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Companies today are facing serious business and technical challenges — increasing demands for 
customer service, global competition, regulatory and compliance risks, industry consolidation, rising 
operating costs, downsizing, and more.

Fortunately, effective logistics practices can play an integral role in addressing these challenges and 
satisfying consumers’ needs by ensuring that all products are available in the right place at the right 
time — and at the right quality and cost.  The ability to deliver as promised often provides a competitive 
edge that helps organizations attract and retain customers.

Logistics Challenges
While proven to increase overall supply chain efficiency, logistics can create more work — and more 
costs — when not practiced effectively. Logistics costs continue to rise — up to 9.9 percent (to $1.31 
trillion) in 2006. (Gilmore, Dan, “State of the Logistics Union 2007,” Supply Chain Digest,  Feb. 14, 2007.)

In addition, the logistics industry faces a number of tough challenges, including:
• Fuel prices
• Driver qualifications and shortages
• Congestion
• Government compliance
• Claims
• Controlling costs
• Mandates for “perfect orders”

The Path Toward Outsourcing
With so many complex considerations in logistics, most companies realize that handling all of their 
transportation needs in-house is not cost effective or efficient anymore.

In-house shipping departments rarely contribute to the overall business productivity for a number of 
reasons:

• Overhead and employees are expensive.
• Shipping is not their core competency.
• The issues involved are complicated and require expertise employees don’t possess.
• Access to rates and routes aren’t available when needed.
• Transportation is not a revenue-producing part of business operations.
• In-house shipping requires monitoring and retention of human resources.



The Power of Outsourcing

3

© 4 Way Logistics, Inc.

Outsourcing some or all of their logistics function to third-party logistics providers (3PLs) gives 
companies a valuable external resource.

“Logistics outsourcing has been identified as one of the most successful methods to reducetransportation 
costs, improve cash flow and maintain your competitive advantage,” says Mike Rogers, President, 4 Way 
Logistics, Inc.

Outsourcing Profile
So who is outsourcing today? The list of 3PL users is a veritable who’s who of business. According to a 
presentation by Armstrong & Associates, 81 percent of Fortune 100 companies used a 3PL in 2006, and 
the Gale Group reports that 60 percent of Fortune 500 companies report having at least one contract with 
a 3PL. Across the globe, companies spend anywhere from 40 - 50 percent of every logistics dollar on 
3PL services (Johnson, James, Outsourcing in Distribution, Gale Group, 2004).

While a variety of logistics functions are outsourced, the most frequently used 3PL services, are 
transportation management (20.5 percent), warehousing (19.3 percent), and value-added services (18.5 
percent), according to a recent presentation by Armstrong & Associates (“Global Third-Party Logistics 
Market Trends and Leaders,” Council of Supply Chain Management Professionals Annual Conference, 
2007).

It’s not surprising that transportation management is the service most often outsourced. In the 
truckload sector where there are thousands of small carriers, the possibilities can become 
overwhelming, but one call to a 3PL can resolve the fears and confusion. 3PLs can meet shippers’ 
needs quickly and at reasonable rates because they are dealing with hundreds of carriers every day. 
They know who is charging what, and, more importantly, they know who is credible and who provides 
quality, on-time service.

Transportation brokerage can help reduce transportation costs and administrative costs as well, says 
Rogers. “Research shows that companies that outsource can expect an estimated 30 percent to 70 
percent reduction in their annual freight spend,” he explains. “Reducing transportation costs requires 
finding greater efficiencies rather than simply working to extract deeper discounts from transportation 
providers.”
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Advantages of Outsourcing
Companies choose 3PLs for a variety of reasons. Benefits primarily fall into two categories:

• Cost savings — fuel and wages, sales administration overhead, asset reductions in fleets and  
 warehouses, etc.

• Service improvements — reduction of order cycle time, inventory, and the cash-to-cash cycle,  
 etc.

Why Outsource?

44%   Reduce or control costs

34%   Gain access to IT resources unavailable internally

31%   Free up internal resources

28%   Improve business or customer focus

22%   Accelerate company reorganization/transformation

15%   Accelerate project

15%   Gain access to management expertise unavailable internally

9%   Reduce time to market

0 10 20 30 40 50
NOTE: MULTIPLE ANSWERS WERE ALLOWED.

SOURCE: 2006 DATA CENTER OUTSOURCING SURVEY BY ENTERPRISE SYSTEMS (ESACOM) AND SOURCINGMAG.
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Cost Savings
Reducing operating costs is the top business objective of supply chain managers according to research 
conducted recently at the annual Logistics and Supply Chain Management Conference. Approximately 
two-thirds of respondents identified reducing operating costs as their primary goal.

When asked how they will accomplish this goal, 88 percent of respondents stated that they will use 3PLs 
to streamline their logistics departments and logistical requirements. (Trunick, Perry, “It’s Your Supply 
Chain, It’s Your Business,” Logistics Today, February 5, 2008)

A study published by MIT has shown that the companies that have successfully outsourced transportation 
programs get, among others, the following benefits:

• 20 percent reduction in operating costs
• Inventory reduction as high as 50 percent
• 40 percent increase in on-time deliveries
• 27 percent reduction of the product’s cycle
• Double inventory turnover
• 17 percent sales increase
• Order cycle times trimmed by 3 days

       (Hudson, Scott, “Trends and Services Offered in the 3PL Industry,” Supply Chain Management, 
Sept. 1, 2004)

Service Improvements
One of the most complex problems faced by logistics managers is that the world is never static. Supply 
chain requirements keep changing. Customer demands change. Manufacturer requirements change due 
to product changes.

“A shipping plan based on today’s data will become obsolete under tomorrow’s conditions,” says Rogers. 
“By using a 3PL, companies are able to achieve greater flexibility to remain competitive.” 

Given the constant state of change, it is not surprising that information technology is a top reason why 
companies outsource logistics, according to Armstrong & Associates. 3PLs’ investment in advanced 
technology gives companies the ability to keep abreast of technology changes without the associated 
overhead. Monitoring shipments, enhancing customer service, and anticipating problems are just some 
of the ways that 3PLs are using technology to benefit their customers. 

Global commerce is also a factor in outsourcing. Regulatory issues are becoming more and more 
complex, largely driven by security concerns. Documentation and customs clearance demand a high 
level of specialized experience. Many 3PLs have broadened their activities to include more international 
transactions.
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There are many other advantages to outsourcing as well, according to Rogers. He offers five reasons to 
start outsourcing now:

1. Your current inbound logistics network has manufacturing plants waiting for supplies.
2. You need access to quality infrastructure in a new market. 
3. Your fixed logistics costs are having a negative impact on your bottom line.
4. Your logistics performance metrics are not where they need to be.
5. You want cutting-edge logistics technology that integrates with your processes.

Getting Results
Clearly manufacturers and retailers consider outsourcing to be a viable option, according to the results of 
an annual survey, Outsourcing Logistics USA. Senior executives from 389 U.S. shippers participated n the 
survey, many of them Fortune 500 companies. Overall, 92 percent of this year’s respondents said they 
were happy with their 3PLs’ performance, with 8 percent saying it was “outstanding.”

Ç Ç

Rate the overall performance of your current 3PL

SOURCE: OUTSOURCING LOGISTICS, USA, 2007

8% 3% 5%

20%
16% 18%

58%64%

8%

Outstanding Good PoorHigher than expected Lower than expected
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In a similar study,  The State of Logistics Outsourcing: 2007 Third-Party Logistics, conducted by the 
Georgia Institute of Technology, Capgemini, SAP and DHL, 85 percent of respondents report that their 
logistics outsourcing efforts are successful.

It is important to note that some companies choose to outsource their entire logistics practice, while 
others outsource just a portion of their operation. Either way, it’s not a matter of relinquishing control, but 
rather of deciding how to manage a partner.

In 2007, 36 percent of respondents to the Outsourcing Logistics, USA survey claim that they outsourced 
up to 20 percent of their logistics needs while 16 percent said they outsourced 60 percent to 80 percent 
of their logistics requirements.

Finding a Good 3PL Partner
Success depends on finding a good 3PL partner. According to Rogers, five key selection criteria are:

1. Customer service capability
2. Creativity in problem solving
3. Price
4. Technology capabilities
5. Financial stability

As with most things in life, you get what you pay for, so due diligence is critical. “Price is often viewed 
differently when activity-based costing methods are applied and it becomes clear that the premium paid is 
only incurred on an as-needed basis,” says Rogers. “It is also important to ensure that the 3PL’s tools are 
accessible, their personnel will be available when needed, and they have the resources and flexibility 
to support your future growth.”

Is bigger always better? Some say that “no one gets fired for picking the best-known name in the 
business.” While this may be true, people to get fired when program don’t deliver the expected results. 
The trick is to ensure that the 3PL has the “bandwidth” — the full scope of resources — to support 
your needs in the manner expected, while ensuring that you will be in a position to gain and keep their 
attention.

Questions to ask when looking for a 3PL include:
• Ask for client-company references
• Ask about core competencies
• Ask about IT systems capabilities
• Ask for contingency plans
• Ask for location analysis
• Base the contract on information, not promises
• Establish personal relationships to get the most out of the help they can provide
• Ask for references from companies similar to yours

(Witt, Clyde, “It Takes Two to Tango,” Logistics Today, Feb. 5, 2008)
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Conclusion
Today, logistics management is facing serious challenges which have prompted a trend toward 
outsourcing to third-party logistics providers. 3PLs bring all sorts of benefits to the table.  Their  
expertise and experience allow them to help companies control costs and improve service levels, 
resulting in a significant competitive advantage.

About 4 Way Logistics, Inc.
We work with our clients on their overall supply chain strategy and design. By integrating our 
technology,as well as our leverage in the market place, we streamline processes while reducing costs 
across all modes of outsourced supply chain management.

Find out more at www.4way.com


