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ABSTRACT

Supply chain risk management processes are among the most important activities in the value chain of
any industry. The supply chain risk management process includes different activities, focused on the
identification, measurement, assessment, and mitigation of the main risk sources that can affect a supply
chain. The increasing complexity facing global supply chains generates the need for suppliers to col-
laborate in different processes in a supply chain. In this context, Third Party Logistics Providers (3PL)
have been widely promoted by the phenomenon of outsourcing, on which companies increasingly rely.
The growth in logistics outsourcing is mainly attributed to the benefits it brings in terms of reducing
costs, improving performance, allowing companies to focus on their core businesses and building virtual
enterprises through strategic alliances. In this chapter we develop a model to identify the operational
risk factors of a 3PL provider.

INTRODUCTION

Supply chain risk management processes are among the most important activities in the value chain
of any industry. The supply chain risk management process includes different activities, focused on
the identification, measurement, assessment, and mitigation of the main risk sources that can affect a
supply chain. The increasing complexity facing global supply chains generates the need for suppliers
to collaborate in different processes in a supply chain. In this context, Third Party Logistics Providers
(3PL) have been widely promoted by the phenomenon of outsourcing, on which companies increasingly
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rely. The growth in logistics outsourcing is mainly attributed to the benefits it brings in terms of reduc-
ing costs, improving performance, allowing companies to focus on their core businesses and building
virtual enterprises through strategic alliances. Approximately 60% of the Fortune 500 companies in the
US reported having at least one 3PL contract, and the market for logistics providers continues to grow.
Today, global companies have a greater need to focus on the core of their businesses. In this framework,
the main logistics processes have been outsourced to companies geared precisely to their management.
The outsourcing of logistics services is perceived as a viable business strategy, as it enables companies
to focus on developing the competitive advantages of their core business.

Recent studies discuss the potential economic benefits of logistics outsourcing. Some of these are:
the elimination of infrastructure investments, access to best practices in logistics processes and services,
improved ability to quickly react to changes in business environments, better cash flow, reduction of
operational costs, exchanging fixed cost with variable cost, and risk sharing.

Third-party logistics providers are key players in most supply chains, given that transportation services
and basic value-added logistics services are highly mature areas in terms of outsourcing. Third party
logistics providers do not “own” the goods that flow through a supply chain, but they assume responsi-
bility for their customers’ products as they move through a warehouse or are shipped around the globe.

Supply chain risks and the management of these risks is the subject of this chapter. Specifically, the
focus will be on the logistical aspects of the supply chain and thus the perspective of the third-party
logistics (3PL) provider companies.

Considering the fundamental role of third-party logistics (3PL) providers in the success of different
supply chain models, it is necessary to analyze the main risk factors that may be faced by the logistics
outsourcing companies. It is very important to understand the main risk sources from the perspective of
third-party logistics (3PL) providers.

In this chapter we present the main supply chain risk processes from the perspective of logistics out-
sourcing providers. We present a methodological approach to identify the main supply chain risk factors
considering different kinds of criteria. Secondly, we expose some indicators to measure and to assess
the impact of different risk factors identified. Finally, the chapter presents some mitigation strategies to
reduce the impact of different kind of risk factors considered.

The structure of this chapter has four main parts. The first part is devoted to the identification and
characterization of the services that are commonly outsourced, along with their expected benefits. We
have observed, both in practice and in the literature, that third-party logistics providers may take charge
of storage and warehousing activities (safekeeping of raw materials and supplies, as well as finished
products); transportation (moving materials between factories, distribution centers and different echelons
of the finished product distribution network); materials management (controlling materials from the
point of entry, to the transformation process, and to the warehousing of finished products); value added
services (packaging, assembly of promotions, invoicing, customer relationship management, sales pro-
filing, handling of returns and warranty claims, reverse logistics and others); cross-docking operations
(receiving products from different suppliers and preparing orders to send to different points of sale without
accumulating), and other activities that are constantly evolving to satisfy the needs of their customers.

The second part of the chapter deals with the identification of operational risk factors. There are
two main categories of risk: Those that are related to the operation of the 3PL per se and those related
to the relationship between the customer company and the 3PL. In the operation side, anything and ev-
erything that may cause disruptions in the normal flow of operations must be considered and evaluated
using techniques such as Risk Failure Modes and Effects Analysis (R-FMEA). These analyses are well
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