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LOGISTIC OUTSOURCING IN UKRAINE: STATUS AND FEATURES

OF DEVELOPMENT

The article defines the concepts of «outsourcing» and «insourcingy, identifies the main
types of outsourcing. Outsourcing and insourcing are characterized by a comparative method.
It has been determined that outsourcing of logistics services represents a particular trend in
Ukraine. This is due to the presence of significant traffic flows and the complexity of
production. Five levels of contract logistics are highlighted. The structure of the Ukrainian
market of logistics intermediaries is determined. Characteristic for it is the presence of small
companies that narrowly specialize in solving local problems. The Logistics Performance Index
(LPI) of different countries is considered, which is used to analyze the state of the logistics
service in the country. The types of logistics outsourcing for which there is the greatest demand
in Ukraine are generalized. The positive consequences of using outsourcing and disadvantages
are highlighted.
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Koctenok 10.5., KaHiTUOHeIIB M.B. .
JJOI'ITICTUYHUU AYTCOPCHUHI B YKPAIHI: CTAH TA

COBJIUBOCTI PO3BUTKY

B craTTi BU3HaYeH1 MOHATTS «ayTCOPCUHI» Ta «IHCOPCHUHI», BUALIEHI OCHOBHI BHUIHU
ayrcopcuHry. IlopiBHSUIBHUM METOAOM OXapaKkTepPU30BaHI AyTCOPCHHI Ta 1HCOPCHUHT.
3a3HaueHo, 110 OCOOJMBY TEHJICHII0 B YKpaiHl HpeJCTaBisie ayTCOPCHUHT JIOTICTUYHMX
nociayr. Lle moB’s3aHO 3 HAsBHICTIO 3HAYHUX TPAHCIOPTHHUX IOTOKIB Ta BaHTAXKOEMHICTIO
BUpoOHUITBA. OCBITJIEHI IT’ATh pPIBHIB KOHTPAKTHOI JIOTICTUKU. BH3HaueHa CTpyKTypa
YKpaiHCBbKOTO PUHKY JIOTICTUYHUX TMOCEPEAHMKIB. {7 HBOIO XapakTEpHUM € HasBHICTb
HEBEIMKUX KOMIIaHIH, $KI BY3bKO CIIELIANI3YIOTHCS Ha BHPIIIEHHI IMUTaHb MICIEBOTO
xapaktepy. PosrmsHytuit Inmexc edextuBHocti sorictuku (LPI) pisHux kpain, skuit
BUKOPHUCTOBYETbCS /ISl aHali3y CTaHy JIOTICTUUHOTO CEepBiCY B KpaiHi. Y3arajabHEHI BUIU
JIOTiICTUYHOTO ayTCOPCUHTY, Ha Kl B YKpaiHi icHye HalO1nbIuii monut. Buainexi no3uTruBHI
HACJIIJIKM B1Jl BUKOPUCTAHHS ayTCOPCUHTY Ta HEJIOMIKH.

Knrouoei cnoea: ayTcopcuHT, IHCOPCHHT, JIOTiCTHUKA, JOTICTHYHUN ayTcopcuHr, LPI.

Kocrenmok 10.b., Kanutonen M.B.
JJOTUCTUYECKHUI AYTCOPCHHI B YKPAUHE: COCTOSIHUE U
OCOBEHHOCTH PA3BUTUSA
B crarbe onpenenensl NOHATUS «ayTCOPCUHTA» U «MHCOPCUHTA», BBIJIEJIEHBI OCHOBHBIE
BHUJIbI ayTCOpPCHUHTIA. CpaBHI/ITeJ'IBHBIM MCTOAOM OXapaKTECPHU30BaHbBI AyTCOPCHUHI" 1 HHCOPCHHT.
OnpeneneHo, 4YTO OCOOCHHYIO TEHIEHIMIO B YKpaWHE TMPEACTaBIsSeT ayTCOPCHUHT
JIOTUCTUYCCKHUX YCIIYT. DTO CBA3aHO C HAJIUYMEM 3HAUYUTEIbHBIX TPAHCIIOPTHBIX IMOTOKOB U
IPY30€MKOCTbIO TPOU3BOACTBA. BBICBETIEHBI MATh YPOBHEH KOHTPAKTHON JIOTMCTHKHU.
OrmpeziesieHa CTPYKTypa YKPaWHCKOTO PBIHKA JIOTUCTHYECKUX TOCpeIHUKOB. Jlms Hero
XapPaKTCPHBIM ABJIACTCA HAJIMIUC H€6OJII>H_II/IX KOMHaHHﬁ, KOTOPBIC Y3KO CIICHUATIU3UPYIOTCA
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Ha peleHun npoodiieM MecTHOTro Xapakrepa. Paccmorpen Muaeke 3¢ eKTHBHOCTH JTOTHCTUKA
(LPI) pasHbIX cTpaH, KOTOPBIA HCIIONB3YeTCsl Uil aHaIM3a COCTOSHUS JIOTUCTHYECKOTO
cepBuca B crpane. O000IIEHbI BUABI JOTHUCTHYECKIO ayTCOPCHHTA, HA KOTOPhIE B YKpauHe
CYIIECTBYEeT HauOOJbIIMH crpoc. BblneneHbl NOJIO0XKUTENbHbIE IOCIEACTBHS — IIpU
HCII0JIb30BAaHNHU ayTCOPCUHIA U HEAOCTATKU.

Knrouegvie cnoea: ayrcopCuHI, NHCOPCUHT, JIOTUCTHKA, JIOTUCTUYECKUN ayTCOPCHUHT,
LPI.

The relevance of research. Outsourcing is one of the innovative tools that enterprises
nowadays use to improve their own production efficiency in the face of the dynamic
development of global processes. Its application in enterprises can significantly increase their
competitiveness. Businesses concentrate on conducting their core business, shifting their
weaknesses to external providers. Defining the «core competence» of the enterprise helps to
solve the problem of resources irrational allocation at the enterprises and helps to improve their
competitiveness. At the same time, the enterprise first needs to analyze what is more economical
for it - the use of outsourcing or insourcing.

The purpose of the article is to analyze the status and opportunities of logistics
outsourcing development in Ukraine and to determine its place in the domestic enterprises
activity.

Analysis of recent research. Outsourcing and outsourcing promotion in the business
activities of enterprises have been investigated by such foreign and domestic scientists as
Heywood J. Brian, Halvey J.K., Melby B.M., Zagorodnii A.G., Dergachova V.V., Ostroverha
D.V. etc. Problems of logistics development and, in particular, logistics outsourcing, are
devoted to the scientific works of Stanislavik O.V., Kovalenko O.M., Sharchuk T.V.,
Chukurnoy O.P., Hobty V.M., Pasichnik A.M. etc.

Basic material. Heywood J. states that outsourcing is «the transfer of separate
organizational units or divisions of an organization with associated assets to a service provider,
specifying the terms and cost of executing the agreement in the outsourcing agreement» [1].

The following types of outsourcing can be identified:

- IT outsourcing, covering software development and testing, service, software
localization, network services, IT consulting;

- production outsourcing, which includes basic and auxiliary outsourcing;

- outsourcing of business processes: management of intellectual resources, provision of
guarantee, financial and accounting services, creation of call-centers or call reception and
service centers, personnel management, leasing and logistics operations, advertising activities;

- staff outsourcing (outstaffing) [2].

Insourcing is the creation of own autonomous structural units, providing specialized
services to both enterprise units and external contractors.

Let us analyze the main criteria for choosing a delivery strategy (Table 1). Each of these
means has its own advantages and disadvantages for the enterprise, so the enterprise must
analyze its costs and profits in each of the options. In practice, a combination of outsourcing
and insourcing is possible, since choosing one does not mean abandoning the other. An
enterprise may delegate some of the functions to the intermediaries, leaving the rest.

When choosing outsourcing, the following factors must be considered:

- step costs;

- scheduled power interval when loading the internal unit;

- estimated values of standard and average cost rates, etc.
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Table 1
Comparative characteristics of outsourcing and insourcing
Indicator Outsourcing Insourcing
The degree of dependence on the environment high low
Responsibility for the service/product on logistics companies on owners
Concentration on core business high low
Autonomy control by enterprises low high

Source: [3]

Outsourcing of logistics services is a particular trend in Ukraine. This is due to the
presence of significant traffic flows and production capacity. In Fig. 1 and 2 show the developed
transport networks of the country.
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Figure 1 - Road Network of Ukraine
Source: https://dica.logcluster.org

Ukraine is in the TOP10 countries of the world in terms of grain, corn, sugar beet, potato,
mineral fertilizer, steel, trucking. This certainly confirms the possibility of developing logistics
outsourcing. At present, it is extremely difficult for small and medium-sized enterprises in
Ukraine to create their own logistics system, which would include transportation of raw
materials, fuels and materials, and receipt of finished products by consumers. Consequently,
such businesses are often forced to make management decisions to provide these services on
their own or delegate them to a partner specializing in this field.
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Figure 2 - Developed railways of Ukraine
Source: https://uk.m.wikipedia.org

The logistics approach is used to reduce logistics costs and has the following benefits
for companies:

1) concentration of the enterprise on the main activity;

2) partial delegation of risks to another company;

3) improving the quality of services or goods received;

4) advantages in taxation in individual marketing segments;

5) cost savings when performing strategic tasks and the like.

The following phases are distinguished in the process of logistics outsourcing:

- planning (identification of target markets, determination of the range of transactions,
evaluation of potential counterparties, formation of cooperation offers, forecasting of demand
parameters and offers of outsourcing and outsourcing logistics services);

- agreeing the terms of contracts with counterparties (analysis of proposals, evaluation of
opportunities and threats, selection of contractors, conducting business negotiations);

- conclusion of logistic outsourcing agreement (definition of principles of personnel
management and quality management, coordination of price parameters, regulation of
conditions of control over the effectiveness of counterparties activity);

- coordination actions after the conclusion of a contract for logistic outsourcing
(monitoring the effectiveness of the execution of the powers entrusted, analysis of the level of
satisfaction of customer needs, prompt response to manifestations of poor performance of
logistics functions, making adjustments or termination of individual contracts) [4].

Logistics outsourcing involves the delegation of certain logistic powers to specialized
logistics companies. Allocate logistics [5]:

1. The first level - 1PL.

Internal logistics, in which all the services of transportation, storage and more, are
concentrated within the customer company. According to Georgia Institute of Technology
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research, domestic logistics is 22% in the USA, 8% in the Asia Pacific, and 8% in the West
Europe - 6%. In Ukraine, this figure is more than half the market;

2. Second level - 2PL.

External logistics in the context of the traditional range of services, including
transportation and warehousing performed by one or more operators - covers the entire
domestic market.

3. Third level - 3PL.

External logistics in the context of integration of all logistics services into a single
complex. At the same time additional consulting services, intermediate storage of cargoes,
attraction of modern information systems, use of numerous subcontractors are involved. There
are only a few companies of this level operating in the Ukrainian market, but with significant
limitations.

4. The fourth level - 4PL.

Combining internal and external logistics capabilities with ERP-systems. It is the desired
level of logistics activities development. The Ukrainian logistics market already has a company
with a 4Pl operator, METRO Cash & Carry. It was the first who entered into the outsourcing
agreement (purchase of logistics services from a third-party company) in the history of
Ukrainian retail [6]. It can also include companies such as PANWAYLOGISTIC and Brevarex.

5. The Fifth Party Logistics (5PL) is the fifth logistics intermediary.

Such a logistics intermediary provides the whole range of services through the use of the
global IT space as a «virtual» logistics partner, which has information on the logistic
capabilities of market participants and high-tech IT products. In other words, it's online
logistics. This type of logistics operator is inherent in the conditions of operation in the global
economy [8].

4PL-providers

3PL-providers ‘ 1PL-providers

2PL-providers

Figure 3 - Logistic providers structure of Ukraine

In general, the structure of the market for logistics intermediaries of Ukraine in 2017 is
as follows: 1PL-providers occupy 15%, 2PL-providers - 74%, 3PL-providers - 9%, 4PL-
providers - 2% (Fig. 3) [8]. It is characterized by the presence of small companies that specialize
in addressing local issues, narrow specialization, lack of 5PL providers, etc. However, in the
Ukrainian market there is a rather stiff competition between providers such as UVK, Raben,
Schenker, Kuehne & Nagel, Fiege, FM Logistics, Lux Logistics, AsstrA, Komora-S, Fordon,
Maxan, TNT, DHL, Euro-express, Autolux, Night Express, Bridge Express, Deliveri.
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The range of outsourcing in the field of supply chain logistics can be narrow, limited to
just a few functions, such as transport or warehousing, and broad, covering comprehensive
supply chain management agreements [9].

Logistics Performance Index (LPI) is used to analyze the status of the logistics service.
Its use improves the quality of logistics services and reform programs. It covers 160 countries
and includes 6 indicators:

- the effectiveness of customs control and management at the border («The effectiveness
of customs operationsy);

- quality of trade and transport infrastructure («Infrastructure quality»);

- simplicity of supply organization at competitive prices («Simplicity of supply
organization»);

- competence and quality of logistics services for delivery, forwarding and customs
clearance («Quality of logistics servicesy);

- cargo tracking and control capability («Tracking and control capability»);

- timely delivery of goods to their destination within the planned or expected delivery
time («Timeliness of deliveries») [10].

The Logistics Efficiency Index suggests that customs reforms, better border management
and infrastructure improvements have a significant impact on logistics. LPI is considered by
scientists to be a strong indicator of trade growth [11]. For each country, the index is calculated
on the basis of surveys of international, national and regional logistics operators, freight
forwarding companies that provide services for the organization of freight transportation by
rail, road, sea, river or air, as well as warehouse operators [12].
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Figure 4 - World LPI rating 2016
Source: [14]

According to experts, the gap between high-income LPIs and low-income countries
averages around 45%. Previously, experts have argued that the gap is narrowing due to the
growth of low-income countries, in 2016 this trend has reversed, and the gap between countries
with different income levels has widened [13]. According to the rating of countries to the LPI
in 2016, the TOP10 were: Germany, Sweden, Belgium, Austria, Japan, Netherlands, Singapore,
Denmark, United Kingdom, Finland. Ukraine ranked 66th compared to 80th in the previous
rating, which indicates a positive trend in this sector in the country (fig. 4).
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The LPI index allows to measure progress over a long period, and points to existing
problems. Its use contributes to the creation of transit corridors and the establishment of links
with the private sector.
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Figure 5 - Main composition indicators of LPI in Ukraine

In general, demand for the following types of logistical outsourcing is being demanded
in Ukraine (Fig. 5):

1) freight forwarding services. Usually these companies are contacted by the companies
where there is a forwarding department. The transport company only performs the
transportation of goods, and the preparation of the documents is undertaken by the customer
company itself. Most often, the freight forwarding service is more in demand in the Ukrainian
market of logistics outsourcing, since it provides for coordination of freight transportation as a
whole;

2) warehousing services. Organizing and providing warehousing on the basis of one's
own business may prove to be too costly a measure, which entails considerable financial
investment, both for the purchase or lease of premises, and for the purchase of warehouse
equipment in accordance with the required standards. It is this driving force that drives
companies to turn to operators who offer efficient warehousing methods and proven, high
quality warehouses.

3) Integrated services (integrated outsourcing). Such a range of services is provided by
3PL and 4PL providers whose competencies can become demanded companies with a complex
supply algorithm characterized by the presence of several intermediate stages.

4) Coordination of the procurement process, packaging / repackaging of goods,
warehousing, etc. This type of service is most often used by companies with a fairly extensive
trading network. In this case, the management of the processes of goods movement and its
provision can be too complicated.

5) Customs clearance services are a specific area of logistics that requires functioning
within a regulated legal field [14].

The main factors limiting the development of logistics outsourcing in Ukraine are:

- politicization of economic life;

- imperfection of the legislative framework;
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- obsolete warehouse space;

- outdated fleet and approach to the formation of transport networks, etc. [15].

In the domestic market, logistics outsourcing is mainly used for transportation and
warehousing services, road haulage, and agriculture is currently developing. However, there is
a significant problem with the compliance of complex systems and specialized equipment to
the relevant standards. In the logistics services market, namely in the field of warehousing, 70%
are occupied by redeveloped warehouses and only 10% by highly professional logistics centers
and new modern warehouse complexes that meet modern requirements [16]. Starting in 2016,
the logistics services market tends to increase the use of autonomy and new management
decisions.

Conclusions. Therefore, logistics outsourcing is one of the most effective tools in
business processes for solving non-core tasks of enterprises, which gives the opportunity to get
real competitive advantages in the market of goods and services. To address the issue of logistic
outsourcing, a comparative analysis of costs is required when outsourcing is possible.
Adaptation of logistics outsourcing in the domestic market will allow to obtain global
competitive advantages in the integration processes in the world environment. We can
distinguish the following positive effects of outsourcing and disadvantages (Fig. 6):

Advantages Disadvantages

-~ — — - — ~

Absence of lagislative
framework for regulation of

outsourcing operations |
J pY J

| Improving the quality of ||
services provided |

-~ — — o~ —— =

| Reducing the associated

risks of implementing
business processes

L J L J

— Total or partial loss of
outsourced activity |

-~ ——— — o~ —— =

—  Reducing business
process maintenance
costs |
J L J
Figure 6 - Advantages and disadvantages of outsourcing
Source: build by author based on [8]

In Ukraine, the use of various types of outsourcing is rapidly developing, as its use
substantially increases the competitive advantages of the enterprise due to the use of the latest
technologies and optimization of production processes. In general, the Logistics Efficiency
Index showed a positive trend in the development of the logistics market. Its further
development is possible due to the emphasis on such indicators as «Timeliness» and «Ability
to track the movement of goods». Consideration should also be given to expanding the use of
4PL systems in the domestic market and exploring new ways to improve logistics providers.

Possibility of leakage of
confidential information |




ExoHowmika i opranizaiis ynpasninas  *N 4 (36) 2019 | 125 I

REFERENCES
1. Heywood, J. Brain. (2001). The outsourcing dilemma: the search for competitiveness. London:
Financial Times Prentice Hall [in English].
2. Zahorodnii, A.H., & Partyn, H.O. (2009). Autsorsynh ta yoho vplyv na vytraty pidpryiemstva
[Outsourcing and its impact on enterprise costs]. Finansy Ukrainy — Finances of Ukraine. 9(166). 87-
97 [in Ukrainian].
3. Poniatyia: autsorsynh i insorsynh. Preimushchestva i nedostatki [Concepts: outsourcing and
insourcing.  Advantages and disadvantages]. (n.d.). Retrieved from: https://students-
library.com/library/read/4593-ponatia-autsorsing-i-insorsing-preimusestva-i-nedostatki [in Russian].
4. Halvey, J.K., & Melby, B.M. (2007). Business process outsourcing: process, strategies, and contracts.
Hoboken, NJ: John Wiley & Sons [in English].
5. Stanislavyk, O.V. & Kovalenko, O.M. (2012). Suchasni aspekty rozvytku lohistychnoho autsorsynhu
v Ukraini [Modern aspects of logistics outsourcing development in Ukraine]. Informatsiini tekhnolohii
v 0sviti, nautsi ta vyrobnytstvi — Information technology in education, science and production. 1, 107-
114 [in Ukrainian].
6. Sharchuk, T. V. (2008). Lohistychnyi autsorsynh — shliakh do optymizatsii upravlinnia biznes-
protsesamy pidpryiemstva [Logistics outsourcing — the way to optimize the enterprise business process
management]. Visnyk Natsionalnoho universytetu «Lvivska politekhnika» — Bulletin of Lviv Polytechnic
National University. 633, 772-780 [in Ukrainian].
7. Chukurna, O.P., Bilmak, A.V. & Ishchenko, Yu.S. (2017). Lohistychnyi autsorsinh v umovakh
hlobalizatsii [Logistics outsourcing in the context of globalization]. Young Scientist. 1(41), 727-731 [in
Ukrainian].
8. Prokudin, H.S., Prokudina, I.1., & Bura, O.M. (2018). Analiz rozvytku lohistychnoho autsorsynhu v
Ukraini [Analysis of the logistics outsourcing development in Ukrine]. Skhidna Yevropa: ekonomika,
biznes ta upravlinnia — Eastern Europe: Economics, Business and Management. 4(15), 155-160 [in
Ukrainian].
9. The World Bank. Logistics Performance Index. (n.d.). Ipi.worldbank.org. Retrieved from: http:/Ipi.
worldbank.org/international/global [in English].
10. Vasyltsiv, N.M. (2010). Peredumovy ta tendentsii rozvytku hlobalnoi lohistyky [Preconditions and
tendencies of global logistics development]. Visnyk Natsionalnoho universytetu «Lvivska politekhnika»
— Bulletin of Lviv Polytechnic National University. 669 [in Ukrainian].
11. Bauersoks, D., & Kiloss, D. (2008). Lohistika: intehrirovannaia tsep postavok [Logistical
Management: The Integrated Supply Chain Process]. Moscow: Olymp-Business [in Russian].
12. Baiazytov, L.R., Ehorov, A.B., Platonov, O.Y., & Sheiko, A.P. (2009). Tamozhennye aspekty
lohistiki: Prakticheskie rekomendatsii po orhanizatsii raboty hruzovoho tamozhennoho kompleksa s
ispolzovaniem mekhanizma «edynoho okna» [Customs aspects of logistics: Practical recommendations
for organizing the work of the cargo customs complex using the «single window» mechanism]. Kyiv:
ALLEGO-PLASKE [in Russian].
13. Khobta, V. M., & Kondratova, A. I. (2013). Pidvyshchennia efektyvnosti lohistychnoi diialnosti
pidpryiemstva na osnovi autsorsynhu [Increasing the efficiency of the companies logistic activity on the
basis of outsourcing]. Visnyk Odeskoho natsionalnoho universytetu — Bulletin of the Odessa National
University. 18, 127-130 [in Ukrainian].
14. Pasichnyk, A. M., Lebid, I. H., Kutyriev, V. V. at al. (2014). Problemy ta perspektyvy rozvytku
lohistychnoho autsorsynhu v transportnii systemi Ukrainy [Problems and prospects of the logistics
outsourcing development in the transport system of Ukraine]. Upravlinnia proektamy, systemnyi analiz
i lohistyka — Project management, system analysis and logistics. 14(1), 146-159 [in Ukrainian].
15. Global Rankings 2018. The World Bank Group. (n.d.). Ipi.worldbank.org. Retrieved from:
https://Ipi.worldbank.org/international/global [in English].
16. Krykavskyi, Ye.V., Chornopyska, N.V. (2009). Lohistychni systemy [Logistics systems]. Lviv
Polytechnic National University [in Ukrainian].


https://students-library.com/library/read/4593-ponatia-autsorsing-i-insorsing-preimusestva-i-nedostatki
https://students-library.com/library/read/4593-ponatia-autsorsing-i-insorsing-preimusestva-i-nedostatki
https://lpi.worldbank.org/international/global

