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Abstract 

Globalization, economic volatility and uncertainty have impacted global business markets. This has also had 

an effect on the logistics and supply chain sector. The third party logistics (3PL) industry is constantly 

changing due to global industry consolidation, technology integration, industry specialization and industry 

alliance networks. The most significant changes have been in areas such as 3PL industry size and makeup, 

services offered, geographical reach and the information technology (IT) support provided. Companies can 

survive in a highly competitive environment by creating competitive advantage. Literature presents two 

different strategies for creating competitive advantage. These are cost leadership and innovation. 

Furthermore, innovations and collaboration between companies can also be strategies for creating 

competitive advantage. 

The purpose of this paper is to analyze from the retailers’ perspective, how determinants of 3PL providers 

could meet the customers’ needs better and create Strategic Performance in the 3PL market. Furthermore, 

the purpose of the research is to find out which are the main determinants, according to the customers’ 

needs, the best directions that 3PL providers should follow for their strategic performance. 

This research contains both inductive and deductive research approach elements. The empirical data is 

collected through a survey and interviews. In total 232 Logistic firms took part in the survey. The collected 

data have been analyzed using descriptive and inferential statistical analyses. The study established that Cost 

and innovation plays a significant role on strategic performance. It recommends that in order for 3PL 

providers to create competitive advantage, they should focus on the three elements: selection criteria, 

incentives and barriers. These influence their relationship with the retailers. 3PL providers should also try to 

enhance the service quality and satisfaction level in the fields of transportation, warehousing and reverse 

logistics activities. Most importantly, 3PL providers should provide logistics services and solutions that are in 

the same level with the retailers’ objectives. Furthermore, 3PL providers can also improve their efficiency and 

become more competitive by having deeper co-operation with other logistics providers. 
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Background 

Stages of 3PL evolution 

The development of the 3PL industry can be 

divided into three main stages. The first one 

was in the early 1980’s when only traditional 

logistics service providers existed such as 

transportation companies, warehouses, 

forwarders, shippers and agents. The second 

stage was in the early 1990’s when network 

players, mainly parcel and express companies 

got involved in the industry. These were 

companies such as DHL, UPS and TNT. The 

third and the last stage of evolution started in 

the late 1990’s, when companies from 

different sectors such as consulting, finance 

and IT companies entered the 3PL industry 

(Berglund, Laarhoven, Sharman & Wandel, 

1999). 

Definitions of 3PL 

During these periods there have been several 

definitions regarding the term “3PL”, and some 

of them are mentioned below. According to 

Lieb (1992, p.34), “3PL involves the use of 

external companies to perform logistics 

functions that have traditionally been 

performed within the organization. The 

functions performed by the third party can en-

compass the entire logistics process or 

selected activities within that process”. 

Berglund et al. (1999, p.59) define 3PL as 

“activities carried out by a logistics service 

provider on behalf of a shipper and consisting 

of at least the management and execution of 

transportation and warehousing activities.” 

Berglund et al. (1999) mention that 3PL 

contract should also contain some 

management, analytical or design activities. 

Further-more, the length of cooperation 

between the customer and provider should be 

at least one year in order to differentiate 3PL 

from traditional ‘arm’s length’ sourcing of 

transportation and/or warehousing. 

Evangelista and Sweeney (2006, p. 56) give the 

following definition: “Third party logistics are 

activities carried out by a logistic service 

provider on behalf of a shipper and consisting 

of at least transportation.” In addition, the 

service offering can include other activities 

such warehousing and inventory management, 

value added supply chain activities and 

information-related activities. 

Problem Statement 

Nearly three in five (58%) shippers are 

reducing or consolidating the number of 3PLs 

they use. Shippers report spending an average 

12% of revenues on logistics, and an average 

39% of that figure is spent on outsourced 

logistics services. Shippers are more satisfied 

than 3PLs (71% to 63%) Shippers’ openness to 

more strategic 3PL-shipper arrangements, 

including gain sharing and collaboration with 

other companies, appears to be declining 

somewhat (ROK 2009). The IT Gap appears to 

have stabilized over the last few years, with 

94% agreeing that IT is a necessary element of 

3PL capability but just 53% indicating they are 

currently satisfied with 3PL IT capabilities. 

Although, the 3PL sector is a fast growing 

sector, the competition in the industry and the 

needs of the customers are increasing as well.  

Customers claim that the 3PL should provide a 

broad comprehensive set of service offerings. 

Therefore, providers are under constant 

pressure to expand and differentiate their 

services (Commonwealth Business Media Inc., 

2006). There are several different directions 

and strategies for 3PL providers to follow in 

order to be more competitive. In order to 

expand their activities, some 3PL companies 
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create alliances with other 3PLs and 

transportation companies (Lieb, 2005). There is 

also the trend from companies to reduce their 

suppliers and focus on a full product service 

provider (Trent, 2005). This is the reason why 

some 3PL providers prefer to implement the 

strategy “everything for everyone”, and offer 

all kinds of services to all kinds of customers. 

However, this strategy is not always successful 

as it might lead to a situation of losing the 

company focus and competence (Lieb, 2005). 

Another strategy is to focus on a specific 

industry and try to offer more customized 

services. According to Lieb (2005), major 

service providers in the 3PL sector, in Kenya 

have become more “customer selective”. This 

customer selective approach has leaded the 

providers to focus on long-term relationships 

and on a tendency to reply to fewer requests 

for quotation (RFQ). The customer selective 

approach has benefited the large 3PL providers 

and their customers, but has left many 

indigenous 3pl businesses with fewer 

alternatives for 3PL services. Moreover, a large 

amount of 3PL providers focus on value adding 

services such as packaging, labeling(Laarhoven 

& Sharman, 1994). Even though, the return on 

investment is low, some 3PL providers invest a 

lot in IT assets and services (Lieb, 2005). 

Furthermore, moving to more complex and 

advanced services has increased the 

cooperation between 3PL and fourth-party 

logistics providers (4PLs) (Hertz & Alfredsson, 

2003). There are supporters who claim that the 

more costs a 3PL provider takes from its clients 

business the more the 3PL provider will earn 

(Hertz & Alfredsson, 2003).  

According to Berglund, et al. (1999), in the end 

of the 1990’s the 3PL industry had not yet 

reached its mature stage and would continue 

growing. According to Lieb (2005), even 

though a lot of 3PL providers have gone out of 

business, the revenues of the remaining 

companies have increased. On the other hand, 

competition has forced 3PL companies to try 

to find more advanced services in order to 

differentiate themselves and be more 

competitive. This study therefore has led to 

the study of determinants influencing on 

strategic performance of third party logistic 

businesses owned by indigenous firms in the 

transport industry in Kenya.  In a global 

competitive environment 3PL providers should 

differentiate themselves and offer better 

services to their customers, compared with 

their competitors, in order to stay in business. 

General Objective 

Determinants Influencing Strategic 

Performance of Indigenous Third Party Logistic 

Businesses In Transport Sector In Kenya. 

Specific objectives 

i. To find out whether Cost 

influences Strategic Performance of 

Indigenous Third Party Logistic 

Businesses In Transport Sector In 

Kenya.  

ii. To determine whether 

Innovation influences Strategic 

Performance of Indigenous Third Party 

Logistic Businesses In Transport Sector 

In Kenya. 

Research Hypothesis 

i. Ho: Cost of Indigenous Third 

Party Logistic Businesses do not 

influence Strategic Performance In 

Transport Sector In Kenya. 

ii. Ho: Innovation of Indigenous 

Third Party Logistic Businesses do not 
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influence Strategic Performance In 

Transport Sector In Kenya. 

2.0 Literature Review 

Competitive advantage / Strategic 

Performance 

Competitive advantage/ strategic performance 

exists when a company is able to deliver the 

same benefits as competitors at a lower price, 

or deliver benefits that exceed those of 

competitors’ products or services (Porter, 

1985). According to Porter (1985, p.15) 

“competitive advantage is at the heart of any 

strategy, and achieving competitive advantage 

requires a firm to make a choice”. The choice 

that every company should take is based on 

two aspects. The first aspect is related to the 

type of competitive advantage that the 

company seeks and the second to the scope 

within which the company will attain it.  

Porter (1985) suggests three general strategies 

for creating competitive advantage. The first 

one is called “Cost Leadership”. In this strategy 

companies try to become the low-cost 

producer in their industry. However, 

companies with cost leadership strategy 

should not ignore the bases of differentiation. 

The second strategy is called “Differentiation”. 

In a differentiation strategy, companies try to 

be unique in each sector by providing products 

and services that their competitors are not 

able to provide. However, companies which 

follow this strategy should not ignore the cost 

factor either. The third strategy is called 

“Focus”. In this strategy companies elect to 

serve a segment of the market or a group of 

customers and adjust their services for this 

specific sector. However, the other two factors 

of cost and differentiation should not be 

ignored.  

As companies seek to create competitive 

advantage in the global marketplace the 

consequences of poor strategic decisions 

increase dramatically. If companies want to 

create competitive advantage based on low 

cost, they should take into consideration that 

low cost strategies may reduce the quality of 

the products and services (Whipple & Roh, 

2010).  

Furthermore, one critical factor which 

determines company’s success and their 

competitive advantage is innovation. As the 

global marketplace is changing, companies are 

forced to look for new ways of innovation 

(Flint, Larsson, Gammelgaard & Mentzer, 

2005). Moreover, collaboration is another 

factor that leads to an effective supply chain 

and can create ultimate core capabilities. Good 

collaboration, includes activities such as 

information sharing, joint problem solving, 

joint planning, and leads to efficiency, 

effectiveness, profitability, and at the end 

helps companies to gain competitive 

advantage (Min, Roath, Daugherty, Genchev, 

Haozhe Chen, Arndt & Richey, 2005).  

Yazdanparast, Manuj and Swartz (2010) also 

state that developing a competitive advantage 

is becoming difficult in the existing hyper-

competitive, complex, global environment. 

Yazdanparast et al. (2010) suggest that logistics 

companies can achieve competitive advantage 

through co-creation of logistics services with 

their customers.  

Moreover, information communication 

technology (ICT) has become an important 

element of 3PL competitive advantage 

(Evangelista & Sweeney, 2006). Furthermore, 

companies’ activities and their social 

consequences have attracted the attention of 

governments, activists and media. There are 

organizations that rank companies based on 

their “social responsibility” and usually these 
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rankings attract considerable publicity. If 

companies are able to use their “social 

responsibility” in an effective way, they can 

create opportunities, innovation and 

competitive advantage (Porter & Kramer, 

2006). 

2.1 Selection criteria for outsourcing logistics 

to 3PL providers on Costs 

A key decision in logistics management from 

the customer’s point of view is the selection of 

the transportation mode and carrier to move 

company’s inbound and outbound freight. 

When making this decision, managers must 

typically consider different attributes related 

to cost and transit time as the primary criteria. 

However, the importance of individual factors 

often depends on the industry and company 

size. Moreover, even these factors may differ 

within a company form one facility to the next 

(Meixel & Norbis, 2008). 3PL selection criteria, 

especially the mode choice and carrier 

selection are part of the logistics decision 

making process of the 3PL customers. These 

include identifying relevant logistics 

performance variables, selecting the most 

suitable mode of transport and carrier, 

negotiating rates and level of service, and 

evaluating the carrier performance (Monczka, 

Trent & Handfield, 2005). According to Russell 

and Taylor (2003), transportation costs within 

manufacturing firms in 2003 were average 20 

percent of the total production costs. Thus, no 

doubt these decisions are important to 

logistics managers. 

Research by Selviaridis and spring (2007) 

highlights that decision to outsource other 

activities differs substantively from the 3PL 

selection, but the factors used to evaluate 

different providers are similar. These are cost, 

service quality, reliability, flexibility and 

responsiveness. According to McGinnis (1990), 

when it comes to the carrier selection 

attributes both before and after the 

deregulation in logistics industry, 

transportation choice was largely influenced by 

six factors: freight rates; transit time; 

reliability, loss/damage/claims 

processing/tracing; shipper market 

consideration; and carrier considerations. 

When evaluating the 3PL provider, a set of 

criteria must be defined. They can typically 

include cost, quality, capacity, delivery 

capability, and financial stability. Furthermore, 

cultural compatibility, customer references, 

operating and pricing flexibility and IT 

capabilities can play an essential role in 

selecting 3PL provider (Vaidyanathan, 2005). 

According to Vaidyanathan (2005), different 

3PL evaluation criteria can help the 3PL 

customers to evaluate their current and 

prospective 3PL providers and choose the 

most suitable one. 

2.2 Risks and barriers in 3PL outsourcing and 

how to reduce them. 

According to Langley et al. (2012), one 

of the main reasons for companies not to out-

source their logistics activities is that they 

consider logistics as their core competence, 

and therefore choose not to outsource. 

Moreover, some companies believe that cost 

reduction would not be experienced through 

outsourcing this particular function. Barriers 

related to information technology integration 

and company’s belief that they can operate 

logistics activities more efficiently by 

themselves, are also reasons not to outsource 

logistics activities.  

Kaya and Özer (2009) state, that one of the 

main risks in outsourcing is related to the 

quality of the offered products or services. For 
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example, the contract company may not be 

able to satisfy the quality level that the 

customer desires. Moreover, the price strategy 

and the selection of a contract partner based 

on price, may also affect the quality of the 

products or the services. Wang and Regan 

(2003) list eight potential risks and barriers 

related to 3PL outsourcing. These are the 

possibility of inefficient management, latent 

information asymmetry, loss of logistics 

innovative capacity, hidden costs, dependence 

on the third party logistics provider, loss of 

control over the third party logistics provider, 

problems of evaluating and monitoring third 

party logistics provider performance, conflicts 

of firms’ culture  

If a company has an efficient and well-

managed distribution system, outsourcing this 

function to a 3PL provider may not reduce 

operational costs. If this is not the case, a 

company might have an incentive to outsource 

it to a 3PL provider. However, even in the case 

of outsourcing, the executives of the company 

must also have the know-how and skills to 

manage contracts and relationships with the 

3PL provider. Wang and Re-gan (2003) state 

that if the logistics activities have been 

managed poorly in the first place, logistics 

manager of the company may not be able to 

manage the external provider any better. 

There is also always an existence of an 

information asymmetry in logistics 

outsourcing. The 3PL provider rarely has 

complete information about their contracting 

company and vice versa. For example, if the 

3PL provider does not have the sufficient 

information about their contracting company’s 

cost structure, the price they offer, may not 

match to that cost structure. Wang and Regan 

(2003) also discuss the risk of losing the 

logistics innovative capacity, when outsourcing 

the logistics operations. The authors claim in 

order for the company to maintain competitive 

competencies, it has to find new ways of 

provide logistics services for the business. 

Outsourcing logistics activities does not 

guarantee innovation; the 3PL provider may 

have a primary focus on costs and does not 

necessarily recognize the opportunity to 

innovate. Many companies tend to 

underestimate the costs related to selecting an 

appropriate 3PL provider, and negotiating and 

drawing up the contract. Thus, benefits can be 

weakened by the costs that managers cannot 

identify. According to Garaventa and Tellefsen 

(2001) the costs that managers may not be 

able to identify from the beginning can be 

categorized as: administrative costs, human 

costs such as lower employee performance 

and ethics costs. Giving more time and 

allowing additional expenses early help to 

avoid problems later. For example, estimating 

transition costs, when switching in-house 

logistics operations to a 3PL provider, can be 

very difficult. Managing the transition process 

of outsourcing the operations from in-house to 

3PL provider, covers three areas, monitoring to 

see that logistics providers fulfill their 

contractual obligations; bargaining with 

logistics providers; and negotiating any needed 

contract changes. (Wang & Regan, 2003)  

 

Another risk related to 3PL outsourcing 

is the dependence on the 3PL provider. If a 

company outsources their logistics activities to 

the same 3PL provider over a long period of 

time, it may become vulnerable and even lose 

the control of its logistics activities. As a result 

of a collaborative project, it is common to lose 

some control of the project. Especially in 

outsourcing agreements, part of the control 

inevitably passes from the user to the 

provider. Wang and Regan (2003) claim that 

the level of how effectively a company can 
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control its outsourced logistics will be greatly 

determined by the type of information 

received and how early the problems are 

detected.. Lack of effective communication 

could lead to problems of quality and delays, 

and misunderstandings and even mistrust.  

In order to evaluate properly the 

performance of a 3PL provider, companies 

should have clear guidelines to measure a 3PL 

provider’s outcomes. However, this is usually 

over-looked and left without proper attention 

when having a partnership with a 3PL provider. 

Thus, in order to ensure that a 3PL provider 

meets the required standards, resources, such 

as time, money and expertise must be 

allocated in establishing an effective 

monitoring system (Wang & Regan, 2003). 

According to Vaidyanathan (2005) a set of 

criteria must be defined, in order to evaluate 

the performance of 3PL provider. These 

criteria typically include cost, quality, delivery 

capability, capacity and financial stability.  

Finally, conflicts in firms’ culture can 

also a potential risk in 3PL outsourcing. These 

conflicts arise through different goals of each 

party in 3PL arrangements. According to 

Power, Bonifazi & Desouza (2004) the impact 

of cultural differences between the client and 

the vendor is one of the most difficult issue in 

outsourcing. Both client and vendor have the 

opinion that their partner has the same culture 

and way of thinking; however, this is not 

always true. Moreover, the management style 

and the level of bureaucracy within companies 

may also vary. Thus, taking these factors into 

consideration is vital in order to maintain the 

viability of the collaboration and future success 

of the partnership (Wang & Regan, 2003).  

 

2.4 The logistics needs of retailers on 

Innovation 

In today’s highly competitive retail 

marketplace, characterized by changing 

consumer preferences as well as the large 

geographical spread of stores, retail logistics 

play an important role in ensuring efficiency 

and managing cost margins. Retailing and 

logistics are usually related with product 

availability. Thus, many have described this as 

“getting the right products to the right place at 

the right time”. The beliefs and needs of 

consumers change over time. Traditional 

methods of developing logistics strategy are no 

longer valid for ensuring companies’ survival 

(Bolumole, 2001). Customers, nowadays, are 

less willing to wait to be satisfied or served and 

more often expect instant product availability. 

Thus, the supply or logistics system which 

enables the product to go from production 

through retailing and final consumption has 

also needed to be transformed. As a result, 

physical distribution and materials 

management have been replaced by logistics 

management and are part of the whole supply 

chain. This transformation arises from in-

creased cost and service requirements and 

changes in consumer and retailer preferences 

(Fernie & Sparks, 2004).  

The logistics operations in retailing can be 

considerably expensive, if not managed 

effectively. For example, keeping too much 

inventory is a highly costly activity. Moreover, 

building, operating and maintaining 

warehouses and distribution centers are 

generally expensive. Also, owning trucks and 

transporting goods between different locations 

are costly activities, which require capital and 

create running costs. Thus, it is important to 

make sure that these operations are carried 

out effectively and efficiently (Fernie & Sparks, 

2004). Outsourcing these activities to 3PL 

service providers can help retailers to increase 

operating flexibility, reduce fixed assets and 



704 |  P a g e
 

increase efficiency (Anderson, Coltman, 

Devinney & Keating, 2011). Outsourcing 

distribution operations to 3PL service provider 

is not a new trend in retailing, as plenty of 

retailers have outsourced some of the logistics 

operations going back to the 1970’s (Wulfraat, 

2012).  

Capgemini’s 2005 “10th Annual Third-

Party Logistics Study”, conducted jointly with 

the Georgia Institute of Technology, DHL, and 

SAP, reveals that retailers see the out-sourcing 

partnerships with their 3PL providers as an 

essential factor in improving company’s 

performance and critical in achieving better 

replenishment in retailing establishments 

(Goolsby, 2006). Roughly seventy percent of 

the survey participants report, that they have a 

co-operative relationship with 3PL providers 

and that they are under pressure to maintain 

this relationship in the future as well (Langley, 

2005).  

According to Fernie and Sparks (2004) with 

appropriate logistics, retailers’ products can 

achieve better presentational quality, possibly 

be cheaper, and have a longer shelf life. 

Moreover, there should be significantly less 

instances of stock outs. By using in-formation 

transmissions and dissemination technologies, 

retailers can radically improve their reaction 

time to fluctuations in demand. Thus, if the 

logistics system operates properly, a company 

can both reduce costs and improve service 

quality, and therefore create competitive 

advantage.  

 

RESEARCH METHODOLOGY 

3.1 Introduction 

Kothari (2004) defined research methodology 
as a science of studying how research is done 
scientifically. This involves hierarchical steps 

on how the research is carried out It details the 
research design, target population, sampling 
technique, instruments of data collection and 
data analysis.. This chapter discusses various 
steps adopted by this study in determinants 
influencing strategic performance of 
indigenous third party logistics businesses in 
transport sector industry in Kenya. 

3.2  Research Design 

In this study, descriptive survey design was 

used. The research design is the plan, structure 

of investigation conceived so as to obtain 

answers to research hypothesis and to control 

variance (Kerlinger & Lee, 2000; Kothari, 2004; 

and Wiersma & Jurs, 45 2009). Sekaran (2003) 

highlighted that a research design can either 

be exploratory, descriptive, experimental or 

hypothesis testing. According to Neuman 

(2000), descriptive survey design involves large 

numbers of persons, and describes population 

characteristics by the selection of unbiased 

sample. It involves using questionnaires and 

sometimes interview tests, and generalizing 

the results of the sample to the population 

from which it is drawn. In this study, 

descriptive survey design was also applied 

because it was found to be flexible enough to 

provide opportunity for considering different 

aspects of a problem under study (Creswell, 

2003). Why chose industry study is because it 

enabled the researcher to get more detailed 

information about the experiences of the 

employees of third party logistics companies 

and customers concerning in third party 

logistics in Kenya. 

3.3  Target Population 

Target population in statistics was the specific 

population about which information was 

desired. According to Kothari (2004), a 
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population was a well-defined or set of people, 

services, elements, events, group of things or 

households that are being investigated 

(Mugenda and Mugenda, 1999). The target 

population of the study was composed of all 

registered local firms in the Third Party 

Logistics Companies in Kenya. The respondents 

were drawn from the employees of different 

hauliers in the industry which are registered in 

Kenya Transport Association with total  232 

registered. Mugenda and Mugenda (1999), 

explain that the target population had some 

observable characteristics, to which the 

researcher intends to generalize the results of 

the study. This definition assumes that the 

population was not homogeneous. The 

population characteristics were summarized in 

table 3.1. The accessible population in this 

study was the 232 local tour third party 

logistics companies  who are registered by the 

Kenya Transport Association (KTA, 2012). 

These are the ones who could realistically be 

included in the study because their physical, 

telephone and email addresses were known 

from the KTA list. 

Table 3.1: Target Population 

Sections Population 

(Frequency) 

Percentage 

% 

Top management 11 4.7 

Middle level 

management 15 6.5 

 Low level 

management 206 88.8 

Total 232 100.0 

Source: 3PL  HR Manual, 2014 

3.4   Sample Size and Sampling Technique 

/Sampling Frame 

In this study the sampling frame was the list of 

232 registered active KTA local third party 

logistic company (KTA, 2012). A sampling 

frame is a list of population from which a 

sample will be drawn from (Leary, 2001; and 

Särndal, Swensson & Wretman, 2003). Bailey 

(2008) argues that the sampling frame 

facilitates formation of a sampling unit that 

refers to one member of a set of entities being 

studied which is the material source of the 

random variable. From the 232 members a 

sample was randomly sought. 

3.4.1 Sampling Technique 

This study used probabilistic techniques, 

specifically stratified random sampling. 

Sampling technique can either be probabilistic 

or non-probabilistic (Castillo, 2009; Gall et al. 

2007; Kothari, 2004; and Mugenda & 

Mugenda, 2003). In probabilistic sampling 

every unit in the population has a chance of 

being selected in the sample, and this 

probability can be accurately determined. The 

method can be: simple random, systematic, 

stratified, and multi stage sampling. Non 

probabilistic sampling is where some elements 

of the population have no chance of selection 

or their probability of selection can't be 

accurately determined. The methods available 

here are convenience, quota sampling and 

snowballing. Creswell (2008); and Gall et al. 

(2007) highlights that stratified sampling is 

used when the population has different 

characteristics thus to ensure that all get equal 

chances, the population is sub-divided into 

strata before using simple random sampling to 

get a sample from each stratum. In this study, 

the population was divided into six categories 
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based on their gross annual turnover following 

KTA’s classification. From KTA’s list of 

registered members the strata are classified 

according to their logistic service they provide: 

Category “1” - All members on carrier selection 

Category “11” - All members on warehousing; 

Category “111” – All members on freight 

forwarding; Category “IV” - All members on 

Distribution; Category “V” - All members on 

packaging/ labeling; Category “VI” on 

inventory management and Associate - All new 

members who are yet to complete one full 

year in membership. From the six strata, 

simple random sampling was carried out to get 

the sample. This ensured equal chances of 

selection to all. It was thus a true 

representative of the population. 

3.4.2 Sample Size and Sample 

For this study, from the population of 232 

Third Party logistics to get the sample was 

necessary. A sample is a true representative of 

the entire population to be studied (King'oriah, 

2004 and Leary, 2001). Kothari (2004) 

advocates that good sample should be truly 

representative of the population, result in a 

small sampling error, viable, economical, and 

systematic. A sample was obtained from the 

sample frame which is the registered active 

KTA members who are locally owned. Kothari 

(2004) described sample size as the number of 

items to be selected from the universe to 

constitute a sample. There are several options 

to determine the sample size including census, 

imitating sample size of similar studies, using 

published tables, and applying existing 

formula. Different authorities give different 

parameters on the sample size for example 

Schewarz and Sudman (1995) recommends a 

minimum of 100 participants in survey 

research, Gall et al. (2007) recommends 

minimum of 15 in experimental research and 

30 in correlation research while Greener 

(2008) 49 recommends at least 30 but census if 

population is less than 30. The following 

formula of Cochran (1963) was used to 

calculate sample size: According to Kothari 

(2004) a representative sample was one which 

was at least 10% of the population thus the 

choice of 20% equal to 46 was considered as 

representative.  

Table 3.2: Sample Size 

Sections Population 

(Frequency) 

Proportional 

Allocation 

(ni=n.Pi) 

Sample 

Top 

management 

11 n1=46*(11/232) 2 

Middle level 

management 

15 n2=46*(15/232) 3 

low level 

management 

206 n3=46*(206/232) 41 

Total 232  46 

Source: Author, 2014 

 

3.5  Data Collection Procedure and 

Instruments 

3.5.1 Type of Data  

 The study was to utilize both primary and secondary data. Primary data was gathered through questionnaires, while secondary data was obtained from published documents or materials such as journals, periodicals, magazines and reports obtained from the ministry and government reports. This was to supplement the primary data received from 

questionnaires. 

3.5.2 Research Instrument 

With respect to Strategic Performance, this 

study was to utilize a questionnaire to collect            

primary data as used in various previous 

research projects (Mugenda and Mugenda, 

2003). A questionnaire was a research 
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instrument consisting of a series of questions 

and other prompts for the purpose of 

gathering information from respondents. The 

study was to consider questionnaires for they 

had advantages over other types of research 

instruments in that they were cheap, do not 

require as much effort from the questioner as 

verbal or telephone surveys, and often have 

standardized answers that make it simple to 

compile data.  

 

The questionnaire designed in this study was 

comprised of two sections. The first part 

included the demographic and operational 

characteristics designed to determine 

fundamental issues including the demographic 

characteristics of the respondent. The second 

part was devoted to the identification of the 

determinants on Strategic Performance in 

third party logistics relationships in Kenya 

where the variables of the study were put into 

focus. 

The questionnaire was designed to include 

both structured and unstructured questions. 

The structured questions were used in an 

effort to conserve time and money as well as 

to facilitate an easier analysis as they were in 

immediate usable form; while the 

unstructured questions were used so as to 

encourage the respondent to give an in-depth 

and felt response without feeling held back in 

revealing of any information. The scales to be 

used to measure the constructs describing the 

variables were ordinal scales where 

appropriate.  These scales were in the 

agreement likert format (Binder and Roberts, 

2003).The questionnaire was self- 

administered.  

3.5.3 Data Collection Method 

This study collected quantitative data using a 

elf-administered questionnaire. Nevertheless, 

where it proves difficult for the respondents to 

complete the questionnaires immediately, the 

questionnaire was left with the respondents 

and picked later. 

A cover letter from JKUAT was taken along to 

enable the administering of the questionnaire. 

The respondents were assured of 

confidentiality of their names and responses 

and that the responses was handled by any 

other person but rather was used purely for 

academic purposes. Each questionnaire was 

coded and only the researcher knew which 

person responded. The coding technique was 

only used for the purpose of matching 

returned, completed questionnaires with those 

delivered to the respondents. 

3.6 Data Analysis and Presentation 

Before processing the responses, the 

completed questionnaires were edited for 

completeness and consistency. The data was 

then coded to enable the responses to be 

grouped into various categories. Data collected 

was purely quantitative and it was analyzed by 

descriptive analysis. The descriptive statistical 

tools will help in describing the data and 

determining the extent used. Data analysis is a 

practice in which raw data is ordered and 

organized so that useful information can be 

extracted from it (Saunders et al. 2009). The 

primary data obtained from the questionnaires 

was checked for omissions, legibility and 

consistency before being coded for analysis. 

Majority of the data collected qualified for 

coding for further analysis. Qualitative 

measures took into account the feelings, 

attitudes and opinions of managers on their 
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success. Quantitative measurements involved 

statistical inference through application of 

inductive reasoning (Creswell, 2003). This is 

usually applied when one dependent variable 

is presumed to be a function of more than one 

independent variables (Neuman, 2000).The 

responses by managers were coded to enable 

them to be processes by computer. Statistical 

packages like SPSS were used to analyze the 

data to show the relationships between the 

variables. Neuman (2009) indicates the main 

advantage of SPSS as including many ways to 

manipulate quantitative data and containing 

most statistical measures. Normality test was 

carried out on the dependent variable 

(strategic performance) and the residuals. This 

tested the normality of the sample to ensure 

there is a normal distribution on the same. 

Pearson’s Coefficient Correlation analysis was 

used to examine the type and extent of the 

relationships of the independent variables:- 

cost  and innovation – to the dependent 

variable – strategic performance. The analysis 

of variance (ANOVA) also referred to as F-test 

was used to test the significance of the overall 

model below. The confidence level to be used 

is 95%. Regression analysis was carried out to 

find out the rate of change of variables in 

relation to changes in one another. Kvasova 

(2012) in the study on Socio54 Demographic 

Determinants of Eco-Friendly retailers 

Attitudes and Behaviour conducted in Cyprus 

used ANOVA successfully to test significance of 

the model. The main statistical model that was 

used for this study is the multiple linear 

regression model: 

Where: Y = strategic performance; 

χ= the Y intercept; 

χ¹= cost  

χ²= innovation; and 

e = error term which is assumed to be 

normal in distribution with mean zero 

and 

variance (α ). 

 

4. Research findings and Discussions 

The response rate was 69.56%, 32 

questionnaires were filled and 14 were 

returned. While the factor thresh hold  of 0.33. 

According to Kothari (2005), it has become 

customary for loadings of 0.33 to be as values 

to be interpreted. The objectives of this study 

was to establish the determinants influencing 

strategic performance in local third party 

logistics company’s in Kenya. 

 

4.1 Correlation between Strategic 

Performance with Cost and Innovation 

Correlation was used to analyze the degree of 

relationship between Strategic Performance 

with Cost and Innovation. For this study the 

Pearson moment correlation (r) was used to 

determine if there is a significant , positive 

association and to show the degree of 

relationship between two variables . Table 1 

below shows that there is a negative 

significant linear relationship between 

Strategic Performance with Cost, a pearson 

correlation coefficient of -0.317 and p- value of 

0.043 and a positive significant linear 

relationship between Strategic Performance 

with innovation and a pearson correlation 

coefficient of  0.471 and a p-value of 0.007. 
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The findings show that cost and innovation 

significantly affects strategic performance in 

local third party logistics in Kenya. These 

findings agree with a research by Langley et al. 

(2004) mention that cost reduction, supply 

chain improvements, significant pressures to 

enhance strategic performance and 

globalization are some other additional 

reasons. 

 

4.2 Regression Analysis Between Strategic 

Performance And Innovation And Cost 

Regression analysis was used to find out if the 

independent variable (Innovation and Cost) 

predicts the given dependent variable ( 

Strategic Performance). Linear regression 

yields a statistic called coefficient of 

determination (R²), which was used to 

evaluate the contribution of each independent 

variable in explaining the dependent variable. 

Table 2 shows that Innovation and Cost has an 

R square value of 0.350 or it contributes 35% 

to strategic performance while 65% can be 

explained by other factors. This implies that 

Innovation and Cost influences strategic 

performance  and when used appropriately to 

ensure match between the logistic provider 

and the retailer it can contribute to strategic 

performance  

Model Summary 

Mod

el 

R R 

Square 

Adjusted R 

Square 

Std. Error 

of the 

Estimate 

1 .591
a
 .350 .305 .95742 

a. Predictors: (Constant), Cost, Innovation 

 

 

Table 2 Regression analysis with Innovation 

and Cost 

As shown on table 3 on the test of significance, 

the p- value was 0.002 which is less than the 

level of significant of 0.05 and it shows a 

significant linear relationship between 

Strategic performance and innovation and 

selection. These findings agree with a research 

by Langley et al. (2004)  which established a 

positive significant  relationship between 

Correlations 

 Strategic 

Performan

ce 

Innovat

ion 

Cost 

Strategic 

Performance 

Pearson 

Correlation 
1 .471** -.317* 

Sig. (2-tailed) 
 

.007 .043 

N 32 32 32 

Innovation 

Pearson 

Correlation 
.471** 1 .084 

Sig. (2-tailed) .007 
 

.647 

N 32 32 32 

Cost 

Pearson 

Correlation 
-.317* .084 1 

Sig. (2-tailed) .043 .647 
 

N 32 32 32 

**. Correlation is significant at the 0.01 level (2-tailed). 

*. Correlation is significant at the 0.05 level (2-tailed). 

a. Dependent Variable: Strategic Performance 

 
Table. 1 Innovation and Cost 
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innovation and strategic performance in local 

third party logistics in Kenya  

From the hypothesis 

Ho: Innovation and Cost is not significantly 

related to Strategic Performance  

H1: Innovation and cost is significantly related 

to Strategic Performance  

Since the p-value which is 0.002 is less than 

0.05 ( 0.002 < 0.05) then we reject H0 and 

accept H1 that there is a significant 

relationship between Innovation and cost, and 

Strategic performance. 

ANOVA
a
 

Model Sum of 

Squares 

df Mean 

Square 

F Sig. 

1 

Regres

sion 
14.292 2 7.146 

7.79

6 
.002

b
 

Residu

al 
26.583 29 .917 

  

Total 40.875 31 
   

a. Dependent Variable: Strategic Performance 

b. Predictors: (Constant), Cost, Innovation 

 

Table. 3 ANOVA 

When the following model was fitted to find 

out whether the independent variable of 

Innovation and cost predicts the dependent 

variable Strategic performance, it was found to 

have goodness of fit and therefore the model 

is significant as shown by table 4 

From this table β0 is 5.546 units, this can be 

interpreted as meaning that when there is no 

innovation and cost, the model predicts that 

Strategic performance will have 5.546 units. 

From these data, Innovation had a positive B-

value (0.159) indicating positive relationship  

and cost a negative B- value (-0.067) indicating 

negative relationship and therefore, as 

innovation increases, Strategic performance 

improves while when cost increases Strategic 

performance decreases. 

Furthermore, the B-value also tells to what 

degree each predictor affects the outcome. 

The value B1= 0.159-0.067 indicates that as 

innovation increases by one unit, Strategic 

performance improves by 0.159 units while 

when cost increases by one unit , Strategic 

performance decreases by 0.067 units. If the B-

values are substituted in the equation below, 

the model can be defined as follows :- 

Ysp =5.546+ 0.159-0.067( Innovation & cost) + 

ě 

Ysp = β0+  B1x1+ ě 

Ysp = Strategic performance 

ě = error  

Coefficientsa 

Model Unstandardized 

Coefficients 

Standar

dized 

Coefficie

nts 

t Sig. Correlations 

B Std. 

Error 

Beta Zero-

order 

Parti

al 

Part 

1 

(Cons

tant) 
5.546 1.403 

 

3.952 .000 

   

Innov

ation 
.159 .048 .501 3.333 .002 .471 .526 .499 

Cost -.067 .028 -.359 

-

2.390 

.024 -.317 -.406 -.358 

a. Dependent Variable: Strategic Performance 

 

Table 4. Coefficients 
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5. Conclusions and Recommendations: 

5.1 Conclusion: 

The findings agree with other researchers who 

have a positive and statistically significant 

association between use of innovation and 

cost procedure and profits lead to strategic 

performance , this is because it has a Pearson 

correlation coefficient of innovation  0.501, 

cost -0.359 and p-value of 0.002, which shows 

a significant correlation between innovation 

and cost and Strategic performance and  R 

square value of 0.35 shows it contributes 35% 

to Strategic performance  while 65% can be 

explained by other factors. This shows that 

when effective innovation and cost even with 

selection criteria on price, quality, flexibility 

and financial stability, it ensures that those 

selected, are selected on the basis of merit. 

This goes a long way in enhancing Strategic 

performance , by ensuring there is correct 

allocation of resources in the company. 

5.2 Recommendations 

i. Providers could meet the customers’ 

needs better and create competitive 

advantage for 3PL providers in the market. 

Furthermore, the purpose of the research was 

to find out which are, according to the 

customers’ needs, the best determinants that 

3PL providers should follow. The research 

findings indicate that there are three main 

elements, which influence the level of co-

operation and commitment between the 3PL 

provider and the retailer. These are the 3PL 

selection criteria, the incentives, and the 

barriers for retailers to outsource 3PL 

activities. Thus, in order to create services that 

meet the needs of retailers, 3PL providers 

should carefully analyze these three elements 

and create services accordingly. 

ii. The research findings revealed that 

trust and fairness followed by the price of the 

ser-vices, reliability and the communication 

between providers, were the most important 

criteria for retailers to select the 3PL provider. 

According to the findings, the most important 

drivers for retailers to outsource logistics 

activities were to decrease costs in 

transportation and warehousing, and to 

improve company focus, delivery times and 

the competitiveness of the company. The main 

barriers for retailers not to outsource logistics 

activities was the thought that the 3PL 

provider would not be able to increase the 

efficiency of the retailer or that the 

characteristics of retailers’ products would not 

need 3PL outsourcing. 

5.3 Suggestions For Further Research 

In general, the retailers are satisfied with the 

variety of services offered by 3PL providers 

and most of them do not currently need any 

value-added services. Thus, the research 

suggests that 3PL providers should rather 

develop the most commonly outsourced 3PL 

activities for retailers, such as domestic 

transportation and reverse logistics and in that 

way increase the level of satisfaction among 

these activities and increase their strategic 

performance. Most importantly, 3PL providers 

should provide logistics services and solutions 

that are in line with the retailers’ objectives, 

such as improving the company’s focus which 

was the most important reason for 

outsourcing.  

Taking everything into consideration, in order 

for 3PL providers to create competitive 

advantage, they should focus on the three 

elements: selection criteria, incentives and 
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barriers, which influence their relationship 

with the retailers and try to enhance the 

service quality and satisfaction level in the 

fields of transportation, warehousing and 

reverse logistics activities. Furthermore, since 

retailers do not seem to need more advanced, 

customized, value-added and consultancy 

services, 3PL providers can also improve their 

efficiency and become more competitive by 

having deeper co-operation with other 

providers. 
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