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Abstract 

The tough economic times in the country have endeared firms to reconsider their options in order 

to acquire and sustain competitive advantage. To ensure this, they have adopted a number of 

strategies. There has been a move to strategically manage the operations of the business unit that 

demands the evaluation of the core activities and competencies so as to stay in what the firm does 

best or what is the 'raison d'etre' of the firm. However the other activities found to be either non­

core or that the firm does not do well still have to be done. This has led to the outsourcing of 

these activities to other firms in the industry that could do these activities better and contribute 

positively in the value addition function of the organisation. Logistics has been identified as one 

of the functions that are very frequently outsourced by firms. Indeed the study found that about 

80% of the firms surveyed outsourced at least one activity in the logistics function. 

The study found that both medium and large sized firm equally out urce logi tic erviccs and 

the wnership of the firm docs not have a ignificant influence on th • preval ·nee of outsour ing 

of logistics services in Kenyan firm . Firm qu ted three rc· ns · being m sl influ ·ntiul in 

outsourcing of the logistical activities. The first one i th' n ·cd to avail tim· for oth ·r crucial 

activities for managers. The second i the need to reduc vcrall co ·t and the third. th • n • ·d t<1 

make use of the expertise of ser icc provid r ·. The trigger· found to lead to outsour ·ing wcr • th • 

need to improve overall efficiency n ed t fi cu n th r bu in s. and th • demand from 

customers for a higher service level. Th tudy found that tail' r ist.m to ch m 1 • was th • ll1 ·tor 

that wa an ob tacl t th impkm nt tion o out 

firms did n t identify an • ai )U pitfi II in th ut 

r 
n~lt) 

lu 1 ldit ion 

in 1111 nt in th 

r trt in tl ll 
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CHAPTER ONE 

1 INTRODUCTION 

1. 1 Background 

The advent of globalisation and subsequent increase in competition, as well as the high level or 

dynamism in the environment has led to many uncertainties and myriads of problem for 

organizations. In Kenya, the opening up of the market to competition through liberalisation and 

breakdown of infrastructure for various reasons, have created a particularly challenging operating 

environment for existing and start-up firms . This has led to the closing shop of a number of firms in 

Kenya and relocation of the manufacturing element of others. 

Porter ( 198S) advanced the concept of the value chain, which di aggregates a tlrm into its 

strategically relevant activities in order to understand the behaviour of costs and th 'isting potential 

cause· of difTerentiation He contend that a firm gam competitive ach ant age b pet t'ot ming the-;c 

strategically Important activitie better or more cheapl ' than Its competitors 

In order to do this, firm have had to undergo ome form o om.ani ·ational 1 estrucnu in l'hos that 

were in need of ub tantial change ha e had to en ure the right fi.Kus tlu 1u •h the applt 'tilton or 

Bu ine Proce Re-engineering (BPR). Thi nt il th n ly i. t f one df sttategy, stan~ othe1 

people you work with, technolog 'u ed, pro 
it) thL' job and ..,o on 

, pr 

Rohi n on I C)) ) I h lc r t i 
kh It) h.m 'In • mat h·1 

c ndit ion 'J h firm 
I th~.: l lllp lilot ' Ill i l , 

lllll ti 
h { 1\ HI •h I l 

th 



McKinnon (1999) contends that logistics is often regarded as a supporting rather than mainstream 

function; hence, it has been an obvious candidate for externalisation 

Electronic commerce and the development of the internet have also had an impact on the increa e of 

outsourcing logistics particularly in Europe and North America .. Waller (2002) contend that web­

enabled technology has put the 'e' into logistics - new concepts have developed a companies are 

increasingly using the Web to 

• Exchange and share information, e.g. forecast data, inventory levels and order tatu ; 

• Buy and sell products; and 

• Develop new channels to market. 

I Ie further contends that though business-to-consumer (B2C) trading has received most press 

attention, it i bu ines -to-business (828) activity that is the growth area. lt will open up nev. 

opportunitie for organizations of all sizes to trade globally and simultaneously optimize upply chain 

proce c and inter-company relationship 

B2B and 82 have led to the tran actions on the internet in olving cu'\tom~.:rs to satis( th ir m:eds 

through the internet dubbed "e-fulfillment' (Waller, 2002). 'I he term c fullillmcnt ~arne about , rth 

the dotcom start-up and the ru h by retailer · to e ·tablish their posrtron in this IH!\ llhll "ct . but it is 

e sentially about electronically managing the order-to-ea h proce The ba ic c-fullillmcnt logisti ·s 

model , whether for 828 or 82 • r cu. tomer-focu ed gj, ing the ( urchascr (\\ hL'IhL·r husrrlL'ss or 

individual) the ability to: 

• r: lcctronically place and pa ' for order 

• 'I rack order from ourc to deli e ' nd 

I h mod I 

nfir m tti n, 

In 

n mn r 

mbin II I ul tllm m hi h in ludl 11 d , 
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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. 

ut urcing research in other parts of the world, notably urope and North America has come up 

with vari u motive and reasons for out urcing. Much f th p ciali t I gi ti r arch uch as 

that of LaLonde and Maltz (1992) identified the demand fi r high r rvic tandard a th main 

m tive for outsourcing. Other surveys (Peter et al 1998) ugge t that imilar imp rtanc i attach 'U 

to cost savings, service improvement and flexibility in the deci i n t ut urc 1 gi tic ' 

Another highly rated factor is the desire to avoid investing in l gi ti al fa iliti . Thi w frequently 

advanced as the main advantage of outsourcing in th 19 parti ularl in th wh re chang 

in th sy tern of corporate taxation in 19 4 r dir t d m wning a ' Ct 

contributi n t pr fit 

it i t s c I r tum t d c:pl it d 

th ir r n )t c nl 

n ( I t h :lJ ita! llr 1 I ttl i 

up in inth 



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 tr d in 

global ourcing and distribution is therefore inflating the demand for contract services at both the 

international and national levels (McKinnon, 1999). 

In Kenya, everal researches have been undertaken in recent time ' pi n r d by that Kinyua 

<2 0). He undertook a study covering the outsourcing of financial acti itie .fi r firm · qu ted in th 

Nairobi stock exchange. His fmdings indicate that the maller flrrns wer le ·' like! t doing 

outsourcing than the larger ones. He al o found that I call owned firm wer l · lik l to u e 

outsourcing compared to jointly (foreign and 1 cally) wn d firms. 

Kinyua (2 O)'s study found that th m t c mrn n m tiv fi r ut ur tn:T \! r : 

• th de ire for the firm to impr 

• fr 

• 

• 

• 

• 

• 



• 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 problem m 

organizations. This has however not been achieved b man firm a om re earch re ults have 

shown (Telfer, 2000). 

Liberalisation and privatisation policie put in pl 

globalisation of the Kenyan con 

rgani. tions that had bee u. 

mr titi n . 

c I rnali ati 

rolit hilit 

I r rn lit r 1t ur , \ 

ll • r 

b th g rnm nt in l _ ' t th" ground for 

. his h r ld d m. n chall "ng for 

pr fit 1 · r•in. tUld tn. k t 

ith th 'l<>h<lisuti n 1 l 



been done in Kenya. However, the logistics outsourcing research done is a case study on BAT (K) 

Ltd by Kirui in 2001 

The study done by Kinyua (2000) focussed only on the large busincsse . Even most or the ·tudies 

done elsewhere in the world have also concentrated on large businesses (McKinnon, 1999). A study 

covering outsourcing of logistics for large and medium-sized firms has not been conducted in l enya. 

further, from the literature there is a big increase in businesses that are involved in third pa11y 

logistics, (3PL) and fourth party logistics ( 4PL). This has also not been documented in the Kenyan 

environment. 

Kirui (2001) states that the triggers for out ourcing in BAT (K) Ltd differ fi-om those for other 

companies in the world. He also tates that BAT (K) Ltd out ourced the ph ical logistic part of its 

operation to one firm with a partnering relation hip There i n ed therefore, to do a comparati' and 

cross sectional tud to find out whdh~.:r th' timhn •s ar uniqu~ to BA (K) ltd or they nn: 

gcnerali.rable to the (inn· that out ·ource in K~.:n ·a 

MacKinnon (1999) contends that de pite attempt by lo i ti·s prmtd~ts to di!f•r nt1at• th1ou 11 

value added ervice. doubt remain about the lonl!,-term stat ilitv )(' llhlll\ ·ont1u to1- ·licnt 

relation hips Tri-annual urvey by P ;_ on ... uhinll. durin, the l lm\e found that utound () xoo 

of firm change at lea t .ome oftheir I thrn-\c.ll Pt'riod Pl~ l'tHlultin • in 

MacKinnon 1999) Rou,;hl ' I im th. t lht .lit' !\cliou~l\' t'Onsiduin' 

chan 'ing contr ctor v.h nth 

fo,firm m en • 

c}· 
11 hr tu um r t d 

II 

hi h. lltl L en c. plornl ,\lld d un1l:ntc.:d 

It 1 I h ll lt.t 
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1.3 Objectives of the study 

This study therefore sought: 

i) To document the logistics outsourcing practices of firms in Kenya 

Pij} To establish the triggers, benefits, risks and problems in implementing and operating the 

outsourcing of logistical services in Kenya. 

iii) To test whether there is a significant difference in the prevalence to res011 to outsourcino 
b 

between large firms and medium-sized firms. 

1.4 Importance of the study 

The study will be important for the following groups 

i) Academics will benefit from the documentation of the 1 sues as contributing to and 

enriching the existing body of knowledge 

ii) Firm will be able to have a documented record of ouLourcing practices and benefits and 

ri k or problem in out ourcing of logi tical activitic. to !11 'ilitat, . ucccs. II II usl' or the 

practice 

iii) The research will act as a base for fi.Irthel research in th~.: llH:a 

1.5 llypothe e 

The following were the h poth e for th tud\ 

i) Ho: There e ·i_t d\ n :n i ndu~tri. I pr.lct i c ~.: n r 
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II a 
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CHAPTER TWO 

2 LITERATURE REVIEW 

2.1 Definitions 

Outsourcing is the practise of handing over the planning, management and operation of a certain 

function to an independent third party (Paul Neale in Rothary and Robinson 1995). It is the finding of 

new suppliers and new ways to secure the delivery of raw materials, goods and components, and 

services (Rothary and Robinson 1995). It entails the use of knowledge, experience and creativity of 

new suppliers that you did not use previously. 

hase et al (200 1) define outsourcing as the act of moving some of a firm 's activities and decision 

respon ibility to outside providers. It goe beyond more common purcha ing and consulting ontract 

bccau c not only are the activitie tran fcrrcd but al o re ourc that mak ~ the acti\ itics occur 

including people facilitie , equipment, technolo ~y. and other ass ts 

Drucker, ( J 962) propo ed that "/ nmhufiOII i. rhe lmrfrollfier 111 ltl\llll'\\. lr" rile clarA c'OIIItllt'lll 

where managena/ remit~ ofgreatmagmtudl! w11 '''"be ac!Ul'l'l'c/" It \\il not , ht \\l'\ ·r. until th, 

1980s that the term ' logi tic · a u ed to de rib the intc11.1 tiu1 ,r 1 h\sil'al drstrtbution \\ith 

materials management (Waller 2002 

Lo •i tic ha al o be n d tin d 

and eff ctiv forward nd ba k 

nf< rmin, t 

ntt th mt 

tl In llut 

pi nnin imr ltm minn .111 nntmllin • th~.: ~.:ni i nt 

sill\ ntnr\ , lini h I 

ft)r lht lllll l nt 

\IIIII 



Chase et al (2001) define logistics as a term that refers to the management functions that suppori the 

complete cycle of materials flow from the purchase and internal control of work in progrcs to the 

purchasing, shipping and distribution ofthe finished products. 

Third Party Logistics is coined simply because a third part(y) is involved in the relation hip between 

a supplier and a customer, and handles logistical activities such as transport, warehousing, clearing, 

repacking and so on. It embodies the action that logistical activities have been outsourced. Fourth 

party logistics (4PL) is the role of an organization, which plans and manages a company's logistical 

system but is not directly involved in its operation (McKinnon, 1999) . 

./ 

2J!f Activities to outsource 

ince the early 1980s, the management of logistic ha been radicall reorganised (McKinnon 1999) 

An important feature of this reorganization ha been the out ourcing of man logistical activities 

previously performed in-hou e hri tophcr ( 1992) contend that it is suppl) hains that compete and 

not ju t companie , a view that McKinnon ( 19 9) put forward' b inJ.~, the cwr nt posit ion. 

Writer on out ourcing have expre ·ed ditTering view on \\hat acti' tti s to b~ outsourl' ·d '-!om 

authors ( e g., aunders et al. 1997, La cit , et al 1994, and Tamr oe I ll: omm~nd that ·ornp,uu s 

out ource only "non-core" activitie that L acth itie that do n t ~ H 'i ie ,1 ustarnnllc comp 'till\ e 

advantage to the firm Tampoe 1994 define~ Hl1p tcn~it lS tht mi { r 'ikill ', ll'S )lll 'l'S and 

organization Porter ( 19 

it tr t ,icall 

pot 

P rl rmin, th · n 

timt .md .ll t' ur11que tn an 

o ... ts .md lht t' rstin • 

Ill( diti\l . d .11\1 l h\ 
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specialised ki ll s that the organization does not possess should be outsourced. He however notes that 

the core activ1tie should not be outsourced 

Another author Bw1on (2000) argues that l'or a firm to be cflicicnt in the pro\ 1sion or .., 0111e <>e1, ices 

such a warehousing it ha to have overcapacity. Thi · is undesirable howe\ er, hence the need to 

outsource where the out ource firm can combine the needs of more than one firm in a comple 111entarv 

way. 

Saunders et al ( J 997) however qualify their earlier contention by proposing that core activit 1 e~ may 

he Ouhourced when, tor example, a firm lacks the abilny to become competent at an act1v1ty that the 

lllarket has judged to be essential to competition in an indu->trv Tlw; .;;eems to merge "ith the vie\vS 

oi'Jathanna 

Newer research '>uggests that, instead of outsoun.:in • activities, fi1 n1s should mrt'IOlii\'C ( 111\/t'l, or 

11011-coJc activit1es that share hi •hi_ spcciali,cd op~·,attorwl skill..,, phv~Jl'al ass~·ts p1ntt'Sst•s 

technologies, and transactional inf()llnation cnahlin' till arhil:' menl of' t' 'tlllolllit·, or '>t'. tlt u 1 

processes to streamline flows of goods and in !Illation ('h 'It' j l'\ idt'lll' Ill II lit Ill IIIII Olll 

" •roups oflo~istic acttvities \\hich ·hare common tr.m .ltit)Jl lt•l tllt:nt tnl inltllflltllnn lln\\ dnd 

logistics activities" hich share complemental' tll"' l I 't t) I " (I ,1hi11 l\ i 11 l'l tl jllllll) 

., he relation hip bet\\ot: ·n logi ti f\1 ' )1\ in" in 1 imd 11 " 1 ll 

lh link I et\ c n uppli 
t h It 111 0 1 \ 

n cd t< b" d lll 

'lllr· full th plt nttl ntn tt n n hrm h 1111 

,, 
I I 



of the following process to ensure success in the implementation and adoption of outsourcing that 

covers seven key areas: 

o baselining 

o risk assessment 

o benchmarking 

o reque t for proposals 

o contracting for value 

c election 

o implementation 

I le however qualifies that the methodology is not the success but the detail behind the bullet points 

that gives them weight and value. In the end, they are really only a good a the c pcrience, in ight 

and creativity of the people who are leading their execution. 

Tulip ( 1998) outlines six tip for ucce ful out ourcing 

o ever lo ·e ight of the objective of the out ·ourcing. 

o arl , thorough re earch into the market and th current internal operation i · ru ·ial 

o If con ultancie are brought in, treat their appointment a a tgm fi ·ant f: ro urement in tt-; 

own right 

o pecify, a far a po ibl , b • qu ntitiabl me sutc f utput L t not impose untH.: ·c-.sat 

con traint 

0 s pat t th 

nd r d fin 

n int 111 n 

l{l' t on I lr h 

I I 

n 

It 
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nt 
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Organizationally ddven reasons which include objectives of; enhancing effectiveness by focussing 

on what you do best; increasing flexibility to meet changing business conditions demand for products 

services and technology; transforming the organization and increasing product and service value, 

customer satisfaction and shareholder value. 

lmpa·ovement driven reasons, such as to; improve operation performance (increase quality, shorten 

cycle times etc); obtain expertise, skills and technologies that are not otherwise available; improve 

management and control; acquire innovative ideas and Improve credibility and image by associating 

with superior providers 

Financially driven reasons with the objectives of: reducing investments in assets, free up these 

re ources for other uses and generating cash by transferring assets to the provider 

Revenue driven rea ons, uch a to, gam market acce and business opp01tunitics through the 

providers net work, accelerate expansiOn b tappmg 111to th pro td rs d ' loped cnpncit pmccsscs 

and ·ystem ·; expand sale and production capacit during peri ds ' h n su ·h . pansion ·unnot I ' 

financed internally and commerciall e. ploit e ·i ting skills 

Co t dri en r a on ' ith the objective. of: reducing c sts through sup rim ptm id 't p~tll.)tlllanc' 

and the provider lower co t tructure and turnim!. ti ed, sets tnto variabl' nsscts 

<..mp loy e dri n r a on 

commitment nd en r m n 

Kirui 
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Business Process Re-engineering (BPR) 

Thi is an approach adopted when the firm IS facing senou challenge m it bu me hence 

evaluating it proce es to improve performance. 

Organization re tructuring 

Thi ha led to the flattening of structure in organization to facilitate communication and fa ' ter 

deci ion makmg hence enhancing flexibility 

Benchmarking 

There have been uccess stories that have adopted the e policie uch a Xero , lBM and o on hence 

calling for the adoption of the be t practice to tay in bu ine 

Changing t hnology 

·r hi s call s for inve ·tment m equipment that ma r fa t h n t h fo u on or 

capabilitie en ure that th r arc ·uflici nt r our s that ar d di t d to this to st '\ at th~ L'uttin, 

edge hence competitive advantag 

'o t 

ne of the major driver a companie tri\e to d li\er more f r lc to u t m ' I S hen ~: ~ '' 111 bette• 

value and deli ,htin' the cu t m r 'I h o111.· t I hv th 
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2.5 Triggers of outsourcing 

Pierce and Robinson (1997) advance the following as triggers of outsourcing 

o Increased competition 

o More demanding market place 

o Just in time production lines 

o High ervice level expectation by customers 

o L<mg supply lines in terms of supplier lead time ' 

o Co t cutting need 

o et based reduction requirements 

o Need to enhance logistics management information systems 

In Kenya Kirui (200 I) found the following to be the ignificant triggers of outsourcing in BAT (K) 

Ltd 

o Improving 'iCivicc delivery 

n R cognition of the n ed to focu on core c mpetencic · th n '" chi r x uti ollie 'r 

ost savmgs 

c Drive to achieve clarity of function and proce r alignment 

Oy<;,function in the logi tic acti itie in the ompan ' 

Kin ua (2000) identified th foliO\\ in' difii uhi _ 111 uL )urcm 

o Identification ofth financi 

o ' tafT re~i tanc to chan 

o t ev, luati n h th 
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• 

• 

• 

• 

• 

• 

• 

Enhance creativity and innovation 

Healthy customer- upplier relationship 

Enhance development of firm and increase employment 
Reduces the power of unions and internal troublemakers 
Cu tamer- upplier relationship better than the manager de tructive competition 
Ability of an enterpnse to function effectively beyond a certain size i questionable 
Paralyst of movement that i reduced creativity and inflexibility due to rule and procedure', 
controls balances out economies of scale 

2. 7 Pitfall /risks of outsourcing 

In pite of the many advantages and driver of out ourcing there are in pia vanou pitfall that rna 
make out ourcing un ucce ful The e pitfall rna a! o cau e firm not to r ap full th b n fits that 
accrue from outsourcing. 

Rothar and Robin on ( 1995) cont nd that fot outsourcin' to b su c . rut it must h·'' a hi h status, 
project leader, top management authori at ion and ma c an out id C{ nsultant l'h ' ·II so nt !J.ll that 
cat c need to be taken o that all co t f01 the out our ·cd a tl\ it\' an: takl:n tnto a· ·nunt "h •n 
deciding whether to out ource or not I urther hidd n co t uch a in nation I' i 'l: s ·ttlation ·I au ~ 
and o on need to be con idered and e~aluat d 

'I he contend that bu in r 1at d pit II n l•ot inst,m l: litms must 
c n icier hat to do i th r 11 \ ' ill n~ •oti: tl: 1 th:\ )\1\l.h.l 01 

t nd th curr nt 11 h lHllJ ,11\ in .1 h d 1))1 if 
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A study carried out by the Wyatt Corporation in the US revealed that more than half of surveyed 

companies in outsourcing refilled positions within one year of eliminating them (Rothary and 

Robinson, 1995). This means they did not fare well without them hence they either did not need 

to outsource or they poorly implemented the outsourcing project. 

Firms must however be careful that they do not relinquish too much control and that 

confidentiality is maintained for their products and plans. Strategic planning and action mu t not 

be outsourced, as they constitute the core area of operation in any business (Rothary and 

Robinson, 1995). 

2.8 Recent and Emerging Trends in the Outsourcing/ Purchase of Logistical 

Services. 

There have been major improvements in the nature of the third party logistical services on 

offer .. tandards have undoubtedly ri en and oper tion be om mor efficient. N ~ typ s of 

se rvice have been developed which arc m rc cl sci tail n;d to 'li~.:nts' r quir~.:m ~nts. 

' n ·equently there cxi ·t new de' elopmt.!nt · in the uts urcing )I lo 'istical s 'rvi ''s that 

include the following: 

2. 7.1 Value Added Services 

By trading up into integrated di tributi n. th 1. rgtr .mkr. ll'n ~.: l ~o.'n al k to ,\d l \'alul: to th -ir 

er ice . crcatt..: niche m rket ' ith mu h hi 1.: ur~.: Inn ~~t-h.:nn CtHllt'\ ·t. 

th I ) s rvi cs 1 h,H som~.: 



Table 2.1 Value Added Logistics: Service Portfolio 

Transport Vehicle maintenance 

Storage Palletisation 
-

Break-bulk Packaging I repacking 

Load consolidation Return of packaging/handling equipment 

Order picking Labelling 

Order processing Quality control I product testing 

Stock control Customisation 

Pick-and-pack After sales service 

Track -and-trace Consultancy advice 
. . ' . 

Source McKmnon, 1\ .C ( 1999) Global Logistics And DistnbutiOn Plmuung; hhted By Donald Waters: Kogan Page, London 

2. 7. 2 Increase in the proportion of logistical serl'ices bought on a contractual has is and 

reductwn tn the number ofcontrw:ton used 

In orde1 to en ure high deliver tandard. , and minimise transa tion 'OSts it is imp01 tnnt to a\'oid 

dcalin, with a large number of c mpeting er icc proYidcr Whcr' firms d mnnd moiL' sp ·in list 

·ervices tailored tO their particular requirements and often 111\ 1\ 11\g UJ Ita! 111V 'St 1\\ 'I\( 01\ ( h ' par ( 01' 

the carrier, they mu t be prepared to enter into lom!.er-t~rm · mtnt ts . I· H install·~ rn th case or 
tran port operation dedicated to a particular on i '1101 , , · ntrartt r \\t)Uid lik~ ickall to -;c ·u1 · u 

contract at lea t a Jon' a th \\Orkin' lif t tht: ~hi It: thou'h uiwn th~ romp ·ttti\c rondJlJons 

in the haulage indu t •, the t ·pi I dur tion o 

Kettle\ 'OOd 1976, 

n erth I , do n t h 

usu·lll.' much shortc1 (Cunnin dutm 'llld 

.ul t nti I pttrtllit)n ofdistnbution LOntr·H.ts 

imll · t nsidt:t ni It) l t: \)n 10in ,• 
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services are provided by many of the 'third party logistics' firms that have emerged in the US since 

the early 1980s (Sheffi Y, 1990). These provide these services via subcontracting what they cannot 

provide themselves. 

ln recent years, electronic brokerages for motor carrier services have emerged in the US (Mel innon, 

1999) These essentially create an electronic clearing house for trucking ervices within which !inns 

can trade haulage capacity on particular routes at particular times. This has spread to Europe where 

electronic load matching services, which have been helping carriers find return loads, mainly on 

international hauls, exist. 

2. 7. 3 The emergence qj' 'Fourth Party J.,ogistics '. 

McKinnon (1999) contends that other types of organization, such as Consultancy companies, oftware 

hou e and banks, are also assuming the role of intermediary in the logistic ervices market This ha 

been described as 'fourth part logi tic ' Th term · fourih pari logi . tics' ha r c nt I been u. ed to 

describe the role of an organrtatton, whtch plan and manages , ompan 's logistical s st ~m but i ' 

not directly involved in it operation '1 h 'third-part ' I gistics c.:omr nn ., ·tuall np tnll:'\ tlK 

crvice, while it planning, management and control is ntru t d to a ' l'ollll h pnt t ' 'IllS n · n •all 

example of a Fourth Part ' Logi tic ( P ) anangem nt ' ·as that pn\lded b And ·rs ·n onsulting, 

ll3 1 and R der for Pana~onic ndeLen onsultinu desiune i tht.: · ' tt.:tll, but unlike most ·unsultants 

retatncd a continuing re pon ibilit for it imph:nll.:nt. tkn ni )\l't til l't nttul Ill I l't til .md 

manage 11 upport while R d r h ndl tht.: ph i I disu ibution t ~ l't, tit n 
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relationships, has made the choice of carrier a much higher-order deci ion, requiring a more thorough 
reviev. of the market and more formal election procedure .. 

2.- 5 ( '/ma 117\'oll·ement of contractors m the de\lgn u(d!slrthllttofl ,.,,,.1<'111.\ . 
In purchastng component parts, many manufacturers are replacing the tradtt mnal 'destgn 
specdication ·. which describe the required ttcm in detail , wtth the more open ' perltHllHltH.:c' 
specdication, "'hich merely outline the function the part ha to perform (Ram. ey, J 1991) This 
gt\es -.upplierc;; greater cope to innovate and develop parts that meet the cu tomcr's requirements 
more economically and eiTectively 

A similar dc\elopment has occurred in the purchase of logistical services It is now quite common 1\x 
!inns e;.;!L'rnalising their distnbution operations to ill\ oh c contractors in system (ksil!,n The 
decision to c~ternali-.e is often made at the same time a. the decision to IL'Structure the di-.tribution 
wstcm Morcovet , as on of the major reasons for using contractors is to e plott thtll spt' ·ialist 
~.: ·pcttise it i:-. hardly smprisin' that titms ~hould sed~ thcit advicc whcn IL'\ tstn, tlw11 (l!stlihutiotl 
ttatcgiL·s Outside contractors can also tak • mote ohh:~..·ti\1..· \ic\\ ()r litms' dt-;ttthution nt•t·ds th:ttl 

in-h lU I.' manauct s 

2. 7. fJ ( ;rewer C'/1/f)hlf''' on I he de'· •lopm'/11 o /on~ •r- l<'l'lllf 11'11/enlllf ' · 
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higher costs of dedicated services in order to maintain high levels of control and service quality An 

increasing number of firms in the UK, however, have been relaxing the requirements of dedicated 

contracts to give ervice providers greater n·eedom to obtain backloads and consolidate loads. There 

has also been a harp growth in demand for logistics ervice provided on a ' shared-user' basis 

urvey conducted in 1991 /2 uggested that British firm divided their c penditurc on third-part 

tran port and warehousing evenly between dedicated and shared-u er ervices (In titute of Logistics 

and Distribution Management, 1992). Providers of shared user ervice are now trying to find ways 

of cultivatmg closer customer links in a ' multi-client' environment. 

Recent developments have been conducive to the formation of clo er pattner hips between 

di tribution contractors and their clients. The e include the adoption of the Just-in-Time Principle, 

Increasing pecialisation ofLogistical Equipment, and Change in the Degree oflnterdependence. 

2. 7. 7 Adopt ton t~fh'lectromc J)ata lnterchanKe (I ;J)I) and ,\A11 fhr the mtemet 

l•i rm s made huge investments in H)! to achinc qutck and em icnt communication fnt dlicicnt nnd 

p1 ed ictabl c logistics management. IIO\ C\ CI' .ccordtn , to \\allc1 (200 ) \JS1bil1t '\Closs th suppl 

chai n - the ability to be able to take a holistic app10ach to mana •ing suppl) chain s - has unttl til l' 

advent of the Internet been more an a ademi di u ion poi nt than OllllHl'J 'taiJl'l\11!\ 

I Ie contend that e-logi tic ha develop d du t l' d-en, bled tc h1wlo 1 \' .md tl (\\ .llh.•J , 200-) 

'T hi ha enabled the e ·chan nd h rin • 1m nt t 1 \' In l'ls and 

Ord I dU , de eJopm nt Ot' busi nos- to-husi nt. ss 

B2B tivit · lt i h lJ S 7 tt ill i H\ h\ Ol t I ht. 
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2.9 Other trends for practices between users and provuters 01 tog1sncaa 

services include the following. 

2.8.1 More precise contract spec({tcation. 

To avoid mi under tanding and dis ati faction attempts have been made to compile fairly 

comprehensive checklists of points that firms should bear in mind when drawing up di ·tribution 

contracts (Farmer and Ploos 1991 ). Recent report , however, ugge t that me !irms are now 

tending to 'over-specify' their contracts, making them too legalistic and relying too heavily on 

standard templates and clauses (MT Logistica 1997). 

2.8.2 Joint initiatives 

Recent evaluations of logistics service providers by amples of u er indi ate general atisfaction 

with ervice standard and operational efficien ) but concern that they are not suffici ntl 

innovative and proactive. It ha be n observed in the K that: 

· 1/most IH o lf1 three providers are he/iewd to he t'\semially reat"tiw 111 their approc1t'h 

( 'u\lomers are h1ghly critical oj the pm\i\ ity of their J>ro\'ich n . ( //\/omen an• loolull,l!. to 

providers to challenge them, to intrvduc be \I practice and to {i11cl new ll'cll',\ to mlcl \'cdue. 

'uHomers hefie,·e that too ojten they ar provi ling th~: di,tribution 'l'l'l'liH' rather tha11 hct\'1111!, 

if provided by their thircl·party uppli r.' PL n ultin 1 in kKin1wn 1 > l 

Logi tic provid r n d to b 
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L.IS.J Kejinement oj apprazsal scnemes: 

Short-term auditing of contract distribution operations, using standard performance indices such 

as average transit times, adherence to delivery schedules and stock-out levels, doc not provide 

an adequate basis for assessing the quality of longer term relation hip . Qualitative a well a 

quantitative mea urcs hould be incorporated into the apprai al . Klcins rgc, chary and Tanner 

(1991) contend that, in appraising this type of relation' hip, firms must take both a short­

term/operational and a long-term/ trategic perspective and supplement 'the "hard" and more 

tangible parameters of statistically measured operating dimen ion ' with 'le s tangible mea ure 

of satisfaction.' 

2.8 . ../ Adoption of open-book accounting. 

McKinnon ( 1999) contends that open-book accounting IS only appropriate m the case of 

dedicated operations, where the costs of serving individual clients can easily be i olated. ne of 

the disadvantages of single-sourcing logi tical ser icc that firm then have difficult 

comparing contractors' rates. They, therefore, net.:d frt.:quc.;nt rca uranc~.: that the arc getting 

value for mone . Increasing numbers of contractor~ an.: ofll;ring this assur<mc~.: b] gi ing their 

clients detailed cost breakdowns anti ncgotiatin, their mana ~~m~nt ll:c as a sqxtl'i\11.: tt~m FH.:n 

under these circum tances, it dot.: not n cc.;s arily climinat~..: conl1i ·t bct\\~.;~n L'lHllt,l ·tot ·tnl 

client. A ew ·on 1991) e:plain. conflict can ·till mist..: 'if impt l\'L'lll nts in OJ •tatm • 

efficiency which lead to ub tantial I im~..:d by on~..: id~..: ,ts L'ntit ly lu • Ill it · 
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Anders on ( 1997) further argues that logistics partnerships have been observed to have a positive 

effect on the following four areas at the shippers: cost, service, restructuring of upply chains, and 

control The hipper believe that efficient operations, economie of cale and cope, and provider 

knowledge, have had po itive effects on co ts and service. A tructural change could be achieved in a 

hort time, as the hipper has to make only small investment in the di tribution y tem, which can 

facilitate greater change , also gaining the shipper flexibility in capacity By out ourcing logisti s 

activities it might also be possible to improve the measurability of co t and ervice performance. 

The Outsourcing Institute in a survey of its members came up with the following activitie that firm 

were outsourcing in 1998 and those that they were con idering outsourcing. 

Table 2.2 ervice 

Ex cutiv ar Eucuthe are con iderin __.c.. ___ +-.;......;.;:..;. 

• War hou. in • 
w---------------------------~--
____ ..J,J... __ .;;....;,.:....:.:.;,.;.;.;.;..;_Q. ________ _....,.._~·-- Dtstnbution and logislt ·s ____ 

1 

lnti.Hmatton s stems 

01 Cl 'II lOllS 

Source: the outsourcm • sn<,tstute- "'"' .out ourcin • 1 <Jdcmi " om 



CHAPTER TIIREE 

3 RESEARCll METHODOLOGY 

Thts study was a cwss-scctional urvey covering medium and large manul~lcturing lirms in I' enva 

3.1 Popu latio n 

rhc study was con!lned to medium and large manufacturing companies operating in I enya Where 

number of employees i u ed to define ize, a firm with at least 50 employees is con ' idered large 

( 1beche & Yego, 1996 in yamwange 2001) The KIRDl director ha a clas ' ification that gives 

linns with 20-50 employee , that were con idered medium-sized Small firm are tho. e with 1- 19 

employees firms considered ma11 are likely to be informal, hence expected to have verv little 

outsourcing activity if any 

The population of the study was hence composed of !inns ha' ing 20 emplo ecs or more The !inns 

satisfying this critc1 ion in the K IRDI dire 101 c r I 997 were 950 (, ec brcaJ..do\\ n in table 1 I) 

3.2 Sam pi<.• a nd sam pic ~ iic 

'lh<.: ample I( 1 the tudv \\<IS dla\\llliO!nlll\:dium·tml hu• 11111Htl11 tutitl' lit1ns It \\:IS tn,Hk up nl 

ll ll firm dra\\11 limn th enva lndu trial R1. l' 1r h J) H.:lnJlll 'Ill In tituk (I II 1)1) d111.' ·tot\ ol 

manufacturing tndu tries ol 1997 Ro 
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Table 3.1 Proportionate Stratified Sample 

-Medium-sized Large firms 
firms 

Manufacturing Sector No . of No. to be No . of No . to be 
firms sampled firms sampled 

-Food beverage, tobacco, textiles, wearing apparel and leather 135 14 223 24 products 
-Wood and wood products, paper production, printing and 67 7 75 8 !publishing 

Chemicals, petroleum, rubber and plastics 31 3 37 4 
Non metallic mineral products except petroleum products 85 9 85 9 
!Metal industries, fabrication of metal products ,machinery 17 2 24 3 and equipment 
Other mdustries 67 7 104 11 
!Total 402 42 548 58 
'-

ourcc KlRDI 0Jrcclory 1997 

3.3 Dat~l Collection 

Primary data wa used for the ·tud · and' •as collected b "a t)f' a -;cmi st1u tutc I qu stionnaill' 
ha ving both open-ended and close-ended que ti n The qu stitmnait \\as d1\ id ·d IIllO (\\O s 't'llons 

and B. ection wa u ed to collect information on the )lllpan\' jWiih.: rlus add1 'S." l'd pa1 t or 
objective one b document ing the IZ nd O\ ncrsh ii l t titm. md thd1 l utsturcin , 1 ra ·t1 ·~s 
'ection B , a compo ed of que tion ddr ing ll d~c ti\ c f th stu h and \\,\.., t,\il n~d to 1s . u~s 

of out mu·ci n , of lo...) tic 
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asked to rate various statements by choosing from strongly agree, fairly agree, agree, disagree, fairly 

disagree and strongly disagree. The ratings were coded with '1' representing strongly agree, '2'-fairly 

agree, '3'-agree, '4'-disagrec, '5'-fairly disagree and '6'-strongly disagree. 

Non-parametric tests were used to test the hypotheses as no form of distribution was assumed for the 

data analysis and because the data to be collected was of the ordinal scale of measurement (Arsham 

in Nyamwange 2001). To test for variability/consistency between the medium-sized companies and 

large companies with regard to outsourcing, the chi- square test of independence was used. The data 

collected as to the various attributes was cross-tabulated with the corresponding attributes. The 

column totals and the row totals were multiplied and divided by the grand total to get the expected 

values for each cell. These were then calculated using Microsoft excel to get the p-values that were 

used to test the hypotheses. A similar procedure was used to test the other hypotheses set out in 

chapter one. 

SPSS 9.0 for windows was used to calculate th mean, mode and tandard deviation values for 

determining the comm n rca ns tri gcr , difficulti s ri k and pitfall aHa hcd to the pra tic of 

utsourcing. 



CHAPTER FOUR 

4 RESEARCH FINDINGS AND DISCUSSION 

The study was carried out in August and September 2002. 

4.1 General characteristics of the sample 

4.1.1 Study response 

A sample of 100 firms was selected as per table 3.1 in the research de ign How . h 
· evet, t e 

questionnaires that were distributed to the respondent manufacturing companies were 6S . Thi i 

because some of the selected firms had closed down, some had moved from the indicated premise 

hence could not be traced and others had merged with others in the indu try. 

Of the 65 questionnaires distributed, 34 were filled out and returned by the respondent , representino 
0 

a response rate of 52% These were considered adequate for the purpo e of the stud) . or the 34 
that 

responded 1 J were of medium ize while there t wer large in i7 . 

J he table below gives a summary or the firms that responded and the categories the\ belong to as 

defined in the KIRDI directory of I 997 

Table 4. 1 Breakdown of fi rm 

Manufacturin' ector 

Food, be\ crage. tobacco. IC\tile. \\Caring pparcl and 

leather 

n hum 1 



4.1.2 Ownership 

Most of the firms that responded (62 %) were wholly locally owned, 15% were foreign owned and 
the rest (23%) were jointly owned. The table below gives a summary of the ownership ofthe firms. 

Table 4.2 Firm Ownership 

Finn ownership No. of fi rms % 

Local 2 1 62 

Joi nt 8 23 
Fore1gn 5 15 

-
Total 34 100 

-

4.2 Demographic Analysis of Respondent Firms 

4.2.1 lndu trial category 

A chi- quare te t of independence was carried out tote t the h pothe i ' that thcr is no relationship 
between industrial cia sification and the prevalence of out ourcing of logistical 11cn icc-; 

lin: There exi t no a ociation between indu trial category and the practice of outsourcing or 
logi tical erv1ce 

1-C: There exist an a ociation between indu trial category and th pract1 of' out-;omcing or 
logi tical erv1ce 

Table 4.3 below give the ob erved and exp cted frequ 

practic of out ourcing. 

~ for th industri, I , tq.!,ori s and the 



Table 4.3 Chi-Square scores for industrial category 

Actual Expected 

Category Out source Do not Sub Out source Do not Sub 
out source total outsource total 

Food. beverage. tobacco. textile. wearing 7 2 9 7 15 1.85 9 apparel and leather 
Manufacture of wood. wood products, 5 1 6 4.76 1.24 6 paper. publishing and printing 
Manufacture of non-metallic mineral 4 1 5 3.18 0.82 5 products except petroleum products 
Manufacture of chemicals, petroleum. 2 2 4 3.97 un 4 rubber and plastic products 

Manufacture and fabncation of metal 3 1 4 3.18 0 .82 4 products .machmerv and eqmpment 
Other mdustnes 6 0 6 4 76 I 24 6 

Total 27 7 34 27 7 14 

'I he p value is 0 58, hence, we fail to reject the null hypothe i at 95°o ince the value is larger than 
Y which i 0 05 Thi mean that there i no a ociation between th t p of indu t r and t h' 
out ourcing of logi tic in Kenya The firm that out ource logistics tra,crsc all cat l.l,Ot i s of 
manufacturing enterpri e . Hence, logi tic i a perva ive funct1on that I'\ Important in all tndustt i 'S 

·r hi result indicate that many firm in Kenya are reapmg benefit from the outsomcing of logtsti ·al 
erv1ce . 

4.2.2 Size of th firm 

A chi- quare test of independence wa arri d ut 
relation hip xi t in the pr alene o 

izcd fir rn 

th 

th 
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Table 4.4 Chi-square scores for the size of the firm 

Do not Do not 

Outsource outsource Out source outsou rce 

Actual Total Expected 
--
Total 

-
Medium-sized 7 4 II 

-
8.74 2.26 II 

Large 20 3 23 18.26 4 .74 
- -

2.) 

Total 27 7 17 27 7 
- t-

34 

Calculated chi square probability 0.115659 

There ult mdicate that since the probability of the test statistic being greater than the calculated chi­

quare value is 0. 116 we fail to reject the null hypothesis at 95% confidence level and conclude that 

there i no significant difference in the outsourcing of logistical services between medium-sized firms 

and large-sized ones. 

1 he implication is that both medium- ized and large- ized firm appreciate the role of third party 

logistics service providers in relation to firm performance Thi" could b attribut d to the chnllcnging 

environment that firms have had to work in : forcin11. managers to become more f'o ·u~t..d on tht: ir <.:nn: 

business hence letting others do work that is considered non-core In addition, th IHoll It..•, t..l ur 

skilled labour in the Kenyan market means that managers are qualified and up to dah: in tn:nds irl 

operations management, leading to widespread adoption oflogi tic outsourcmu,. 

4.2.3 0" ner hip of the firm 

\ chi-sq uare test of independence wa carri 

companies' m ncr hip and the practice o ut ur 111 • 

II a ci t i n b l\ n 

II ti 

all 

l bli h it , 11\ rc.:l t i nn~h i 1 t ist s bt..'t\\u.: n 

I ll • () ( 

t I ut ur 111 1 1 



Table 4.5 Chi-square scores fo r ownership of the firm 

Firm ownership Actual Total Expected Total 

Local 15 6 10 16.68 4.32 10 
- -

Foreign 5 0 3 3.97 1.03 3 

Joint 7 I 4 6.35 1.65 4 

Total 14 3 17 14 3 17 

Calculated chi square probability 0.29597 

ince the calculated chi-square probability (0 29597) is more than the a of 0.05 at 95% level of 

confidence, we fail to reject the null hypothesis. There is therefore no significant relationship 

between ownership of the firms and the prevalence of outsourcing of logistics in the firm . This means 

that any differences in the adoption of logistics among different ownership tructure are attributable 

to chance or random variation 

Kinyua (2000) found that for the finance function , out ourcin' was more prevalent for joint! owned 

firm than in locally owned firm (hi urve did not have for ign owned firms) h)l lou,1stics 

however, there i no ignificant difference in prevalence of outs urcmg amon' the lo~.:ally , ltHci ,11 

and jointly owned firm ·. The implication i that logistic may be regarded to b morc of a supp~H 1 

function than a core or main tream activity, hence leading to a hiL~.he1 likelihood or outsour~.:in L~. h 

firm regardles of owner hip. 

4.3 · h out. our ing f logi ti pra tic in Ken 1 

·r hi e uon pwr c th main bj ti thi tu th t i d 

ut urci n • flo i ti m 

.J.I ' lht • hlltU 1ut lllf in 



(McKinnon 1999). Therefore, Kenya appears to be keeping pace with the innovative management 

practices as they occur in the area of logistics. 

4.3.2 The logistical activities outsourced 

Clearing of goods at the port of entry or exit is the most outsourced logistical activity. 96 % of the 

companies in the survey use an outside agency to perform this activity. The other two activities that 

are outsourced by a high percentage of the firms surveyed are transportation of goods by road (85%) 

and shipping of goods to and from abroad (74%). A summary of the responses concerning what 

services are outsourced is as per the following table. 

Table 4.6 Logistical activities outsourced 

acti vity Logistical 
lea ring 

Tran~orta ti on 

at ion 
ng_ -

hipping_ 
Document 
Warehousi 
Manageme nt of_log_istics 

No of respondent firms outsourcing it 

26 
23 
20 
9 
8 -
3 

4.3.3 Reason for out ourcing 

% of firm s 
96 

f- 85 
1._74 

11 

29 
I I ·-

The results of the urvey indicate that the mot common rt: son. ft)I oubourdn' of lo ,istica l 

activitie are to reduce overall co t, lack of int m I ,·pcrti t: nd t • ,. it timt: t<.w pufl.)tmin, oth~ t 

more productive activitic Th n th t th f1 

the MHV C d firms rtlt r •in II ' h inru 1\, I lt)S( nr 
nu ,II h 

with the c1 ntcnti n th t 

·p rt i 'lo p I 



Table 4.7 Reasons for Outsourcing 

Mean Ranking 

!External expertise 1.64 Fairly agree 

!Reduces overall cost I. 73 Fairly agree 

Avail time for other activities 1.82 1Fairly agree 

High internal cost 2.55 ~gree 

!Low cost of outsourcin_g 2.73 Agree 

Volume of activities to outsource is low 3.73 !Disagree 

Lack internal expertise 4.00 !Disagree 

Services not strategic 4.64 tFairly disagree 

Since the challenges facing the firms in Kenya entail how to be competitive in a diversified and 

liberalized environment, the cost element is a very vital consideration for firms. Other researches 

how that logistics expenditure is increasing in proportion to the overall costs of firm due to 

globalization and development of communication capability. Ken an firm reflect this contention by 

contending that logi tics outsourcing reduce overall costs. It is a! o affirm d b the ont ~ntion that 

external upplier have developed competence in their field of operation This implies that tlPy 

perform the function or activities more eflicientl and c 'I effectiv I J'hc , spondcnt lirnls 

trongly agree that one of the rea on for out ·ourcing of logi ·tical actiYiti sis to a\'ail more tii11L' for 

other activitie . Thi upport the paradigm ·hif1 toward concentration of firms on con.' .tl'tl\ rtrcs ull 

over the world and strategically managing operations in order to ma imiz \"llue <~dditton 10 th~: 

cu tomer. 

'J he firms al o contend that the olume o a ti •iti ut ur ts n t It\ I hi llh:. ns that th~.: 

rc!ipondcnt linn could d lop omp ·ten in th ut lit Olll l'l d 

'I hi however would b 
lll 

I ' th 

. ' 
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Table 4.8 Triggers of Outsourcing 

Mean Ranking 

Improve overall efficiency 1.55 Fairly agr~ 

Need to focus on core business 1.73 Fairly agree 

!Need to free management time 2.00 Fairly agree 

!Need to reduce overall costs 2.27 Fairly agree 

Acclaimed performance ofvendor 2.27 Fairly agree 

IHigh service level 2.36 Fairly agree 

Asset base reduction needs 2.45 Agree 

~ust in time production line 2.82 Agree 

LOng supplier lead time 2.82 Agree 

Demanding market place 2.91 Agree 

Enhance management information systems 2.91 Agree 

Need to reduce number of staff 3.18 Agr~ 

~ . . 
1 ncreased competttton 3.18 Agr~ 

Low volume of outsourced services 3.55 Disagree 
'---

From the re ult above the most proximate triggers or motivation that led the firms to outsource the 

logistical activitie are to improve overall efficiency, the need for the firms to focus on th ir cor 

bu. ines and the need to free management time. Factor rated a. important as th, thrc 

aforementioned are the need to reduce overall co t the acclaimed perf'ot mancc of the.: , ndo 1 nnd 

demand by customers for a high service level. The ·urve ed firm agree that mo. t of the flt tots cit ·d 

played a role in their decision to out ource except for the low ,·olume of en tees to out source 

Kirui (2001) contended that the trigger in B T K Ltd diffi red from tho:.~: th, t the lit~:latme stated 

to be the trigger for out ourcing a r carchcd in th r p. n t tl11: ' orld lit wcHt, the n~-.ults 

obtained in thi. research u '>c t that th r~: u~ ~ t1ul • s lt in1 thl s.llllt: as 

tho c indicated b th · rc pond nt in th 

hi m intti 'l't 

ut l ur Ill Ill 
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4.3.5 Difficulties encountered in implementing the outsourcing decision. 

The most agreed upon difficulty was that of staff resistance to change where the mean is lowest. 

The results of the questions on difficulties are summarized in the following table. 

Table 4.9 Difficulties in Outsourcing 
-

Mean Ranking 

Staff resistance to change 2.55 Agree 

dentification of activities to outsource 3.00 jAgree 

Drawing the contract with the vendor 3.36 ~gree 

Difficulty in cost evaluation for the outsourcing decision 3.45 Agree 

Selection of outsourcing vendor 3.55 Disagree 

taff resistance to change is a very common reason for failure of implementation of projects. The 

culture of the organization is often difficult to change and firms have to be very careful when 

implementing the outsource decision and take care of the intere ts of any affected employee . 

Lo of morale can be very damaging due to the perception that there i no ecurity. aluating 

the relevant costs fl r the out ourcing decision i u ually a daunting task. hi is bccau it is 

difficult t exhau tively determine costs for the current ·ituation g i v~.:n the ov~.:rlapping natun! or 

I gi ti cal activities. For instance the co ·ts of follow up and e. ·pcditing <.tr~.: often not included in 

the evaluation. 'I his may have been easily a· ·umcd b ' the respondents to bt.: not inclusive . 

ther than the factors that were indicated in the que tionnaire, the firm tl o identified t.: \ ..:ra t 

fac tor as being di fficu lties encountered in implementation of the out mn:in, ol lo•i tic . 1 hL')' 

include such facto r a changing a partn r on th limite l) f 

end r , the high management co t o 

v ndor to hon r contr tual bli ati n mpl it 

4.3.6 ~ i k ur pitfall in und rt kin t ht p d i 
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Table 4.10 Risks or pitfalls of outsourcing 

Mean Rankin_g 

~nformation leakage 3.09 Agree 

Loss of control 3.45 A_gree 

Loss of command 3.64 Disagree 

Selection of vendor 3.73 Disagree 

Drawing contract with vendor 3.73 Disa_gree 

The respondents agreed that there was loss of control of the function and leakage of the 

information through the vendor after adopting outsourcing of logistics 

Other risks or pitfalls that firms identified as applying that were not in the questionnaire include 

vendors mi sinterpreting the relative importance of activities, possible change in the vendor such 

as internal wrangles, poor service levels and reduced consistency in delivery and quality. 

4.3. 7 Expectation of firm for ervice provider 

The table below gives a summary of the re p n ·cs obtained regarding the expectations that firms 

hold for their crvicc providers. The percentage ba ·ed on the 27 firms that outsourced logistics. 

Table 4.11 Expectation · of Out ·ource Firms on en· icc Provider · 

r- - No. of firms 0 .1 
1 0 

~<:i t ric t adherence to service level 25 9J 

!Value added services 23 ~ 
!Real time communication 21 79 

~Certain level of cost reduction 11_ j_7 

Product innovation 1_1 l_O 

Integration of IS with that of the organization 1 I _1~ 

§_!taring of' nee ruing benefits 8 2s_ 
----

form tthl . II nun n th tri " I 

I; Ill tJ n. I h tt 
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(taxes, quality, and innovation); doing better than the firm did before outsourcing and show 

benefit. They also indicated timely delivery, adoption of open book accounting, honesty in 

communication, partnership in planning and problem solving (current and unforeseen). 

The expectations indicated above imply that firms in Kenya do not have a purely partner hip 

relationship with their suppliers. The characteristics of a partnership relation hip arc 

participatory and continuous development, involvement in product development and de ·ign of 

systems, sharing of accruing benefits and commitment from the top managers among other . The 

expectations found to hold most sway are those that are concerned with standards and set goals. 

4.3.8 Duration of the outsourcing contract 

Firms in the survey indicated that they have a running contract with most of the service 

providers. orne of those that had implemented outsourcing in a wide range of activitie had 

entered into much longer-term contracts than those that had undertaken just a few activitie . 

1 able 4.1 2 below give a breakdown of the length of out ourcing. 

Table 4.12 Average duration of contracts between crvicc providers und outsourcc firms 

,.--- . 
o. of years No. of firm · 

f.--
More than five years 

Between one and fi ve years 

Less than one year 

Total 

I he highe t p rccnt, gc of finn 44% h, d nt 

th rem tini n r firm ( 0% h ntr t runnin 

th rc h I d vc lop I rn tru t nd 

t rm 

12 

8 
7 

27 

-
% 

44 

30 
1§ 
100 

runnin rm to t t) f 
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4.3.9 Reasons for not adopting outsourcing 

The firms that did not outsource any logistics activity were merely 20.6% ofthe total number of 

firms that responded. The respondent firms that did not outsource indicated that they could best 

perform the services in house. The vendors that were available in the market could not therefore 

match the requirements that the firms needed to outsource the logi tical services. Another reason 

the firms considered of importance was that the logistical activities were deemed too strategic for 

the firms to outsource to external parties. The respondent firms that did not outsource con idered 

the cost of outsourcing to be higher than performing the service in house. The result are 

summarized in table 4.13 below. 

Table 4.13 Reasons for firms not adopting outsourcing 

Mean Ranking 

u tsou rc i ng is mo:.:.r~ee.:..:x.L..:..:en:.:.:s:..:.i ..:.. ve~-:-:----:-------+---=1_. 6:--7:---l----=F--=a:.:i r:..:IL.::.~::.=J 

fhc firm can erform the e a=-:c:..:t:..:i v~it:.:..i e:..:s:....b=-e:..:s~t --:-----!-2=-·:...:0..:.0~ __ _:F:....:a:.:i:.:.Lrl 

II logi ti cal activities are considered strategic ---+--=2.33 Fair! 

here is no suitable vendor in the market 3.00 

fhc firm is not aw~ of what outsourcinlii!r_;,i;;._ ___ -~.- 3.00 

'I he indicati on that out ourcing the ·crvice i · c. pen ·ivc ma} be mi ·h.:adin 1 • 'I his is be<.: nus~: 

orne of the facto rs that relate to the cost of in- ourcing may not hav~: been tuk~:n into account. 

Factors such as the maintenance of a certain agreed crvicc I eve I that is usually higher than that 

formerly achieved in hou e may be difficult to quantify a the rc ult ~ n: ddom instantaneous. 



CHAPTER FIVE 

5 SUMMARY AN D RECOMMENDATIONS 

5.1 Summary 

The preceding chapter analyzed the findings and generally indicates that firms in Kenya outsource 

their logistics services. The activities most outsourced in logistics are clearing, shipping and 

transport. Thi s could be attributed to the high cost of some of the elements of logistics such a 

maintaining a fleet of trucks for transport. Another reason is the expertise that is needed to perform 

orne of the activities such as clearing goods at the port of entry or exit. This needs a lot of 

knowledge of cu toms procedures, a grasp of changes as they occur and a good rapport with the 

people who one is to work with at the port. 

What come out in the finding is that mo t of the area of logi tic are o pcrva.1v that th an' ct 

ever manufactu ri ng enterpri e It i al o clear that ome of the area are eliti. t and n d som kind or 
peciali ·t attention. For in tance, 93% of the re pendent out ource clearing s 'n ices 1ost or th 

respondents al o gauge logi tic as strategic for bu ·1ne performance rhey howe\ei still outsou rcL' 

the ervice Thi i · directly attributable to the other a pect · that they gi\'e a. the mam reasons fi.)r 

out ourcing amely the overwhelming need to reduce the O\ era II cost of doing bus me s, take 

ad antage of external experti e and to free the management time for ethel acti\tlte 

\. ith the advent of lib ralization, th re ha an n 

competitiv in terms of cost li nee, th u •h 

rvi 

mpl l t 
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5.2 Recommendations 

Firms in Kenya have been keeping pace with the developments in managerial practices in other part 

of the world . The adoption of outsourcing of logi tics is not too old a phenomenon in the world, yet 

most of the firms surveyed have been outsourcing logistics for more than five years. This i an 

indication of the aggressiveness and continuous education of management in Kenya. Out ourcing of 

logistics has been identified in Kenya to have a number of benefits that are commensurate to finding 

in other parts ofthe world. The strong need to improve overall efficiency ofthe firm ha been quoted 

as a major benefit alongside cost reduction. This has been also found to be so in researches in other 

parts of the world uch as that of La Lon de and Maltz ( 1992). 

Firm in Kenya now need to move to the next level of outsourcing, which is the partnership with 

upplier to achieve even greater cost reduction and added value. This is al o very relevant to acquire 

and sustain competitive advantage; a uch, firm can be very in trumental in product innovation and 

development a. well a market information ome firm are alread cmplo ing the vendors to acquir 

market information a it came out in the expectation ' from the out ourcin~ firm~ to th' 'endor firms 

J·irms in other part of the world have out ourced far more acti itie than lul\e be"'n done rn 1\.en a 

f particular mention are out ourcing related activrlle m a group uch as clearing of goods at th, 

port of entr and exit, hipping, warehou ing, documentation and others '1 hi \\'as round to be the 

ca e in are earch carried out in Wall treet firm (Rabine\ ich et I . HerKt.: thl'te rs a benefit 

in employing out ourcing of logi tic for a group of r lat d a ti\ itic Anotht.:r, r~.:a that has ~.:meru~.:d 

and could be adopted by firm in Kenya for comp titi c th, tot It urth p. 11.' It) istr 'sand 

th re. of consolid tion firm forb ckh ul firm n d t lo~ I tht.: l)lll l)llll. in I or 

I •i t ic it 
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5.3 Limitations of the study 

a) The study involved the collection of primary data There was a low response rate that is 

related to col lection of primary data . Some of there pondents claimed to be too busy to take 

time to participate, whi le other contended that the information ought was confidential l'ht s 

wa tn spite of the assurance that the re earch was for academtc purposes only and etlorts to 

make the questionnaire hort . 

b) There wa no available comprehensive and up to date listing or directory of the manufacturing 

firm 111 the industry Ill Kenya. The directory that was eventually used is the KIRDI directo ry 

of 1997. This had the shortcoming of listing some firms that had since closed down, others 

that had since moved to other locations and others that had merged with other firm s in the 

indu~lry. 

c) Since the measu rement scale or the data collected was ordinal, it did not lend it self to the 

more robust method of data analy i . 

SA Sugge tion for future re earch 

a) This research was conducted fot lit ms in the manufacturing sector. It could be dt n~.: I~)J linns 

in the service industry to get a full picture of the prcvailin' cenario. 

b) ·y his research was done from the point of view of tho e firms that are outsourcing the logistics 

ervices . A research could be done to look at out ourcin, from the point of \'il'\\ of thl' third 

party logi. tics crvice provider (3PL or PL. tirm 

c) Rc carch could he done lookin' at the r a of th rei ti n hi th. l l)lllst Ill\ l 

cr 'icc and th ic p1 ider m t rrn 1\ nst 

th arm 
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APPENDICES 
Appendix I List of Respondent Firms 

I. Firestone Ea t Africa 
') Lab & All ied Ltd 
3 Dunlop Industries 
4. Reckitt and Bencki er 
5. Cussons & Co. 
6. Pembe Flour Mills 
7. Highland Canners 
8. UDV (K) Ltd 
9 Wrigley Co.EA Ltd 
10. 13AT (K) Ltd 
II . Kenya Breweries Ltd 
12. Unga Ltd 
13 . Kenya Wine Agencies Ltd 
14 Patco lndu tries 
15. Davi<, & ShirtlifT 
16 I ~aurnan n Engineering 
17 ')SOciatcd Battery M rrs 
IR L ,'\ 1ctal Work 
I() llusscin Glassware 
20 Cerarn1c Industries 
21 Mareba Enterpri ·es D 
22 Central Glass Industries J 
')" _J lherafrica Power ] 
24 Bayer b\ Ltd ] 
')~ Brush Manufacturers l 
2() 

1 legh ushion lndu 11 ie ] 
27 Sana lndu trit.:~( K) Ltd 
28 Clint I 



Appendix II 

Questionnaire for nrms requiring outsourcing services 

SECTION A 

Name of company 

Position of officer (respondent) in the company 

1. Please tick the option that best describes the ownership of the company 

1. 

11. 

111. 

Local 

Foreign 

Jointly owned (foreign and local) 

[ ] 

[ ] 

[ 1 

2. Please tick one of the following statements that best describes your company's annual 

turnover in Kshs 

1. Up to 50 million [ 1 
11. 51 million to I OOmillion [ l 
111. 101 million to 200million [ 1 
IV. 201 million to300milli n ( 1 

301 milli n to 4 milli n ( l 
vi. 4 1 milli n to 5 milli n I I 

II. er OOmilli n 



2. Kindly tick the date that best describes when you first outsourced any logistics services. 

1. Before or in 1998 [ ] 
11. in 1999 [ ] 
ill. in 2000 [ ] 
lV. in 2001 [ ] 
V. in 2002 [ ] 

3. What are the logistical services that you are currently outsourcing? (Please tick all that apply to 

your firm) 

1. Transport 
ii. Clearing 
iii. Shipping 
iv. Documentation 
v. Warehousing 
vi. Management of logistics 
Other (please specify) 
Vll. 

Vlll. 

[ ] 
[ ] 
[ ] 
[ ] 
[ ] 
[ ] 

[ ] 
[ l 

4. Kindly tick the average length of the outsourcing contract (plea e tick the relevant peri d) 

1. less than one year 
ii . between one and two years 
iii. between two and three years 
iv. between three and four years 
v. between four and five years 
vi. more than five years 

'I o what c t ·nt do you 1 ,r 
om 111 ' out )Urcin • 

mdi 

I 
I 1 
I l 
I 1 
I l 
I 
( 

I 

! 
I I 
I 
I 1 
I ) 
I ) 
I 1 
I 1 
I 

[ ] 
[ ] 
[ ] 
[ ] 
[ 1 
[ 1 

I I 
I 
[ } 
I 
I 
I 1 
I 1 
l ] 

ur 

I> 

l l 
I 1 
I l 
I 1 
I 1 
l 
( ) 
l J 

1 1 
I I 
I J 
I 1 
I 1 
l ] 
l 
( 1 
l ) 

l> 
I I 
l ] 
I 1 
l ] 
I 1 
I 1 
( ] 
l 



IX. [ ] [ ] [ 1 [ ] [ ] [ ] 
X. [ ] [ ] [ ] [ ] [ ] [ ] 

Xl. [ ] [ ] [ 1 [ ] [ ] [ ] 

6. Please indicate the extent to which you agree/disagree to the following factors triggering or 

motivating you to start outsourcing the logistical services 

SA FA A D FD SD 

I. Perceived need to focus on your core business [ ] [ ] [ ] [ ] [ ] [ ] 
ii. Desire to reduce overall costs [ ] [ ] [ ] [ ] [ ] [ ] 
iii. Perceived need to reduce the number of staff [ ] [ ] [ ] [ ] [ ] [ ] 
iv. Need to free management time to perform other functions [ ] [ ] [ ] [ ] [ ] [ ] 
v. Need to improve overall efficiency [ ] [ ] [ ] [ ] [ ] [ ] 
vi. Acclaimed performance of the outsourcing vendor. [ ] [ ] [ ] [ ] [ ] [ ] 
vii. Low volume of outsourced services [ ] [ ] [ ] [ ] [ ] [ ] 
Vlll. Increased competition [ ] [ ] [ ] [ ] [ ] [ ] 
ix. More demanding market place [ ] [ ] [ ] [ ] [ ] [ ] 
x. Just in time production line [ ] [ ] [ ] [ ] [ ] [ ] 

xi. High ervice level expectations by customers [ ] [ ] [ ] [ ] [ ] [ ] 
xii. Long supply lines (supplier lead time) [ ] [ ] [ ] [ ] [ ] [ ] 
X Ill. Asset base reduction requirements [ ] [ ] [ ] [ l [ l [ l 
XIV. Need to enhance logistics information system [ ] I 1 l l l 1 [ ] l ] 

thcr (please pecify) 
XV. [ ] l 1 l J l I l J l I 
XVI. [ J [ J [ I I I I I I I 
xvu. [ ] [ ] [ I r 1 r 1 I J 

7. To what extent do you agree or disagree with the following in relati n t difficulti ~s that you 

encountered in implementation of the outsourcing practice 

I. Identification of the logistical activitie to Out. urce [ ] 
11 . . tafT resistance to change [ ] 
111. Difficulty in co t evaluation on wheth r t ut urc r n t [ ] 
iv. . · ll:cti n of out. urcin , nd r I 

Drawin , c ntra t with th end or I J 
()thcr (pi · pccify) 

\ I. 
I I 
l I 

F D FD 
[ J [ 1 [ l I l 
[ ] [ l [ l l ] 
I 1 [ I I I I l 
I I I I I l I I 
I I I I I I I I 

I I I I ! I I I 
I I I I I I I 

I I l 

II 111111 
I 1 I J l l 
I 1 l l I 
IJ 11111 
11 lJ 11 I 

' [) 

I l 
I l 
I I 
I I 
I I 

I I 
I I 

d 



Vl. ----------------------------------
Vll. ________________________________ __ 

[ ] [ ] 
[ ] [ ] 

[ ] [ ] 
[ ] [ ] 

[ ] 
[ ] 

9. Please tick the expectations you hold for your outsourced service providers firms 

1. Strict adherence to service level [ ] 

ii. Certain level of cost reduction per period (month, week etc) [ ] 
iii. Product innovation [ ] 

iv. Value added services [ ] 

v. Real time communication [ ] 

vi. Integration oflnformation system with that of the firm [ ] 

vii. Sharing of accruing benefits 
Others (please specify) 
Vlll. [ ) 

lX. [ ] 

Answer question 10 only if you do not outsource logistical services. 

[ ] 
[ ] 

10. To what extent do you agree or disagree with the following factor ' a ' rca ' ns f r your 

company' s not outsourcing 

A FA A D 
1. The firm is not aware of what outsourcing is [ ] [ ] r J [ J 
ll. Outsourcing is more expensive [ ] [ ] [ ] l I 
111. There is no suitable vendor in the market [ 1 [ 1 [ ] [ l 
IV. All logistical activities are considered strategi [ 1 [ 1 [ 1 [ 1 
V. The firm considers it can perform th t. [ l l l [ 1 [ l 

thcrs (please specify) 
VI . l I [ I I I I 1 
Vll . I l I I I l I l 
vm. I I I I I l I l 

'( h tnk uu u ynu t' 

FD so 
[ ] r 1 
[ ] [ l 
[ ] [ 1 
l 1 [ 1 
[ l I 1 

I l [ ] 
I 1 I l 
I 1 I 1 


