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Abstract 
This paper is based on a doctoral thesis which discusses the development of a close 
and long-term relationship between a user and a provider of logistical services 
(Dreyer, 1997). The focus is on the costs related to the management of the 
relationship, and how this influences the development and success of third-party 
logistic (TPL) alliances. The study of three TPL alliances shows that managing the 

relationships is cost intensive. However, this is a vital part of the co-operation, and 
that success among other factors depends on preparation, organisation structure and 

trust. 
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1. INTRODUCTION 

The purpose of this paper is to describe the changes in roles between TPL providers 
and TPL users!. The provider, which used to be responsible for transport-services, 

now is in charge of activities previously handled by the user. This includes 
activities such as order processing, inventory control, storing, processing 
information, etc. Normally this means transferring employees, equipment, 

technology, skills and knowledge from the user to the provider. Instead of providing 

these activities the user now manage the logistical relationship. In particular, the 
following questions will be discussed in the paper: 

• What are the resource consequences of the development of TPL alliances? 

• How does the process of development affect the objective setting of TPL 
alliances? 

• Why are some TPL alliances more successful than others? 

Third-party logistics is a long-term alliance between a user and a provider of 
physical supply and distribution activities (TPL service). A TPL alliance means that 
a user outsources the responsibility for the TPL service to one or a limited number 

of providers. The provider adds value through differentiated, effective and efficient 
logistical solutions. The provider gets value and a competitive advantage through 
better use of capacity. Typically, the relationship is characterised by the tactical and 
operative logistical solutions and processes that are jointly developed and managed 

by the user and the provider. 

2. METHOD 

The inquiry is based on case studies of three TPL alliances. The three users are 

from the electronics, furniture and textile industries and the two providers2 are 
freight forwarders. The furniture and textile companies are manufacturers. The 
electronic company trades on behalf of its European mother company. Although the 
companies are operating world wide, this study focuses on the operations in 
Norway. The data collection methods are observations, interviews and documents. 
This has resulted in qualitative data, which is analysed in a qualitative way. The 

data has been collected simultaneously from the TPL users and the TPL providers 
over a two-year period. 

1 The TPL user is either a manufacturing or a trading company, while the provider usually is a freight 

forwarding company. 

2 Two of the users are using the same provider. 
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3. THE MOTIVES FOR ESTABLISHING LOGISTICAL ALLIANCES 

According to Oliver (1990) necessity, asymmetry, reciprocity, efficiency, stability, 
and legitimacy can explain the establishment of inter-organisational relationships. 

Since logistics is a discipline which deals with more efficient and effective use of 

resources, the most relevant explanation is efficiency. Traditionally, logistics is 
considered an instrument for reducing cost and improving profit margins. Thus, I 

assumed that the motive for establishing a TPL alliance is to maximise profit. 

The transaction cost theory assumes that there are rational economic reasons for 
organising transactions (Williamson, 1975; 1985). The best organisation alternative 

is the one with the lowest transaction cost. The transaction cost is the cost of 
carrying out the safeguarding, adapting and evaluating in a contractual relationship. 
Depending on the transaction's dimension, it should be organised in a hierarchy, in 

the open market or somewhere between these two alternatives. According to 
Williamson (1985) the principal dimension characterising transactions are asset 

specificitl, uncertainties which may effect transactions, and the frequency with 
which transactions recur. Although all are important, Williamson attaches special 
significance to asset specificity. Once an investment has been made, the buyer and 

seller are effectively operating in a bilateral exchange relationship for a 

considerable period thereafter. 

A vital explanation factor in the transaction cost theory is that we as human agents 
are subject to bounded rationality and that at least some agents are given to 
opportunism (Williamson, 1975). Bounded rationality means that man is endowed 
with a limited, powerful analytical and data processing apparatus. However, this 

does not imply irrationality. Instead, although bounded rational agents experience 
limits in forming and solving complex problems, and in processing information, 

they otherwise remain "intendedly rational" (Williamson, 1981). Opportunism 
means that as human agynts we will behave in self-interest "with guile". We will 
make false or empty self disbelieved threats or promises in order to get personal 
advantage. It is because of man that it is necessary to mange contractual 
relationships. Thus, transaction with transaction-specific investments and a high 
degree of uncertainty should either be organised in a hierarchy or in a co-operative 

and long-term relationship. 

My study shows that a user's motive for outsourcing its physical supply and 
distribution activities is to reduce the logistical cost and to improve the competitive 

3 Asset specificity can arise in any of three ways. Site specificity, as when successive stations are located 

in cheek-by-jowl relation to each other so as to economise on inventory and transportation expenses. 

Physical asset specificity, as where specialised dies are required to produce a component, and human 

asset specificity that arises from learning by doing. 
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advantages. The user ' s core competence in this case was to produce and sell 

electronics, furniture or garments. Thus, a specialist can perform the logistics 

operations at a lower cost than the user. In addition, high quality and sevice will 

increase the user's annual sales. The provider's offer TPL services because this 

involves better use of capacity and lowered cost. It also assumes that experience 

will help it to increase its sale of TPL service. Further, the inquiry shows that TPL 

result in a long-term trade relationship. Also, the actors have co-ordinated and 

integrated their operations and organisations. The number of freight forwarders is 

reduced from several to one, and the TPL service involves transaction specific

investments. These elements show that TPL is organised as a long-term relationship 

between the market and the hierarchy. 

4. A DEVELOPMENT MODEL OF TPL ALLIANCES 

Ring and Van de Ven (1994) argue for a dialectic process framework when it comes 

to the development of co-operative inter-organisational relationships. They claim 

that these relationships are socially contrived mechanisms for collective action, 

which are continually shaped and restructured by actions and symbolic 

interpretations of the parties involved. This means that an initial structure of 

safeguards (institutional governance mechanisms) will establish a context for inter

party action and those subsequent interactions reconstruct and embody new 

governance structures (behavioural governance mechanisms) in the relationships. 

Thus, a model is formed which describes the development of a TPL alliance as a 

result of a dialectic interaction between institutional and behavioural governance 

mechanisms (Figure 1). Institutional governance mechanisms are activities that 

imply transaction cost, and behavioural governance mechanisms compensate for 

bounded rationality and reduce the possibility for opportunism and thus reduce 

transaction cost. The behavioural governance mechanisms will supplement the 

institutional mechanisms and, over time, make the relationship profitable. 
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Figure 1: A dialectic process framework of the development of a TPL alliance. 
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Figure I show three phases, each consisting of mechanisms that contribute to and 

reduce transaction cost. The positive side represents institutional governance 

mechanisms leading to transaction cost, while the negative side is behavioural 

mechanisms that reduces transaction cost. 

Trust is understood as the belief that a party's word or promise is reliable and that 

each party will fulfil obligations in an exchange relationship. Trust develops as a 

result of good experience but it also exists prior to the exchange. Routines are 

repetitive actions which over time lead to addictive actions, while experience is 

knowledge and information from the routines. Norms are guidelines for good 

conduct or expected patterns of behaviour. Each party brings into the relationship a 

set of norms, but a new set of norms is developed as a result of the interaction. 

Communication is written, oral or bodily transferred information between actors. 

5. THE DEVELOPMENT OF THE TPL ALLIANCES 

The study shows that the alliances evolved through the four phases shown in Figure 

2. 
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Figure 2: The TPL alliances' evolving process. 
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Each phase involves a set of managerial activities which can be categorised in 

different processes (see the doted arrows and text under each phase in Figure 2). 

Each set of processes ends in the phase's main process, which leads the alliances 

into a new phase. The result of the re-negotiation phase is a decision to continue the 

TPL alliance or to dissolve it. After several discussions members of the electronic 

alliance decided to continue the relationship, while the actors in the furniture and 

the textile alliances decided to end the co-operation. The electronic alliance decided 

to adjust the contract, while the furniture and textile alliances started to co-operate 

with new partners. 
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6. TRANSACTION COST 

Figure 2 shows the different processes which have been performed in order to 
design and manage the TPL alliances. As Ring and Van de Ven (1994) have stated, 

each process has two dimensions. A visible dimension as shown in Figure 2 and a 
second, more abstract dimension consisting of the members' reflections, 

considerations, and mental processing of the information and impressions they get. 

Interesting questions are why these processes are necessary, and how they affect the 
resources needed for managing the relationships? 

From a user's point of view the main purpose of the activities in the search- and 

sale-phase is to select a suitable TPL provider. For the provider the purpose is to 
decide if this task suites them. Thus, both groups must collect and process 

information in order to make a decision. According to Williamson (1985) these 

activities compensate for bounded rationality and prevent opportunistic behaviour. 
Activities such as collecting and processing information about the existing situation 
and future needs, is necessary because we as people have bounded cognitive and 
language capacity. Several studies show that selecting a suitable partner is a critical 
success factor in this type of relationship (Dwyer et.al., 1987; Gustafsson et.al, 
1991; Heide, 1993). Thus, the alliance members will initiate several efforts which 

ensure that they make the best decision. This explains why the processes are so 
circumstantial. Measured in time this phase lasted between six and nine months, 
and was very labour intensive. 

In this phase the abstract dimension is visible through the communication patterns. 
Information and presentation meetings were arranged where they had the 
opportunity to meet the people behind the offers and proposals. The users also 
confirmed that the reason they selected the providers was that they gave a very 
positive impression during this first phase. 

The purpose of the activities in the establishment phase is to develop the alliance's 
logistical and administrative solutions. In order to compensate for the lack of 
background and to ensure that each member fulfils its obligations, it was necessary 
to write a contract specifying the logistical and administrative activities, and to plan 
and organise the future relationship. According to the transaction cost theory these 

activities are instruments which compensate for bounded rationality and reduce the 
probability for opportunistic behaviour (Williamson, 1985). The activities help 

clarify the situation and build a common understanding of the future situation. 

Thus, this phase was also labour intensive and lasted from six to nine months. The 

abstract dimension is visible trough the members expression of the development of 

a very positive attitude and atmosphere in this phase. Several of the members 
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expressed the feeling of teambuilding, a willingness to do one's best, a strong belief 
in the solution and the opposite party, and the development of good personal 

contact between the members. 

In the execution phase, implementing and institutionalising the logistical solution 
were the main activities. Management, evaluation and adjustments were required in 
order to ensure that the partners fulfilled their contractual obligations. Thus, these 

processes can be viewed as essential for reducing bounded rationality and 
preventing them· from behaving opportunistically (Williamson, 1985). Activities 
such as measuring service quality, cost and productivity, and meetings to discuss 
performance gaps and subsequent corrections make it possible to clarify 

misunderstandings and thus prevent conflicts. 

From the start, a lot of effort was spent managing the logistical performance in this 
phase. However, after a while these efforts were reduced as a result of the 
interaction between the visible and abstract process dimensions. Initial problems 
have been solved. As the provider gets more experience with the practical solutions 
they are able to behave proactive and to prevent mistakes from happening. Two of 
the users resigned because the providers did not fulfil their expectations in spite of 
being reminded of this. Thus, after a while the users' gave up the hope to improve 

the situation. 

The re-negotiation phase proved up to be a reflection process about an alliance's 
future existence. During this phase each alliance experienced situations which made 
its members consider if they wanted to continue or dissolve the relationship. 
Initially, this was not the situation the partners had planned for. The phase was 

meant as contractual adaptations, because the actors' intention was to continue the 
relationship in order to make it a profitable one. 

A great deal of managerial resources was used in this phase to evaluate and 
document results against the pre-defined goals. How the gaps between the result 

and goals could be filled and who should be responsible for the corrections also 
characterised the negotiations. Parallel to these processes the user in the furniture 
and textile alliances started to search and negotiate with new potential providers 
because of their strong dissatisfaction with their provider's performance. According 

to the transaction cost theory these resources imply transaction cost because they 
are performed in order to correct the gap between the contract and reality 
(Williamson, 1991). The phase lasted only three to seven months, but was very 
labour intensive. 

In summary, managing TPL alliances is resource demanding. This study show that 

the transaction cost did not develop as expected for this kind of long-term and co-
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operative relationship. In the phases search and sale, establishment, and re

negotiation the transaction cost level was relatively high, while it has been reduced 

in the execution phase. However, this reduction has not been sufficient to make the 

relationship profitable during the first contract period. There is reason to believe 

that this is because the behavioural governance mechanisms have not been 

emphasised enough in order to prevent the members from spending all their efforts 

on negotiations, discussions etc. 

However, it is not the level of the transaction cost which led to the conflict and 

dissolution situation in the alliances, but rather the behaviour and attitude of the 

members in the execution phase. Thus, I will discuss two situations that lead to 

conflict between the actors and which contributed to the dissolution of the furniture 

and textile alliance. 

7. GAPS 

In the first situation the logistical solution demanded more effort than the members 

had agreed upon in the contract. Thus, there was a gap between the resources the 

TPL provider spent on the task and what they got paid for. When the provider asked 

for compensation the user rejected this claim and referred to the contract. Gradually 

this led to a rather large and difficult economic divergence between the TPL users 

and TPL providers. Two of the TPL alliances did not manage to come to an 

understanding. The second situation was a combination of the TPL providers not 

being able to fulfil their contractual obligations, and the TPL users having 

expectations different from their providers. 

There are several explanations for this situation. The TPL users had limited 

experience with the TPL solutions because the responsibility was delegated to the 

TPL providers. Thus, the user's reality was the contractual agreements and not the 

practical solutions, but this was the reality the provider had to deal with. The users 

claimed that the provider's responsibility was to get the job done more efficiently. 

They were not interested in paying more for a task they believed should be cheaper· 

as the provider gained more experience. The user's behaviour is similar to what 

Williamson (1979; 1991) characterises as opportunism. When the users understand 

that their profit margins are threatened they focus on protecting their own interests, 

and not what is best for the collective. 
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8. SUCCESS FACTORS 

The following success factors have been identified: Prepare, implement and 

dissolve: In order to create realistic solutions, goals, plans and contracts and to 

select the right alliance partner, careful 'preparations are essential. This means a 
realistic and detailed description of the TPL user's present logistical system. Also, 
the TPL provider should have insight regarding the activities it is able to perform. 
The implementation process can either be immediate or step-by-step. A step-by

step approach is preferred because it allows time to close gaps before the contract is 
written. Dissolution means guidelines for why, when and how the alliance shall 

end. 

The organisation structure should be one with clear goals and plans. The members 
also need to clarify their roles and the responsibilities they have. They must then 
transform into an organisational map. A steering committee and a project manager 
should be in charge for this organisation. 

The alliance should have a system which creates, measures and distributes benefits 
and burdens. This is vital for the partner' motivation to stay in the relationship. 

Also, such a system will prevent conflicts because the creation of the relationship is 

visible. 

Trust and communication: In order to build trust the following factors are 
important: 

• The partners strategic fit, that is their vision, strategy and power-relationship. 
• Formal and informal interfaces between the members in the alliance. 

• The organisation and management of the activity in the relationship. 

Communication is about the information which should be distributed. An open and 
free exchange of operative information, for example through a common database 
and electronic access to the database is important. Strategic information such as 
strategic plans, costs and price estimates should also be communicated. 

9. CONCLUSION 

The TPL alliances in this study have been a cost demanding way to organise 
logistical activities. From a total cost perspective none of the alliance has been 

profitable. The study also shows that it is difficult to create a culture that stimulates 
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the growth of behavioural governance mechanisms, and thus the reduction of 

transaction cost. 
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