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Abstract: This study discusses the outsourcing concept m logistics. Specifically, this study explains the

determinant of air freight logistics outsourcing practice i Malaysia among the manufacturer. The aim of thus

study is to identify what are the key determinants for logistics outsourcing in air freight perspectives. Forty
questionnaires were distributed for pilot study and only received ten in return. The industries involved in this
pilot study are electrical and electronic industry, personal care and health product, IT and computer industry
and household industry product. The initial findings show that the key determinant of outsourcing in air freight
is to improve air freight logistics services and to get more flexible air freight service. This is followed by

improving services to their customer and to obtain service from a logistics expert. This study discover and

enhance current understanding of logistics in air transport in terms of value propoesition from the outsourcing

activity.
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INTRODUCTION

Logistics outsourcing: Logistics is the heart of supply
chain since it plays crucial roles in corporate success and
to gain distinctive value propositions. Without logistics,
supply chain activity will not be possible. Ongoing global
challenges forced many firms to outsource their business
activity including logistics. As such many firms have
outsourced their logistics activity either partial or fully
outsource as 1t 1s recognized as a key driver to business
entity to achieve supply chain agility and effectiveness
(Min, 2013; Shi et al., 2017). Agility has been noted as an
organizational enabler of quick and efficient reaction that
enables the firm to achieve a competitive advantage
(Rahman, 2012; Gligor and Heolcomb, 2012). A firm’s
supply chain agility will have affecton its overall global
competitiveness. The movement of goods from one point
to another point 13 vital for every channel member for both
mbound and outbound, direct and in reverse logistics.
The main channel member here refers to the supplier,
manufacturer, wholesaler, retailer, dealer and customer.
For instance, the manufacturer always warrants their
product to reach the customer at the right time, right place

and with no defects (Leuschner and Lambert, 2016). Most
of the business organizations are outsourcing their
logistics activities such as transport and ware housing to
the third party which is known as third party Logistics
Provider (3PL). The 3PL 1s an external party that 1s expert
in transportation, warehousing and handling logistics
activities from one place to another (Rahman, 2012). This
includes road, sea and air transport. Logistics outsourcing
involves any externalization activity which was previously
performed in-house.

In business, a part of logistics outsourcing (business
process) been outsourced, there is avarious function that
is also outsourcedto an external party. For instance, there
is Information Technology (IT) and Knowledge Process
(KP) outsourcing. Outsourcing can be defined as
contracting out some or full business function to an
external party (Razzaque and Sheng, 1998; Min, 2013). It
1s also can be defined as the engagement of an external
party, outside their organization to handle their business
activities. External party here refers to the expert party that
15 called as 3PL. An earlier study by Sanders ef al.
(2007) show that outsourcing can be categorizedmto
four categoriesnamely out-tasking,co-managed services,
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Table 1: Description of four type of outsourcing

Type of outsourcing Description

References

Out-tasking

This term is not only used to explain outsourcing in business and management but also in IT
study in environment and facilities stadies. Out-tasking here refers to the activity that uses

or specialized vendors, rather than “full-service single suppliers™. Out-tasking

is the simplest activity of outsourcing where the responsibility assigned to the provider is

Kleeman (1994),
Krishnamurthy et ef. (2009)
Sanders ef ai. (2007) and
Rahman {2012)

relatively small, confined and specific. For example, a provider assigned to handle a client’s
returned inventories, arranging for packaging, arranging for item disposal or restocking

Co-managed

At this stage, the arrangement involves assigning a larger scoped task or function to the supplier
compared with the previous engagement. However, this is performed under direct client control

Sanders ef ai. (2007) and
Rahman (2012)

Here client and provider share responsibility for managing tasks and assets and in many cases,
work collaboratively. Although, the overall function can have astrategic impact, it is the tasks
with lesser strategic significances that are typically performed by the supplier

Managed service

At this phase, the resp onsibility assigned to the provider is larger in scope than that of the previous
engagements. Here the client typically engages with the provider to plan, design, implemnent and

Kaipia and Transkanen (2003)
Sanders et al. (2007)

manage an end-to-end solution for a complete function such as the fill management of a client’s
transportation systems. The provider is now responsible for all aspects of the finctions including
equipment, facilities, staffing, software, implementation, management and ongoing improvement

It is about reconfiguring thewhole process in new ways. This change affects logistics in particular,
where the need for process integration is a challenge that calls for new ways to share responsibilities

among supply chain partners
Full cutsourcing

At this stage, the customer assigns total responsibility to the provider for the planning, design,
implementation, management and often the strategic direction of the function operation or process.

Sanders et . (2007) and
Antonietti ef al. (2016)

The services are typicalty highly customized to the business environment of the customer

Out tasking

Four type of
outsourcing

Full

5 Co managed
outsourcing

Fig. 1: Type of outsourcing

managed services and full outsourcing (Fig. 1). Table 1
explains the difference between these four type of
outsourcing in term of monitoring and coordination
activities. Type one, type two and type three is also
known as partial outsourcing while type four 1s known as
full outsourcing.

Past  studies shown that
outsourcing has increased year to year including logistics

have research in
outsourcing. From the previous study we can see that
logistics outsourcing activity mvolves a high cost.
However, manufacturers are willing to pay to ensure their
business activity 1s smooth and so that they can
concentrate on their core business activity. As mentioned
by Laarhoven et al. (2000), Bardi and Tracey (1991), the
potential benefits of logistics outsourcing include cost
saving, improved cash flow, greater distribution network
and better asset management. This 1s in line with what

that has been discussed m Transaction Cost Theory
(TCT) that when transaction cost is low and transaction
uncertamnty 1s high, logistics outsourcing 1s the best
solution for any organization compared to performing it
in-house (Williamson, 1975).

Having, reviewed the past studies, most of the
logistics outsourcing study focus on all modes and not
many studiesconcentrate on aspecific industry, especially
in air freight. Air freight logistics outsourcing is vital for
every business unit across the world as it supports mmport
export activity and also contributes to the growth of the
economy in the country. Next subsection will further
discuss the logistics outsourcing in air freight and the
development of the research question and aims of this
study.

The importance of air freight provider in agile supply
chain: Tt is well recognized that the role of 3PL is not only
significant to local or domestic activities but also
important for international operation such as sea and air
to support import and export business activity. The idea
of contracting out such activity (transportation) to the
external provider, 3PL is not a new phenomenon. In
Malaysia, it started many years ago. Most of the business
activities also focus on sea freight as 1t 1s cheaper
compared to air freight. However, air freight is still
significant to business players especially for those who
business in the luxury product or high-end product,
electromics, microchips and any other high-value
product.

Air freight is now an essential element in global

business activities (Chu, 2014). Air freight can be
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defined as commodities that comprise the bulk of air
freight shipments including high-value product, time
sensitive product, luxury commodities, electronic goods,
persenalized or customized products, telecommumication
equipment, photographic equipment, electronic chips,
medical and pharmaceutical products. This diverse range
of products shows the importance of air freight logistics
business to the shipper’s daily needs (Rahman et af,
2015). In another word, air freight is a revenue freight
which includes all forms of property that are transported
by air excluded mail and passenger baggage.

The 20 years ago, research n logistics outsourcing
has begun generally in many perspective such as provider
selection (Chao and Kao, 2015; Anderson et al., 2011),
mformation sharing, dyadic partnershup (Rahman, 2012)
and relationship marketing, customer satisfaction, lovalty,
service quality, halal logistics provider and also branding
in logistics (Davis, 2008, Marquardt et al, 2011;
Rahman et al., 2014). In Malaysia, research in logistics
started and became famous mn the early 2000s. However,
little is known about the air freight industry since
theprevious study focused on a large scale and is not
unique to each mdustry or modes of transport. Logistics
study in Malaysia is still lacking and previous studies
have many searching for Western perspectives. Thus,
this study would like to contribute by providing an
msight mnto logistics outsourcing activities in air freight
perspective in Malaysia.

Although, an important component of logistics and
an area of customer perception study on 3PL, has been
mvestigated (Marasco, 2008), 1t remams difficult for 3PL
providers to understand the expectations of their
customers and determine what drives their choice of one
provider over another (Power et al., 2007, Rahman, 2012).
In fact, in relation to Transaction Cost Theory (TCT) in
logistics outsourcing activities, the drivers of the firm’s
subcontract or outsource some or full of their logistics
activities to an external provider (3PL) due to few factors.
There are asset specificity, uncertamnty, information
asymmetries and risk of incurring opportunistic behavior
(Williamson, 1975, 2008). As suggested by transaction
cost theory both provider and
mterdependent, one has the asset and the other party
does not have the asset). Furthermore, several studies
suggest that logistics outsourcing is an important factor
since it can be a cause of business organization failure
and disappomntment. In Western perspective, there 1s a
study that shows many compames that have taken
outsourced function back in house (Alkaabi and
Debbage, 2011). Therefore, the selection of air freight
provider is still an important 1ssue to discuss and it 1s
justified that this 1ssue 1s still valid to be discussed.

customer are

Thus with that, the purpose of this study is to
determine the factors for air freight logistics outsourcing
and which specific factors have the most influence in
shape air freight logistics outsourcing in Malaysia. From
here we develop our research questions as.

Research question: What are the main drivers that lead
thecompany in Malaysia to outsource their logistics
functions to air freight provider?

MATERIALS AND METHODS

The data for tlus study has been obtamed from
the questionnaire. For our prelimmary study we
have distributed 40 questionnaires to manufacturers.
Theoretical sampling has been used as we already
identified the main user of air freight industry in Malaysia.
The list of the mamufacturers was obtained from FMM,
Federation of Malaysian Manufacturers. We bought a CD
for the price of RM30 from FMM in June 201 6 and got the
information about manufacturers in Malaysia. The 40
questionnaires were distributed to the electrical and
computer and IT Software
company, pharmaceutical product and personal care
and household industry product. However, after about

electronic companies,

2 months waiting, only 10 forms were returned. The
selection of our pilot respondent is guided by literature
review from the past studies. It shows that there 1s the
main user of air freight services coming from the industry
such as electrical and electronic ndustry.

Our pilot questionnaire was developed with a valid
and reliable measure. We performed content validity to
identify any items which remain unclear. We sent the
questionnaire to two industry representative and also to
two academicians i the logistics field. Two 1s justified
since from the previous scholar; it is recommended that
the ideal number of expert suggested be in arange of 2-10
(Gable and Wolf, 1993). Two criteria were used to evaluate
the questionnaire namely the clarity of the questions and
the representativeness of the content. The clarity here
refers to how clear the question is worded.

The procedure of our pilot data started with
contacting relevant persommel who took care of the
logistics activities in that company. We call and ask for
their support to be our pilot respondent. After the phone
conversation we then post the questionnaire to them. We
also attach an envelope (with stamp) and returning
address. After 2 weeks we did follow up and within
2 months we got the feedback from the respondents. Our
preliminary data 1s analyzed using SPSS Version 21.
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RESULTS AND DISCUSSION

Key findings: From our findings, our main respondent
comes from electrical and electronic manufacturing
industry, 20% of personal and health care product and
10% of computer and IT equipment product. This shows
that the main customer for air freight mdustry in Malaysia
15 aligned with other countries where electrical and
electronic products are manufactured. This is because the
product is not only expensive, it is also sensitive and
tendency to get stolen during transit or shipment 1s also
high. Therefore, the best 1s transport them through air
freight.

With regards to a determinant on air freight logistics
outsourcing, the reason for outsourcing among the
manufacturers m this pilot study 1s tabled in Table 2. From
Table 2, we can see that 100% of the respondent says that
the reason why they go for air freight outsourcing as they
want to improve their logistics activities. This 1s aligned
with what been discussed m the past literature (Bardi and
Tracey, 1991, Rahman, 2012). What is new in air freight
perspective is 90% of the respondent does not agree with
the statement of the reason why they go for air freight is
to reduce the air freight logistics cost. For them, high
logistics cost is not the main reason why they go for
outsourcing but there are also other factors. This shows
that they have no choice even when the price for air
freight outsourcing is high they are dependent on air
freight provider to deliver their product fast and safely to
the desired customer/destination. Meaning that they are
all aware that the price of logistics 1s costly. However, the
aim of air freight 1s to ensure the product can be delivered
with fast and safely. That aligns with past studies saying
that the commodity or product that 1s delivered through
the air is a sensitive and high-value product. That is why,
evenn the cost of delivery by air is lugh but the
manufacturer got no choice they have to spend to ensure
the product is safely delivered and on time.

Our third findings show there 1s no one respondent
who agreed with the statement that they go for ar freight
outsourcing because they want to avoid investment in
non-core activity. This is a new finding in air freight
perspectives. However, 1t 1s logic as in different study
especially by air, according to Transaction Cost Theory
(TCT), the customer goes for logistics outsourcing
because they do not have an asset and theydo not want
to perform in-house as the cost of logistics 1s hugh. Thus
they go for outsourcing.

Eighty percent from our pilot respondent agree that
they want to obtain service from logistics expert and again
and another 80% also agreed with the reason why they go
for awr freight 1s to improve service to their customer. This

Table 2: Key findings-reason for outsourcing in air fright

No. of
Reason for air freight outsourcing Results (%)  respondent
To improve air freight logistics service 100 10
To reduce the air freight logistics cost 10 9
To get a more flexible air freight services 70 3
To avoid investment in non-core activity 0 0
To obtain service fiom a logistics expert 80 8
To improve service to our custormer 80 8

shows that the manufacturer/shipper willing to pay more
(high price) to ensure that the customer is happy with
them. They are well aware that if they go for sea freight,
the delivery would be long and the customer will not be
happy. Moreover, the tendency of the freight to get
stolen and broken is high.

CONCLUSION

As a conclusion, we could say that air freight
logistics outsourcing among the manufacturers especially
in an electrical and electronic company specifically is
dependent to air freight provider. No matter the price is
high; they have no choice as to make sure the product is
safely delivered and on time. These preliminary findings
will be used as a basis for us to explore further on air
freight outsourcing issue. This study contributes to
outsourcing theory specifically focus on air freight
industry perspectives in Malaysia.

SUGGESTIONS

Future studies should concentrate on the large scale
data focusing on reason or determinants of air freight
outsourcing and the air freight service quality. This study
also suggest for future research to investigate the
interaction between buyer (the manufacturer) and the
provider (air freight provider). Even it 1s well-understood
that air freight is expensive, however, it seems like it is
dependent to the shipper to use air freight provider to
carry their products no matter if the service is not good.
This remains the issue that the researcher need to explore
further.
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