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Background:-

Logistics has become one of the fastest growing industries in every economy. Due to its significant role in achieving
competitive advantages, outsourcing logistics activities to a third party is an emerging trend in the modern world.
Vaidyanathan (2005) identified a rapid increase in the number of companies that outsource their logistics activities
to Third Party Logistics (3PL) providers, to concentrate on their core competencies. Organizations mostly outsource
their logistics activities to move ahead with low cost structures. Rahman (2011) identified that cost reduction,
reduction in capital investment, enhanced flexibility, access to new market, access to new technology, and focus on
core activities, as motivational factors for outsourcing. Further, Premarathne (2012) highlighted that outsourcing of
logistics activities reduces excess stock, cost of production, lead-time, resource shortages, overhead costs, and
increases production flexibility and quality that leads to better concentration on the core business. Third Party
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Logistics companies provide many services including shipment consolidation, order fulfilment, warehouse
management, fleet management, reverse logistics, rate negotiation, carrier selection, logistics information systems,
inventory management, product assembly, and order processing.

In the past, the importance of logistics management was not highly recognized by the business sector in Sri Lanka.
However, Sri Lanka is now heading towards development in this field and attempts to achieve competitive edge in
the market through outsourcing their logistics activities. Hettiarachchi & Ranwala (2015) highlighted that cost
reduction is the key catalyst of outsourcing logistics activities in Sri Lanka. Further they identified that apparel
industry in the country has the highest interest in outsourcing logistics activities and warehousing is the most
common 3PL service demanded by customers. However, according to Perera (2011), Sri Lanka yet has a long way
to proceed in the logistics field.

Apparel industry in Sri Lanka plays a major role in the economy, as it has made Sri Lanka as a world class apparel
manufacturer, supplying to global super brands for over three decades. Dheerasinghe (2009) mentions that garment
industry in Sri Lanka acts as one of the largest net foreign exchange earner since 1992. Apparel sector in Sri Lanka
is renowned for its excellence in speedy delivery and reliability while assuring quality and innovation at global
standards. Further, the apparel sector follows ethical industrial practices in labour management, thus known to the
world as a producer of ‘garments without guilt’. However, Sri Lankan apparel industry is categorized as a low
margin market due to its labour-intensive nature. Further, the availability of imported textile and textile articles at a
very low price has adversely affected the domestic apparel sector. This has been one main reason for the apparel
industry to experience a contraction in the growth rate up to 1.4 percent during 2015, compared to 3.4 percent
reported in 2014. On the other hand, Export Development Board (2016) has identified apparel industry as ‘a one
with conscience and care by protecting workers’ rights, creating opportunities for education and personal growth,
and helping to alleviate poverty in communities with the aim to create a more equitable society.” The industry
provides direct and indirect employment opportunities to over 300,000 and 600,000 respectively, which include a
substantial number of women in Sri Lanka and the total value of exports in the apparel sector was US $ 4,739
million in the year 2014 (Export Development Board, 2016). Sri Lanka has around 300 to 350 apparel manufacturers
and exporters, and most export-oriented clothing factories are SMEs and scattered across the country (Export
Development Board, 2016).

Customer satisfaction is a key factor for any organization as it paves the path for profitability through customer
retention, and Customer satisfaction is the necessary foundation for an organization to retain existing customers
(Guo, Xiao & Tang, 2009). High level of customer satisfaction deceases the intention to switch (Bowen & Chen,
2001).

Although many researches explore customer satisfaction determinants in different industries, very few research have
been conducted locally and globally to identify significant factors affecting 3PL customers’ satisfaction in the
logistics market. The outcomes of this study assist 3PL providers to distinguish significant factors that affect their
customer satisfaction. Further outcomes help 3PL providers in minimizing customer switching behaviour and
switching costs, as they have a clear idea about the expectations of customers that should be fulfilled when
delivering 3PL services. Outsourcing logistics activities create a platform for 3PL providers and their customers to
have a flexible, reliable, and an effective long lasting relationship, which eventually results in better financial
performance of both parties. Therefore, the main objective of this paper is to study the factors that influence 3PL
customers’ satisfaction in the apparel sector in Sri Lanka.

Literature Review:-

Satisfaction is a person’s feeling of pleasure or disappointment that results from comparing a product’s perceived
performance or outcome with their expectations (Kotler, 2011). Fornell (1992) defined customer satisfaction as the
customer’s response to the evaluation of the perceived discrepancy between prior expectations and the actual
performance of the product or service perceived after its consumption; hence considering satisfaction as an overall
post-purchase evaluation by the consumer.

In 3PL industry, customer is a firm. Therefore, customer satisfaction in the B2B context is often defined as ‘a
positive affective state resulting from the appraisal of all aspects of a firm’s working relationship with another firm’
(Geyskens et al., 1999). Two concepts of customer satisfaction are, transaction specific satisfaction and cumulative
satisfaction (Bolton & Drew, 1991; Shankar et al., 2003). Transaction specific is also known as service encounter
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that occurs related to a specific transaction and provides a specific diagnostic information about a particular product
or service encounter, whereas in cumulative satisfaction, it is the overall satisfaction that accumulates across a series
of transactions or encounters. This study focuses on cumulative satisfaction as it is a more fundamental indicator of
the firm’s past, current, and future performance.

Consumer switching is the migration of consumers from one service to another (Ranganathan, Seo & Babad, 2006).
Sathish et al. (2011) defined customer switching as an act of being loyal to one service category, but switch from
one service provider to another, due to dissatisfaction or any other related problem. Wagner & Friedl (2007) claimed
that partial switching allows customers to have relationships with existing suppliers while seeking new relationships
with potential suppliers.

Jacoby & Kyner (1973) described loyalty as the biased, behavioural response, expressed over time, by some
decision-making unit, with respect to one or more alternative brands out of a set of such brands, and is a function of
psychological processes. Zeithaml, Berry & Parasuraman (1996) defined loyalty as an intention to perform a diverse
set of behaviours that signal a motivation to maintain a relationship with the focal firm, including engaging in
positive word-of-mouth and repeat purchasing.

Customer loyalty is the commitment to buy or purchase a product regularly in future from an organization (Oliver,
1999). Customer loyalty is conceptually similar to commitment (Assael, 1987) and it is mainly categorized as short-
term and long-term loyalty (Jones & Sasser, 1995).

Service quality is essential to a service company as it can directly have an impact on customer satisfaction
(Parasuraman, Zeithaml & Berry, 1985). Service quality and customer satisfaction are related concepts, occasionally
understood to be synonymous, especially by practitioners, but theoretical and empirical research mostly support the
view that they are two distinct concepts and quality performance leads to customer satisfaction (Olsen, 2002). It is
evident that when the customer is satisfied due to better service quality, it leads to the enhancement of supplier
customer relationship. A customer’s evaluation of service quality and the resulting level of satisfaction are perceived
to affect the bottom line measures of business success (lacobucci, Grayson & Ostrom, 1994).

Perception of price fairness and price-quality are considered as the key factors in determination of consumer
retention or switching from organization (Gwin & Lindgren, 1986). Flexibility in logistics is a possibility to a
company to quickly and effectively respond to the changing needs of the customer (Autry, Zacharia & Lamb, 2008;
Juga, Juntunen & Grant, 2010). Kouser et al. (2012) identified that the main reason for customers to switch is the
core service failure, which include three sub categories, namely, mistakes, billing errors, and service catastrophes.

Another important reason for customers to switch from one service provider to another is highlighted as service
encounter. It refers to personal interaction between the customer and the employees of service providers, which
include some aspects of employees’ behaviour and their attitudes, comprising uncaring, impoliteness,
unresponsiveness, and unknowledgeable qualities. Service recovery is defined as the response to poor service
quality (Gro“nroos, 1988). When distinguishing the relationship between service recovery and customer satisfaction,
it is identified that effective service recovery leads to higher satisfaction in contrast to service that had been poorly
performed on the first time (Etzel, 1981).

Trust is defined as the willingness of a party to the actions of another party, based on the expectation that the other
will perform an action important to the trustee, irrespective of the ability to monitor or control that other party
(Mayer, Davis & Schroorman, 1995), and trust has a significant influence on customer satisfaction (Kim, Ferrin &
Rao, 2009). Accordingly, trust helps people to resolve uncertainty regarding the motives, intentions, and prospective
actions of others, on whom they depend (Kramer, 1999). Since trust reduces monitoring and legal contract costs, it
also allows people to save money and reduce effort (Fortin, Dholakia & Dholakia, 2002). McKnight & Chervany
(2002) highlighted the characteristics of trust as the willing and ability to act in the customer’s best interest, be
honest in transactions, and to be both capable of and predictable in delivering as promised. Also, Mayer, Davis &
Schroorman (1995) suggested that a trustee who possesses these traits is suitable as an exchange partner because it is
perceived by the client that this trustee will behave skillfully, ethically, kindly, and consistently, in the exchange.

Information sharing is the expectation that the parties will freely and actively provide useful information to each
other (Heide & John, 1992). Hettiarachchi & Ranwala (2015) claimed that information sharing and good
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communication between the two parties are essential to be excessively mindful of each other and to avoid
misunderstandings between the two parties, which finally results in a good inter-firm relationship. It further
improves the transparency of decisions related to business matters and builds confidence among partners. Tian, Lai
& Daniel (2008) identified that information sharing is one of the critical factors that builds trust between 3PL
provider and its customer for a long-term sustainable relationship.

Sheikh & Rana (2012) pointed out that third party logistics providers are immensely helpful to enhance customer
satisfaction as they support to integrate different processes of supply chain, using advanced tools in Information
Technology. As highlighted by Srinivasan, Kekre & Mukhopadhyay (1994), to increase the shipment performance
of suppliers and decrease uncertainty, sharing of information between the supply chain members should be
significantly enhanced and improved using Electronic Data Interchange (EDI) technology in the supply chain
system. Even Lewis & Talalayevsky (2000) identified that transaction cost between the supply chain partners can be
decreased and some complications can be handled using advanced information technology tools and engage in
significant improvements in Information Technology.

Methodology:-

As per the conceptual framework in Figure 1, customer satisfaction was measured in two dimensions, namely
switching behaviour and customer loyalty. The independent variables of the study are openness and transparency,
flexibility, trust, effective partnering and collaboration, effective communication, financial considerations, condition
fulfilment, and customer relationships. Variables in the study were identified through literature and from the
authors’ knowledge.

Openness &
Transparency

Flexibility

Trust

Customer Loyalty

Effective Partnering
& Collaboration 3PL
Customer

satisfaction

Effective
Communication

Financial /
Considerations
Condition Fulfilment
Customer

Relationships

Switching Behaviour

Figure 1:- Conceptual framework of the study
Source: Developed by the authors (2016)

Based on the conceptual framework in Figure 1, the following function can be derived:
CUST =f (OPTR, FLEX, TRUS, EPCO, ECOM, FICO, COFU, CURE)

Where, CUST = Customer Satisfaction
OPTR = Openness and Transparency
FLEX = Flexibility
TRUS = Trust
EPCO = Effective Partnering and Collaboration
ECOM = Effective Communication
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FICO = Financial Considerations
COFU = Condition Fulfilment
CURE = Customer Relationship

A five-point Likert scale collected the respondents’ opinion, where 1 represents ‘strongly disagree’ and 5 represents
‘strongly agree’.

Apparel industry in Sri Lanka is managed by different regulatory bodies including Ministry of Industry &
Commerce, and Sri Lanka Apparel Exporters’ Association. This has caused difficulties in obtaining the sampling
frame. For the study, the apparel manufacturers and exporters registered under Sri Lanka Apparel Exporters’
Association, which is a member of Joint Apparel Association Forum (JAAF), is considered as the population. Out of
66 members in the population, a sample of 56 members were extracted through simple random sampling technique
using 95 percent confidence level and five percent level of confidence interval. The sample mainly consists of large-
scale apparel firms and few number of medium-scale firms. The sample adequacy was tested using KMO test.

A pilot study was conducted using a sample of ten expertise, each representing major apparel firms in Sri Lanka.
The reliability was tested using Cronbach alpha values and through Test-Retest reliability test. The content validity,
criterion-related validity, and construct validity, were tested under the test validity. To identify the dimensions of
customer satisfaction, a factor analysis was performed, and to observe the impact of independent variables on 3PL
customer satisfaction, a regression analysis was conducted using AMOS. The model fit was tested using CMIN/DF,
GFl, RMSEA, NFI, and CFI values.

Analysis:-

The firm establishment period of the sample is dispersed over a range of 10 years to 58 years. The number of
employees in the apparel firms of the sample is between 700 and 50,000 and the average number of employees is
13,660. Although there are several 3PL services demanded by the apparel firms, only 8 main activities (warehouse
operation, shipment consolidation, transportation, freight forwarding, custom clearance, cross docking, packaging &
labelling, and inventory management) were focused in the study. Out of these functions, warehouse operation has
the highest frequency among the 3PL services purchased by apparel firms. Freight forwarding has the second
highest frequency, followed by the frequency of transportation. Figure 2 represents 3PL services obtained by apparel
firms and their percentages.

Inventory Management

Packaging & Labeling

{

Cross Docking =

Custom Clearance

Freight Forwarding

3PL services

Transportation

Shipment Consolidation

Warehouse Operation

0] 10 20 30 40 50 60 70
Frequency (%)

Figure 2:- 3PL services obtained by apparel firms
Source: Developed by the authors (2016)

The average time span of a 3PL agreement is approximately one and half years with maximum of seven years and
minimum of 4 months. Table 1 represent the variables and their respective Cronbach alpha values.
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Variable Cronbach alpha value
CULO 0.725
SWBE 0.698
TRUS 0.712
OPTR 0.688
EPCO 0.730
ECOM 0.732
FLEX 0.774
FICO 0.734
COFU 0.756
CURE 0.785

Table 1: Reliability statistics
Source: Developed by the authors (2016)

As per Table 1, most Cronbach alpha values exceed 0.7 value except openness and transparency (OPTR), and
switching behaviour (SWBE). Since they also have values close to 0.7, the constructs are considered to be
statistically reliable. Test-Retest test was performed to ensure reliability.
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Figure 3:- Conceptual framework in AMOS

Source: Developed by the authors (2016)

Figure 3 represents the conceptual framework of the study derived from AMOS. The variables should generally
have communalities greater than the standardized factor loading of 0.5. Since the sample size of this study is
comparatively less, factor loadings of 0.40 and higher were considered significant for interpretive purposes. These
factor loadings can also be interpreted as the standardized regression coefficients of variables (Rahn, 2016). Further,
path values are considered to be significant if the P values are less than 0.1 under 90 percent confidence level.
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Customer satisfaction was viewed on two dimensions in this study, as customer loyalty and switching behaviour.
Under customer loyalty, four items were considered while switching behaviour comprised of two items. Figure 4
depicts the covariance value between the two dimensions and the factor loadings of their items. The covariance
value should be less than 0.8 and thus, the two dimensions of customer satisfaction are valid.

Figure 4:- Covariance of the dimensions of customer satisfaction
Source: Developed by the authors (2016)

Figure 4 indicates the factor loadings of items considered under each dimension. As per the figure, CULOL1,
CULO3, and SWBE2, have values less than the threshold level of 0.4, and were removed from the respective
dimensions. Table 2 represents path values of the items considered under each dimension. When considering P
values of the items, except SWBEZ2, other p values are less than the threshold value of 0.1. Thus, their path values
are significant.

Estimate p
CULO1 <--- CULO 1.000
CULO2 <--- CULO 5.320 .048
CULO3 <--- CULO .856 .017
CULO4 <--- CULO 3.215 .091
SWBE1 <--- SWBE 1.000
SWBE2 <--- SWBE .300 .456

Table 2:- Path values of the dimensions of customer satisfaction
Source: Developed by the authors (2016)

Figure 5 reveals factor loadings of customer satisfaction dimensions after removing the items related to less factor
loadings. Customer loyalty (CULO) and switching behaviour (SWBE) have been merged together and a new
construct named customer satisfaction (CUSA) formed. CULO2, CULO4, and SWBEL, are considered as the items
of CUSA. When considering the factor loadings of these three items, CULO4 and CULO2 are accepted, since their
values are greater than 0.4. Although SWBEL1 has a value less than the threshold level of 0.4, it was not removed,
since there should be at least one item to represent the dimension of switching behaviour.

Figure 6:- Factor loadings of modified customer satisfaction dimension
Source: Developed by the authors (2016)

Table 3 presents the P values of CULO2, CULO4, and SWBEL. The path values are significant since P values are
less than the threshold level of 0.1.

Estimate P
CULO4 <--- CUSA 1.000
CULO2 <--- CUSA 1.759 .089
SWBE1 <--- CUSA 0.931 .037

Table 3:- Path values of modified customer satisfaction dimension
Source: Developed by the authors (2016)
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Figure 6 represents the output of the model after removing the items with low factor loadings from each variable and
dimension. Except the items of variables Openness and Transparency, Effective communication, Financial
Considerations, Condition Fulfilment, and Customer Relationships, some items of other variables have been
removed due to their low factor loadings.

lD

&

A

are

D

«

>

D

25D

GD 57 )l
T L0V <>
QD [ECOMD o5 EIEN D
G | FLEXS | m

G | FLEXY | @ 12

2 [ FICO1 ] " 0

@ [TI7

a (P G0

@D | F1CO4 |

Qo | FICOH, |

@D [COFUT ] a2

@D (€41 &)

D [ COFLY

G0 | COFUM |

D | Ut 1] 67

D | UL |

< { CUbe ] ‘@

< I

Figure 6:- Output of the structural model
Source: Developed by the authors (2016)

The model fit analyses whether the sample data are consistent with the implied model. The following tables depict
the statistics related to the model fit of this study.

Model NPAR CMIN DF P CMIN/DF
Default model 67 539.079 429 .000 1.257
Saturated model 496 .000 0

Independence model 31 756.978 465 .000 1.628

Table 4:- CMIN/DF value of the model
Source: Developed by the authors (2016)

The accepted CMIN/DF value of a model should be less than the threshold value of 3. Since the CMIN/DF value is
1.257, model of the present study has a good fit.

Model RMR GFI AGFI PGFI
Default model .042 .663 .610 573
Saturated model .000 1.000

Independence model .050 .535 .504 .502

Table 5:- GFI value of the model
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Source: Developed by the authors (2016)

Goodness of Fit (GFI) statistic of a model should be scaled between 0 and 1 (Sharma et al., 2005). As the GFI value
of 0.663 is in the range, the model is considered as a best fit.

Model RMSEA LO 90 HI1 90 PCLOSE
Default model .068 .048 .086 .065
Independence model 107 .093 120 .000

Table 6:- RMSEA value of the model
Source: Developed by the authors (2016)

The acceptable norm for RMSEA is that the value should be in the range of 0.05 to 0.1 for the model to represent a
good fit while values above 0.1 are poor fitting (MacCallum, Browne & Sugawara, 1996). Generally, the acceptance
level of RMSEA value is less than 0.08. As the RMSEA value of 0.068 is in between the above range, less than 0.08
and not closer to 0.1, the model is well fitting.

Model NFI RFI IFI TLI CFI
Deltal rhol Delta2 rho2

Default model .288 .228 .664 591 .623

Saturated model 1.000 1.000 1.000

Independence model .000 .000 .000 .000 .000

Table 7:- Baseline comparisons of the model
Source: Developed by the authors (2016)

The acceptable range for both NFI and CFI values are between 0 and 1 whereas values closer to 1 indicate a good
fit. However, NFI index is highly sensitive to the sample size (Mulaik et al., 1989; Bentler, 1990) and it is not
recommended to be solely rely on this value (Kline, 2005). Contrastingly, CFI is one of the most popularly reported
fit as it is one of the measures least affected by the sample size (Fan, Thompson & Wang, 1999). Since NFI and CFlI
values of this model are in between the above threshold range, the model indicates a good fit.

According to Figure 6, it was observed that ‘Flexibility’ and ‘Customer Relationship’ are the most effective
variables to 3PL customers’ satisfaction. When Flexibility increases by 1 unit, Customer Satisfaction increases by
0.55 units while keeping all other variables constant. Also, when Customer Relationships increases by 1 unit,
Customer Satisfaction increase by 0.39 units while keeping all other factors constant.

Conclusion:-

The study focused on identifying factors affecting the satisfaction of 3PL customers with special reference to
apparel firms in Sri Lanka, to build effective, mutually beneficial, and sustainable long-term relationships between
3PL providers and their customers. “Trust’ has a positive relationship with customer satisfaction with a regression
coefficient of 0.35. Over 90 percent of respondents mentioned that they trust their 3PL providers. ‘Openness and
Transparency’ also has a positive relationship with customer satisfaction with a regression coefficient of 0.35.
Nearly 84 percent agreed that their 3PL providers are open and transparent. ‘Customer Relationships’ has a positive
relationship with customer satisfaction with a regression coefficient of 0.39. Nearly 88 percent agreed that ‘Effective
Communication’ is vital for 3PL customers’ satisfaction. A majority (above 70%) of the sample indicated that
‘Condition Fulfilment’, ‘Financial Considerations’, and ‘Effective Partnering and Collaboration’ are crucial for 3PL
customers’ satisfaction.

Out of all the logistics functions considered in the study, warehouse operation is the most common 3PL service
obtained by apparel firms. This fact was proved by Hettiarachchi & Ranwala (2015). Freight forwarding has the
second highest frequency and transportation takes the next highest frequency. Further, the average time span of a
3PL agreement is one and half years while average number of 3PL providers used is three, in this study sample. The
main research finding of the present study is that ‘Flexibility’ of the 3PL provider was the most significant factor
affecting customer satisfaction while ‘Customer Relationships’ of the 3PL provider was of second highest
significance. In addition, factors such as ‘Openness and Transparency’ and ‘Trust’ also had comparatively high
significance towards customer satisfaction when compared with rest of the six variables.
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3PL providers should always be flexible with their customers because it is the most significant factor that affects
customer satisfaction. Flexibility can be enhanced through building a ‘hub and spoke model” where the client is in a
centralized location and the 3PL provider set up operations in closer proximity surrounding the centralized location.
This will enable 3PL providers to provide service in quick notice and will help them to speed up their services to
cater unanticipated situations. Further, it will reduce the time wastage of both parties. In addition, the 3PL provider
can set up their branch within the customer’s premises, which will help to achieve the target cost reductions.

3PL providers in Sri Lanka always comprises employees hired on contract basis. Their lack of commitment has
resulted in poor customer satisfaction. Therefore, recruiting permanent employees will improve customer
satisfaction, as they are highly committed and focused. Further, proper chain of command and effective reporting
methods should be implemented by 3PL providers because lack of proper communication among the hierarchy
levels is one of the common complaints of 3PL customers. Also, before assigning tasks to employees, they should be
properly made aware about customer requirements and should be given relevant and adequate training to cater
specific customer requirements.

Another way to enhance customer satisfaction is to implement Total Quality Management (TQM) by the 3PL
provider among all their services. Implementing such a concept will enable 3PL providers to continuously monitor
their service quality and allow them to take quick remedies if any failures are identified, and will build effective
customer relationships. In addition, 3PL providers should provide innovative services to their customers as service
providers and customers are integrated in the modern business environment. Finally, the 3PL providers should
implement an advanced, well-built, and user-friendly Information System (1S), integrating the entire organization.
Further, the service provider’s IS should comply with those of the customers’ and employees should be properly
trained on its utilization to obtain the maximum benefit. An effective IS will contribute immensely on improving
customer satisfaction.
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