsourced services

* Information leakage

* Over-reliance on the supplier.

Kirui (2001) followed up with a case study on the competitive advantage gained by BAT (K) Ltd’s
outsourcing of non-core logistical activities. His findings indicate that the triggers that made BAT
embark on the outsourcing project were:

* The ideas of the new CEO to focus on core business,

* The disorganisation of logistical activities,

* Need for improved service delivery

* Need for cost savings.

In addition to the need to focus on the core business of the firm as identified by Kinyua (2000), the

study by Kirui (2001) also identified cost savings and need for improved service delivery as motives
for outsourcing,

1.2 Statement of the problem

Logistics outsourcing and management has been touted as the panacea to a number of problems in

organizations. This has however not been achieved by many firms as some research results have
shown (Telfer, 2000).

Liberalisation and privatisation policies put in place by the government in 1992 set the ground for
globalisation of the Kenyan economy (Aseto and Akelo, 1996). This heralded many challenges for
Organisations that had become used to protectionist policies to maintain profit margins and market
share with increased competition. McKinnon (1999) contends that with the globalisation and
€xternalisation of world markets, logistics outsourcing has had an increasingly significant role in the
profitability and cost structure of organisations all over the world.

From literature, we see that as firms restructure and realign their operations into their core business
they resort to outsourcing of non-core functions or activities. Among the functions outsourced by
Organisations is logistics. We however do not have this documented in the Kenyan scene. Researches
in the outsourcing of the functions of finance ( Kinyua 2000), and human resources (Kaur 2001) have







































































































































