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Abstract 

All businesses are comprised of a distinct set of operating units (e.g. inbound logistics, 

operations and outbound logistics). But why do some organisations choose to outsource the 

labour they use to operate these units, rather than employ? This thesis examines what factors 

contribute to the decisions of firms to outsource their road transport functions, or not, in the 

current employment relations environment. 

Road transport plays a central role in the national economy by provisioning domestic 

commodity exchange. Almost all goods must travel by road, be it from one depot to another 

or from a railhead, seaport or airport to their destination. In undertaking this transport 

function, a business has two options. First, it can carry out the task itself – forward integrate 

– using its own fleet of vehicles and staff, thereby making road transport an “ancillary”, or 

secondary, component of the organisation. Alternatively, firms may outsource (economically 

referred to as “market exchange”) all or part of their transport function to what is known as 

hire-and-reward operators, for whom transport is their sole or, at least, primary function.  

Why is it necessary that we understand the decision to outsource? According to 

employment relations literature, outsourcing erodes the employment relationship, weakening 

the ability of unions to maintain employment standards and protections for the working 

community. Reducing the capacity of unions to intervene in workplace matters shifts the 

balance of control in favour of employers, increasing their ability to dictate the terms and 

conditions of work and, as far as the state allows, reduce labour costs. Many Australian 

examples support outsourcing as a means to avoid unions, not least of which includes the 

Patrick Stevedores waterfront dispute in 1998 and the Qantas conflict of 2011. However, can 

such examples be used as model explanations for the decision to outsource? Significantly, 

this research looks to not only explain why some companies outsource but, conversely, why 

some do not outsource, despite higher union and labour costs than could otherwise be 

achieved. In order to accomplish this objective, three separate organisations were studied to 

determine what factors underpinned their decision to structure their outbound road transport 

service in an integrated, outsourced or mixed method. If the sourcing decision was not 

explicable within employment relations, as the companies have incurred greater exposure to 

unionisation or regulatory complexity as a result of their governance structure, the research 
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expanded its scope to consider the contribution of transaction cost economics and 

neoclassical economic theories of value to determine the decisive influence. 

A comparative analysis of the cases examined has resulted in four findings. First, there was 

a marked difference between inbound and outbound transport. Inbound transport is a firm-

derived demand necessary for moving raw materials or retail goods into the organisation. 

The movement of outbound freight, on the other hand, is a consumer-derived demand 

necessary to meet a “joint demand” for both goods and their delivery. Second, this research 

has found no evidence of firms outsourcing to circumvent unions or reduce labour costs in 

any of the cases examined. On the contrary, it was discovered that, in some instances, an 

organisation’s sourcing decision increased the potential for union intervention and elevated 

labour costs. Further contradictions emerged in the analysis of the cases within the 

framework of transaction cost economics. Despite the literature indicating that the optimal 

sourcing arrangements are often those that produce lowest transaction costs, this study has 

nevertheless found that cost minimisation is not a decisive factor in the outbound transport 

sourcing decision in the cases evaluated (Polyworx, Coles and Woolworths). Finally, the 

emergence of an overarching dimension was found to have the greatest influence on the 

make-or-buy decision. It was found in all three cases considered within this thesis that the 

primary factor informing the decision as to outsource or not was the effect of this decision 

on value enhancement. It is easy to overlook the fact that profitability can be enhanced 

through an increase in the value of a firm’s goods and/or services as well as through a 

reduction in the cost of providing consumers with those goods and/or services. Indeed, value 

enhancement typically provides a better base for firm survival and competitive advantage 

than cost minimisation.   
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Chapter One: Introduction 

This thesis is a study into the impact of employment relations on the decision to outsource 

road transport in Queensland. In exploring this general research area, the thesis confronts two 

central issues. The first is employment relations, namely, the tendency for businesses to 

circumvent a direct relationship with their workforce in favour of various forms of 

outsourcing, labour hire and subcontracting. In the employment relations literature, this 

tendency has been linked with employer efforts to undermine unionised workforces and 

undercut established working conditions in favour of more precarious forms of engagement 

or reduced labour costs.1 Second, this study investigates how transaction cost economics 

influences the boundaries of the business enterprise. Transaction cost economics provides a 

framework through which firms can determine which governance structure – integration or 

outsourcing – produces the lowest coordination costs and thus, theoretically, the most 

significant economic benefit.2 In order to determine the critical factors underpinning the 

sourcing decision, this study has analysed three individual cases of firms engaging an 

outbound delivery service. If the chosen governance structure of each case shows signs of 

decreased union invention or labour costs as a result of their sourcing decision, it can be 

concluded that employment relations are a preeminent factor in the make-or-buy decision. 

However, as this research will show, while employment relations contribute to the sourcing 

decision, union avoidance or labour cost reductions are not decisive motivations. Can the 

sourcing of outbound transport then be explained through transaction cost economics? If this 

framework is suitable for explaining the sourcing decision of the three cases under analysis, 

it should be found that each has adopted the structure that generates the lowest coordination 

costs. This research has, however, discovered that, while transaction costs contribute to the 

                                                 

1 Audrey Vandenheuvel and Mark Wooden, "Self-Employed Contractors in Australia: How Many and Who Are They?," 
ibid.37, no. 2 (1995): 274; David Peetz and Alison Preston, ‘Individual contracting, collective  bargaining and wages in 
Australia’, Journal of Industrial Relations, Vol. 40, No. 5, 2009, 444-61; David Peetz and Janis Bailey, ‘Dancing Alone: 
The Australian union movement over three decades’, Journal of Industrial Relations, Vol. 54, No. 4, 2012, 531; Bradley 
Bowden, ‘The ties of place: contractors and employer strategies in the Western Canadian and Central Queensland 
coalfields’, Relations Industrielles / Industrial Relations, Vol. 59, No. 3, 2004, 490-515; David Peetz, “Decollectivist 
strategies in Oceania’, Relations Industrielles / Industrial Relations, Vol. 57, No. 2, 2002, 252-81; C. R. Perry, ‘Outsourcing 
and union power, Journal of Labor Research, Vol. 18, No. 4, 521-34.   
2 Arnold B. Maltz and Lisa M. Ellram, "Total Cost of Relationship: An Analytical Framework for the Logistics Outsourcing 
Decision," Journal of Business Logistics 18, no. 1 (1997): 45.; Theodore P. Stank and Arnold B. Maltz, "Some Propositions 
on Third Party Choice: Domestic Vs. International Logistics Providers," Journal of Marketing Theory and Practice 4, no. 
2 (1996): 45-46.; Anton Ogorelc, "Outsourcing of Transport and Logistics Services," Promet (Zagreb) 19, no. 6 (2007): 
371-73.; Stank and Maltz, "Some Propositions on Third Party Choice: Domestic Vs. International Logistics Providers," 47. 
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make-or-buy decision, they are not the decisive factor. Thus, challenging the current 

employment relations and transaction cost economics literature, this research proposes a third 

option for explaining the sourcing decision. As the make-or-buy decisions of the three cases 

examined are not explicable within the frameworks for employment relations or transaction 

cost economics, this thesis proposes a third avenue through which the situation can be 

explained: value enhancement. 

Outsourcing Context 

Modern business enterprise has been shaped by sourcing decisions. Outsourcing has been 

vital to commercial exchanges for centuries.3 In Australia, market exchange has existed since 

the early 1800s, with the delivery of mail (postal services) entrusted to private operators in 

the colony of Tasmania as early as 1809.4 Outsourcing is, therefore, not a new phenomenon. 

The issue that requires study is the growing tendency for organisations in the modern day to 

use outside labour instead of employing staff.5 Why do firms outsource? What factors 

underpin an organisation’s decision to buy services rather than make them? In order to 

answer these questions, we must take a step back and first understand what outsourcing is. 

Businesses in practice are nothing more than a collection of “distinct operating units”6 sewn 

together by management with a thread of direction, purpose and intent. It is the structure of 

these distinct activities that is of critical importance. Each firm’s activity (e.g. manufacturing, 

retail) forms part of a vertical chain. This chain starts with the inputs required to enable the 

firm’s activity (e.g. acquisition of raw materials, inbound transport) and ends with the sale or 

distribution of goods and services.7 Firms may choose to perform certain functions or all 

activities in the vertical chain in-house (vertically integrating) or, alternatively, outsource 

activities in part or whole, to specialist third-party operators known as “market firms”. The 

term “market firm” is used by economists to describe an organisation that trades freely, with 

                                                 

3 Simon Domberger, Press Oxford University, and Inc Books24x, The Contracting Organization: A Strategic Guide to 
Outsourcing (Oxford: Oxford University Press, 1998). 
4 National Archives of Australia, "Post Office Records – Fact Sheet 50," National Archives of Australia, 
http://www.naa.gov.au/collection/fact-sheets/fs50.aspx.; Domberger, Oxford University, and Books24x, The Contracting 
Organization: A Strategic Guide to Outsourcing. 
5 The Contracting Organization: A Strategic Guide to Outsourcing; Australian Bureau of Statistics (ABS), "Table Numer: 
Ntc_S16_N2j, 9208.0 - Survey of Motor Vehicle Use, Australia, 12 Months Ended 30 June 2016," ed. Australian Bureau 
of Statistics (Unpublished, 2017); "Survey of Motor Vehicle Use, Australia, September 1991," 9208.0, no. September 1991 
(1993). 
6 Alfred D. Chandler, The Visible Hand: The Managerial Revolution in American Business (England: The Belknap Press of 
Harvard University Press, 1999), 1. 
7 David Besanko, David Dranove, and Mark Shanley, Economics of Strategy (United States: John Wiley & Sons, Inc., 1996). 
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no distinct locality or industry, for the purpose of conducting business.8 A market firm’s 

products and services can be bought and sold by other parties as and where available. 

Economics literature approaches the choice between vertical integration and outsourcing as 

a make-or-buy decision.9 By “making”, or performing, the activity in-house, the organisation 

is vertically integrating the activities within the firm’s boundaries and ensuring managerial 

control is maintained. Alternatively, “buying” the activity from a contracted operator limits 

the vertical boundaries of the firm, by designating third-party specialists to perform certain 

support elements of the chain. While the prevailing literature typically approaches 

outsourcing as the delegation of a previously internally performed activity10 to a third-party 

company, this thesis does not. Within this research, outsourcing is defined as “the delegation 

of responsibility for one or more business processes to a third-party specialist”, irrespective 

of whether the processes used to be performed internally or is a new operational arm of the 

organisation.  

Why is it necessary to understand the decision to outsource? According to 

employment relations literature, outsourcing erodes the employment relationship, which 

threatens the strength of unions and, perhaps more significantly, their ability to maintain 

adequate entitlements and protections for the working community.11 Reducing the capacity 

for unions to intervene in workplace matters shifts the balance of control in favour of 

employers, increasing their ability to influence wages and conditions of work, as far as the 

state allows, an outcome often associated with lower costs.12 Although many examples 

support the hypothesis that outsourcing is undertaken in order to circumvent or limit union 

strength, such as the Patrick Stevedores waterfront dispute in 1998 or the Qantas 2011 

conflict,13 can the structuring or restructuring of business enterprises more generally be 

                                                 

8 Alfred Marshall, Principles of Economics, 8th ed., Great Mind Paperpack Series (Economics) (New York: Prometheus 
Books, 1997), 140-41; Besanko, Dranove, and Shanley, Economics of Strategy, 101. 
9 Stank and Maltz, "Some Propositions on Third Party Choice: Domestic Vs. International Logistics Providers," 47.; 
Ogorelc, "Outsourcing of Transport and Logistics Services," 372. 
10 Reza Zanjirani Farahani, Logistics Operations and Management: Concepts and Models, 1st ed. (Waltham, MA, USA: 
Elsevier, 2011), 73.; Ogorelc, "Outsourcing of Transport and Logistics Services," 371.; Imane El Kartit, Wissal Hdidou, 
and Nawfal Bahha, "Outsourcing of Logistics Functions : A Case Study of a Moroccan Retailer," Scientific Cooperations 
International Journal of Finance, Business, Economics, Marketing and Information Systems 1, no. 1 (2015): 17.; Arnold 
Maltz and Lisa Ellram, "Outsourcing Supply Management," Journal of Supply Chain Management 35, no. 2 (1999): 4.; 
Vera Ivanaj and Yvette Franzil, Outsourcing Logistics Activities: A Transaction Cost Economics Perspective (2017), 1-5. 
11 Bradley Bowden, 2009; Australian Council of Trade Unions (ACTU), 2018; Rae Cooper and Brandon Ellem, 2017; 
Ronald G. Ehrenberg and Robert Stewart Smith, 2012) 
12 Australian Bureau of Statistics (ABS), "6333.0 - Characteristics of Employment, Australia, August 2018," (2018). 
13 Steve O'Neill, 1998; Angela Saurine, 2011 
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attributed to the explicit purpose of reducing union strength or labour costs? Alternatively, 

can research that claims outsourcing (in general) is used as a tool for “decollectivization”,14 

be explained through researchers primarily looking to cases where there is a correlation 

between outsourcing and decreased union density or lower labour costs? Significantly within 

this research, we look to not only explain why some companies outsource but, conversely, 

why some do not outsource, despite higher union activity and labour costs that could 

otherwise be achieved. In order to accomplish this objective, three separate organisations are 

studied to determine what factors underpinned their decision to structure their outbound road 

transport service in an integrated, outsourced or mixed method. The findings will, therefore, 

contribute to understanding the outsourcing decisions and ultimately whether union 

avoidance or labour cost reductions are explanatory factors in the cases examined. Further, 

where union avoidance is not explicable within employment relations, for the companies 

have incurred greater exposure to unionisation, union demarcation or regulatory complexity 

as a result of their sourcing structure, this research expands its scope to consider 

understanding transaction cost economics and neoclassical economic theories of value to 

determine the decisive influence. 

Background to Road Transport 

To understand the context of this study, it is necessary to comprehend what the road transport 

industry is. Almost all goods must travel by road, be it from one depot to another or from a 

railhead, seaport or airport to another destination. Typically, two distinct forms of road 

transport exist within a firm’s supply chain: inbound and outbound. As the names imply, the 

inbound movement of goods brings supplies into the organisation, whether they be raw 

materials, retail items or component items.15 Outbound transport, on the other hand, is 

characterised by the movement of goods outward from the business to the customer. Within 

this study, it has been found that there is a significant difference between inbound and 

outbound transport. Inbound transport is a firm-derived demand necessary for moving raw 

materials or retail goods into the organisation. However, time and place is not as critical here 

as with outbound transport, due to the ability of firms to buffer and substitute stock. Further, 

                                                 

14 David Peetz, "Decollectivist Strategies in Oceania," Relations Industrielles / Industrial Relations 57, no. 2 (2002). 
15 Oded Berman and Qian Wang, "Inbound Logistic Planning: Minimizing Transportation and Inventory Cost," 
Transportation Science 40, no. 3 (2006): 287.; David Lowe, Dictionary of Transport & Logistics (London, UNKNOWN: 
Kogan Page, 2002), 123. 
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in the cases examined, the inward movement of goods is conducted by market firms, 

indicating a correlation between the inbound movement of freight and outsourcing. With 

outbound freight, on the other hand, time and place is critical, for a failure of delivery can 

cause a permanent loss of custom. As a consumer-derived demand, assurance of service 

quality is a crucial factor in value creation. While distinctions are made between both forms 

of transport within this thesis, it is the outbound movement of goods that is of primary 

importance. In undertaking this transport function, a business has two options. First, it can 

carry out the task itself – “forward integration” – using its own fleet of vehicles and staff, 

thereby making road transport an “ancillary”, or secondary, component of the organisation. 

The benefit of this strategy is that it ensures that transport services are available when and 

where the business needs them. It also gives the firm direct control of its transport functions 

and staff, and thus the service provided. Negatively, however, it holds a business to a long-

term commitment in terms of both capital and labour. For this reason, many firms outsource 

(referred to in economics as “market exchange”) all or part of their transport function to what 

is known as “hire-and-reward” operators, for whom transport is their sole or, at least, primary 

function.  

Why is it necessary to distinguish between ancillary operations and hire-and-reward 

firms? In 1989 it was estimated that ancillary transport operators – be they the farmer hauling 

their own produce to market or the large petroleum company operating its own fleet of 

tankers – comprised 80 per cent of the industry.16 For this sector, direct control of outward-

moving freight ensures transport services are provided when and where they are required. 

This is critical to the operation of outbound transport, for the importance of time and place 

cannot be overstated.17 Further, integration allows all profits generated through an exchange 

to be retained by the firm involved, rather than being surrendered in part to a specialist hire-

and-reward operator. While the dominance of the ancillary sector is still prevalent, 

comprising 78 per cent of the industry in 2016,18 it must be noted that, in total, ancillary fleets 

travel less than half the distance of their hire-and-reward counterparts.19 It is the hire-and-

                                                 

16 Australian Road Transport Federation, Road Transport Year Book, 1989 (Sydney: Percival Publishers, 1989), 92. 
17 Göran Svensson, "A Conceptual Framework of Vulnerability in Firms' Inbound and Outbound Logistics Flows," 
International Journal of Physical Distribution & Logistics Management 32, no. 2 (2002): 112. 
18 (ABS), "Table Numer: Ntc_S16_N2j, 9208.0 - Survey of Motor Vehicle Use, Australia, 12 Months Ended 30 June 2016."; 
"Ntc_S14_N2j, 2014 Survey of Motor Vehicle Use: Number of Vehicles by Business Type, Commodity Carried, Type of 
Vehicle and State/Territory of Registration," ed. Australian Bureau of Statistics (Unpublished, 2014). 
19 ACIL Tasman Pty Ltd, "Trucking – Driving Australia’s Growth and Prosperity," in A report prepared for the Australian 
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reward sector that, while comprising the minority of the road transport sector, generates 88.6 

per cent of this sector’s income (measured in 2004),20 an economic contribution that, in part, 

sees this form of operator at the centre of most road transport studies.21 Although statistics 

for the employment distribution between the hire-and-reward and ancillary sectors are not 

gathered in Australia, a study conducted by the Australian Logistics Council in 2011 provides 

anecdotal evidence, estimating that just over 60 per cent of “transport” employees were 

engaged by the hire-and-reward sector.22 While the proportion of staff employed in road 

freight delivery was not disclosed, this distribution closely reflects a study of the road 

transport industry conducted in 2002 by ACIL Tasman, which found that over 65 per cent of 

the total employment for “road transport” came from the hire-and-reward sector.23 In terms 

of employment, therefore, while comprising far fewer vehicles then ancillary operators, 

employment numbers and on-road work are significantly greater for the hire-and-reward 

sector.  

If specialist market firms utilise labour at a far higher capacity than their integrated 

counterparts, what impact does this have on employment relations? Employment relations is 

the practice and study of the employment relationship. It involves the authorship and 

enforcement of the rules that regulate the relationship between employer and employee, a 

practice that has spawned an extensive legal framework of standards, terms and conditions 

of work.24 Outsourcing services can undermine the employment relationship, thereby 

contributing to an increasingly insecure workforce with less bargaining power and weaker 

unions. This can have marked implications for union support. Reducing the density of unions 

within a workplace not only lessens the employees’ ability to contribute to the authorship of 

workplace rules but also provides employers with greater authority to dictate the terms and 

conditions of employment, an outcome often associated with less beneficial remuneration 

                                                 

Trucking Association August 2004 (2004), 7.;Australian Trucking Association, " The House of Representatives Standing 
Committee on Transport and Regional Services: Inquiry into Integration of Regional Rail and Road Networks and Their 
Interface with Ports " (2005). 
20 Ltd, "Trucking – Driving Australia’s Growth and Prosperity," 8. 
21 Ibid.; National Transport Commission Australia, "Who Moves What Where - Freight and Passenger Transport in 
Australia," (Melbourne2016), 124.; Commonwealth of Australia, "Working Paper 60: An Overview of the Australian Road 
Freight Transport Industry," ed. Department of Transport and Regional Services (Canberra: The Department of Transport 
and Regional Services, 2003), 44.; ACIL Allen Consulting, "The Economic Significance of the Australian Logistics 
Industry," (Australian Logistics Council, 2014), 1. 
22 "The Economic Significance of the Australian Logistics Industry," 25. 
23 Ltd, "Trucking – Driving Australia’s Growth and Prosperity," 7-9. 
24 Mark Bray et al., Employment Relations: Theory and Practice, 4th ed. (Sydeny, N.S.W: McGraw-Hill Education, 2018), 
490. 
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packages.25 The alleged correlation between outsourcing and union decline, however, in large 

part fails to consider the impact of (or lack thereof) best and competitive case scenarios, 

whereby a unionised firm outsources to another unionised firm.26 In these situations, while 

there may be a shift in demarcation and thus the choice of which union is a more suitable 

representative, there is no immediate impact on union density as a whole. Further, the 

outsourcing decisions of non-unionised organisations cannot reduce union numbers. With 

over 91 per cent of private-sector employees not members of a union,27 the employers of this 

significant proportion of staff can reap no benefit attributable to union decline by 

outsourcing.  

When looking at outbound transport specifically, it is vital that we understand how 

this “add-on” service contributes to the organisation. The buying and selling of goods is one 

of the oldest forms of economic activity. However, an organisation’s ability to sell goods is 

regulated, in part, by demand and supply. Offering consumers not only their desired product 

but the delivery of the product to a chosen location enables the firm to increase consumer 

demand by supplying the goods at a chosen place and at a given point in time. Road transport 

is, therefore, a critical component in the value chain, necessary for the movement of goods 

from place of manufacture (high-supply locations) to distant locations (with assumed higher 

demand due to low supply).28 Outbound transport (the delivery of goods from store to 

customer) is hence not a direct demand. On the contrary, it is derived from the consumer’s 

desire for a firm’s core product (their direct demand) to be transported outward from the 

business. For example, consumers shopping through online channels at Coles or Woolworths 

do not shop there specifically to purchase transport services; on the contrary, the consumers’ 

direct demand is the businesses’ core products – grocery items – while the transport service 

is a separate, derived demand for these grocery items to be delivered to their chosen location, 

rather than picked up in-store. Hence, delivering items directly to a customer “jointly” 

satisfies two demands: the direct demand for the goods and the derived demand for the 

movement of these goods from the place of sale. Of critical importance to this study is why 

                                                 

25 Christopher Kollmeyer, "Trade Union Decline, Deindustrialization, and Rising Income Inequality in the United States, 
1947 to 2015," Research in Social Stratification and Mobility 57 (2018): 2; (ABS), "6333.0 - Characteristics of Employment, 
Australia, August 2018." 
26 Charles R. Perry, "Outsourcing and Union Power," Journal of Labor Research 18, no. 4 (1997). 
27 Australian Bureau of Statistics (ABS), "6333.0 - Characteristics of Employment, Australia, August 2016 " in Data Cube: 
18 (2017), Summary: Trade union members. 
28 J. Laurence Laughlin John Stuart Mill, Principles of Political Economy (2009), 333. 
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some firms chose to integrate this outbound delivery function (i.e., operate an ancillary 

operation) while others outsource (i.e., engage a hire-and-reward firm). 

Strategic Model and Case Studies 

In order to determine the influence of employment relations on the decision to outsource road 

transport, three organisations were selected for analysis within this study, namely, Polyworx, 

Coles and Woolworths. Each business examined incorporates an outbound function within 

its supply chain yet governs the process through different forms. Polyworx, a medium-sized 

family-owned organisation, producing large polyethylene water tanks in Queensland, has 

assumed a form of “enterprise partnership”.29 In simple terms, this means the manufacturing 

and delivery arms of the business are incorporated as separate legal entities, yet use the same 

equipment, are in the same location and are managed by the same people. This structure sees 

Polyworx administratively outsource to a hire-and-reward firm (a firm owned by the same 

people as Polyworx) yet operate their outbound deliveries as an integrated service. Coles and 

Woolworths, on the other hand, the second and third cases studied, are national grocery 

retailers, comparable in terms of size, products sold and products distributed. However, they 

differ in one key area: their outbound transport service. Coles has fully integrated, operating 

an ancillary home-delivery service. Woolworths has outsourced the service to a hire-and-

reward firm, yet opted to retain ownership of the vehicles. The broad scope of analysis 

provided by these three organisations establishes a foundation from which this study could 

understand the influence a firm’s strategic objectives has in the decision, and how the 

practical implications of deliveries (i.e., product type, delivery area or driver tasks) impact 

the make-or-buy decision. 

Employers in the road transport industry are bifurcated between the ancillary and 

hire-and-reward sectors. This division and subsequent implications for drivers operating in 

these two divisions can be significant for employment relations. Outsourcing more generally 

is often attributed to the employers’ deliberate and purposeful attempt to decollectivise the 

workforce,30 an outcome associated with reduced union interference.31 Decreasing union 

                                                 

29 Matthias Holweg and Frits K. Pil, "Outsourcing Complex Business Processes: Lessons from an Enterprise Partnership," 
California Management Review 54, no. 3 (2012): 21. 
30 David Peetz and Janis Bailey, "Dancing Alone: The Australian Union Movement over Three Decades," Journal of 
Industrial Relations 54, no. 4 (2012). 
31 Peetz, "Decollectivist Strategies in Oceania." 
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strength in the workplace by outsourcing labour to a third-party operator not only increases 

managerial unilateralism over workplace decisions but also works to reduce labour costs 

through less generous remuneration packages.32 The problem with employment relations 

literature, however, is that it typically looks to “worst-case scenarios” – those instances where 

labour is moved from a unionised firm into a non-unionised organisation – to explain 

outsourcing decisions.33 In practice, however, such a correlation cannot be assumed. Each 

case examined within this study has a different relationship with unions, based on their 

chosen form of governing the outbound transport function. Polyworx is a non-unionised 

organisation. While both Coles and Woolworths are unionised, their decision to engage 

different forms of governance for their outbound freight service has complex union 

implications. Coles’ integration sees their employee drivers working within the retail sector 

– an industry typically represented by the Shop, Distributive and Allied Employees’ 

Association (SDA). Woolworths’ decision to outsource, on the other hand, shifts the drivers’ 

demarcation into the road transport industry – one commonly covered by the Transport 

Workers’ Union (TWU). In each case examined, the sourcing decision cannot be attributed 

to union avoidance or labour cost reduction. Analysis using employment relations theory, 

most particularly with regards to decollectivisation, therefore fails to explain why the firms 

have opted to pursue their chosen sourcing structure for outbound transport. 

Understanding the sourcing decision requires a multidimensional approach. For 

organisations such as Polyworx, Coles and Woolworths, which are faced with the make-or-

buy decision, it is typically the case that cost is of critical importance. Transaction cost 

economics offers an alternative explanation to the sourcing decision by providing a 

framework through which the cost of performing activities through different governance 

structures can be quantified. As discovered within this study, different forms of governance 

incur different costs. For example, outsourcing firms such as Woolworths require investment 

in contract negotiation, development and enforcement, costs that increase when dealing with 

highly specific assets or long-term commitments.34 Performing the service internally, 

                                                 

32 David J. Bryce and Michael Useem, "The Impact of Corporate Outsourcing on Company Value," European Management 
Journal 16, no. 6 (1998): 635-36.; Rae Cooper et al., "Anti-Unionism, Employer Strategy, and the Australian State, 1996–
2005," Labor Studies Journal 34, no. 3 (2009): 339; Elisabetta Magnani and David Prentice, "Outsourcing and Unionization: 
A Tale of Misallocated (Resistance) Resources," Economic Inquiry 48, no. 2 (2010): 460. 
33 Perry, "Outsourcing and Union Power." 
34 The Nature of the Firm (New York: Oxford University Press, Inc., 1991), ch. 2. 
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however, as seen in the case of Polyworx and Coles, circumvents such costs, yet incurs the 

expenses associated with direct employment, including union negotiations and the ongoing 

“nonpecuniary factors” of managing staff (i.e., demands for flexible work, managing injury 

risks etc.).35 Through the dimensions of asset specificity (human and equipment assets), core 

competencies, frequency of use and uncertainty, transaction cost economics provides a 

framework to understand the cost associated with each factor contributing to the sourcing 

decision. While analysis of these separate dimensions within an activity is essential, it is the 

combination of two or more factors, such as asset specificity and core competencies, that can 

have the most considerable influence on the sourcing decision.36 This type of examination 

allows organisations to determine the most cost-effective and efficient means of managing 

their supply chain. Within this framework, the make-or-buy decision is typically explained 

through which form of governance – integration or outsourcing – incurs the lowest 

transaction cost.37 As discovered within this study, cost management is a vital factor 

influencing the sourcing decision. However, it cannot be viewed in isolation. With each firm 

examined, a reduction or increase in cost must be balanced against the potential value gained 

or lost as a result. For simply minimising costs may impede consumers’ perceived benefit of 

shopping with the firm (e.g. brand quality and reputation). 

Explication of the sourcing decision through either employment relations or 

transaction cost economics fails to account for all the facts. It is the analysis of these 

components together that gives rise to a third principle that satisfactorily explains an 

outsourcing decision: value enhancement. Each case examined within this study has adopted 

a form of governance incurring greater employment and transaction costs than that which 

would be seen through alternative structures. Approaching the sourcing decision through the 

lens of value enhancement therefore better explains the sourcing decisions of Polyworx, 

Coles and Woolworths, each of which have resulted in the firm willingly incurring greater 

employment relations complexity and higher transaction costs when the outcome is 

associated with higher value creation. This higher value comes in different forms for each of 

the organisations. Polyworx and Coles, which have integrated, see this value stemming from 

                                                 

35 Ronald G. Ehrenberg and Robert Stewart Smith, Modern Labor Economics: Theory and Public Policy, Eleventh, Pearson 
new international ed. (Harlow, Essex: Pearson, 2012), 2. 
36 Ogorelc, "Outsourcing of Transport and Logistics Services." 
37 Besanko, Dranove, and Shanley, Economics of Strategy, 69-77.; Oliver E. Williamson, The Economic Institutions of 
Capitalism, First Edition ed. (New York: The Free Press, 1987), 15-18. 
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the service provided to consumers and the resulting consumer satisfaction derived. For 

Woolworths, the decision to outsource creates value for their core industry through the cost–

price advantages gained on their retail items. The form of a firm not only influences the 

supply of goods but also consumer demand. By strategically increasing the price consumers 

are willing to pay in exchange for the good (their “perceived benefit” derived through 

purchase) at a greater rate than which it costs to do so, the firm can increase their competitive 

advantage; that is, the consumers demand for their product.38 Achieving this objective 

theoretically expands the firm’s market share and ultimately generates greater profits.39 

In working to understand the decisive factors influencing the sourcing decision, it 

was vital that this study not only examined organisations that have outsourced but also why 

firms have not outsourced their outbound transport needs in situations that incur greater 

employment or transaction costs. In achieving this objective, the analysis of the cases of 

Polyworx, Coles and Woolworths conceptually contributes to our understanding of 

employment relations, transaction cost economics and economic value by exploring the 

influence employment relations has on the decision to outsource road transport. In practical 

terms, the findings of this study (i.e., what factors play a decisive role in the sourcing 

decision) increase our understanding as to why some private-sector firms outsource their 

outbound transport needs to specialist hire-and-reward providers or, alternatively, maintain 

their internal transport capacity. While the scope of this study is limited to the analysis of 

three privately owned corporations (each employing an outbound delivery function) and is 

thus unrepresentative of the Australian private sector more generally, the outcome of the 

study provides a foundation of evidence to support the hypothesis that theoretical positions 

relating to sourced decisions (e.g. union avoidance or cost reduction) is not always applicable 

in practice. As such, this thesis addresses the deficiencies in the existing literature, by 

examining the sourcing decisions’ economic contribution to the creation of value and wealth. 

The central question that this thesis therefore explores is: What are the factors that explain 

the decision of firms to outsource their transport function, or not, in the current employment 

                                                 

38 Oren Bar-Gill and Press Oxford University, Seduction by Contract: Law, Economics, and Psychology in Consumer 
Markets, First ed. (Oxford, United Kingdom: Oxford University Press, 2012), 9-10; Cliff Bowman and Véronique 
Ambrosini, "Firm Value Creation and Levels of Strategy," Management Decision 45, no. 3 (2007): 361; Nada R. Sanders 
et al., "A Multidimensional Framework for Understanding Outsourcing Arrangements," Journal of Supply Chain 
Management 43, no. 4 (2007): 10-11. 
39 Besanko et al., 1996: I-4 
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relations environment? This then poses several subquestions: Are decisions guided, as the 

employment relations literature would suggest, by a drive for union avoidance or are they 

guided by a search for the lowest cost option, as transaction cost economics indicates? If 

neither of these theoretical frameworks provides a satisfactory explanation, then can an 

explanation be found instead in theories centred around the creation of economic value? 

Summary: Questions and Explanations 

In exploring the above questions, the first thing we need to establish is whether sourcing 

decisions are conducted with the intent to avoid unions or reduce costs? For some firms, the 

answer is undoubtedly yes. Numerous papers are dedicated to proving a correlation between 

union avoidance and outsourcing, as well as cost reduction and outsourcing, because cases 

like this do exist. If researchers are looking to support a hypothesis (e.g. that there is a 

correlation between union avoidance and outsourcing) this can be achieved by examining 

those cases explicable within the framework under analysis – such as using the Patricks 

dispute as a case for union avoidance. However, is it plausible that sourcing decisions 

generally are conducted with neither intent? If we are looking to understand what factors 

underpin the decision to outsource outbound road transport as the central focus of the study, 

the answer is a resounding no. What drives our firms? That driver is certainly not avoidance 

of unions or reduction of labour costs – if a firm’s focus was on reducing costs, as the 

transaction cost economic framework suggests, what attention is being paid to the number of 

outputs, the number of sales? This thesis has found that costs are a critical consideration in 

the sourcing decision. The higher expense of unionised workers cannot be ignored; neither 

can the cost of running the economic system, for the supply price of a product or service 

influences the exchange value (the sale price), a value that has a direct and immediate impact 

on the utility of the product, or the consumers’ perceived benefit. Significantly, however, 

cost considerations are not the preeminent factor driving the sourcing decision. On the 

contrary, it is the ability to enhance the value of their goods in the eyes of consumers that, 

within this study, is found to be the driving force behind outsourcing. If the organisation can 

increase the consumers’ perceived value of their goods at a higher supply price than what it 

costs to supply, they gain a competitive advantage over rivals.40 Centring business decisions, 

                                                 

40 Bar-Gill and Oxford University, Seduction by Contract: Law, Economics, and Psychology in Consumer Markets, 9-10. 



13 
 

such as outsourcing, around improving the consumer perceived benefit, the consumers’ 

demand for their products, rather than competitors’ products, works to increase market share 

and thus higher profits than would otherwise be seen.41 Aiming to understand the influence 

employment relations has on the decision to outsource road transport in Queensland through 

the application of transaction cost economics is justified by its potential contribution to theory 

and the broader study of the influence of industrial relations on business sourcing decisions. 

Organisation of the Thesis 

The immediate purpose of this chapter is to supply the contexts for the subsequent chapters. 

Chapter 2 reviews the theoretical frameworks contributing to this research, namely, 

employment relations, transaction cost economics and value. Drawing on these sources of 

literature, the second chapter provides insight as to how each theory proposes to explain the 

sourcing decision. This complements Chapter 3, which outlines the methodology used to 

meet the objectives of this thesis, including justification of the case study approach adopted 

and data collection methods. Further, it builds on the literature review by describing how 

findings were generated and what measures were implemented to ensure data integrity. 

Chapter 4 expands on the information examined by providing an overview of the road 

transport industry in Australia today, as well as how the composition of the sectors has 

changed over time. This section is necessary to provide an understanding of road transport in 

Australia more generally and how the industry-specific challenges can influence the sourcing 

decision. Chapters 5 through 7 are the case studies examined in this thesis, Polyworx, Coles 

and Woolworths respectively. The structure of each chapter is maintained consistently across 

the cases to ensure that a complete and comparable analysis is conducted on each firm. While 

the findings uncovered within each case are independently significant – that is, they will 

contribute to the purpose of the study – it is the emergent consistencies found between cases 

that answers the research question of this thesis. Chapter 8 identifies and examines the 

similarities and differences uncovered in the study. Finally, Chapter 9 concludes the thesis, 

outlining the main findings and how this research contributes to better understanding of the 

                                                 

41 Bowman and Ambrosini, "Firm Value Creation and Levels of Strategy," 361.; Sanders et al., "A Multidimensional 
Framework for Understanding Outsourcing Arrangements," 10-11.; Bowman and Ambrosini, "Firm Value Creation and 
Levels of Strategy," 361.; Ogorelc, "Outsourcing of Transport and Logistics Services."; Bowman and Ambrosini, "Firm 
Value Creation and Levels of Strategy," 361. 
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decision to outsource road transport. The footnotes within this thesis are discrete within each 

chapter in order to improve readability. A full bibliography is supplied at the end of the thesis. 
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Chapter Two: Literature Review 

For every firm, decisions as to what functions should be performed “in-house” and what tasks 

should be outsourced are vital to not only its relationship with employees but also to its very 

survival. Typically, sourcing decisions are viewed through a single theoretical lens, such as 

employment relations or transaction cost economics. While both frameworks provide an 

adequate explanation for a decision to outsource road transport in some cases, it is not 

possible to use either as a model explanation for the sourcing decision more generally. For, 

as this research has found, neither employment relations nor transaction costs economics 

explain the decisions – to outsource or integrate the outbound transport service – made by 

the three cases examined within this study. Rather, it was in a third model centred on value 

enhancement wherein the hypothesis developed in this thesis lies. In order to proceed thus, 

we must first explore how we perceive these three bodies of theory – namely employment 

relations, transaction cost economics and value – and their relevance to outsourcing in road 

transport. This chapter is divided into three core sections. The first two are each divided into 

two parts, the first an overview of the literature and the second an insight as to how the 

literature applies to the road transport industry. The third section, due to the vast scope of 

“value”, is divided into four sections, each commencing with an outline of the literature and 

followed by the application of this literature in the road transport sector. 

Section 1: Employment Relations 

The employment relationship – the “exchange between an employee and an employer for 

labour and expertise for remuneration”– is fundamental to our current way of life.1 Defined 

as a contract of service, direct employment is regulated by a range of state-sanctioned rules 

and regulations outlining the minimum standards and conditions that must exist in the direct 

sale and receipt of labour services. This differs fundamentally to outsourcing or contracting 

arrangements. In these latter situations, the labour of a firm that enters into a contract – which 

may or may not employ its own staff – is regarded as working under a contract for service. 

In this situation the firm that has contracted out its internal function does not have a direct 

and ongoing relationship with any of the workers engaged by the contractor, nor is it 

                                                 

1 Arnie Shaw, Ruth McPhail, and Susan Ressia, Employment Relations, 2nd ed. (South Melbourne, Vic: Cengage Learning 
Australia, 2017), 2. 
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governed by common-law contracts of employment.2 Rather it is engaged in an arm’s-length 

transaction wherein the terms of the relationship are likely negotiated between stakeholders 

and in line with market values (e.g. market price). It can therefore be assumed throughout the 

present study that, whenever issues related to outsourcing are discussed, it is referring to the 

relationship from the perspective of the firm making the decision to integrate or outsource. 

In theory, market relationships see the firm circumvent the direct employment of staff and 

thus the associated rules and regulations. In practice, however, outsourcing firms are not 

exempt from compliance with employment law. Accessorial liability (section 550 of the Fair 

Work Act3) prohibits companies, including contracting organisations, from “being involved 

in a workplace contravention”, such as the underpayment of wages, directly or indirectly, 

knowingly or unknowingly.4 While outsourcing undoubtedly provides a simpler means of 

engaging labour, it does not excuse firms from the compliance requirements associated with 

labour law. On the contrary, under Australian federal employment law, organisations 

outsourcing labour must ensure all workers engaged throughout the supply chain, including 

those employed by contracted operators, are remunerated in accordance with the Fair Work 

Act. 

Traditionally, unions were central to the employment relationship and a means 

through which labour compliance could be assured. While unions have been pivotal in 

shaping the employment relations systems that Australians currently enjoy (e.g. minimum 

entitlements, leave and unfair dismissal protections),5 over the past seventy years (save a 

period of limited recovery between 1970 and 1979) membership has been in decline.6 

Currently only 15 per cent of employees Australia-wide are members of a union (in 

association with their main job), with the number of ticket holders in the private sector even 

                                                 

2 Australian Trade and Investment Commission, "Guide to Investing,"  
https://www.austrade.gov.au/International/Invest/Guide-to-investing/Running-a-business/Employing-people-in-
Australia/Australian-employment-conditions/Employment-agreements. 
3 Australian Government, "Fair Work Act 2009," ed. Federal Register of Legislation, No. 28, 2009 (Online2018). 
4 Fair Work Ombudsman (FWO), "What Is Accessorial Liability?," Australian Government, 
https://www.fairwork.gov.au/about-us/news-media-releases/newsletter/august-2016/what-is-accessorial-liability. 
5 Bradley Bowden, Work and Strife in Paradise: The History of Labour Relations in Queensland 1859-2009 (Annandale, 
N.S.W: Federation Press, 2009); Australian Council of Trade Unions (ACTU), "Australian Unions: Union Achievements,"  
https://www.australianunions.org.au/union_achievements; Rae Cooper and Brandon Ellem, "Cold Climate: Australian 
Unions, Policy, and the State," Comparative Labor Law & Policy Journal 38, no. 3 (2017); Ehrenberg and Smith, Modern 
Labor Economics: Theory and Public Policy. 
6 Bowden, Work and Strife in Paradise: The History of Labour Relations in Queensland 1859-2009, 298-301 & 09-10; 
(ACTU), "Australian Unions: Union Achievements"; Cooper and Ellem, "Cold Climate: Australian Unions, Policy, and the 
State." 
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lower, sitting at only 9 per cent.7 Despite the vast body of research that has sought to identify 

the cause of union decline in Australia (and elsewhere) uncertainty remains as to the root 

cause of falling density and, perhaps more significantly, a prescriptible remedy. In Australia, 

providing a model explanation for union decline is challenging. Although Australian law has 

encouraged enterprise bargaining since 1991, the nation’s wage-fixing system remains highly 

centralised. Centrally determined “awards” set minimum employment conditions that 

underpin the employment of most workers and provide for minimum wages that are among 

the highest in the world. Awards also guarantee workers a range of other benefits (e.g. 

superannuation, annual leave and long-service leave). Some, however, see this system of 

state regulation as weakening rather than strengthening trade unions. It is certainly arguable 

that “industrial awards”, which provide minimum wages and conditions of employment, as 

well as anti-discrimination measures, partly negate the central purpose of organised labour. 

In modern Australia, it is arguably the state rather than the union movement that operates as 

the main actor “generating outcomes favourable to workers”.8 Declining union density, 

however, can also be attributed to elements outside the “employment relationship”. Structural 

changes in Australia’s economic climate, such as the growing trend towards flexible or 

specialised (outsourced) labour, the increased participation of women in the workplace and 

the shift towards a service economy have changed the fundamental paradigm of traditional 

employment models.9 For example, in 1994, the manufacturing industry was the largest 

unionised workforce, boasting over 421,600 members (the next was education with 305,300 

members).10 This underpinned a private-sector density rate of 42 per cent.11 By 2016, 

however, there were only 91,800 union members in manufacturing, a result produced by both 

manufacturing decline and a shift away from unions by manufacturing workers.12  

Although many factors are put forward to explain trade union decline, it is 

nevertheless also true that supposed growth in outsourcing is identified as the main culprit 

                                                 

7 (ABS), "6333.0 - Characteristics of Employment, Australia, August 2016 " Summary: Trade union members.; "6333.0 - 
Characteristics of Employment, Australia, August 2018." 
8 Kollmeyer, "Trade Union Decline, Deindustrialization, and Rising Income Inequality in the United States, 1947 to 2015," 
2; Cooper and Ellem, "Cold Climate: Australian Unions, Policy, and the State," 435. 
9 David Peetz, Unions in a Contrary World: The Future of the Australian Trade Union Movement (Melbourne: Cambridge 
Universtiy Press, 1998), 81-82. 
10 Australian Bureau of Statistics (ABS), "6310.0 Employee Earnings, Benefits and Trade Union Membership Australia," 
(Canberra: Australian Bureau of Statistics, 2001). 
11 Ibid. 
12 (ABS), "6333.0 - Characteristics of Employment, Australia, August 2016 ". 
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by many. Why does employment relations literature centre on outsourcing as the root cause 

for the decline? Employment relations literature commonly associates outsourcing with 

“decollectivization”13 strategies aimed at reducing union density in the workplace 

(weakening organised labour) and lowering labour costs.14 Union numbers are seen to be 

reduced where a unionised organisation outsources labour requirements to a non-unionised 

supplier, rather than perform the function in-house.15 Engaging contractors or labour-hire 

companies, in place of their own employees, it is also argued, weakens the labour force, 

effectively decreasing the collective bargaining power of the group.16 In turn, decreasing 

union density in the workplace diminishes the collective strength of employees, an outcome 

most evident in the pursuit of collective bargaining or when negotiating the terms and 

conditions of employment. Consequently, this reduced strength limits the ability of 

employees and their representative unions to contribute to the authorship of the rules 

regulating the employment relationship.17 As a result, it is argued, employers have greater 

control and ability to unilaterally dictate the terms of employment, an outcome commonly 

associated with less generous remuneration packages.18  

While union avoidance is an undoubtedly attractive option for employers, are 

business decisions really to blame for union decline? Outsourcing is a barrier to unionisation 

if the outcome is associated with lower union density. One significant issue in employment 

relations literature is that contributors often look towards worst-case scenarios to explain a 

firm’s outsourcing decision. In practice, however, outsourcing and union avoidance do not 

necessarily go hand in hand.19 These worst-case scenarios, defined by the movement of 

                                                 

13 Peetz, "Decollectivist Strategies in Oceania." 
14 Audrey Vandenheuvel and Mark Wooden, "Self-Employed Contractors in Australia: How Many and Who Are They?," 
Journal of Industrial Relations 37, no. 2 (1995): 274; David Peetz and Alison Preston, "Individual Contracting, Collective 
Bargaining and Wages in Australia," Industrial Relations Journal 40, no. 5 (2009): 444-61; Peetz and Bailey, "Dancing 
Alone: The Australian Union Movement over Three Decades," 531; Bradley Bowden, "The Ties of Place: Contractors and 
Employer Strategies on the Western Canadian and Central Queensland Coalfields," Relations industrielles 59, no. 3 (2004): 
490-515; Peetz, "Decollectivist Strategies in Oceania."; Perry, "Outsourcing and Union Power."; David Peetz, Brave New 
Workplace: How Individual Contracts Are Changing Our Jobs (Crows Nest: Allen & Unwin, 2006), 60 
15 Zanjirani Farahani, Logistics Operations and Management: Concepts and Models, 73; Ogorelc, "Outsourcing of 
Transport and Logistics Services," 371; El Kartit, Hdidou, and Bahha, "Outsourcing of Logistics Functions : A Case Study 
of a Moroccan Retailer," 17; Maltz and Ellram, "Outsourcing Supply Management," 4.; Jane C. Linder, "Transformational 
Outsourcing," MIT Sloan Management Review 45, no. 2 (2004): 52. 
16 David Peetz, Brave New Workplace: How Individual Contracts Are Changing Our Jobs (Crows Nest: Allen & Unwin, 
2006), 59. 
17 Kollmeyer, "Trade Union Decline, Deindustrialization, and Rising Income Inequality in the United States, 1947 to 2015," 
2.; Bray et al., Employment Relations: Theory and Practice. 
18 (ABS), "6333.0 - Characteristics of Employment, Australia, August 2018." 
19 Perry, "Outsourcing and Union Power." 
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workers from a unionised firm to a non-unionised firm, generates the most widespread 

attention in the field of employment relations.20 However, a focus on worst-case outcomes 

explores only one possible union-related consequence of the sourcing decision.21 For a make-

or-buy decision made by a unionised firm may alternatively result in “best-case” or 

“competitive-case” outcomes.22 Outsourcing, in these cases, sees unionised firms contract 

their labour needs to unionised third-party providers. In consequence, while there may be a 

shift in union demarcation and thus individual union numbers, the overall outcome in such a 

scenario sees little if any change in union penetration as a result of the sourcing decision. 

For, ceteris paribus (other things being equal), an employee is either a member of union A 

or union B.  

Despite the existence of cases supporting a correlation between outsourcing and 

union avoidance, including the Patrick Stevedores waterfront dispute in 1998 and the Qantas 

conflict in 2011,23 it is vital that these findings are investigated as to whether they are suitable 

model explanations for sourcing decisions. While union avoidance explanations may have 

made sense during a time of high union density, with only 9 per cent of the private sector 

unionised in today’s employment environment, the fundamental logic of this explanation 

must be questioned. With 91 per cent of private sector employees not unionised,24 it is 

plausible to suggest that a vast number of organisations will reap no benefit attributable to 

union decline through outsourcing. Nor would they likely experience union issues so 

significant as to incite the decision to restructure the boundaries of the firm.  

Being highly complex and difficult to navigate, can the decision to outsource be 

alternatively attributed to industrial regulation? The employment relationship requires not 

only a knowledge of various legal requirements but their application within the organisation. 

While many regulatory mechanisms contributing to the governance of employment relations 

                                                 

20 Ibid., 531. 
21 Ibid. 
22 Ibid. 
23 Steve O'Neill, "The Waterfront Dispute: From High Court to Settlement-Summary and Comment,"  
https://www.aph.gov.au/About_Parliament/Parliamentary_Departments/Parliamentary_Library/Publications_Archive/CIB
/cib9899/99cib01.; Angela Saurine, "So, What Is the Qantas Dispute Really All About?,"  
https://www.news.com.au/travel/travel-updates/so-what-is-the-qantas-dispute-really-all-about/news-
story/8d1bdf81c2138f43f10dbae267616c82; "What Is the Qantas Dispute All About?," ABC News, 
http://www.abc.net.au/news/2011-10-29/qantas-factbox/3608330. 
24 (ABS), "6333.0 - Characteristics of Employment, Australia, August 2016 " Summary: Trade union members.; "6333.0 - 
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exist, the primary instrument used to regulate the terms of the employment arrangement is 

the award. “Modern awards” were introduced by the Fair Work Commission (FWC) as a 

“legally enforceable determination … containing the terms and conditions of employment in 

a firm or industry”.25 Providing a “safety net” of entitlements and outlining minimum wages 

and rights for an industry or occupation,26 awards have been regulating employment relations 

in Australian since the opening decade of the twentieth century. Although Queensland 

continues to maintain its own distinct industrial relations system, it nowadays only applies to 

state government departments and unincorporated businesses. By contrast, the vast majority 

of private-sector operations – including all incorporated entities – are bound by the provisions 

of the Fair Work Act 2009.27 Although enterprise agreements, when registered, supersede 

the application of awards for the relevant employees,28 ratification requires the agreement to 

pass the “better off overall” test (BOOT).29 Passing the BOOT necessitates the enterprise 

agreement satisfy the FWC that “each award covered employee, and each prospective award 

covered employee [emphasis added], for the agreement would be better off overall if the 

agreement applied to the employee than if the relevant modern award applied to the 

employee”.30 Awards therefore, either directly or indirectly, underpin the employment 

conditions for the majority of Australia’s workforce. With mandated wage rates (nominal 

rates) and entitlements (e.g. annual or personal leave, long-service leave), businesses are 

confronted with a uniform labour price floor, effectively “taking wages out of competition” 

to a very large extent.31  

Direct employment brings with it a myriad of costs. Management of the employment 

relationship requires not only the identification of relevant awards, standards and regulations 

but, furthermore, implementation of compliant practices into a workplace at an affordable 

cost. The money costs of production, or supply price,32 of any product (a price that includes 

the cost of bringing the goods to market or in store for sale) influences the commodity’s value 

                                                 

25 Paul Sutcliffe et al., Glossary of Australian Industrial Relations Terms (Brisbane, Qld.;Sydney, N.S.W.;: Australian 
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29 Government, "Fair Work Act 2009," s. 193.   
30 Ibid. 
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in exchange. Where businesses aim for profit or “surplus value” to be derived through the 

sale of a good, the supply price of a commodity serves as the minimum exchange value (or 

price) at which the firm would charge a customer in order to ensure the firm breaks even or 

generates profit. Therefore the ongoing measurable expenses associated with labour, 

including remuneration, leave and limiting liability, alter the corporation’s ability to produce 

a utility with a marketable exchange value, for the higher the input costs, the higher the 

exchange value.33 While wages, or specifically the nominal hourly or annual wage, is the 

commonly perceived measure of employment costs, for employers, employment costs extend 

far beyond the base rate of pay. In addition to wages, employers are required to expend 

superannuation, payroll tax and worker insurance, on top of the relevant leave entitlements 

and other benefits.34 In some cases, these fees increase in correlation with wages. This means 

that the more generous an employer is in terms of wages, the higher their total labour costs. 

For example, superannuation compounds at a rate of 9.5 per cent on top of the base wage 

paid.35 While payroll tax is incurred as a percentage of the total amount paid out in wages 

during a given period, a total price that includes wages plus superannuation plus leave plus 

allowances plus benefits.36 An employer paying an employee working full time (thirty-eight 

hours per week)37 therefore not only pays wages for time worked but an additional four 

weeks’ annual leave per year,38 ten days’ personal leave39 and six public holidays (in 

Queensland) per year40 in addition to long-service leave, compassionate leave and other paid 

entitlements. Such output costs are, as noted above, compounded by payroll tax. In simple 

terms this means that an employer paying a staff member $20 per hour (an amount selected 

for illustrative purposes only) is paying a total of $34,200 per year for work time41 (time 

actually worked by the employee) and an extra $7198.92 for entitlements (time not at work, 

                                                 

33 Principles of Economics, Eighth ed. (London: The Macmillan Press Ltd, 1974), 290, 340. 
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e.g. annual and personal leave, public holidays, superannuation and payroll tax).42 This 

means that just under 20 per cent of the total annual investment made in this hypothetical 

employee is paid out in ancillary wage costs. In terms of total labour costs, the figures 

discussed above do not account for other paid entitlements (e.g. long-service leave), 

insurance fees or the cost of hiring and firing. Nor do they include the expense of complying 

with regulations outside awards (e.g. workplace health and safety, WHS) or other imposed 

regulatory costs such as consultative mechanisms, training, or the replacement of staff on 

parental leave (the Fair Work Act guarantees all non-casual employees a twelve-month 

parental leave entitlement).43 If the employment of staff and the regulatory requirements that 

ensue are too great, or too complicated, organisations may determine that the costs of 

employing, maintaining and firing staff diminish the worth or perceived benefit of direct 

employment and alternatively opt to outsource. 

The “soft”, or “invisible” costs incurred in the open-ended and indeterminate 

employment relationship also play an essential role in the make-or-buy decision. 

Employment costs are commonly associated with overt and measurable expenses such as 

wages, taxes and insurance that an employer forgoes in exchange for labour. However, a 

range of covert costs exists that are hidden and pose a challenge not only to identify but 

adequately quantify.44 Factors such as absenteeism, presenteeism, inefficiencies, turnover 

and unsatisfactory performance can pose a debilitating threat to employers if not 

appropriately managed.45 Although the upfront cost of certain soft costs such as absenteeism 

(defined by an employee’s absence from work) can be measured in part through the 

calculation of replacement costs (i.e., the wage paid to an interim worker), such costs are not 

reflective of the total outlay. Costing at least $44 billion annually in Australia,46 the expenses 

incurred from absenteeism alone can range in value. In calculating the outlay incurred 
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through absenteeism, one must not only count the cost of replacement labour, but also factors 

such as lost productivity, which must acknowledge the cost of decreased efficiencies (in that 

replacement labour is typically less efficient in the short term and other staff may have to 

pick up the slack), as well as increased risk of lowered morale due to the disruption felt by 

existing staff.47 Presenteeism also plays a significant role in soft costs and describes situations 

where an employee reports to work, despite feeling poorly (e.g. physical or emotional 

problems).48 The practice of going to work while feeling unwell causes a considerable drain 

on a firm’s resources and is estimated to cost Australian businesses almost $35 billion 

annually.49 Workplace inefficiencies and loss of productivity, however, are not the only costs 

that are challenging to quantify. High turnover rates within the workplace or failure of labour 

to properly execute tasks (particularly within service industries that rely on customer service) 

are detrimental to the firm in ways that are difficult to measure directly, yet are critical to 

ongoing success (for what is the cost of a dissatisfied customer?). Outsourcing shifts the onus 

of managing soft costs such as production or task fulfilment onto the contracted operator, an 

act that not only eliminates management’s responsibly to, in part, micromanage the 

workforce but eliminates these hidden costs being incurred directly by the workplace.  

A staffed business enterprise necessarily encounters a complex employment 

relationship. Explanation of sourcing decisions through employment relations literature often 

links outsourcing as a means to achieve union avoidance or labour cost reductions. In the 

absence of union strength within any given workplace or at a broader industry level, a power 

imbalance exists, providing one party (the employer) with greater market authority over the 

other (the employee). In these situations, corporations are able to utilise this power (with 

demand for employment greater than the supply of positions) to drive down wages in order 

to decrease costs or increase profits. Such conclusions, however, fail to sufficiently account 

for the vast range of factors contributing to the make-or-buy outcome, not least of which 

includes the cost of managing staff. In Australia, the influence of awards enforcing minimum 

wages and conditions of employment has been seminal to employment practices; however, 

those awards cause labour and employee management costs to extend well beyond the 
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minimum wage. Labour is vital to the supply chain. However, the total cost invested in 

maintaining a relationship (whether through integration or market firms) contributes to the 

money costs of production, which impact the capitalist’s ability to provide commodities or 

services at a price sufficient to satisfy the consumer’s marginal demand.50 However, is 

managing these costs through union avoidance or labour cost reductions central to the 

sourcing decision? Employment relations literature provides a foundation from which 

researchers are able to determine how the costs and benefits of an employment relationship 

contribute to the sourcing decision and ultimately if union avoidance or labour cost 

reductions are central factors. Will this literature provide a suitable explanation for business 

make-or-buy decisions? 

Employment Relations – Road Transport Application 

What influences an organisation to employ labour, rather than outsource? In examining this 

question, in the first instance this study looked to employment relations literature to explain 

the decision. If this literature attributes the broadly scoped decision to outsource as a means 

to circumvent the intervention of unions in the employment relationship or reduce labour 

costs, can the same be said for the decision to outsource outbound road transport needs? 

Sourcing of road transport labour is central to the purpose of this thesis; thus, gaining a 

thorough understanding of the industry and more specifically the differentiating features that 

may influence the make-or-buy decision is vital.  

In the Queensland road transport sector, one major labour union has coverage of the 

workforce, the TWU. Significantly, the TWU is the named signatory or preferred union 

(outlined in clauses) in 50 per cent of the ten most recent enterprise agreements ratified in 

the industry.51 While direct involvement in 50 per cent of recent agreements may not seem 
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like a high figure in terms of union reach, this result is achieved at a time when private-sector 

unionism currently sits at only 9 per cent.52 These figures represent the persistence this union 

has demonstrated in achieving its goals. Currently, “demanding” higher wages, improved 

conditions and “better jobs” for their members53 through a range of campaigns, the TWU is 

also one of Australia’s more successful private-sector unions. At last count there were 

115,700 union members in the “Transport, Postal and Warehousing” industry, as measured 

by the Australian Bureau of Statistics (ABS) in August 2016,54 60 per cent of whom (69,000 

people) were members of the TWU (as of December 201755). Such membership figures also 

indicate that the TWU represents 12 per cent of the total transport workforce. Other sectors 

of this workforce – outside road transport – may be unionised through various other unions 

such as the National Union of Workers, the Rail, Tram and Bus Union and the Maritime 

Union of Australia, as well as the various unions that extend coverage in the airline industry. 

Overall, 21 per cent of the workforce in Transport, Postal and Warehousing is unionised, a 

figure well above the private-industry sector of 9 per cent. Through these figures, it can be 

concluded that the comparatively high level of union membership among this sector’s 

employees there is a potentially greater incentive to outsource for the purpose of union 

avoidance than for those in other sectors.56  

What influence does industrial regulation have over the make-or-buy decision in road 

transport? Australia’s industrial relations system is complex. For those firms managing the 

on-road delivery of goods, the complexity is even greater, a complexity that stems in large 

part from the fact that there is not a single industry or occupational award, but rather two: the 

Road Transport and Distribution Award 2010 and Road Transport (Long Distance 

Operations) Award 2010.57 Primarily defined by the distance regularly or systematically 
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travelled on delivery trips, each road transport award contains a host of differing 

entitlements.58 However, these two awards are not the only ones extending coverage to 

“drivers”. As the Transport Workers’ Union of Australia v. Coles Supermarkets Australia Pty 

Ltd case in 2014 exemplified, “The Road Transport Award was not intended to be the award 

which necessarily covered employees who performed any form of driving duties irrespective 

of the circumstances.”59 The outcome of this case determined that awards containing a 

provision for “drivers”, including the General Retail Industry Award 2010,60 can 

appropriately cover on-road delivery staff, even in circumstances where “their jobs comprise 

a substantial degree of driving and delivery functions”.61 Drivers employed by organisations 

in certain industries (e.g. retail) are, therefore, more suitably remunerated through the 

provisions of awards covering their employer’s primary industry: despite performing on-road 

work as their primary occupation. The inclusion of drivers within the various non-transport 

industry awards (e.g. retail or fast food) is, however, far from universal.62 Awards such as 

the Manufacturing and Associated Industries Award 2010 contain no such provision.63 In 

these cases, drivers employed by the firm are typically employed under the most suitable 

road transport award. This is a complicated matter to navigate for all parties involved in the 

employment relationship. Drivers employed by a manufacturing or road transport business 

come under the relevant road transport award, whereas drivers employed by a retail firm are 

classified as retail employees, even though the same on-road work may be performed. While 

on the face of the matter this division may seem inconsequential, it has major implications 

for the drivers themselves, their representative unions and the employer responsible for 

correctly demarcating the employee. For unions, in particular the TWU, this seemingly 

inconsistent demarcation poses a threat to their representative powers and places them into 

competition with other industry unions (e.g. the SDA) for representative rights, where 

“drivers” are engaged by an alternative industry award (e.g. retail).64  
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Analysis of labour costs within the road transport industry necessitates a holistic 

approach. The aggregate cost of employment involves a range of different expenses in 

addition to award wages, ranging from those directly related to labour time worked (e.g. 

superannuation) to the outlay incurred through maintaining control of service (e.g. industry 

regulation). In the first instance, it is necessary to recognise that the vehicles used by staff 

are considered the employees’ “workplace”. Under Work Health and Safety (WHS) law, they 

must, therefore, pose no risk to the “health and safety of any person”.65 Responsible parties 

must demonstrate “due diligence”, which in simple terms means they need to take 

“reasonable steps” to ensure they are not only aware of all the safety requirements but also 

understand and implement strategies to eliminate or minimise any risk.66 Managerial 

oversight requirements and compliance costs are high for all commercial vehicles (including 

light commercial); however, they are markedly higher in the case of heavy vehicles. When 

the vehicle operated by drivers exceeds 4.5 tonnes gross vehicle mass (GVM),67 its 

classification shifts into the category of “Heavy Vehicle”. This classification brings with it a 

need to meet the requirements of the Heavy Vehicle National Law (HVNL)68 and five 

additional regulations, including fatigue-management practices and mass, dimension and 

loading requirements, as well as a specific set of vehicle standards. Therefore, firms engaging 

vehicles under 4.5 tonnes GVM, are able to circumvent the significant and cumbersome 

requirements imposed upon the heavy-vehicle sector and ultimately reduce compliance 

costs.69 

In addition to the direct and measurable cost of managing a workforce, soft costs must 

be accounted for. Conventional economics dictates that a firm should sell goods at a price 

equal to or higher than the cost of production.70 However, as the sale of the delivery service 

occurs prior to the service being fulfilled in many cases, managers are unable to calculate the 

exact supply cost of that trip due to external factors beyond their control (e.g. road detours) 
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and therefore must anticipate the total “supply price”71 in advance of performing the task. 

Firms operating an outbound delivery service are impacted by factors inherent in on-road 

logistics, including delays, breakdowns and service disruptions, each of which costs the firm 

directly in terms of pecuniary funds (e.g. repairs) and indirectly through lost time or customer 

dissatisfaction. In circumstances where the driver is required to take longer routes or is 

severely delayed due to roadworks, the firm’s prime costs (materials or labour used in the 

production of a commodity)72 for that trip increase due to various factors such as higher 

wages, fuel consumption or greater wear and tear on the vehicle. Although in some “long-

distance” circumstances (round trips over 500 kilometres) drivers can be paid on a per-

kilometre rate rather than hourly, which may appear to reduce the impact of delays or 

stoppages, according to the Road Transport (Long Distance Operations) Award 2010, an 

employee’s time spent waiting in unavoidable on-road holdups, such as accidents, is required 

to be paid at an hourly rate.73 For integrated firms, therefore, the cost of providing an 

outbound road transport service is indeterminate. Contracting out the service, on the other 

hand, circumvents the open-ended nature of costs, as this form of engagement is typically 

founded on a fixed-fee or fee-for-service arrangement.74 This means that, for a firm 

outsourcing delivery requirements (rather than integrating), the total expense paid to third-

party operators are predetermined and can hence be accounted for ahead of time (e.g. per trip, 

day or kilometre), decreasing the volatility of a firm’s total outlay.75  

Another factor that complicates the employment of staff in road transport is the fact 

that a road transport service is not a direct demand, but a derived demand. Consumers’ desire 

for outbound road transport services is a demand derived from the need to transport a physical 

commodity – their direct demand. In other words, transport is not a service desired without 

first demanding a tangible product requiring movement to a new location. Arising from this 

combined desire for goods and their movement is a “joint demand”.76 Firms, therefore, in 

satisfying the consumer’s joint demand for goods and their delivery, must integrate or 
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outsource an outbound freight service. This decision, however, requires not only 

identification of delivery-specific costs for both sourcing outcomes (integration or 

outsourcing) but how they are to be absorbed and measured within the organisational 

structure. First and foremost, it is necessary to understand what bearing a firm’s decision to 

on-charge delivery customers has on wealth creation. Whether a firm has integrated or 

engaged in a market relationship, the method through which they choose to charge consumers 

for the delivery service generates similar economic outcomes. Charging options typically 

range from those firms providing a “free” delivery service, or non-compensated delivery (i.e., 

not overtly charging a delivery fee), to those on charging at full supply cost, a service that 

will be referred to as compensated delivery. If the organisation provides a free transport 

service (non-compensated delivery), they must account for these delivery costs through a 

different area of the business such as the sale price of the tangible good being sold (i.e., 

increasing the sale price to account for delivery fees) or by absorbing the delivery costs 

through the profits of the principal business. A firm not on-charging full delivery costs, 

therefore, must generate revenue high enough to cover the salaries of all employees engaged 

by the company through the sale of their core products in order to subsidise the labour costs 

of transport staff. Prices of their core commodity or service must, therefore, be sufficient 

enough to cover delivery costs. Managers are hence challenged to find a suitable balance 

between generating income sufficient to cover the supply cost and keeping the price of their 

core products competitive. On the other hand, firms simply on-charging delivery fees to 

consumers (whether a profit margin is added or not) need only concern themselves with 

ensuring the firms fees are competitive for, ceteris paribus, all delivery fees will ultimately 

be compensated by the end consumer. 

As a discipline, industrial relations was largely founded on the belief that a level of 

outside intervention – be it from trade unions, the state or a combination of the two – was 

needed to offset inequities and inefficiencies generated by market forces.77 Unions in 

Australia have a long history of campaigning on behalf of members to improve conditions of 

work, equal opportunities and unfair dismissal protections,78 ensuring the continued 
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advancement of workplace rights. It is primarily through union intervention in workplace 

matters that Australian workers now see minimum wages, entitlements and workers’ 

compensation insurance as basic rights. The structure of labour-market regulation in recent 

decades, however, has undergone reform, moving away from unions as the primary form of 

labour protection and towards the state governing industrial relationships. Today, 

employment relations within the private sector is covered by a host of state-regulated laws, 

including the Fair Work Act 2009,79 an act that, directly or through delegation, stipulates the 

minimum terms and conditions of employment for all workers. The increased emphasis we 

see today on state intervention lowers the significance of the role trade unions play in the 

development and enforcement of the rules regulating the employment relationship. As such, 

when a firm is faced with the decision to integrate or outsource (the make-or-buy decision), 

simply avoiding unions in today’s workplace environment does not lead to avoidance of the 

nationally imposed web of rules covering industrial relations. Union avoidance as a means 

of reducing labour costs, therefore, has no impact on an employee’s basic entitlements, nor 

enables a firm to circumvent the responsibilities associated with managing labour. 

Section 2: Transaction Cost Economics 

Modern businesses are structured in one of three ways: they integrate, outsource or employ 

some combination thereof. How they reach their decision to structure their supply chain is, 

however, vastly more complex. Ronald Coarse was one of the first to question how firms 

form, a question that, over time, developed into a framework providing the foundation from 

which one can identify the transaction costs incurred in fulfilling the required elements of the 

supply chain through different governance structures.80 This framework provides 

organisations with a means to conduct “systematic”81 analysis of all costs incurred in 

performing “individual transactions”82 within the supply chain (those expenses outside the 

production costs of operating the business) and calculate the total expense sustained in 

“running the economic system”.83 Such calculations are necessary, as each governance 
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structure – integration and market exchange – entails a range of transactions that are not 

applicable in the alternative. Outsourcing necessitates negotiating contracts in an open and 

competitive market, a process that can become quite complex in situations where transactions 

involve a high degree of specificity (i.e., they require highly specialised goods and/or 

services) or will be in place for an extended period of time.84 Integration, by comparison, 

circumvents the expense of coordinating market exchanges but incurs charges related to 

managing a direct workforce: the “co-ordinating function of the entrepreneur”.85 Calculation 

of transaction costs provides a quantifiable basis from which capitalists are able to determine 

which governance structure provides the highest degree of economisation – or lowest 

governance costs – to fulfil their organisational needs. The scale of cost is determined through 

the evaluation of different dimensions of the transaction, in this case, core competencies, 

asset specificity, frequency of use and uncertainty. It is understood that firms will, where 

possible, perform required “transactions” through whichever governance structure occasions 

the lower transaction costs.86  

Asset specificity is arguably the most important transaction cost.87 Asset specificity 

takes four main forms, namely: site specificity (fixed assets such as sheds or mills that are 

geographically close, maximising processing efficiency or minimising transport or inventory 

costs); physical-asset specificity (tangible assets specifically tailored for a transaction with 

few alternative uses); dedicated-asset specificity (equipment purchased for the sole purpose 

of facilitating a transaction with no alternative use for the purchasing company); and human-

asset specificity (skills or information acquired by workers specific to a particular buyer, 

operating system or intangible asset (e.g. routines, procedures).88  

In practice, highly specialised assets typically garner greater cost advantages within 

the vertical boundaries of the firm.89 For outsourcing relationship-specific assets typically 
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elevate quasi-rents in direct response to decreased ex-post opportunity costs or, in other 

words, its diminished value in the next best use.90 By relying on a third party for the supply 

of a highly specialised asset, a firm is exposing itself to price gouging by the supplier.91 The 

outsourcing of highly customised assets also poses a higher risk of bilateral dependency, 

potentially resulting in “hold-up”, a situation wherein one or both parties attempt to leverage 

one another in an effort to opportunistically gain more from the arrangement than previously 

agreed.92 While contracts assist in alleviating such exploitative behaviours, most are 

incomplete and leave both organisations party to the exchange exposed to this risk.93 Low 

asset specificity, on the other hand, decreases the business’s dependency on any specific 

supplier or asset, increasing the pool of sellers and enabling organisations to change providers 

quickly and easily when required.94 It is, therefore, the extent to which the relative assets are 

specialised so as to fulfil a specific transaction that makes them significant within a 

transaction, and, more broadly, in the make-or-buy decision.  

If sourcing decisions impact the efficiency of supply chains, so to do they affect the 

formulation of strategic objectives. Vertical chains are comprised of a series of tasks and 

activities, all of which are important to the final product or service. What distinguishes core 

from non-core competencies is not the importance of the activity, but rather its contribution 

to competitive advantage.95 Core competencies are those unique capabilities of a firm that 

are critical to achieving differentiation,96 those activities or operations that “the company can 

do better than anyone else”.97 According to Prahalad and Hamel, there are three 

characteristics of a core competency. First, they provide “potential access to a wide variety 

of markets”. Second, they “make a significant contribution to the perceived customer benefits 
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of the end product”. Third, they are “difficult for competitors to imitate.”98 Strategically 

sourcing core and non-core components of the supply chain can provide the organisation with 

an opportunity to leverage its unique capabilities and distinguish their products or services 

from competitors.99 Integration of critical competencies – while outsourcing non-critical 

components of the vertical chain to market firms –  theoretically better positions a company 

through an enhanced focus on the core activities necessary for brand distinction.100 While 

non-core competencies are important functions within the chain, they are not critical to the 

uniqueness of the final output.101 As organisational competencies vary from company to 

company and between industries,102 it is the appropriate identification and governance of the 

critical competencies within any given workplace that provides the key to improved strategic 

decision making and improved long-term revenue.103  

Characterised by the recurrence (and volume) of transactions,104 the frequency at 

which transactions occur is also central to the make-or-buy decision. However, this 

dimension cannot be viewed independently, as it requires analysis in conjunction with other 

factors influencing transaction cost economics, including asset specificity.105 Concurrent 

analysis of these two dimensions – frequency and asset specificity – allows a firm to 

determine whether the investment costs required in establishing the firm’s governance 

structure (e.g. contract development or asset procurement) are recoverable over a given time 

period.106 In summing up a firm’s choices, an adaption of Stuckey and White’s Transaction-

Asset Matrix (Figure 1) illustrates the interaction between transaction frequency and asset 

specificity by outlining the optimal sourcing structure (all things being equal) for each 

combination thereof. 
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Adapted from Stucky and White107 

Figure 1: Transaction-Asset Matrix 

In deciding whether to “insource” or “outsource”, a firm must therefore balance 

matters relating to efficiency, the degree of asset specificity and frequency of use in 

determining the most cost-effective method of supplying the good or service. One cannot be 

evaluated without thought being given to the others. Frequently used services, for example, 

typically achieve economies of scale, thereby producing a higher quantity of output with 

cheaper unit costs.108 Therefore, a firm whose operations require a combination of high asset 

specificity and frequent use will (typically) find greater cost advantages through 

integration.109 By contrast, infrequent or routine jobs requiring little to no asset specificity 

may well see an increase in efficiency – and thus a reduction in unit cost, ceteris paribus – if 

the work is outsourced to specialised market firms. For example, shipping a single, small, 

lightweight parcel across the country with Australia Post may be more economical than hand-

delivering it through the firm’s ancillary delivery service (own trucks and staff). While 

Stucky and White’s adapted model provides a generalised guideline for an organisation faced 

with a make-or-buy decision, there exists no one-size-fits-all approach in determining the 

most suitable governance structure. Each decision must be analysed independently with 
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reference to specific details of the exchange and market conditions, including the level of 

uncertainty, to determine if the firm benefits greater from economies of scale or scope.110  

Efficient operations may be disrupted by uncertainties. How an organisation is 

structured can have a great impact on its ability to effectively respond to such disturbances.111 

Supply-chain disruptions arise from three separate sources. Behavioural uncertainty 

originates from an inability to control or anticipate (with certainty) human behaviours. This 

is best described by what Ludwig von Mises termed “case probability”, defined as “a peculiar 

feature of our dealing with problems of human action [where] reference to frequency is 

inappropriate”, for “statements always deal with unique events”.112 Behavioural uncertainty 

is, therefore, strongly associated with both human action and unique events, both of which 

are challenging to anticipate, prevent and monitor.113 The transaction costs of managing this 

form of uncertainty are most prominent in market exchange, where it is difficult to directly 

observe and audit the activities performed by an outsourced worker.114 Second, 

environmental uncertainty stems from the variations in consumer demand for the product. 

This dimension of uncertainty, however, cannot be viewed in isolation, for it is the 

combination of both environmental uncertainty and asset specificity that is of greatest 

importance. An organisation’s capacity to adapt to changing consumer demands efficiently 

and economically can be largely impacted by the sourcing structure. Where little asset 

specificity is required – and the firm is able to accurately predict and thus effectively prepare 

for variations in consumer demand (e.g. there will be five products to deliver on Tuesday) – 

the cost of outsourcing is typically low.115 However, in situations where high levels of 

environmental uncertainty and asset specificity exist concurrently, it is less likely the firm 

will have access to suitable external services as and when required. In these latter 

circumstances, market exchange may incur high service fees that may be negated by 

performing the task internally.116 Finally, there are uncertainties related to the complexity 
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encountered in fulfilling the task.117 Reliable predictions of the time and resources ultimately 

embodied in such transactions can be challenging to anticipate in advance of job 

completion.118 Highly complex undertakings will, all things being equal, also require longer 

periods of labour time for completion than simple tasks and thus incur higher transaction 

costs in both integrated and outsourced settings. While costs increase in correlation with 

uncertainties for integrated and outsourced structures alike, market relationships in these 

circumstances will typically incur greater truncation costs than their integrated counterparts, 

for specialist operators will require compensation to responsively handle indeterminate task 

requirements. Costs are, therefore, undoubtedly critical considerations in business activity. 

Do they, however, form the preeminent factor contributing to the sourcing decision? 

Transaction cost economics has a distinct focus on efficiency and cost minimisation. 

Historically organisations have adopted an integrated model of governance. According to 

Alfred Marshal, writing in the 1920s, “A great part of the capital invested in a business is 

generally spent on building up its internal organisation” [emphasis added],119 a notion 

developed by Chandler almost fifty years later (in the 1970s), when he defined  a “modern 

business enterprise” as an integrated hierarchy of component functions [emphasis added].120 

It was not, however, until 1989 that outsourcing, as an alternative form of governance (one 

practised since the eighteenth century121), was formally recognised as a business strategy.122 

Originating from a desire to cut costs and increase flexibility, outsourcing is typically 

perceived as a tool for organisations to pare “activities down to that critical core”.123 But 

what influences a firm’s decision to outsource or integrate? It has been established herein 

that there exists no prescriptive method for determining the make-or-buy decision. 

Transaction cost economics, however, provides a framework through which firms can 

quantify the cost of transactions encountered in market exchange and integration in order to 

determine the most efficient and cost-effective way of managing their specific supply chain, 

through an analysis of the core dimensions: asset specificity, core competencies, frequency 

of use and uncertainty. While each dimension requires independent evaluation, the emergent 
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synergies between each factor cannot be overlooked – for in many cases it is the combination 

of two or more dimensions (e.g. asset specificity and core competencies124) that influence the 

sourcing decision. Will transaction cost economics provide the explanatory framework 

suitable for uncovering the factors influencing the make-or-buy decision? 

Transaction Cost Economics – Road Transport Application 

Fundamentally, road transport is used to bridge the physical distance between the buyer and 

seller. Consumers requiring goods (e.g. groceries or water tanks) but lacking either the desire 

or ability to collect them from the seller’s location, give rise to a derived demand for road 

transport (assuming that air, sea and rail is not a feasible option). Satisfying the consumers’ 

joint demand for both goods and their movement to the desired location therefore requires 

the inclusion of outbound transport into the supply chain. Does the firm forward integrate or 

outsource in order to meet the consumers’ joint demand? The sourcing decision underpinning 

the outward haulage of commodities can be a critical factor influencing the utility of the 

firm’s products, and thus their market competitiveness.125 Significantly, the supply price of 

providing the delivery service cannot exceed the price consumers are willing to pay for this 

derived need, for as Marshall articulated, “The ultimate regulator of all demand is … 

consumer demand.”126 In calculating the costs incurred by an organisation in any economic 

exchange it is therefore necessary to extend the analysis beyond those generated during 

production to include transaction costs. These ‘transaction costs, the costs of running the 

supply chain, vary between governance structures (integration or market exchange) and can 

be used to aid in identifying the most economical means of sourcing a required product or 

service.127 Within the transaction cost economics model it is necessary for firms to not only 

determine the degree of asset specificity required in completion of the task but also whether 

the service contributes to competitive advantage as a core competency. Further, this 

framework necessitates the anticipation or accurate determination of how frequently the 

service is used, along with any uncertainties that may disturb the typical fulfilment of the 

delivery task. 
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In many cases, the outward movement of goods requires transaction-specific assets 

dedicated to facilitating the exchange. Firms transporting goods must, therefore, consider not 

only the vehicle type (truck, van, motorbike) – which includes the GVM, horsepower, towing 

capacity and fuel system – but also those physical characteristics vital to the service, such as 

refrigerated truck bodies, trailers, frames for holding or unloading goods or mounted lifting 

systems (e.g. cranes).128 The degree of specificity required for a given transaction directly 

stems, in most cases, from the type of good being hauled, a consideration that subsequently 

influences the make-or-buy decision.129 All things being equal, the less specificity required 

to fulfil a transaction, the greater the pool of available buyers and sellers. Low asset 

specificity associated with, for example, the movement of pallet-sized goods or small items 

(e.g. small parcels) enables organisations to change suppliers quickly and easily.130 Goods 

requiring transaction-specific equipment to aid in their transport, however, such as car 

carriage or water tank cartage,131 necessitate investment in customised assets, which not only 

decreases the pool of suppliers but increases the risk of hold-up in outsourced situations as 

well as the quasi-rent due to the asset’s limited alternative use. Calculation of transaction 

costs, however, requires the analysis to extend beyond the asset itself, for when operating 

within the road transport industry it is vital to consider the influence of governing laws and 

regulations on asset requirements. For example, to accurately account for transaction costs, 

it is necessary to evaluate the dimensions of vehicles fully loaded (e.g. good + vehicle + 

stabiliser restraints or cradle heights, widths or weights) to determine any potential cost 

consequences stemming from exceeding general dimensions.132 In some instances, while 

goods may be effectively carted on a range of vehicles, if the resulting dimensions of one 

alternative (fully loaded) exceed the “standard” dimensions for road transport, there will be 

additional fees and transaction costs that may be avoided by using another type of vehicle. 

Such costs include, for example, applying for permits prior to each delivery. Permit 
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applications, while completed as quickly as possible by the relevant department, can take up 

to twenty-eight days to process, with no guarantee of approval.133 This not only requires trips 

to be planned up to twenty-eight days in advance but also necessitates the submission of an 

application for each individual trip, with different routes or different travel dates, required to 

be travelled.134 By anticipating this type of transaction cost prior to vehicle procurement or 

supplier selection, the firm is able to reduce these ongoing and unavoidable expenses by, in 

the first instance, using an alternative, yet equally suitable type of vehicle to ensure the loaded 

dimensions stay within the standard permitted specifications for road cartage. Asset 

specificity thus plays a critical role in road transport in the make-or-buy decision, and careful 

attention must be paid to the costs and benefits of all transaction-specific elements to ensure 

the consumer’s demand for delivery is met in a safe and cost-effective manner. 

Corporations operating a distribution facility do so in order to meet one core need: 

the consumer’s joint demand for goods and their delivery. The make-or-buy decision for this 

service entails a complex analysis of core competencies and how outbound transport 

contributes to competitive advantage. The concept of joint demand stems from the 

consumer’s want to have goods delivered to their chosen location rather than attending the 

store for collection. As such, this delivery service is vital to the supplier’s ability to compete. 

For without the service there may be a significant decline in demand. For example, if 

Woolworths delivered yet Coles did not, Coles may in effect be surrendering all potential 

sales generated through those consumers with a joint demand for products and delivery to 

their competitor, Woolworths. On the other hand, circumstances wherein goods are located 

great distances from the customer, are oversized or require specialised transport equipment 

render the collection by customers difficult, if not improbable. In these situations, without an 

outbound delivery function moving goods from the place of manufacture or sale to distant 

(customer) locations, the want of the consumer would remain unsatisfied and the firm would 

surrender a sale. It is not, however, outbound transport’s ability to render the firm’s core 

function feasible or competitive (in meeting the joint demand) that makes it a core 

competency. Rather, it is its contribution to competitive advantage, its contribution to 

distinguishing the firm from comparable competitors.135 Firms faced with the decision to 
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forward integrate or, alternatively, engage market exchange to meet their outbound transport 

needs therefore require a thorough understanding of whether the service will be engaged to 

meet the consumer’s joint demand or whether the service will be used as a means to 

distinguish the firm from its competitors.  

How frequently delivery is (or will be) demanded is another factor requiring 

consideration by those firms needing road transport services. Frequency of use fosters 

economies of scale. The discussion of transaction frequency is commonly associated with 

asset specificity, for it is the concurrent analysis of both factors that influences the sourcing 

decision.136 It can be deduced from Williamson’s transaction matrix that so far as transactions 

require non-specific assets, regardless of frequency, exchanges should be more efficiently 

conducted through the market.137 The transport of letters or small items, for example, 

typically requires little to no asset specificity in passing the goods from origin to destination. 

Organisations can, therefore, use a number of market firms to sufficiently fulfil outbound 

freight needs. At the other end of the spectrum, transactions requiring a high degree of 

specificity for the recurrent movement of goods, such as large water tanks delivered on a 

daily basis, are most efficiently delivered within integrated governance structures, for these 

conditions, ceteris paribus, generate internal economies of scale.138 In the discussion of 

product distribution, however, it is not only the degree of specificity that requires attention 

but also how the recurrence of the transaction influences the sourcing decision, for the 

outward movement of goods via road invariably encounters various complexities that hinder 

the growth of scale economies. Perhaps more importantly, so too does the destination of the 

trip. Organisations selling various sized, shaped or types of product, such as large poly tanks, 

may require transport assets specifically designed to support the cartage of a single class of 

good (e.g. support frames, cranes). The consequence of this renders each asset supporting the 

different core products idiosyncratic, and dependent on environmental uncertainties.139 

Further, organisations offering long-range delivery services must also deal with the fact that 

their vehicles have a limited ability to generate economies of scale. The longer the period of 
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time any given vehicle is on a trip, the less profit is typically made by the supplier, for the 

cost of the trip increases in correlation with time and distance (e.g. wage and fuel), yet the 

value of the goods or profit derived through the trip (the value of the load) remains 

unchanged. Therefore, while frequency of use is a significant factor contributing to a firm’s 

sourcing decision, within the road transport industry, careful consideration must also be taken 

to assess its relationship to the degree of asset specificity and how equipped the firm is to 

handle uncertainties inherent to the road transport industry. 

Outbound transport gives rise to various uncertainties. The movement of products via 

road to a customer’s chosen destination contributes to a broad range of potential disturbances 

associated with human behaviours, the operational environment and the complexity of the 

task.140 The structure of an organisation can play a significant role in the firm’s ability to 

manage these disturbances. In the first instance, it is necessary to understand the connection 

between uncertainties and core competencies. Within the firm, is outward distribution 

deemed a core competency through which the firm aims to derive competitive advantage? 

Or does the service exist to simply fulfil the consumer’s joint demand for goods and their 

delivery? If the quality of service provided requires careful employee oversight, human 

behaviours are better controlled through integrated structures.141 Integrated structures are not 

only better placed to impart direct access to training and monitoring, but are also inherently 

superior in providing both staff and the organisation with a common goal – achieving their 

firm’s strategic objectives (not that of a third-party operator).142 Second, it is vital to evaluate 

the impact of the locality serviced by the transport function. Delivery to the consumer’s 

desired location entails numerous challenges that a firm must effectively manage. 

Dispatchers must aim to meet, where possible, the consumer’s promised or expected delivery 

dates and times while, simultaneously, coordinating each truckload to optimise vehicle 

efficiency. Dispatching a fully loaded vehicle to a localised delivery range would, in theory, 

provide greater economies of scale than delivering partial loads to various locations across 
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large distances. This proposition brings us to the third issue influencing the transport sourcing 

decision, environmental uncertainty.143  

Variations in consumer demand can be challenging to manage for integrated 

organisations, which cannot seize additional market opportunities (delivered outside their 

firm) and aggregate orders from a range of sources to reduce unit costs. For example, if a 

large number of customers require small deliveries across Queensland, the firm must balance 

the benefits of delivering them within a certain timeframe against the economic consequences 

of doing so, an issue exacerbated if the service is deemed a core competency or requires 

transaction-specific assets.144 For, in order for the delivery to remain independently and 

economically viable, the surplus value derived through the outbound transport service must 

outweigh the total cost incurred in provisioning the deliveries.145 Fourth, a firm may 

experience complications related to unloading goods. If unloading requirements are unknown 

prior to arrival at the intended destination, the driver’s time may exceed that allocated. These 

circumstances may see an increase in total delivery costs, for not only will all subsequent 

deliveries be delayed but the driver’s work hours will also increase – hours that are, 

moreover, limited through industrial relations legislation. Compliance with these regulatory 

restrictions therefore necessitates further organisational intervention; that is, the firm may 

need to provide employees with overnight accommodation.146 Finally, the goods themselves 

can, in part, contribute to delivery uncertainty. As the outward delivery of an item requires, 

in the first instance, the business to have physical possession of the commodity, there is a 

critical dependency on upstream processes such as inbound transport or manufacture. While 

each organisation will experience different dimensions of uncertainty in its make-or-buy 

decision, the management of road transport operations typically brings these to the fore in 

complex yet critical ways. 

The decision to make or buy in road transport – to integrate or outsource – is, clearly, 

not a simple organisational decision.147 Significant complexity lies in unravelling the benefits 
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and disadvantages, as well as their associated costs, to determine how the firm is able to 

create an optimal balance between economic success and the consumer’s perceived utility of 

the product or service being sold. Logistics, unlike manufacturing or production, deals with 

service. It is not merely the inspection of goods or parts that require oversight, but the ongoing 

management of a series of processes (or transactions) throughout the vertical chain, processes 

that progress through a series of stages until ultimately the buyer has the goods in their 

possession. Research has shown that when dealing with distribution – a service interacting 

directly with the firm’s customer – the consumer’s level of satisfaction derived through the 

delivery process reflects directly on the firm from which their goods were purchased – even 

where outsourced operators undertook the delivery.148 Outbound logistics therefore 

influences the consumer’s perceived benefit of shopping with the contracting firm, regardless 

of whether the delivery service is integrated or outsourced. This is a critical consideration in 

the make-or-buy decision. For the extent of the consumer’s perceived benefit or demand for 

the product or service being sold reflects directly on financial performance. In determining 

the sourcing structure, great consideration must be paid to this facet, for in outbound transport 

there is a direct correlation between an organisation’s service and consumer demand for their 

product.  

The application of transaction costs within a road transport context is complex. 

Transaction cost economics is traditionally described as a framework for determining which 

governance structure affects the greatest efficiency. Careful analysis of each dimension’s 

contribution to transaction costs, namely, asset specificity, core competencies, frequency of 

use and uncertainty, and their emergent synergies, provide individual firms with the 

opportunity to evaluate the impact transaction costs have on its specific situation. However, 

as a service, cost minimisation is not always the ultimate goal. A service dealing directly with 

consumers, such as outbound logistics, has the ability to alter the consumer’s perceived 

benefit or value of the selling firm. Therefore careful attention must be paid not to cost 

reduction but rather to cost “optimisation”, finding the greatest difference between costs and 

benefits.  
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Section 3: Value 

The buying, selling and manufacturing of goods or services in private enterprise is conducted 

with the fundamental motive of deriving a profit.149 The supply of a product (good or 

service150), however, does not guarantee utility. Without utility, a product has no value in use 

or exchange. Without a value, an organisation will see no income derived from the production 

of the commodity to offset the expense of supply or any profit. Hence, business’s considering 

the make-or-buy decision cannot focus entirely on the cost side of the supply equation. For 

what value does a low-cost product have if no person wants to purchase it (the product has 

no utility)? According to Marshall, the “ultimate regulator of all demand is … consumers’ 

demand”.151 Organisational decisions must, therefore, consider the demands of their existing 

or potential consumer base to ensure the product or service provided not only fulfils a need 

or desire but is distinguished from competitors in a way that entices a consumer to purchase 

from their firm. By the same token, an organisation cannot invest immeasurably in meeting 

consumer demand. For the utility of a product – the consumer’s ultimate “desire or want”152 

for the product – is strongly influenced by the exchange value (the sale price).153 Balancing 

the cost of productive inputs – which are in large part attributed to those discussed with the 

employment relations and transaction cost economics sections – is vital. However, it is the 

management of these costs, in direct association with the value they provide – their efficient 

demand (when equilibrium is reached between the sale price of the commodity and the 

amount consumers are willing to pay in exchange)154 – that ultimately provides management 

with the tools necessary to make robust sourcing decisions.155 

How do organisations create value or increase the utility of their product or service 

in their consumers’ eyes? In order to appropriately discuss the topic of value, it is necessary 

in the first instance to define it. What is value? Value can be used in a variety of fields, such 

as mathematics, ethics and music. Weightings given to what an individual, company or nation 

value vary significantly156 with the idiosyncrasies, wants and needs of decision makers. 
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However, what is purposeful to this study is the understanding of value within a business 

context. For the purpose of this thesis, which looks to value in response to a firm’s decision 

to integrate or outsource road transport needs, the following two definitions apply: 

1. “Value is that quality of a thing according to which it is thought of as being more 

or less desirable, useful, estimable, important, etc.”157 In other words, utility (a 

desire or want not related to ethics)158 or, as Karl Marx defines, “use value”.159 

2. “Value is a fair or proper equivalent in money, commodities, etc. for something 

sold or exchanged; a fair price”160 or, in other words, “exchange value”. 

In a broader context, value “is measured by the amount of another item that a person 

or company is willing to exchange”.161 In economics, and in this thesis, the utility of a good 

cannot be measured directly but rather indirectly through the value of money someone is 

willing to pay in exchange for a good or service.162 So 1. value (utility) is measured by 

2. value (price). This final section of the literature review focuses on this concept of value. 

Comprising four primary constituents, namely: use value, exchange value, the cost of value 

and workplace control, this chapter reviews each component in depth to gain a more thorough 

understanding of the theoretical underpinnings of value, before outlining how each 

constituent part applies in road transport. 

Use Value 

A product needs to satisfy consumer demand to have utility, or use value – in other words, it 

needs to be a “useful article”.163 Labour is, therefore, intrinsic to the creation and 

enhancement of value, for globally few resources exist that are useful without some form of 

human intervention.164 The use value of a product can be measured by the “productive labour 

time” embodied in its development.165 Productive labour time is defined by the time it takes 

an average competent worker to perform the task, not the actual time taken by any one 
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individual.166 According to Marx, “Commodities … in which equal quantities of labour are 

embodied, or which can be produced at the same time, have the same value.”167 By this 

reasoning, it appears that, when measured as use value, a diamond that takes five hours to 

mine will have the same value as a stick that took five hours to sharpen. However, we know 

this not to be true. For, it is not only the labour exerted directly in the mining or the sharpening 

that must be taken into consideration but the circumstances under which the productive 

labour time was exerted. For example, was machinery or skilled labour used?168 Any tools, 

equipment, machinery or skill used in fulfilling a task is considered “capital”, and must be 

accounted for in the calculation of use value, not as a direct calculation of labour time, but 

with the assumption that the price paid for such times (i.e., the exchange value) is 

representative of past labour time.169 Two organisations with the same resources, tools and 

quality of labour, therefore, ceteris paribus, will see the firm with highly efficient labour (e.g. 

producing ten units per day) produce a commodity with a lower use value than the less 

efficient firm (e.g. producing five units per day), for the use value is a direct reflection on the 

total labour embodied in the finished product.170 A firm’s ability to reduce labour costs 

through strategic sourcing decisions, all other things being equal, will result in lower use 

value for their products. 

Profit levels, or “surplus value”, captured by an organisation hinge on two factors: 

exchange value and use value. According to Marx, profits are not only garnered through the 

sale (exchange) of goods but, from the capture (by the employer) of the workers’ surplus 

value. In other words, it is not just the ability to sell supplied goods at a specified sale price 

(exchange value) that gives rise to profits. Reducing the use value (labour costs, including 

capital embedded in the product), while maintaining the exchange price similarly creates 

profits for the firm. Beneficial to the firm, this tactic sees two independent transactions take 

place in a business or labour relationship. The first is the exchange of labour for a pecuniary 

fee (labour power’s use value to the capitalist), whether this relationship be direct 

employment or indirect through market exchange, Second is the exchange of the manifested 

utility (in the form of a good or service): the sale of the good to the consumer (or marketplace) 
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for money.171 It is in appropriately managing this two-tiered form of transaction that, in part, 

gives rise to surplus value or business profits, as the firm (through hired labour) is essentially 

transforming the costs paid out in labour into a utility that occasions a higher rate in exchange. 

Such capturing of surplus value is, however, not guaranteed, for the ability to retain surplus 

hinges on two critical factors: the value of labour embedded in the commodity and the 

exchange value of the good at any given point in time. Where labour costs have a floor – a 

minimum amount payable in accordance with the awards, laws and regulations – the 

exchangeable value of a commodity does not, for such a value oscillates with ever-changing 

supply, demand, place and time.172 

How is such surplus value created? In the first instance, great care and attention must 

be paid to ensuring the labour costs embodied in a product do not exceed the price that 

product is expected to achieve in exchange. Viewing the creation of surplus value or business 

profits through labour – from the perspective of management aiming to generate a profit – 

therefore requires the distinction between two transactions: the supply of a commodity (i.e., 

production costs) and the exchange of the commodity. The purchase of labour, unlike other 

assets’ contribution to the supply of a product (e.g. 1 x 100 kg steer), is not the purchase of 

the human providing the power. Rather it is the purchase of the potential labour power 

exerted by the human.173 This labour power, the degree and type of effort expected to be 

exerted in exchange for wages and benefits, is defined by management verbally or implied 

through an employment contract. In all circumstances it is underpinned by legislative 

requirements (e.g. minimum wages).174 It must be noted, however, that the nominal amount 

of remuneration paid to the labourer may vary upward from the minimum mandated by law, 

in accordance with factors such as the agreeableness, difficulty of skills required, consistency 

of employment, level of trust and probability of success.175 Employers therefore engage 

contracted, labour-hire, permanent or casual workers to procure labour time for a specified 

period (e.g. thirty-eight hours per week) wherein that worker performs duties necessary to 

create or contribute to the creation of utilities (materialised or service) on behalf of the 

                                                 

171 Karl Marx, Capital, vol. 1 (Moscow: Foreign Languages Publishing House, 1954), 193. 
172 Ibid., 87, 186.; Marshall, Principles of Economics, 78-79. 
173 Richard Hyman, "The Very Idea of Democracy at Work," Transfer: European Review of Labour and Research 22, no. 
1 (2016).; John O. Nelson, "That a Worker's Labour Cannot Be a Commodity," Philosophy 70, no. 272 (1995). 
174 Fair Work Ombudsman (FWO), "Employment Contracts,"  https://www.fairwork.gov.au/awards-and-
agreements/employment-contracts. 
175 Smith, The Wealth of Nations, 202. 



48 
 

business. How efficiently or productively the labour is managed during their time at work, 

and what their duties, tasks and functions result in, within the bounds of law, is management’s 

prerogative. The product of this labour (i.e., the exchange value) is therefore dependant on, 

yet distinctly separate to, the initial transaction exchanging labour power for remuneration. 

Lowering input costs (i.e., labour costs) while simultaneously elevating the output (i.e., 

quantity and quality of products), all other things being equal, increases the surplus profit 

generated through the exchange. 

Not all labour creates measurable value. Marx describes the employer’s capturing of 

surplus value, the excess value created by the intervention of labour, as exploitative. In 

Marx’s belief, such an issue should be rectified by passing on the net proceeds garnered 

through exchange to the worker whose labour was embedded.176 However, such proposals 

falter in the face of key questions. First, how does the calculation of surplus value factor in 

those occupations that are vital to the functioning of an organisation, yet contribute no direct 

value to the supply of a product? Certain occupations, such as managers or administrators, 

contribute no direct value to the final product or service. Wages or remuneration paid to such 

“unproductive” labour (i.e., labour resulting in no saleable product) can only come from a 

reallocation of surplus value; that is, the surplus gained from productive workers (those 

whose labour results in a saleable product).177 Second, it can be stated that, by engaging work 

as an employee or another form of managed labour, it is implied that the worker will 

exchange a portion of their labour (surplus labour) for the convenience, security and 

composed nature of the workplace. Alternatively, the self-employed must organise their own 

labour and sale of materialised commodities in addition to managing capital improvements, 

purchases and payment of rent.178 Third, although Marxism touches on supply and demand 

facilitating the exchange, it fails to acknowledge how market conditions impact the 

exchangeable value of commodities at any given time and place.179 Where products are not 

sold prior to their development or fulfilment, it is not feasible to suggest that the labour 

embodied in the production of a commodity at any given point in time and at any given 

location be remunerated at an abstract and anticipated exchange value. Among other things, 
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minimum wages are mandated, and exchange value is not. While Marx’s proposal is not 

feasible for capitalistic organisations, such propositions bring forth a critical consideration 

for the management of labour costs. Whether integrated or outsourced, a firm engaging 

labour must ensure that those labour costs incurred in the supply of products are not only 

calculated on the labour contributing directly to the supply of the product but also encompass, 

proportionally, the contribution of those indirect, yet necessary, occupational positions of the 

business such as the management and administration functions. Further, such costs invested 

in supplying labour must be balanced against the realised exchange value at the time and 

place of exchange. For a firm must ensure real value is captured through the exchange.  

Capitalism is built on the premise of accumulation. The purpose of investing in labour 

is the supply of a product (i.e., good or service) that will, or is anticipated to, exchange for a 

higher value than that invested in its provision, thus generating a profit. How is this relevant 

to the sourcing decision? The structure of an organisation has a fundamental impact on the 

use value of products sold by the firm. Where the business is integrated, labour time expended 

in the development of utilities (by the firm’s staff) sees the value of “surplus value” captured 

by the firm (and retained internally). Retaining value within the organisation allows the 

distribution of surplus funds into unproductive areas of the organisation (e.g. administration 

or management), giving the firm more value to utilise as it sees fit. The decision to outsource, 

however, sees the firm purchase labour power (embedded in a final product) as a form of 

capital acquisition. This means it does not see the business capture any surplus value from 

labour directly, for what they have purchased is for all intents and purposes a market 

commodity.180 The decision to use the market sees part of the internally gathered surplus 

value leave the firm (in the form of payment for commodities), therefore reducing the total 

surplus value retained within the firm at a workplace level. All things being equal, this then 

gives the firm less value to utilise as it sees fit. The second lesson we can take away from use 

value is perhaps so obvious it is easily overlooked. In order to have a utility or use value, the 

product needs to be a useful article – it needs to satisfy consumer demand.181 For a firm 

aiming to maximise the demand, and thus potential sale price of its product, the firm may 

invest in increasing the use value or utility of the good (i.e., the use of skilled labour or 
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machinery), rather than aim to reduce the supply cost, if the outcome is associated with 

greater utility or elevated competitive advantage. 182 

Use Value – Road Transport Application  

As a derived demand, one existing only to support the sale of the firm’s core products (the 

consumer’s direct demand), the structure of the outbound freight service has a complex 

relationship with use value. Engaged for the sole purpose of moving goods outward from the 

business, the importance of a good’s location – its place – cannot be overlooked in the 

discussion of road transport. Utilities only manifest as a use value if and when there exists 

demand for their use.183 Therefore, for a consumer requiring delivery, a product available at 

the shop or place of manufacture does not have a use value or utility; on the contrary, it is 

only on delivery to their desired place that the item becomes a “useful article”.184 For 

consumers without the ability to desire to collect goods in-store, outbound road transport is 

critical to utility. In other words, transport is a service not resulting in newly created value 

(a new commodity). Instead, transport adds to the value of the existing product by moving it 

into a place of higher demand (e.g. to the customer). Therefore, remuneration paid to 

transport workers is paid through the surplus value gathered through productive labourers 

(those creating a value). The level of surplus value retained by the organisation differs 

significantly with the decision to integrate the delivery function or outsource the task. For 

integrated organisations providing an ancillary transport service, surplus value gained and 

distributed will be accounted for internally within the organisation. This means that ceteris 

paribus, any reductions in variable costs such as delivery labour will generate greater surplus 

value, which is able to be retained by the firm. Outsourcing, on the other hand, sees the costs 

incurred in exchange for delivery distributed externally into the hands of third-party operators 

as an exchange value. The different forms of governance therefore see a different nominal 

value of surplus funds retained at an organisational level. The calculation of use value is 

important to the make-or-buy decision, for a firm, in its pursuit of profits, desires to produce 

a commodity whose exchange value (sale price) is greater than the cost of production (use 

value). Therefore, any reduction in use value gives the firm a stronger pricing structure in the 

                                                 

182 Michael E. Porter, Competitive Advantage: Creating and Sustaining Superior Performance, 2004 ed. (New York: Simon 
& Schuster, Inc., 1985), 120. 
183 Marx, Capital: A Critique of Political Economy, 1, 27. 
184 Ibid., 29. 



51 
 

market.185 Marx proposes the use value of an item and subsequent level of surplus value is 

calculated through the following mathematical formulae: 

(Monetary cost of circulating capital + fixed capital including 
depreciation of such [a constant investment]) + (homogeneous and 

variable value of) labour = use value (that has an exchange value).186 

Integrated and outsourcing firms alike will incur the production costs outlined in the 

above discussion (i.e., directly or indirectly). The ability to reduce these input costs through 

efficiency or productivity improvements in labour, however, lies only in the hands of 

integrated firms. For outsourcing labour requirements for a fixed fee or fee for service 

transforms labour costs from a variable expense into “constant capital” – a fixed monetary 

figure necessarily paid in order to achieve the outcome.187 Integrated firms, on the other hand, 

while limited by regulatory restrictions (e.g. speed limits or permitted “standard” work 

hours188) can implement measures to reduce variable costs, including labour time, to lower 

the total use value. One such example is implementation of Gilbreth’s “initiative and 

incentive” system, which does not focus on performing a tasks such as on-road driving any 

faster (i.e., there is only so fast a delivery can be moved from location A to location B when 

adhering to laws and regulations) but instead focuses on those aspects of the service that can 

be controlled by the organisation.189 Eliminating “unnecessary movements” and increasing 

the speed of “slow motion”, within elements contributing to the fulfilment of road transport 

requirements, such as the loading and unloading of goods, can improve efficiencies. 

Integrated firms with variable labour costs can therefore implement procedures to minimise 

the labour time embodied in any given task, which, all things being equal, will reduce the use 

value of their products and give them a greater cost advantage in exchange. Outsourcing 

firms, by comparison, by moving their funds externally into the hands of third-party 

operators, see no benefit attributable to efficiency improvements in the supply chain, for these 

will be gained directly by the managing firm. While the total cost of integration or 

outsourcing is not addressed within this discussion (for the scope of variables is too vast for 

the purpose), when narrowing the scope of analysis to focus entirely on the differing 
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contribution of labour and use value, it can be seen that integration gives the firm greater 

flexibility to improve efficiencies suitable for reducing its labour costs, while outsourcing 

does not. 

Exchange Value 

Utility is the cornerstone of a market economy. Without utility, a commodity has no value in 

use or in exchange.190 In order to have utility, a commodity must have demand – the higher 

the demand for the product, the more power it will command on the open market, thus the 

greater the potential exchange value. As Adam Smith noted in his famed discussion of the 

division-of-labour framework, specialised occupations need to exchange goods for survival. 

A baker may exchange bread for the farmer’s cheese; the tailor may exchange a coat for some 

butcher’s meat. While each of the commodities had use value to the owner, the point at which 

the loaves of bread, for example, exceed what the baker can use, becomes surplus.191 This 

surplus product is able to be sold or exchanged for money or other commodities. The value 

of the product in exchange is subject to supply of, and demand for, the commodity. In turn, 

this supply balance impacts the purchasing power each product brings to the marketplace. A 

butcher who deals with meat, for example, may find that the exchange value for a steer is 

higher if the the beast is cut into small portions such as rump, rib or chuck. Further, it may 

be found that an even higher exchange rate is obtained for the meat if the beef is then cut into 

steaks or roasts, or portion sized meats ready for the grill. According to Smith, “the real price 

of everything, what everything really costs to the man who wants to acquire it, is the toil and 

trouble of acquiring it”.192 Accordingly, labour intervention in this example is not only 

eliminating the consumer’s toil and trouble in acquiring a steak (for it is the butcher’s labour 

embodied in the final product) but is also increasing the exchange value of the meat on the 

open market. 

Great consideration must also be paid to the quality of labour. Any value in exchange, 

if direct profit is sought, has a price floor, which is the use value (or cost of producing the 

product), and a price ceiling correlating with how much a “general” consumer is willing to 

pay to own one more item.193 Great variance may exist between the price floor and ceiling 
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for any given product and, consequently, where the demand price lies for any given product 

at any given time and place. Firms must, therefore, ensure that their activities (e.g. core 

competencies), whether generating competitive advantage or impacting the customer’s 

perceived value of their product or service, are managed appropriately.194 Giving precedence 

to considerations such as skilled or experienced labour can achieve better value outcomes in 

the exchange,195 and may improve the utility of the product in the eyes of the potential 

consumer (i.e., the consumer generates greater satisfaction by purchasing from that firm). 

Labour input, therefore, must be managed carefully. For consumer satisfaction is not only 

met through satisfying their desire (e.g. supplying a steak) but further through meeting (or 

exceeding) their expectations of the final product and service (e.g. a tender steak, not 

tough).196 Organisations must therefore prioritise and balance the cost of producing a 

commodity (e.g. skilled labour costs) against the benefits realised in order to optimise the 

level of surplus value generated through an exchange.197 

Exchange Value – Road Transport Application  

Commodity exchange is vital to a strong market economy. If surplus commodities are not 

exchanged in kind or for a monetary equivalent, they contribute no value to the individual, 

community or nation.198 Road transport therefore not only enables the exchange of products 

through the movement of goods from location A to location B but facilitates the distribution 

of surplus commodities from places of high supply (e.g. manufacturer) to places of low 

supply (e.g. the consumer’s location).199 A good’s value in exchange only becomes apparent 

where there exists a desire for the item. Thus, the movement of goods to different locations 

may contribute to increasing the exchange value or otherwise elevate the consumer’s 

perceived value of the product (how much they are willing to pay in exchange for the item). 

Without the outward movement of goods, the product has no utility to consumers lacking the 

ability or desire to collect goods in-store or from the place of manufacture. For what utility 
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does a product hundreds of kilometres away offer? Exchange value is, therefore, relative and 

expressed in relation to “things at a particular place and time”.200 The movement of goods 

from one location with low demand to another with high demand by way of road is, in part, 

key to supply (the driving force of market economics),201 facilitating trade (and exchange) 

nationwide.  

In a market economy it is typically the case that, where demand is highest, price is 

highest.202 Where the quantity of available goods or services “falls short of the effectual 

demand”, some consumers will be willing to exchange higher monetary amounts for the 

goods rather than “want” for it, which will increase the “market price” (the price a commodity 

is commonly sold for) of the product.203 While Smith did not thoroughly investigate how, 

ceteris paribus, increased demand translates to a higher market price in geographically 

distant locations, this can be explained through an increase in the good’s utility.204 Measured 

by the “price a person is willing to pay” to satisfy their desire, a commodity’s value in 

exchange increases in high-demand locations as a result of the increased level of want and 

subsequent satisfaction derived by the consumer from obtaining the merchandise.205 It 

therefore follows logically that the cost of transporting goods into high-demand localities 

can, in fact, contribute to the formation of a higher exchange value. A commodity, for 

example, produced in location A might have an exchange value of $5 but a higher value of 

$15 at location B. While the commodity maintains its utility at location A, in the absence of 

demand (or the presence of an oversupply), we see a reduction in the market (or 

exchangeable) value. Conversely, the increased utility of and demand for the good at location 

B augments the exchange value of the product. Without transportation of the commodity 

from location A the wants of the consumer in location B would remain unfulfilled. While the 

costs of producing the commodity are equal in both places, the distribution or movement of 

the goods from location A to location B is an essential yet non-specified factor contributing 

to the elevated exchange value of the goods in location B. It is the incorporation of transport 
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(a derived demand) that therefore influences the exchange value of commodities at supply 

price, in different times at different places (i.e., location A, location B).206 

If road transport contributes directly to increased exchange value, how does the 

decision to engage hire-and-reward or ancillary operators affect the creation of value? A 

commodity’s value in exchange can only be recognised at the point of exchange. 

Accordingly, although the decision to operate an ancillary transport function or outsource the 

service may appear to have little influence on the exchange value, in fact, the structure of a 

firm fundamentally alters how value is captured. As the transport function takes place prior 

to the point of exchange, it can therefore be argued that by engaging an ancillary operation 

there is more value to be exchanged at the transaction point. Conversely, contracting services 

to a third-party operator lowers the level of value to be exchanged. The reasons for this are 

as follows. Contractors inherently operate for profit. While they have their production costs, 

a percentage or portion of their price on top of this is dedicated purely to profit. Ancillary 

operators, on the other hand, don’t have to generate a profit on the “outbound transport” 

portion of the jointly supplied product. As long as the total sale price delivers the firm a 

profit, it can operate its transport function at a loss. Conversely, when outsourcing, the firm 

must account for the profit margins paid to the outsourced operator, which sees greater value 

absorbed in supplying the transport function and thus a higher price floor or less surplus value 

left to be exchanged, all things being equal. It is evident from this discussion that, by utilising 

an internal transport function, organisations have, theoretically, greater flexibility to 

minimise labour input costs when performing the outbound delivery service and have more 

value left at the end of the process to be exchanged.  

Such theoretical propositions, while contributing to our understanding of value and 

sourcing decisions theoretically, do not attempt to explain practical situations in whole, for 

it is necessary to similarly account for the contribution of real-life costs and benefits, 

including economies of scale and aggregated demand. Value creation or value enhancement 

cannot, therefore, be viewed in isolation, for costs play a significant role in enhancing or 

diminishing value, factors that must be accounted for in an analysis of sourcing decisions. 
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Cost of Value 

Organisations aim to sell commodities in exchange for profit. In the production of a 

commercial product, firms must advance the monetary funds and capital necessary for 

development.207 In commodity exchange, therefore, such expenses must be recompensed, 

prior to any surplus value being generated. In order to ensure the exchange price is equal to 

or higher than the cost of production, great attention must be paid to the cost of producing 

the product (the toil and trouble incurred in supply). Production costs, therefore, are critical 

to product value. Smith outlines two forms of expenditure encountered during the production 

of utilities, fixed capital and circulating capital.208 Fixed capital is defined by investment in 

tangible articles that stay within the business, such as machinery, tools, buildings, land and 

labour.209 Different occupations will require a spectrum of capital investment; for example, 

a tailor will require needles and thread, while a steel manufacturer will require significant 

investment in equipment used for smelting ore in blast furnaces.210 Utilisation of fixed 

capital, and its contribution to the creation of commodities, must be appropriately 

apportioned and accounted for in determining the cost of production. Circulating capital, on 

the other hand, generates revenue through exchange and includes money, stock, raw materials 

and finished goods.211 Materials and stock, for example, are purchased in exchange for 

money prior to being utilised in the manufacture of a finished good, which is then on-sold in 

exchange for money. In order to understand how such costs differ between integrated and 

outsourcing organisations, it is necessary in the first instance to have an understanding of 

their contribution to value. 

The utility of any product to an individual is, in part, determined by the price 

(exchange value) and how much the consumer is willing to pay for it (demand price).212 

Broadly speaking, the price a consumer is willing to pay is subjective and relative to their 

individual circumstances: what is an item worth to them? Is it essential to life or a luxury? Is 

there a great supply of the product or is it very limited? Pricing of the commodity, while not 

                                                 

207 John Stuart Mill, Principles of Political Economy, 387. 
208 Smith, The Wealth of Nations, 375. 
209 Ibid., 377.  
210 Ibid., 374-75.; Keen Ovens, "How Steel Is Made: A Brief Summary of a Blast Furnace," Henkel Enterprises, LLC, 
http://www.keenovens.com/articles/steel-furnance.htm. 
211 Smith, The Wealth of Nations, 377-78. 
212 Marshall, Principles of Economics, 84. 



57 
 

the only factor relevant to the determination of perceived utility, has a significant impact on 

the margin of utility and the organisation’s ability to sell its product. Great care and attention 

must, therefore, be paid to managing the costs embodied in a good, for in order to generate 

surplus value the total cost of production constitutes the floor price under which a firm should 

not sell. Numerous factors govern supply price, which is defined by Marshall as the 

embodiment of all costs related to bringing the commodity to market (similar to Marx’s use 

value calculation).213  The “nominal” price paid for the capital used in the materialisation of 

a utility forms the money costs of production and includes raw materials, labour and capital 

use (Smith’s fixed and circulating capital).214 Supply price increases are directly related to 

the nominal cost incurred in bringing the product to market. Therefore, ceteris paribus, price 

fluctuations at different times are not reflective of increased profit margins. In terms of 

monetary value, the supply price differs from the real cost of production, for the oscillation 

of supply and demand change the real costs of production constantly (how much power the 

commodity has in the marketplace to exchange for other goods).215 It is necessary to 

determine how these oscillations in real costs are accounted for. Unexpected changes in the 

organisation’s internal or external environment may disrupt supply and demand, significantly 

impacting the real cost of supply over the short or long term. Raw material purchased one 

month, for example, may have drastically declined in value the following month due to an 

influx on the market or because a new competitor opens, causing a price war. Business 

expenditure must be recompensed in order for the organisation to remain solvent216 and, 

while input costs would ideally be offset at the point of sale, this is not always the case.  

Although all expenses must be paid for in the long term, distinguishing between prime 

and supplementary costs allows management to determine what costs must be covered 

immediately (short term) and what can be recompensed over a longer period (long term).217 

Defined by their contribution to the materialised commodity or service outlaid, materials and 

labour used in the production of a utility are called prime costs, while charges essential to a 

broader business operation such as capital costs (i.e., depreciation) and salaried staff are 
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known as supplementary costs.218 In determining the lowest sale price for their product, 

management must first consider the prime costs. These are the expenses directly embedded 

in the good. 219 According to Marshall, “as a general rule, the shorter the period which we are 

considering, the greater must be the share of our attention which is given to the influence of 

the prime cost of production on value”.220  The contribution of supplementary costs is less 

clear. For example, what portion of the machine (capital expense) or labour time of the 

administration staff was used during the production of a single commodity? In times where 

the market is poor, organisations may reduce their prices to cover only the prime costs, 

recompensing supplementary costs when the market improves and the sale price for their 

commodity can be increased. The danger here lies in highly competitive industries with cut-

throat pricing. Management may become caught up in slashing prices to gain sales, 

subsequently failing to ensure both prime and supplementary costs are covered long term. 

Cost of Value - Road Transport Application 

When determining the total cost of outbound transport, both prime and supplementary 

expenses must be accounted for.221 In facilitating road transport services, the identification 

of prime costs, those typically overt expenses directly related to the production of a 

commodity, are characteristically easier to account for. For example, what was the value of 

fuel used or what was the cost of driver labour on any given trip? Identification and 

subsequent quantification of the supplementary costs contributing to the transport service, 

however, poses a greater challenge. Expenses contributing to the operation of the business, 

such as rates, electricity or the wages of upper management, are necessary for running a 

business enterprise yet are not directly related to the operation of road transport, for they will 

exist whether or not the transport service is functioning. In essence, they are a form of 

“overhead cost”.222 An organisation’s internal facilitation of an outbound transport function 

for the purpose of meeting consumers’ joint demand therefore necessitates not only 

appropriate accounting for the production costs of the core product but also needs to account 

for those incurred in provisioning home deliveries. In looking specifically at a firm’s 
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outbound freight service, achieving this objective requires, in the first instance, the pricing 

structure to ensure recompense for the prime costs (e.g. driver wages) in the short term and, 

second, the full value of both prime and supplementary costs over the long term.223 Whether 

such expenses are generated through the sale of the core product, or wholly or in part through 

the delivery service directly, is of no consequence. Rather, it is the ability of the workplace 

as a whole to generate revenue sufficient to cover its total costs that is of critical importance. 

This means that, when aiming to compete on price or during tough times (periods of low 

demand), the firm can reduce its exchange price (sale price) sufficiently to recompense prime 

costs only and forgo, in the short term only, the additional supplementary expenses. While 

firms may be able to forgo direct recompense for supplementary outlays in the short term, 

giving greater flexibility for pricing structures to reflect demand, over the long run both prime 

and supplementary costs must be recompensed in full in order to sustain solvency.224 

What relevance do prime or supplementary costs have on the sourcing decision in 

road transport? Prime and supplementary costs may be incurred differently between 

organisations that choose to operate an ancillary operation and those that opt to outsource. In 

order to sufficiently illustrate the difference, for this purpose it is assumed that a firm 

providing a transport service incurs (in terms of transport costs) $1000 per week in prime 

costs, related to fuel, labour and machinery wear and tear, and $500 in supplementary 

expenses (wholly accounting for supplementary costs such as the wages of upper 

management). For an organisation operating an auxiliary freight service (i.e., integrated 

organisation), the prime costs ($1000) of their input must be recompensed through the sale 

of their “jointly” supplied product (i.e., the good and its delivery). In tough or competitive 

times, therefore, an integrated firm can reduce its price to a value sufficient to cover the 

$1000 in prime costs, with the expectation that the balance of supplementary funds will be 

paid off over the long term or when demand increases. Organisations outsourcing, however, 

have less flexibility in price structuring. Assuming a dedicated specialist transport 

organisation also incurs $1000 in prime costs per week and $500 in supplementary, the 

exchange price to the firm will be at least equal to the total cost, which in this case is $1500 

per week (for this firm too must ensure the total cost is recompensed through exchange). A 
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firm, therefore, engaging in a market relationship, typically paying a fee for service or fixed 

fee in exchange for services,225 will see its prime costs being at least equal to the total cost of 

the operator’s total cost. In other words, for a firm outsourcing, the service fees of the contract 

($1500) will become prime costs. Firms engaging specialist operators to facilitate their 

outbound transport service should likewise sell products (i.e., jointly supplied core good and 

delivery) for a price at least equal to the prime cost.226 This means that, in this case, in tough 

times or periods of low demand, outsourcing organisations can reduce their price to the value 

of their prime costs, which in this example is $1500, or $500 more (the balance of 

supplementary expenses) than their integrated counterparts. Therefore, integrated firms have 

greater flexibility in producing their pricing structure, due to the organisations’ ability to 

delay reimbursement of supplementary costs if required. Those engaging hire-and-reward 

operators, conversely, in exchange for a quantifiable fixed, all-inclusive fee, see the prime 

and supplementary expenses generated through the operation of a transport service payable 

as prime costs, costs that must be recompensed in the short term. 227 

Workplace Control  

Work processes define how organisations create utilities and thus create value. A spectrum 

of control is necessary within all organisations in order to train, manage and support workers, 

ensuring work is completed on time and to expected quality standards.228 For the efficiency 

and fitness of labour in performing required duties are, in large part, key to management 

securing maximum value for the business.229 The ability to manage labour provides greater 

opportunity for the workplace to “guide, help, and encourage” the worker in order to see 

them reach their optimal level of efficiency.230 Control over labour – or, in other words, the 

ability to authoritatively govern the process by which work is conducted, the type of person 

employed for any given role (e.g. amenable or insubordinate) and close observation231 – is 
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therefore, in part, key to ensuring workplace objectives are fulfilled in accordance with the 

required quantity and quality of output. Integration, in the first instance, appears to be the 

more suitable corporate structure when high quality and quantity of labour output is required. 

However, it has been found that excessive control has an adverse effect on an organisation’s 

ability to generate wealth (the first priority of a capitalist), by unnecessarily draining 

resources, for “control is a cost; it does not create value”.232 Outsourcing to a specialist 

organisation therefore may reduce the cost of “control” measures implemented internally. 

Even where labour is equally trained and managed in an external relationship, the firm 

outsourcing forgoes the expense of managing such matters directly, as outsourced labour is 

the responsibility of the external provider. How then do firms balance the level of control 

required against the cost of exerting such control? 

Organisational control is central to the discussion of value. Successful balancing of 

the cost and benefits of management alternatives (e.g. high control, low control) can provide 

the firm with a committed workforce, dedicated to achieving a mutually beneficial goal (i.e., 

organisational success).233 However, great care must be taken when investing in labour 

management, for the greater the degree of control required, the greater the cost.234 Exerting 

excessive “direct control” over a workforce may adversely affect labour commitment, 

impeding productive capabilities and thus firm-level competitive advantage.235 At the other 

end of the spectrum, while “responsible autonomy” may work in certain situations,236 

inadequate control may lead to internal consequences such as turnover or soldiering (i.e., 

deliberate “go-slow” strategies).237 It may also cause external problems in the form of quality 

degradation and loss of competitive advantage.238 How labour is engaged, whether it be direct 

or indirect employment, defines the level of authority an organisation has, not only over 

governance of the supply chain but also the operational performance of staff, including the 

degree of adherence to the firm’s policies and procedures.239 The decision to make or buy a 
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function of the supply chain therefore must carefully consider what elements of the 

production process require control (e.g. technical, bureaucratic240) to not only ensure 

workplace efficiencies are achieved but that customer satisfaction is met. Customer 

satisfaction is, in part, met by the degree of consumer surplus generated through a sale, which 

can be defined as the difference between the price customers are willing to pay – their 

“perceived benefit” from the product – and the market price (the price they actually pay), a 

price to which the cost of control contributes.241 

Workplace Control: Road Transport Application  

Road transport is the most adaptable form of transport. Its supply can be adjusted with 

relative ease in both time and space, in comparison with alternative forms of transport such 

as rail, air and sea, which are constrained by higher fixed costs and more rigid timetables and 

routes.242 Fixed costs are those expenses that are incurred by an organisation regardless of 

the output produced by the firm.243 In road transport, fixed overheads might include the cost 

of equipment and machinery, such as the rent on vehicles or cranes, which are constant and 

must be paid regardless of the amount of goods sold. The fixed cost associated with road 

transport is undoubtedly lower than fixed cost incurred by railways or cargo ships. The 

movement of goods via road is essential to all organisations as, at some point, each firm will 

need to use road freight, whether it be for upstream functions such as inbound goods (i.e., 

stock or raw material) or the downstream delivery of products to customers.244 What 

influence, however, does the ability to effectively control the service have in the decision to 

integrate or outsource the outbound operation? In the first instance, it is necessary to 

understand what value means to an organisation. How is it measured? Is it measured through 

the broader social environment such as staff retainment, customer satisfaction and 

reputation? Or is it focused primarily on economic strategies, driving value through bottom-

line, results-driven action? While these objectives are not comprehensive or necessarily 
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independent, an understanding of the underlying perception of what value means to the firm 

aids in comprehending the sourcing decision. Confronted by institutional divisions, it is 

expected that organisations will steer towards using the cartage option that provides them 

with the highest level of control in meeting their corporate objectives.  

The transport operation begins with the origin of supply (consignor) and ends with 

the destination of supply (consignee). The distinction between integrated and outsourcing 

governance lies with who controls the intermediate functions of scheduling, dispatch and 

delivery. A corporation’s ability to control all aspects of the company from production to 

delivery ensures quality assurance throughout the process, satisfying the consumer’s wants 

and improving the perceived value of the commodity or company.245 Receiving a damaged 

or broken product, or having an item go “missing” during the transit process, can be 

extremely frustrating for customers.246 Depending on the severity of the issue, the client may 

avoid dealing with the organisation again, whether or not the fault lay with the firm.247 

Ancillary operations maintain full control of the transport process,248 enabling the 

standardisation of dispatch and delivery procedures across the organisation. Internal dispatch 

operators provide organisations with the opportunity to liaise directly with customers and 

assign their delivery to specific employees or vehicles on specified days, potentially going 

as far as to provide timeframes for receiving the goods. Integration sees direct interaction or 

direct communication between the firm (e.g. dispatch) and customer, a feature that can be 

vital when sensitive, dangerous or expensive material is being transported or when product 

delivery is time sensitive. Eliminating any degree of separation (such as that experienced 

through outsourcing) ensures that all stakeholders in the movement of freight are informed 

and proper requirements are adequately fulfilled.249 Systematised procedures followed by all 

relevant member of the organisation, at all stages of the delivery procedure, as well as 

standardisation of the delivery process, ensures customers receive consistent service with 

each delivery. Adherence to a company’s ideals through its own employees, while not 

directly creating value, indirectly ensures greater capacity to “value add” to the organisation, 
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which can lead to higher levels of employee, customer and social satisfaction.250 Outsourcing 

the transport function, conversely, releases the consignor from the burden of these 

intermediate processes by forgoing active participation in the delivery process and all control 

over it.251 However, according to Hamel, “outsourcing can provide a shortcut to a more 

competitive product, but it typically contributes little to building the people-embodied skills 

that are needed to sustain product leadership.”252 While engaging market firms significantly 

reduces the corporation’s level of capital investment (such as delivery vehicles) and ongoing 

variable costs (including labour), the lack of control over the transport component, 

specifically the service provided, can negatively impact on the company’s reputation and 

ability to compete.  

As firms restructure their vertical boundaries, they find themselves confronted with 

the requirement to choose between at least two conflicting governance strategies: integrate 

or outsource. With employment relations, transaction cost economics and economic value 

shaping, in part, the make-or-buy decision, it is vital to consider the cost and benefits of each 

factor and their significance to the sourcing outcome. Achieving this objective will assist in 

answering the research question posed in this thesis: What are the factors that explain the 

decision of firms to outsource their transport function, or not, in the current employment 

relations environment? While labour intervention is key to the creation of utilities, is the 

decision to outsource attributed to union avoidance or labour cost reductions? While labour 

is central to the firm’s ability to meet consumers’ “joint demand” for goods and their 

delivery, it is necessary to view the activity’s purpose and contribution to the competitive 

advantage of the firm. Outbound transport adds to the exchange value of goods by decreasing 

the toil and trouble required of the consumer in procuring their groceries. Through the 

movement of ordered goods from a place of low demand (the store) to a place of high demand 

(consumer’s home), by way of road transport, firms are able to increase a commodity’s utility 

(individually or as an entire order) to the consumer, who, with no desire or ability to attend 

in-store, places a higher value on the goods in their home than they do on those within the 

retail store (or warehouse). While value goes by many definitions, two are central to this 
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study: (1) utility and (2) price, with the utility of a good to an individual being measured by 

the price. While the utility of a good, the consumer’s perceived benefit, is unable to be 

measured on a general basis, as the value of a good is reflective of individual circumstances, 

this study has adopted Marshall's definition, which states: “Utility is taken to be correlative 

to Desire or Want.”253 Therefore, by increasing the consumer’s perceived benefit of a product 

– their desire and want for the good – the firm is able to increase a good’s utility to the 

“general consumer”, and ultimately their surplus value or, as it is also known, profit.
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Chapter Three: Methodology 

The road transport industry is responsible for moving the bulk of Australian freight. 

However, the extent to which this is done by companies acting as ancillary transport operators 

(i.e., doing the job themselves) or by outsourcing to hire-and-reward companies suffers from 

a notable lack of research and inquiry. While numerous studies have been conducted on the 

road transport industry, researchers have predominantly limited their scope to the minority 

hire-and-reward sector, largely ignoring the contribution of the ancillary sector. 

Consequently, they have used data drawn from the hire-and-reward sector as a proxy for the 

entire industry. Findings from existing studies are therefore unrepresentative of the largest 

sector of the industry, the ancillary operators, leaving this 78 per cent stakeholder group1 in 

road transport (a group including light and heavy vehicles) largely unstudied. As a result, 

very little is known about who ancillary operators are, their corporate structure or, more 

significantly, the reason that some companies integrate their outbound transport functions 

while others outsource. This study aims to fulfil this gap in the existing literature by 

answering the question: 

What are the factors that explain the decision of firms to outsource their transport 

function, or not, in the current employment relations environment? 

In exploring this question, this thesis evaluates the experiences of three different 

organisations operating in Queensland, each engaging an outbound delivery service, to 

determine if employment relations is a preeminent factor influencing the sourcing decision. 

Where it is found that union avoidance or labour cost reductions are not an explanatory factor, 

each case is examined within the framework of transaction cost economics. This theoretical 

perspective typically attributes sourcing decisions to the alternative that produces the lowest 

coordination costs. However, where findings indicate that the companies incurred higher 

transaction costs as a result of their sourcing decision, it is not possible to explain sourcing 

outcomes through transaction cost economics. In this situation, where neither of these 

explanatory models provides satisfactory explication, the sourcing decisions of the three 

firms are examined through the lens of economic value. Will it be found that firms are willing 
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to incur higher employment relations and transaction costs if the outcome is associated with 

value enhancement? 

The Case Study 

Case study methods are qualitative2 and drawn from real-life examples that, when conducted 

adequately, provide a detailed and impartial analysis of corporate complexities that may 

otherwise be obscured in a controlled environment.3 This study aims to determine the 

influence employment relations has on the decision to outsource road transport. Outsourcing 

– the decision to “buy” an element of the vertical chain rather than “make” it internally – is 

a commercial strategy often attributed to two key factors: (a) reducing the transaction costs 

or (b) labour cost reductions or union avoidance.4 If, however, these theories fail to explain 

the sourcing decisions of the three firms examined within this thesis, a third option centring 

on neoclassical economic value, will be examined. Neoclassical economic value 

acknowledges the contribution of both costs and labour, yet sees the optimisation of “value” 

prevail as the primary objective. A comprehensive analysis of the elements influencing the 

sourcing decision necessitates a thorough understanding of both the agency and contextual 

factors that influence the firm’s delivery service.  

A case study methodology has been adopted in order to discover what factors underpin the 

decision of corporate enterprise to integrate or outsource outbound freight services. 

Qualitative case study methods allow the researcher to capture the underpinning practical 

significance of the various factors’ contribution to each firm’s sourcing decision.5 In 

particular, the case study enables the interpretation of data that is necessary to understand 

the motivations behind business decisions – which is integral to this thesis.6 Providing a 
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means to objectively analyse “how” and “why” decisions are made,7 case studies permit a 

“real-life”8 understanding of the internal and external factors impacting the sourcing 

decisions of a firm. The flexibility of this framework allows new information to take the 

research in a new direction,9 thus ensuring findings are guided by a representative analysis 

rather than simply proving a hypothesis.10  

Case studies are conducted “on the assumption that the example (the ‘case’) is in some way 

typical of the broader phenomenon”. 11 While findings are not always able to be generalised 

(i.e., the conclusions found in one organisation are inconsistent with the findings in another), 

the results nevertheless provide a thorough understanding of decision-making processes, 

intentions and contextual influences of that case. As such, the contribution of the findings of 

this thesis that are immediately apparent are those garnered through independent analysis of 

each firm’s outbound transport service. Equal in significance are the results of the 

comparative cross-case analysis, which uncover realised patterns of consistency between 

each of the firms examined. The results of the case studies will therefore be used not only to 

understand each firm’s individual sourcing decision but more significantly work towards 

establishing a “model” explanation12 for outbound delivery sourcing decisions.  

Data Sources – Literature 

Sourcing decisions cannot be explained through a single theoretical lens. In order to 

determine the decisive factors influencing the sourcing of outbound freight in the current 

employment relations environment, it is necessary to adopt a multidisciplinary approach. 

Thus, informing this study are various sources of research from the core disciplines being 

examined, specifically, employment relations, transaction cost economics and neoclassical 

economic value. The make-or-buy decision is fundamental in the shaping of a firm and can 
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have long-term implications on a business’s ability to compete. A comprehensive analysis of 

the cases therefore requires the researcher to develop a categoric method for evaluating the 

firm’s sourcing decision against the explanations provided by each discipline contributing to 

the study, accounting for both the short-term and long-term ramifications. Achieving this 

objective requires, in the first instance, an understanding of how the respective sources of 

literature explain the sourcing decision. This necessitates the systematic collection, 

evaluation, verification and analysis of data relevant to each source of literature to reach a 

defensible conclusion as to the overarching explanation for outsourcing. In this study, data 

was collected from published and unpublished texts, as referenced at the end of this thesis. 

Verification also included cross-referencing academic publications against each other to 

ensure explanations for the sourcing decision are representative and not isolated assumptions. 

Analysis of the explanatory frameworks is integrated throughout this thesis in a systematic 

and consistent manner across all three cases in order to justify the conclusions reached. 

Successful completion of this task required the researcher to maintain an unbiased ideological 

standpoint to ensure an adequate evaluation of costs and benefits was undertaken, ultimately 

answering the research question.  

Is outsourcing undertaken for the purpose of union avoidance or labour cost 

reductions? Employment relations literature suggests that organisations will, where possible, 

reduce union intervention in the workplace, and take steps such as outsourcing labour in order 

to reduce union involvement. Transaction cost economics literature posits that firms will 

adopt the sourcing option that incurs the lowest cost. However, few studies have been 

conducted that examine the outbound transport sourcing decision from the perspective of the 

employer. This research does not aim to answer why unions are declining or why outsourcing 

is increasing; rather, the central focus of this study is to look at the firm and what factors 

contribute to the outbound transport sourcing decision.  

In order to meet the objective of this study, three sources of literature (employment 

relations, transaction cost economics and neoclassical economic value) were applied to the 

cases examined. Evaluation of each case was approached in two ways in order to ensure an 

appropriate depth of understanding through: the operational aspects (focusing on the 

outbound transport function specifically) and the directional elements (associated with 

governance and how home deliveries contribute to the organisation). In the first instance, 

each firm’s chosen “governance structure” was studied within the framework of employment 
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relations, which typically attributes sourcing decisions to union avoidance or labour cost 

reduction. If this literature failed to explain the firm’s chosen form of governance, for 

instance, workplace union action is not “decollectivized” or labour costs are not reduced as 

a result of the decision, it will be concluded that employment relations is not a decisive factor 

in the sourcing decision. In this situation, further analysis was to be undertaken with reference 

to transaction cost economic literature. In aiming to identify the relevant factors contributing 

to the sourcing decision, this analysis includes an examination of the firm’s outbound 

delivery relationship across four dimensions of transaction costs: asset specificity, core 

competencies, frequency of use and uncertainty. If it was found that cost reduction is not 

central to the firm’s sourcing decision – that is, the organisation incurs greater costs than 

alternative sourcing options would provide, it would be concluded that the make-or-buy 

decision is not able to be explained fully within the transaction cost framework. Where the 

sourcing decisions of Polyworx, Coles or Woolworths were not explicable within the 

frameworks of employment relations or transaction cost economics, the cases would be 

examined through the lens of neoclassical economic value. In situations where the make-or-

buy outcome adopted by each firm increases employment relations or transaction costs, it 

would be surmised that strategic value enhancement is central to the sourcing decision if the 

outcome is aimed at enhancing the consumer’s perceived value of that firm’s products.  

In fulfilling the purpose of this thesis, it was neither possible nor necessary to obtain 

detailed financial records. The reason for this is that the purpose of this thesis lies in testing 

the adequacy of three bodies of literature in explaining the sourcing decisions of three firms 

in order to achieve a fuller understanding of business behaviour. As such, the results are of 

practical as well as theoretical significance. Although the monetary value of the costs and 

benefits incurred by the firms as a direct result of their sourcing decision is outside the scope 

of this study, attaining this information in support or contradiction of the hypothesis proposed 

in this research is suggested as an area for further study. 

Case Selection 

Hire-and-reward operators undertaking the long-haul movement of goods in semi-trailers are 

commonly perceived to be the backbone of the road transport industry. However, such 

operations are not representative. In 2016, 78 per cent of the road freight industry was 
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comprised of ancillary operators.13 The number of light commercial vehicles (those under 

4.5 tonnes GVM) also outweighed heavy vehicles 4:1.14 Common perception of an industry 

can, therefore, misrepresent the reality of the situation. Overcoming preconceived notions as 

to what constitutes the transport industry, and how firms use outbound freight within their 

supply chain is, therefore, necessary to facilitate the accurate development of a hypothesis. 

As such, it is vital that the cases examined within this thesis represent a broad scope of the 

industry, as it exists in real life. This study has hence opted to evaluate three firms engaging 

an outbound transport function in different manners by including (a) a business that has 

adopted a quasi-integrated structure and is employing the use of heavy vehicles; (b) a 

company that has integrated, retaining a light ancillary fleet; and (c) a company that has 

outsourced the service to hire-and-reward operators.  

The cases selected for examination within this thesis have been chosen for various 

purposes. Each organisation studied contributes something different to the research, a unique 

(to the thesis) feature necessary for uncovering the decisive factors influencing the sourcing 

decision. Examined within this study are the firms Polyworx, Coles and Woolworths. 

Polyworx is a medium-sized, family-owned manufacturing organisation based in 

Queensland. It has one central operating base, which houses both the manufacturing and 

transport divisions of the organisation. Polyworx has adopted a form of “enterprise 

partnership” to facilitate its outbound transport requirements, one that sees the manufacturing 

and transport arms incorporated as separate legal entities, yet functioning as an ancillary 

service. These organisations (referenced simply as “Polyworx” through the text) are owned 

by the same people, operate from the same location and use the same equipment for 

operational purposes. Adding to the complexity of Polyworx’s situation is the firm’s use of 

heavy vehicles (trucks over 4.5 tonnes GVM) and their Queensland-wide delivery service. 

Travelling distances both above and below the 500-kilometre threshold, which in large part 

defines which award drivers are covered by, places driving staff between two awards, the 

Road Transport and Distribution Award 2010 and the Road Transport (Long Distance 

Operations) Award 2010. Coles and Woolworths, on the other hand, offer an alternative 

                                                 

13 (ABS), "Table Numer: Ntc_S16_N2j, 9208.0 - Survey of Motor Vehicle Use, Australia, 12 Months Ended 30 June 2016."; 
"Ntc_S14_N2j, 2014 Survey of Motor Vehicle Use: Number of Vehicles by Business Type, Commodity Carried, Type of 
Vehicle and State/Territory of Registration." 
14 "Table Numer: Ntc_S16_N2j, 9208.0 - Survey of Motor Vehicle Use, Australia, 12 Months Ended 30 June 2016." 



72 
 

approach to the handling of the outbound freight task with their use of light commercial 

vehicles (under 4.5 tonnes GVM) and localised delivery area. Dominating the Australian 

grocery sector, both Coles and Woolworths sell a range of retail goods extending from fresh 

food to beauty products and non-consumable household goods at similar locations and at 

similar prices.15 These two firms, however, differ in one crucial area: their handling of 

outbound transport. Where Coles has integrated, employing staff and an ancillary fleet of 

vehicles, Woolworths has outsourced labour requirements to a hire-and-reward firm, yet 

purchased the vehicle assets required in the delivery service. Due to their markedly similar 

business structures, these organisations provide an ideal basis for understanding why two 

comparable firms, both unionised, have adopted opposing forms of governance for their 

outbound transport function. While the findings of each case will be independently 

significant (i.e., they provide a real-life example of the factors contributing to the sourcing 

decision), it is the patterns of consistency found between the cases that contributes to the 

development of an improved understanding of the influence employment relations has on the 

decision to outsource.  

Data Sources – Case Studies 

How was data gathered on the case study firms? A combined research approach was adopted 

for achieving the purpose of this thesis. Information on the firms examined within this study 

and, more specifically, the structure of their outbound transport service was obtained through 

a range of primary and secondary sources. The use of interviews, transcripts and company 

records contributed to discovering the decisive factors influencing a firm’s decision to 

outsource their transport function, or not, in the current employment relations environment. 

The case study approach to answering the research question required an in-depth 

understanding of the firms selected for analysis. In fulfilling this objective, it was essential 

to comprehend each organisation’s current form of managing its outbound transport service. 

This included the firm’s strategic objectives and level of investment (asset procurements, 

alliances, market relationships) or disinvestment (establishment and maintenance of market 

relationships) that was required in establishing its corporate structure. Second, it was 

                                                 

15 Woolworths Group Limited, "Welcome to Woolworths,"  https://www.woolworths.com.au/.; Coles Supermarkets 
Australia Pty Ltd, "Coles,"  https://shop.coles.com.au/a/a-qld-regional-
ayr/everything/browse?cid=alwayson_link_Coles.com.au_homepage-meganavdropdown_shop-online. 
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essential to uncover the history of the service – was it always conducted the way it is now 

(i.e., integrated or outsourced) and what reasons underpinned the change or persistence with 

regard to the same structure? For the case of Polyworx, data collection occurred principally 

through the author’s first-hand experience with the organisation as a former owner and 

manager. As this research required an understanding of the outbound transport function, 

supplementing this information involved interviews with Polyworx’s former dispatch and 

production manager, who, as part of his role in the organisation, oversaw the outbound freight 

task. While data gathered in this manner can pose a risk of bias stemming from the author’s 

involvement with the company, this research was conducted with a strong focus on analysing 

the facts of the case, which not only negates the influence of the first-hand experience but 

provides a reliable and accurate assessment of the firm.16 Understanding Coles and 

Woolworths outbound sourcing structure required the systematic gathering of various 

publicly available documents. Informing the research in these cases were transcripts from the 

FWC (i.e., the body entrusted with overseeing and regulating employment relations in 

Australia) of hearings involving each organisation. The thesis also examined the annual 

reports of Coles and Woolworths in addition to union reports and media releases relating to 

both firms. Supplementing this information was various publicly available documents and 

media releases from Linfox (the specialist firm handling Woolworths outbound logistics), 

Woolworths and Coles (e.g. training and service requirements) in addition to publicly 

reported media coverage for both organisations (e.g. newspaper articles). It is within the 

compilation of this information for all three cases where the research lies.  

Research Phases  

Conducted over three sequential phases, outlined below, interviews were used in conjunction 

with the data collected through transcripts and company records in order to fulfil the purpose 

of this research.  

Phase 1  

In the initial stages of research development, it was essential for the researcher to seek 

information from industry figures who possess an adequate understanding of road transport. 

                                                 

16 Harold H. Kassarjian, "Content Analysis in Consumer Research," Journal of Consumer Research 4, no. 1 (1977): 9.; 
Robert F. Wolf, "How to Minimize Your Biases When Making Decisions," Harvard Business Review, 
https://hbr.org/2012/09/how-to-minimize-your-biases-when. 
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A representative from the TWU was interviewed for two reasons: first, to identify 

organisations suitable for the purpose of this research (i.e., operating an outbound transport 

service); and, second, to determine the firm’s fitness for review as a representative 

organisation. Interviews were conducted in the union office to maximise the quantity of data 

gathered within the interview timeframe. Following this consultation, the researcher used the 

relevant data gathered to gain an understanding of the outbound transport function as a 

starting point for the research. Assisted by this input, as well as other industry research and 

FWC decisions and agreements, the study then moved to the selection of case studies. Each 

candidate case was cross-referenced and compared to ensure each of the final three used a 

different mode for their outbound freight task, thus contributing a distinctive facet to the 

investigation. In other words, it was necessary that each firm examined in the thesis handled 

their outbound transport function in a different manner and/or there were different factors to 

consider when determining the core reason for integrating or outsourcing this component of 

the supply chain.  

Phase 2 

Data collection for those firms not publicly listed (thus not publicly reporting) or without 

hearing transcripts was primarily obtained through interviews. In this thesis, this applied only 

to Polyworx, a firm of which the researcher was a former owner and manager. Interviews are 

an inductive process, whereby “we are measuring and creating new concepts simultaneously 

with the process of gathering data”.17 Interview questions were structured and standardised18 

in order to provide the author with a contextualised understanding of the influence 

employment relations, transaction cost economics and economic value have on the 

organisation’s decision to integrate or outsource its outbound transport needs. Further, by 

providing a degree of controlled flexibility within the interviews, the researcher allowed the 

interviewees’ input into causes and effects of engaging direct or indirect labour, in the event 

a critical factor in the decision-making process had been unaccounted for or overlooked by 

the author.19 Interviews were principally conducted with the former Polyworx dispatch and 

                                                 

17 William Lawrence Neuman, Social Research Methods: Qualitative and Quantitative Approaches, Seventh, Pearson New 
International ed. (Harlow, Essex: Pearson Education Limited, 2014), 203. 
18 Ibid., 320. 
19 Christen Erlingsson et al., "Orientation among Multiple Truths: An Introduction to Qualitative Research," African Journal 
of Emergency Medicine 3, no. 2 (2013): 93. 
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production manager, so as to gain a detailed understanding of the firm’s governance structure 

and its use of an outbound transport service. Conclusions were then deduced to determine 

the extent to which employment relations, transaction costs and value enhancement 

influenced the structure of their home delivery service.  

Phase 3 

In phase 3 of the study – which occupied the majority of the period of study – the main focus 

for data collection was found in FWC transcripts and company records. 

Transcripts 

Australia is highly unusual in having a highly regulated system of industrial relations 

operating under the auspices of tribunals whose workings and evidence are recorded in 

verbatim transcripts. The Australian system thus provides sources of evidence not found in 

other nations. Transcripts therefore produced from proceedings before the FWC and the 

Federal Circuit Court provided a wealth of data for this thesis. Forming part of a larger body 

of research, the use of transcripts contributed to a thorough understanding of the relationship 

between the firms studied in this thesis and their respective transport services. Such legal and 

quasi-legal hearings typically examine an issue in depth by dealing with factual evidence 

provided by key people with first-hand knowledge of the situation. Transcripts of these 

hearings therefore provided richly detailed, accurate evidence that assisted the researcher in 

constructing a chronological history of events surrounding sourcing decisions, a chronology 

that allowed to the precise determination of what factors were crucial in the decision-making 

process. Publicly available transcripts of hearings involving Coles and Woolworths, dating 

back over a decade, were sought from both the FWC and the Federal Circuit Court. Analysis 

was then conducted to isolate those cases containing data relevant to the study (i.e., 

significant employment relations disputes and/or road transport issues). Significantly, this 

allowed the thesis to distinguish the very different approaches that firms took in regard to 

inbound and outbound transport. While this study primarily focused on the outbound 

movement of goods, each firm’s handling of the inbound freight service was also examined. 

All transcripts contributing to this study, it should be noted, were provided as evidence 

(subsequently transcribed) under oath. The fact that such evidence is given under oath makes 

it inherently more reliable than other forms of evidence. Although this measure cannot 

guarantee the accuracy of the information provided, for participants can only offer their 
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accurate perception of events, it nevertheless adds to the validity of the data provided. 

Verbatim testimony surrounding road transport issues within an organisation provides not 

only a reliable account of internal company processes but an understanding of the day-to-day 

duties of employees and a history of issues related to the firms’ use of transport. It also 

provides perspective from both the workers and management. By capturing the participants 

“own words [and] language”, the study benefits from unfiltered insight into the factors 

influencing the structure of the transport services offered by each firm.20 Gathering 

qualitative data from transcripts of legal proceedings further enables the researcher to focus 

less on the mechanics of speech and more on the content, or information provided, 

inadvertently removing any bias that may be formed had an in-person interview taken place.21  

Company Records 

Company records provided another rich source of information. The ability to generate 

accurate findings within this thesis requires a detailed understanding of the firm’s outbound 

delivery structure as well as how the outbound transport component contributes to the broader 

organisation. This information was necessary for defining the businesses’ core objectives, 

contractual arrangements (where they exist) and points of competitive advantage. 

Determining what management structure is in place for the governance of the outbound 

transport service provided by each case examined in this thesis was a vital first step, one 

quickly followed by uncovering each firm’s history in managing its outbound freight service. 

Of particular importance on this front were the annual reports of Coles and Woolworths. 

Supplementing this information were various forms of publicly available information, 

including union records, media releases, training documentation and enterprise agreements 

relating to the firms and their transport function. A complete understanding of Woolworths’ 

outbound freight structure also required an analysis of all available Linfox documentation 

referencing Woolworths’ online work. As the organisation’s primary contractor, it was 

necessary so as to understand not only the reason for Woolworths outsourcing its outbound 

deliveries but also the factors that caused Linfox to subcontract. 

                                                 

20 Monique Hennink and Mary Beth Weber, "Quality Issues of Court Reporters and Transcriptionists for Qualitative 
Research," Qualitative Health Research 23, no. 5 (2013): 700. 
21 Ibid. 
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Summary 

This thesis seeks to clarify the influence employment relations has on a firm’s decision to 

integrate or outsource their outbound freight needs. Achieving this objective through case 

study analysis provides a platform for understanding the “how” and “why” of decision-

making processes.22 The research question asks what factors explain the decision of firms to 

outsource their transport function, or not, in the current employment relations environment. 

Answering this requires an in-depth analysis of each of the dimensions within the fields of 

employment relations and transaction cost economics – related to outsourcing – to be applied 

to each of the cases, in order to determine their explanatory power. It is anticipated that the 

outcome of this thesis will contribute not only to individual fields of study – namely, 

employment relations, transaction cost economics and neoclassical economic value – but also 

an understanding of the underlying factors contributing to business decisions.  

 

  

                                                 

22 Vogt and Sage Publications, Dictionary of Statistics & Methodology: A Nontechnical Guide for the Social Sciences, 38.; 
Woodside, Case Study Research, 1. 
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Chapter Four: Research Context 

Road transport plays a central role in the national economy by facilitating domestic 

commodity exchange. It links together what would otherwise be isolated and disjointed 

activities, be they in manufacturing, construction, agriculture, mining or the service sector. 

Generating over $57 billion in income during the 2017–18 financial year and employing over 

277,000 people – 46 per cent of transport staff (in the “Transport, Postal and Warehousing” 

subdivision) – road transport is the most economically significant sector of the transport 

industry.1 Broadly, this can be attributed to the efficiency, increased control and better 

network access of road freight, in comparison with other means of hauling goods (e.g. sea, 

air, rail).2 While rail carriage can offer economies of scale for the movement of “en masse” 

bulk goods without packaging (e.g. grain, oil) over long distances, it is the unparalleled 

flexibility of road transport that gives it domestic advantage in interstate trade.3 Unlike 

alternative forms of transport, domestic road freight services can offer door-to-door 

exchange. Non-bulk freight carted on road therefore entails the movement of a markedly 

diverse range of goods that require an array of relevant networks, equipment and support 

services in order to facilitate safe passage.4 In order to properly understand the factors 

contributing to the sourcing decision, it is vital that, in the first instance, we have a grasp of 

what is road transport. This chapter provides an overview of the road transport industry, 

including some of the challenges faced by firms operating in this highly regulated sector. 

Nature of the Road Transport Industry 

The composition of the road transport industry entails a range of well-differentiated divisions. 

Broadly, motor vehicle distribution is spread between seven categories: Passenger, Motor 

Cycle, Light Commercial, Rigid, Articulated, Non-freight Carrying and Buses.5 For the 

                                                 

1 Australian Bureau of Statistics (ABS), "8155.0 - Australian Industry, 2017-18," in Australian industry by subdivision 
(Canberra2019), Table 1. 
2 Hugh McMaster, "Submissions - Inquiry into Workforce Challenges in the Transport Industry," New South Wales Road 
Transport Association (NSWRTA), 
https://www.aph.gov.au/~/media/wopapub/senate/committee/eet_ctte/completed_inquiries/2004_07/transport_employmen
t/submissions/sub08_pdf.ashx. 
3 Australian Government, "Road and Rail Freight: Competitors or Complements?," ed. Transport Department of 
Infrastructure, Regional Development and Local Government. Bureau of Inrastructure, Transprot and Regional Economics. 
4 Ibid. 
5 Australian Bureau of Statistics (ABS), "Survey of Motor Vehicle Use, Australia, 12 Months Ended 31 October 2014," 
(Canberra: ABS, 2015). 
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purpose of this thesis, which focuses on commercial freight cartage, examination of the “road 

transport” industry excludes all non-commercial and non-freight segments, such as 

Passenger, Motor Cycles and Non-freight Carrying. The strong association buses have with 

public ownership and passenger transport (covered by different fields of industrial relations) 

also places it outside the scope of this research. Although certain categories or subcategories 

of vehicles, such as Commercial Motorcycles (e.g. used in pizza delivery), occasionally 

traverse into the area of “delivery”, it will nevertheless be assumed that these activities are 

marginal in comparison with the density of “freight vehicles”. Therefore, such activities are 

also excluded from examination.6 Freight vehicles are defined through the tripartite divisions 

of Light Commercial, Rigid Trucks and Articulated Trucks.7 Despite these types of vehicles 

increasing in total number (by 184 per cent) over the past forty years, proportionally their 

density has expanded by only 2 per cent8* to currently (2018) comprise 20 per cent of the 

total on-road vehicles (Figure 2).9 Of this statistic, light commercial vehicles, which are just 

like the standard passenger vehicles driven by the majority of the population, but registered 

for commercial use, comprise a significant 84 per cent of on-road freight vehicles.10 This 

means that vehicles such as rigid trucks and semi-trailers (commonly associated with the 

movement of “freight”) comprise only 3 per cent of all vehicles on Australian roads. To put 

this in perspective, for every thirty-two vehicles on the road, only one of these has a GVM 

exceeding 3.5 tonnes (see Figure 2).11 

 

 

                                                 

6 Department of Transport and Main Roads, "Vehicles That Require Registration," Queensland Government, 
http://www.tmr.qld.gov.au/Registration/Registering-vehicles/Wheelchairs-and-small-devices/Small-vehicles-and-
devices/Vehicles-that-require-registration.aspx. 
7 (ABS), "Survey of Motor Vehicle Use, Australia, September 1991." 
8 Ibid.; Australian Bureau of Statistics (ABS), "9208.0 - Survey of Motor Vehicle Use, Australia, 12 Months Ended 30 June 
2018," ed. Australian Bureau of Statistics (Canberra2019), Table 1. 
* Excluding buses as no data is available prior to 1988. 
9 "Survey of Motor Vehicle Use, Australia, September 1991," 3.; "Table Numer: Ntc_S16_N2j, 9208.0 - Survey of Motor 
Vehicle Use, Australia, 12 Months Ended 30 June 2016," Table 1. 
10 "9208.0 - Survey of Motor Vehicle Use, Australia, 12 Months Ended 30 June 2018." 
11 Ibid. 
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Figure 2: Number of vehicles on-road in Australia 201812 

Changes in the Composition of Road Transport 

The composition of freight vehicles on Australian roads has an inverse relationship with the 

quantity of goods carted. According to the last ABS survey on “motor vehicle use” light 

commercial vehicles comprised the vast majority of freight vehicles on Australian roads (84 

per cent), while rigid and articulated trucks combined held only a 16 per cent stake (see 

Figure 3). However, despite the marginal contribution of rigid and articulated trucks to on-

road vehicle density, they are the majority contributors to the “tonne-kilometres” travelled 

(“the aggregation of the number of tonnes moved multiplied by the distance travelled in 

kilometres for each individual vehicle carrying freight”)13 (see Figure 4). Articulated vehicles 

alone – comprising just over 2.5 per cent of registered freight vehicles – travel 77 per cent of 

the tonne-kilometres.14 This equates to 1,823,000 tonne-kilometres travelled for each 

articulated vehicle, in comparison with 6200 tonne-kilometres per vehicle for those classified 

                                                 

12 Ibid. 
13 Australian Bureau of Statistics (ABS), "9208.0 - Survey of Motor Vehicle Use, Australia, 12 Months Ended 30 June 
2018: Glossary," ed. Australian Bureau of Statistics (Canberra2019). 
14 "9208.0 - Survey of Motor Vehicle Use, Australia, 12 Months Ended 30 June 2018." 
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as light commercial.15 These figures show that rigid and articulated trucks carry the bulk of 

the freight task: carting heavier loads across longer distances at a significantly higher 

frequency than their light commercial counterparts. Explanation of the inverse relationship 

between the number and type of vehicles on-road and tonne-kilometres travelled lies perhaps 

in the distribution of these vehicles between firms with their own vehicles and specialist 

operators. According to a 2016 unpublished ABS report, 84 per cent of light commercial 

vehicles are owned by organisations not engaged in transport for profit (i.e., not hire-and-

reward transport operators). This means that these vehicles are not necessarily dedicated to 

the movement of freight, but rather used for a range of purposes to suit broader (non-freight) 

business needs. Conversely, 68 per cent of articulated vehicles are operated by firms whose 

core business is freight transport16 and are thus typically utilised by management as a direct 

source of income. While ancillary operators provide the bulk of the vehicles on Australian 

roads, it is the hire-and-reward sector that cart the majority of freight. 

  

Figure 3: Commercial vehicles on road 2018 17 

                                                 

15 Ibid. 
16 (ABS), "Table Numer: Ntc_S16_N2j, 9208.0 - Survey of Motor Vehicle Use, Australia, 12 Months Ended 30 June 2016." 
17 "9208.0 - Survey of Motor Vehicle Use, Australia, 12 Months Ended 30 June 2018." 
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Figure 4: Tonne-Kms travelled 2018 (million) 18 

Freight Operators 

Who are the operators carting road freight? There are two primary ways a firm can fulfil its 

transport needs: it can integrate (perform an ancillary service itself), or it can use the market 

(outsource to a specialist transport firm). 

Ancillary transport operators are highly segmented. These organisations use in-house 

transport to support their core business, transporting goods into the firm (e.g. raw materials) 

or moving the commodities produced or sold by their primary business outward to customers, 

typically with their own vehicles and employee drivers.19 These firms are not commercial 

transport companies. Their primary business function is non-transport related and their 

involvement with outbound “road transport” extends only so far as to facilitate the movement 

of their own goods in order to meet the consumers’ “joint demand” for goods and their 

subsequent delivery (i.e., they do not contract transport services to other organisations).20 

Due to the nature of auxiliary transport services, this type of operator can be found within 

many organisations, spanning a range of industries, as in the following examples. 

                                                 

18 Ibid. 
19 Consulting, "The Economic Significance of the Australian Logistics Industry."; National Transport Insurance, "Nti's 
Guide to the Trucking Industry," (2010/2011), 7.; Australia, "Working Paper 60: An Overview of the Australian Road 
Freight Transport Industry," 3-4. 
20 Consulting, "The Economic Significance of the Australian Logistics Industry." 
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 Pastoral: The transportation of livestock or produce from fields to the destination, by 

the grower. 

 Manufacturing: The delivery of commodities directly from the factory to the 

consumer, by the manufacturer. 

 Agriculture: The provision of produce (e.g. coffee beans) directly to a wholesaler, by 

the grower. 

 Retail: The provision of goods (e.g. uniforms and tools) from supplier to customer, 

by the provider. 

 Food: The delivery of pizza from store to customer, by the pizza shop.21 

Historically, companies have been willing to assume the higher cost of providing a 

supplementary transport service in return for the reliability provided by direct control.22* 

While data surrounding the composition of ancillary operators is often poorly recorded – for 

ancillary operators primally use transport to supplement their core business, thus are easily 

overlooked in the compilation of “road transport” data or unrecognised as a separate sector23 

– studies conducted in 1982–83 show that ancillary operations were active in many industries 

including agriculture, building, retail and manufacturing.24 By 1995, however, some 

significant shifts in composition were evident, most notably in the electricity, gas and waters 

sector, which saw a complete cessation of ancillary operations (and what can be assumed a 

100 per cent increase in the use of hire-and-reward firms).25 This compositional change could 

be attributed to major restructure occurring within this industry (starting in 1995) that merged 

previously state-owned suppliers with private industry.26 However, declining ancillary 

numbers are also seen, to a lesser extent, within the building and construction, mining and 

quarrying and other industries, while manufacturing and wholesale, and retail increased their 

ancillary fleet.27  

                                                 

21 Australia, "Who Moves What Where - Freight and Passenger Transport in Australia." 
22 Australia, "Working Paper 60: An Overview of the Australian Road Freight Transport Industry," 4. 
* Higher costs are typically incurred as ancillary operators tend to be “less cost efficient” than hire-and-reward firms. 
23 Consulting, "The Economic Significance of the Australian Logistics Industry," 21. 
24 Australia, "Working Paper 60: An Overview of the Australian Road Freight Transport Industry," 44. 
25 Ibid. 
26 Australian Bureau of Statistics (ABS), "Electricity, Gas, Water and Sewerage Industries Australia," ed. Australian Bureau 
of Statistcs (2001), 29.  
27 Australia, "Working Paper 60: An Overview of the Australian Road Freight Transport Industry," 44. 
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Since 1983 (which saw 75 per cent of commercial vehicles owned by ancillary operators) 

and until 2016, we have witnessed a fluctuating, yet overall movement away from the number 

of organisations operating an ancillary transport service and, either in cause or effect, an 

increase in the number of hire-and-reward firms (see Figure 5).28 In simple terms, over the 

past three decades there has been an increase of 65 per cent in the use of outsourced 

operators.29 While this movement can, in part, be directly attributed to changes in reporting, 

it is also representative of Australia’s growth industries and the increasing demand for the 

cartage of commodities by specialist firms.30 Although the latest study shows ancillary freight 

services still comprise 78 per cent of the industry, this data, unlike previously conducted 

studies, includes light commercial vehicles. In order to maintain consistency with reporting, 

Figure 5 has excluded light commercial vehicles, only including rigid and articulated trucks. 

This points to a steady decline in the ancillary transport sector and a corresponding increase 

in outsourcing to the hire-and-reward sector. 

 

Figure 5: Distribution of trucks by type of operation (per cent) 31 

                                                 

28 Ibid., 28.; (ABS), "Table Numer: Ntc_S16_N2j, 9208.0 - Survey of Motor Vehicle Use, Australia, 12 Months Ended 30 
June 2016." 
29 Australia, "Working Paper 60: An Overview of the Australian Road Freight Transport Industry," 28.; (ABS), "Table 
Numer: Ntc_S16_N2j, 9208.0 - Survey of Motor Vehicle Use, Australia, 12 Months Ended 30 June 2016." 
30 Australia, "Working Paper 60: An Overview of the Australian Road Freight Transport Industry." 
31 Ibid., 28.. ; (ABS), "Ntc_S14_N2j, 2014 Survey of Motor Vehicle Use: Number of Vehicles by Business Type, 
Commodity Carried, Type of Vehicle and State/Territory of Registration."; "Table Numer: Ntc_S16_N2j, 9208.0 - Survey 
of Motor Vehicle Use, Australia, 12 Months Ended 30 June 2016." 
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Hire-and-reward carriers are those firms that provide freight services for third-party 

organisations as their primary business activity.32 Acting as intermediaries between 

consigners and consumers, these professional carriers are contracted to perform transport 

services when organisations have no desire, or ability, to deliver goods with their own 

vehicles and/or employee drivers.33 Operating commercially, specialist transport 

organisations secure contracts through individuals, organisations or other contractors for 

profit. These operators can, in turn, fulfil the contract directly (e.g. own vehicles and labour) 

or alternatively, subcontract freight consignments to other operators (e.g. smaller transport 

firms or owner-drivers) who aid in fulfilling freight requirements.34  

Segmentation of the road transport industry (i.e., ancillary and hire-and-reward 

operators) does not restrict services being used concurrently within a single organisation. 

Ancillary operators may engage external services when relevant, such as where items are 

time sensitive or outside the parameters permitted for cartage on their vehicles, on an ad hoc 

or ongoing basis. However, important considerations must be made when using both forms 

of labour engagement, including the implications of staff (direct employees) and contractors 

(indirectly employed) working within the same organisation and performing the same duties 

(freight task). Not only do firms need to ensure they are not engaging in any form of “sham 

contracting”, wherein the “contractor” is, in fact, engaging in work that meets the definition 

of an “employment relationship”35 but variations in pecuniary remuneration, even when 

attributed to dissimilar employment structures, may encounter backlash from the remainder 

of the workforce or adverse collective or union action.  

Why are Firms Outsourcing? 

Road transport is an integral part of any organisation. Whether it be to bring goods into the 

factory or move them outward, at some point each business is faced with the decision to make 

or buy. What factors contribute to this decision? Within employment relations literature 

looking at outsourcing, explanations can be found that it is for the purpose of union 

avoidance. Can the growing hire-and-reward sector be attributed to firms purposefully 

                                                 

32 Insurance, "Nti's Guide to the Trucking Industry," 7. 
33 Australia, "Working Paper 60: An Overview of the Australian Road Freight Transport Industry," 4. 
34 Ibid. 
35 Fair Work Ombudsman (FWO), "Independent Contractors and Employees,"  https://www.fairwork.gov.au/how-we-will-
help/templates-and-guides/fact-sheets/rights-and-obligations/independent-contractors-and-employees. 
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aiming to avoid a direct association with unions? More specifically, are firms choosing to 

outsource (rather than integrate) in order to circumvent the intervention of unions 

representing the portion of their workforce classified as “drivers”? For ancillary operators – 

organisations whose primary business is not road transport – any intervention by transport 

worker representatives may be in addition to the unions of their core workforce. For example, 

a retail firm (such as Coles or Woolworths) providing an ancillary outbound delivery service, 

may see its workforce – including employee drivers – became members of a union relevant 

to the retail industry (e.g. the SDA). These firms are required to recognise this union’s right 

to intervene in workplace matters such as enterprise bargaining. However, those staff 

classified as “drivers” may alternatively choose to engage with or be approached by a union 

more relevant to their occupation (rather than the industry of employment) such as the TWU. 

In this situation, the firm may subsequently be required to engage with two unions when 

negotiating enterprise agreements. It is necessary to acknowledge that employees have a 

“freedom of association”36 and therefore, if opting to become a union member, can become 

a member of whichever union they prefer. However, by outsourcing “driver” or “transport” 

labour, a firm is not only reducing the number of (internal) staff available to union organising 

but may limit the chances of a union specifically directed to represent members of the road 

transport industry or occupation from intervening in workplace matters. In turn, this may 

reduce the number of unions required to be consulted when negotiating employment 

conditions such as pay and leave entitlements (above those stipulated in the relevant award).  

Commercial Considerations  

Does the corporate structure of the firm – ancillary or hire-and-reward – have any bearing on 

how industrial regulation is handled in road transport? Hire-and-reward firms employing 

staff for the sole purpose of moving goods across Australia’s vast landscape are faced with a 

number of considerations. Not only are they required to determine the appropriate award 

structure for their staff – a twofold award structure unique to the road transport industry37 – 

but also navigate the vast range of regulations specific to the road transport industry, 

including at times the additional laws imposed on heavy vehicles. When engaging employee 

                                                 

36 "Fair Work Information Statement." 
37 Employsure Pty Ltd, "The Road to Success: Protect Your Business and Employees," ed. Employsure Pty Ltd 
(Online2019). 
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drivers, management must, in the first instance, determine if the employee is covered by the 

Short-Distance Award or if they are coved by the Long-Distance Award. Alternatively, 

where the driver regularly works on both short- and long-distance trips throughout the 

working week, careful attention must be paid to which award “is most appropriate to the 

work performed by the employee and to the environment in which the employee normally 

performs the work”.38 

If drivers paid on minimum wages are performing work regularly on both short- and 

long-distance trips, management must monitor the distances travelled by each driver and the 

work performed (e.g. did they handle money?39) to ensure recompense is paid in accordance 

with the correct award. It is not only the base wage that differs between the two awards but 

a range of fundamental aspects, including worker grades, entitlements and work conditions.40 

For example, if an employee is expected to work two hours’ overtime (two hours in excess 

of their “ordinary hours”) on any given day, a meal allowance must be provided to short-

distance drivers, whereas the same driver paid under the Long-Distance Award has no such 

entitlement.41 While, under the Long-Distance Award, there exists an allowance provision 

for loading and unloading (standard goods), this does not appear in the Short-Distance 

Award.42 Based on the award structure, there appears to be an inherent assumption that 

organisations drive either long or short distances. From an organisational perspective, 

navigating the awards relevant in employing direct road transport labour – when engaging 

both long and short haul on a regular basis – is a highly complex undertaking,43 an 

undertaking that is made more difficult when the vehicles used are over 4.5 tonnes GVM.  

Consideration must be given to the size of the vehicles used in road transport, as 

heavy vehicles add to the complexity of managing the service. Organisations using heavy 

vehicles (over 4.5 tonnes GVM) in any form of transport service, whether that be direct 

(integrated) or indirect (through outsourced operators), have obligations under the HVNL as 

                                                 

38 Fair Work Commission (FWC), "Road Transport (Long Distance Operations) Award 2010," (Fair Work Commission, 
2016). 
39Ibid.; Fair Work Commission (FWC), "Road Transport and Distribution Award 2010," (Fair Work Commisson, 2016).  
40 "Road Transport and Distribution Award 2010."; "Road Transport (Long Distance Operations) Award 2010." 
41 "Road Transport and Distribution Award 2010," 16.4(e), 26.3(a); "Road Transport (Long Distance Operations) Award 
2010." 
42 "Road Transport and Distribution Award 2010."; "Road Transport (Long Distance Operations) Award 2010," 13.3(d)(i), 
13.6. 
43 Insurance, "Nti's Guide to the Trucking Industry," 8. 
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parties to the supply chain.44 In order to adequately comply with chain-of-responsibility 

regulations in a transport operation, staff must be versed in the roles of drivers, loaders, load 

managers, packers, consignors, consignees, operations managers and schedulers, in addition 

to specific regulations surrounding load restraint, container weight (if relevant), vehicle mass 

or dimension limits and fatigue management.45 While it is a common perception that 

outsourcing circumvents the employer’s responsibility to adhere to such rules, laws such as 

accessorial liability and chain of responsibly prohibit such things. Although legal 

responsibility largely passes from the consignor to the consignee in outsourcing relationships, 

organisations choosing to engage hire-and-reward operators for transporting goods are still 

party to the supply chain and thus maintain a degree of liability.46 It must, however, be 

acknowledged that, for hire-and-reward companies, transporting goods is their sole business. 

Thus, adherence to such requirements is a regular occurrence and may generate economies 

of scale (through their in-house skills, experience and know-how) that may be unseen in 

ancillary providers that deal with transport as a secondary service.47 

Businesses engaging an ancillary transport operation are not only required to adhere 

to the rules and regulations of road transport (as is the case with hire-and-reward firms) but, 

additionally, those governing their primary business. To illustrate this, this thesis examines 

the industrial relations requirements of a manufacturing firm. In a manufacturing 

organisation employing manufacturing, administration and transport staff, management must 

be aware of the rules surrounding the employment of each group of worker. This means that, 

in addition to the requirements of “road transport” operators as detailed above, ancillary 

operators must comply with the rules and regulations governing their manufacturing staff 

and those associated with administration. While the degree and complexity of these 

additional industry requirements will differ depending on the job requirements, at a minimum 

level, a manufacturing firm using heavy vehicles to move their oversized products across 

both short (below 500 kilometres) and long (above 500 kilometres) distances must comply 

with four separate industry awards. These are the Road Transport and Distribution Award 

                                                 

44 National Heavy Vehicle Regulator (NHVR), "Roles and Responsibilities of Parties in the Supply Chain," NHVR National 
Heavy Vehicle Regulator, https://www.nhvr.gov.au/safety-accreditation-compliance/chain-of-responsibility/roles-and-
responsibilities-of-parties-in-the.; Queensland Government, "Heavy Vehicle National Law (Queensland)," (Office of the 
Queensland Parliamentary Counsel, 2018). 
45 (NHVR), "Roles and Responsibilities of Parties in the Supply Chain". 
46 Ibid. 
47 Abraham and Taylor, "Firms' Use of Outside Contractors: Theory and Evidence," 396-400. 
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2010, Road Transport (Long Distance Operations) Award 2010, Manufacturing and 

Associated Industries and Occupations Award 2010 and the Clerks – Private Sector Award 

2010,48 each of which contains differing conditions and entitlements of employment. They 

must also comply with the HVNL, load restraint guides, vehicle mass or dimension 

permissions and fatigue management protocol,49 on top of the generic business requirements 

(e.g. reporting, taxation) and those governance specifications of the core industry (e.g. 

Australian Standards for manufacturing and processing50). Operation of an internal transport 

division can, therefore, be a highly complex task, a complexity avoided by outsourcing to a 

hire-and-reward business. 

Research Gap 

Research on the bifurcated road transport industry has traditionally been approached through 

analysis of hire-and-reward operators. The restricted focus of such studies invariably results 

in an overstating of the contribution of the hire-and-reward sector and an underrepresentation 

of the role of ancillary operators (which are in the majority51). An examination of industrial 

relations within the road transport industry signifies that core knowledge of employment and 

managerial endeavour has stemmed from studies on hire-and-reward operations. The most 

significant of these studies remains Bowden’s study of the TWU, which concluded that 

unionism within road transport owed “its origins and continued existence to the failure of 

free market forces within road transport”, a failure that Bowden believed “brought about 

over-capacity” and “poor financial returns for both workers and employers”.52 By contrast, 

little scholarly attention has been applied to the explicit study of labour directly engaged 

within an ancillary operation or why the emergent trend to employ indirect labour has 

developed.53  

                                                 

48 (FWC), "Road Transport and Distribution Award 2010."; "Road Transport (Long Distance Operations) Award 2010."; 
"Manufacturing and Associated Industries and Occupations Award 2010."; "Clerks—Private Sector Award 2010," (2018). 
49 (NHVR), "Roles and Responsibilities of Parties in the Supply Chain". 
50 Standards Australia, "Standards Catalogue: Manuacturing and Processing,"  https://www.standards.org.au/standards-
catalogue/sa-snz/manufacturing. 
51 (ABS), "Table Numer: Ntc_S16_N2j, 9208.0 - Survey of Motor Vehicle Use, Australia, 12 Months Ended 30 June 2016." 
52 Bowden, Driving Force, p. 197. 
53 Bradley Bowden, Driving Force: The History of the Transport Workers' Union of Australia 1883-1992 (St Leonards: 
Allen & Unwin Pty Ltd, 1993).; Mark Bray and Malcolm Rimmer, Delivering the Goods: A History of the Nsw Transport 
Workers Union 1888-1976 (Sydney: Allen & Unwin, 1987).;  Bradley Bowden, Employer Associations and Industrial 
Relations Change in Australia:  Catalysts or Captives?, ed. Peter Sheldon and Louis Thornthwaite, Employer Associations 
in Road Transport (Sydney: Allen & Unwin, 1999).; Mark Bray, "Contract Labour and Industrial Regulation: Owner-
Drivers in the Sydney Ready-Mix Concrete Industry," Journal of Industrial Relations 26, no. 2 (1984): 291-314.; John 
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Summary 

Road transport is a highly fragmented undertaking, characterised by drivers operating 

relatively unsupervised, in isolated and dispersed workplaces (their vehicles), rather than 

within the traditional confines of a centralised and concentrated workplace (challenging 

typical “worker” roles).54 This fragmentation is exacerbated by the distinction between those 

firms employing drivers, ancillary or hire-and-reward. In the latter case, road transport is the 

firm’s sole business, while, in the former case, ancillary operators perform road transport 

duties as an add-on service to their core business, which is not transport related. Union reach 

– aimed at transport staff – is, moreover, not limited by industry or occupation. Drivers 

employed internally by firms operating in industries that have “modern awards”, permitting 

the employment of “drivers” (e.g. retail or fast food55), may be inclined to become members 

of the core industry union. If the division between ancillary and hire-and-reward operation is 

a barrier to the organising efforts of any one union, it is an even greater obstacle for 

organisational compliance with industry laws and regulations. Hire-and-reward firms have 

one sole purpose – the transport of goods – and thus must ensure compliance with the highly 

regulated road transport industry. Ancillary operators, on the other hand, must not only 

ensure compliance with the road transport sector but also those central to their core business. 

Further, they must ensure the wages and conditions of employed drivers are balanced in 

accordance with the remainder of their workforce.56 The distinction between these two 

sectors of road transport, while perhaps easy to overlook, is crucial not only to this study but 

also to a thorough understanding of industry trends, including sourcing decisions. 
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Chapter Five: Polyworx – Case Study One 

The subsequent three chapters provide an understanding of how employment relations 

influences the decision to outsource road transport in three real-life organisations engaged in 

either retail or manufacturing. Within the cases under analysis – Polyworx, Woolworths and 

Coles – road transport does not play a central role in the firm’s primary business but rather 

acts as a service supporting the primary function (retail or manufacturing) by delivering 

ordered goods directly to customers. Evaluating the means by which each firm meets the 

consumers’ “joint demand” for the goods and their delivery, these case studies identify and 

analyse a range of factors contributing to each firm’s outbound transport sourcing decision 

within the fields of: (a) the employment relationship; (b) transaction costs; and (c) value. 

While both inbound and outbound transport represent primary activities within a firm’s 

supply chain, the central focus of this thesis lies with the outbound movement of goods from 

the factory or shop, due in part to this function forming a direct link between the firm and its 

consumers.1 The objective of this study is later achieved through a cross-case analysis 

highlighting the relevant commonalities identified within each firm’s sourcing decision. The 

first case study to be analysed is Polyworx. 

For Polyworx, its primary business involves the manufacture of polyethylene (hard 

plastic) tanks for the agricultural and pastoral sectors. Typically, these tanks are used to trap 

and keep water in artificial “dams” for use during Queensland’s inevitable dry seasons. The 

fundamental characteristics of poly tank transportation have changed little over the years 

despite improvements in vehicles and supporting technology. Primarily transported on trucks 

or trailers, the cartage of tanks – specifically oversized and indivisible loads – on public roads 

is, however, becoming increasingly restricted by an array of laws stipulating, for example, 

permitted dimensions, weights and restraints. For organisations operating in the industry, this 

means ensuring compliance with these laws in addition to a range of industrial regulations – 

such as WHS, fatigue management and heavy-vehicle law – whether delivery services are 

engaged through direct or indirect means (e.g. chain of responsibility). Customers collecting 

the tanks from the manufacturer or depot also requires both the knowledge of such laws and 

the proficiency to ensure compliance for the duration of their trip, in addition to the necessary 
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resources required to support the movement of goods. In the first instance, this requires a 

suitable vehicle, of the appropriate size and dimensions, to perform the task. These 

requirements, for the vast majority of consumers, particularly those requiring large products 

or multiple tanks, or consumers located a great distance from the distribution point, render 

the collection of ordered products undesirable (e.g. costly) or impossible (e.g. with limited 

access to an appropriate vehicle).2 What “typical” consumers demand from the firm is 

twofold. In addition to the tank itself, a separate yet equally important demand exists for the 

delivery of the product to their desired location. For Polyworx, like many tank manufacturers, 

this demand cannot be filled separately. Therefore, the firm must unite the sale of tanks with 

their subsequent delivery in order to meet what is known in economics as the consumer’s 

“joint demand”.  

This chapter evaluates the complexities encountered by Polyworx in fulfilling this 

joint demand. Polyworx is a medium-sized, family-owned Australian manufacturing firm 

based in central Queensland, specialising in the production of large, one-piece, polyethylene 

water tanks. The company’s products are sold and delivered direct to a range of consumers, 

extending from end users to both dealers and retail firms, who recognise Polyworx as a 

premium brand with a reputation for not only high-quality products but also exceptional 

customer service. Following a delivery incident in the early years of operation, Polyworx 

split into two separate entities – one responsible for the manufacturing facility and the other 

overseeing the delivery operation – in an attempt to minimise the risk incurred by the core 

industry (manufacturing) as a result of the action (or inaction) of the transport arm. This 

corporate restructure saw the manufacturing firm outsource transport requirements to the 

newly incorporated delivery firm, while both businesses continued to be owned and managed 

by the same people, in the same location and with shared resources. At first glance, this 

structure appears unnecessarily complex and raises the question, why continue an ancillary 

delivery service? By maintaining control over the dedicated transport facility, the owners 

have retained responsibility for ensuring compliance with the complex web of rules, 

regulations and laws that frame their transport function. Hauling goods Queensland-wide on 

4.5-tonne vehicles requires adherence to heavy-vehicle law in addition to those regulations 

governing light commercial and general road users, compounding compliance costs. The firm 
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also sees increased complexity in the remuneration paid to drivers, who travel distances both 

above and below 500-kilometre round trips on a regular basis, positioning their drivers in the 

middle of two awards – the Road Transport and Distribution Award 2010 and Road Transport 

(Long Distance Operations) Award 2010. This means that an individual driver can be more 

appropriately covered by one award one day and another the next, an outcome that places 

easily understandable strain on the firm to ensure correct payment of staff. Additionally, this 

structure sees an increased number, and cost, of transactions related to separate payroll taxes, 

payment of rents (between companies to ensure legitimacy) and maintenance of individual 

accounts. Why not simply outsource transport requirements to a specialist logistics firm? 

What value does employing and managing its own staff and owning all supporting assets add 

to the company? Further, how is this added value weighed against the transaction costs 

incurred by the sourcing decision? 

Why has Polyworx continued to operate an ancillary transport service, given the 

complexities? If we seek an explanation through employment relations, the outcome seems 

contrary to much of the literature, which attributes outsourcing in large part to union 

avoidance. By retaining an integrated transport facility, Polyworx remains vulnerable to 

workforce unionisation, an outcome that would see the organisation lose a degree of 

managerial unilateralism and control over its business initiatives. While outsourcing to a 

third-party logistics provider potentially avoids such union interference (related to road 

transport), in the case of Polyworx, a non-unionised firm,3 the “threat” of unionisation was 

not a factor that contributed to its road transport sourcing decision. Indeed, by maintaining 

its own transport arm, the firm actually increased the likelihood of disruptions from union 

interventions. As of August 2018, the percentage of workers who were union members in 

transport (21.9 per cent) was almost double that found in Polyworx’s core business, 

manufacturing (12.6 per cent).4 With this case, it is therefore difficult to see evidence of a 

direct correlation between union avoidance and the sourcing decision. If we seek an 

explanation in transaction cost economics, the outcome is similarly unconvincing. This 

framework aims to analyse the transaction costs of a firm’s sourcing decision, indicating that 

the organisation is better placed to integrate or outsource based on which alternative incurs 
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the lower overall cost (i.e., direct and indirect cost, including risk and lost opportunity). This 

analysis, though, provides only part of the answer – an answer that looks at the cost side of 

the equation. In actuality, Polyworx’s integration decision is centrally focused on the value 

added to their products by the transport service and, while costs are an essential factor in the 

sourcing decision, to reach a holistic understanding they must be balanced against this value 

added. While the explanations offered by employment relations literature and transaction 

cost economics provides an understanding of significant factors contributing to the sourcing 

decision, they each fall short of a complete analysis. 

If neither employment relations theory nor transaction cost economics satisfactorily 

answers the question, this chapter argues that a third approach is more satisfactory – an 

approach that combines both employment relations and transaction cost economics in ways 

that emphasise value adding rather than cost minimisation as the firm’s main objective. Seen 

from a value-adding approach rather than cost minimisation, the actions of the company are 

more explicatable. A company’s ability to control corporate standards relating to the delivery 

of its products when promised, as promised can add value5 to the firm and create competitive 

advantage if it meets (or exceeds) consumer expectations.6 It is therefore not solely the ability 

to decrease costs that adds value in outbound transport. The key lies in the provider’s ability 

to maximise the “perceived benefit to the consumer”. This perceived benefit may be 

competitive pricing, yet the desire to pay the lowest price can be outweighed by the promise 

of on-time delivery or reputation for quality service – in which case the value added 

overshadows cost minimisation. In the case of Polyworx, investing in road transport – an 

element that directly impacts the consumer’s perceived value of the product and firm – incurs 

increased upfront costs. The value added by this investment (and subsequent revenue 

received), however, outweighs the potential savings that would be realised by not investing. 

This case illustrates the fact that the ability to retain direct control over the staff performing 

the delivery function provides greater value to the firm (which translates into proportionately 

higher sales and exchange value) than would be seen by outsourcing the function to third-

party operators. Therefore, while numerous factors contribute to the organisation’s sourcing 

decision, at the heart of the issue lies corporate strategy – a set course of action defined by 
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6 Ibid., 74, 80. 
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management that has weighed both costs and value of each sourcing option for the purpose 

of meeting the consumer’s joint demand. 

Polyworx: Employment Relations Strategies and Problems 

Operation of an ancillary road transport firm creates additional complexities in managing 

employment regulations. Employment relations is a tripartite system involving ongoing 

interaction between employer, employee and the state.7 Union intervention in this 

relationship increases the relative strength of employees in their ability to improve their rights 

not only in the workplace but collectively through the state as an intermediary for regulated 

change. Studies of employment relations typically characterise corporate actions involving 

contracting8 or outsourcing as deliberate attempts to “decollectivize” the workforce,9 an 

outcome associated with minimising or circumventing union influence.10 Employers looking 

to counter or prevent unions and their respective employees’ strength can implement 

strategies11 in an effort to minimise or avoid such intervention. This not only works to foster 

unitarist values in the workplace but increases managerial unilateralism over organisational 

decisions.12 While retaining control over the organisation and placing “union labour back 

into competition”13 are undoubtedly appealing reasons for a firm to avert union intervention, 

is the deliberate and purposeful action of reshaping a workplace – by outsourcing outbound 

road transport requirements – conducted with this as the primary objective in this case? Given 

that Polyworx outsourced its road transport drivers to another entity, yet preserved its 

integrated workplace practices, the key question is: what influence did employment relations 

have on Polyworx’s sourcing decision? In exploring answers to this question, this section 

analyses those factors related to the employment of staff that contributed to the decision to 

outsource outbound road transport requirements, to determine if union avoidance and labour 

cost minimisation was at the heart of the organisational restructuring.  

The classification of “delivery drivers” under modern awards has major implications 

for employers. Reducing the cost of labour lies at the core of circumventing unionised labour 
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by outsourcing business needs to the non-unionised.14 However, in the case of Polyworx, 

where a non-unionised firm contracts its outbound road transport requirements to a similarly 

non-unionised firm, this principle is difficult to apply. Significantly, within this case, 

organised labour plays no role in the business. According to the former dispatch and 

production manager, throughout his almost decade-long career with the firm, they “have 

never had anything to do with a union”.15 On face value there may be a “competitive case” 

to answer, whereby an organisation outsources a labour unit represented by one union to a 

different industry represented by a different union16 (e.g. moving employees out of a 

manufacturing organisation into that of a transport organisation), placing union labour in 

competition with non-union labour and between each other.17 However, due to the industry 

of the core organisation, this possibility can be ruled out. Unlike awards such as the General 

Retail Industry Award 2010 that enable firms to reclassify their employees as “drivers”,18 

thereby performing the function of “delivering goods”19 while remaining part of the core 

business (e.g. retail employees), the Manufacturing and Associated Industries and 

Occupations Award 2010 contains no such classification.20 “Drivers”, therefore, “delivering 

goods” on behalf of a manufacturing firm must be engaged as “road transport employees” 

under the Road Transport and Distribution Award 2010 or Road Transport (Long Distance 

Operations) Award 2010, respectively.21 Significantly, these awards place all transport 

labour engaged by Polyworx – whether directly or indirectly – in the same industry (road 

transport), and they are subsequently covered by the same union (e.g. TWU). While 

outsourcing, therefore, is often attributed to reducing labour costs, the floor under wages 

provided by the road transport modern awards – applicable to both integrated and outsourced 

drivers – indicates that in this context the sourcing decision is not undertaken for the purpose 

of circumventing unions so as to undermine their power and reduce labour costs.  

Outsourcing to a more highly unionised industry (transport) makes the sourcing 

decision in the case of Polyworx difficult to credit to union avoidance. Significantly, the shift 
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from an ancillary transport operation – wherein the outbound delivery function is integrated 

within a diversified organisation also employing manufacturing and administration staff – to 

that of an outsourced, specialised transport firm may have adverse consequences on union 

avoidance. While the ABS does not distinguish between union members engaged by ancillary 

transport operations and those employed by hire-and-reward operators,22 it is almost certain 

that union numbers would be greater in the hire-and-reward sector. Supporting this 

supposition is the TWU company campaign trail, which at the time of writing saw 80 per 

cent of campaigns dedicated to members of specialist logistics firms (e.g. Linfox, Lindsay 

Transport and Jetstar).23 Faced with the evidence that unions typically prefer organising 

labour in larger workplaces,24 it may appear that by incorporating a smaller transport firm, 

Polyworx inhibits union movement with this decision. But its decision also, and perhaps 

more importantly, positions the firm as a “transport organisation”, one susceptible to the 

organising efforts of the TWU. Typically focusing on organising employees and owner-

operators from industries specialising in road transportation and freight logistics,25 it is easy 

to conclude that the TWU would have an increased awareness of those transport staff 

engaged in a hire-and-reward firm when compared with those employed within a 

manufacturing firm. Supporting this position is research on union membership, which 

demonstrates that “Transport, Postal and Warehousing” industry staff are almost 60 per cent 

more likely to be union members than their manufacturing counterparts.26 In these respects, 

the changes in Polyworx’s transport labour force – shifting the role of “employees driving 

for a manufacturing firm” to those “driving for a road transport organisation” – clearly 

indicates a movement towards a more highly unionised industry and, thus, representative of 

an outsourcing decision contrary to the existing literature. 

Polyworx’s corporate structure also incurs additional labour costs that would 

otherwise be minimised through alternative sourcing arrangements. While the wages and 

entitlements paid to staff is an issue often subject to sensationalised debate in the public 

sphere, remuneration costs are only one element of the expenses incurred in employing staff. 
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Labour costs are not limited to those monetary payments made to employees. Rather, there 

exists a range of “hard” (easily measurable) costs27 that are not only incurred as a result of 

direct employment but that increase in correlation with wages. In the case of Polyworx, in 

addition to standard employment costs such as wages, superannuation and pay as you go 

(PAYG) tax, there are two specific costs that have been adversely affected as a result of the 

firm’s outbound transport structure: workers’ compensation insurance and payroll tax. 

Insured by Workcover, an independent government-owned entity, Polyworx’s decision to 

incorporate a separate business to oversee the transport of goods – despite retaining common 

ownership – has transferred the delivery function away from the manufacturing classification 

to a standalone policy. Due to the industry rate of road transport being significantly higher 

than that of manufacturing, this decision has increased the industry rate fee (for the transport 

component) by more than 85 per cent, causing a significant increase in the annual premium.28 

Further expenses are encountered through payroll tax, a tax calculated on the liable wages 

paid by the firm (including superannuation, directors’ fees and taxable fringe benefits).29 

Where Polyworx, as the core organisation and highest wage-paying partner, benefits from a 

“periodic deduction” regardless of the corporate structure, the decision to incorporate a 

separate, commonly owned entity has resulted in the firm forgoing this discount for all wages 

paid to transport drivers. While this may not seem immediately significant, to put it in 

perspective, an integrated firm paying $100,000 per month in wages would pay a total of 

$494.86 in payroll tax for the month (after the periodic deduction was applied).30 Within the 

current structure, Polyworx continues to receive the entire periodic deduction – paying tax 

only on the gap – leaving transport wages with no deduction at all, thereby incurring a payroll 

liability of $475 for every $10,000 paid in wages per month.31 If, therefore, just $20,000 of 

the $100,000 paid in wages was dispersed to the transport staff, the tax due for this portion 

alone would total $950 – an amount 90 per cent higher than tax charged to an integrated 

                                                 

27 Hinkin and Tracey, "The Cost of Turnover," 4. 
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firm.* While the firm retains a single source of revenue and administration function, the 

sourcing decision has increased the outlaid costs to state agencies without any increase in 

productive output or income as a result of this decision. Although tax and insurance costs are 

inherent in maintaining an internal workforce, in this case, they are compounded by the firm’s 

decision to incorporate a separate entity to operate the transport division. Strategically, these 

costs indicate the pursuit of “regulation” or “labour cost” avoidance was not at the forefront 

of the organisation’s decision-making process. 

Those costs incurred in managing the open-ended and indeterminate nature of 

employment relations are more covert, yet equally important. Besides easily measured overt 

employment relations costs – such as a tax or insurance bill – there are a range of costs that 

may be “invisible”, termed “soft costs”, that a firm experiences throughout the employment 

relationship.32 These expenses involve elements of employment that are difficult to quantify 

and track, including absenteeism, turnover, inefficiencies, presenteeism and unsatisfactory 

performance.33 According to the former dispatch and production manager, these factors are 

the most challenging to deal with when employing staff: “… everything [is] systemised 

…[but] some days, a good part of my time is spent making sure staff are doing what they are 

supposed to be doing to get the right … products cooked … deliveries made … [and] office 

… up-to-date.”34 Within an organisation, the decision to employ staff rather than outsource 

labour unavoidably incurs a range of these additional costs that can at best be minimised with 

proper management strategies. Therefore, Polyworx’s decision to maintain a direct transport 

workforce leaves them liable to the ongoing expense of managing these invisible costs, direct 

management costs that could be avoided entirely if the transport labour were outsourced to a 

third-party organisation.  

The costs and complexities of maintaining an internal transport workforce are 

compounded by Polyworx’s geographical delivery range. Classification of road transport 

workers – which defines the appropriate minimum wages and conditions – differs in relation 

to the “normal” distance drivers travel from their “home base” (defined workplace 
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location).35 Deploying vehicles on delivery trips scheduled by time and location, in a manner 

that is convenient for customers, is a challenging undertaking. While necessary to customer 

satisfaction, in practice it is counterproductive to cost reduction and efficiency. Polyworx’s 

transport requirements are undertaken by a “small” business36 with limited resources. All 

assets, therefore, including trucks and drivers alike, are utilised on an as-needs and as-

available basis. According to the former dispatch and production manager, one of the most 

critical, yet challenging aspects of scheduling deliveries is that “you have to deliver when the 

customer wants, not when you want to”.37 Delivering Queensland-wide with limited 

resources sees drivers travelling regularly on trips both above and below a 500-kilometre 

threshold as part of their duties. This positions these transport drivers between two awards: 

Road Transport and Distribution Award 2010 and Road Transport (Long Distance 

Operations) Award 2010. Although a provision contained within both awards provides 

instruction on the handling of employees covered by more than one award, application in 

practice – that is, determining which award drivers “normally” perform work under – is 

challenging.38 This issue, combined with Polyworx’s decision to pay minimum wages, 

requires payroll staff to perform ongoing, periodic checks to ensure driver wages are paid in 

accordance with the correct road transport award  (road transport or long distance) for the 

average distance of trips performed. Such requirements compound the costs – both direct and 

indirect – incurred in performing payroll-related tasks and intracompany audits. This issue 

provides insight into the increased expense incurred by maintaining an internal transport 

facility. 

The operation of a hire-and-reward firm structured to function as an ancillary 

company, as is the case at Polyworx, necessarily entails a complexity of employment 

regulation. Evident within the preceding analysis is that trade union avoidance and labour 

cost minimisation are not obvious objectives in the firm’s decision to outsource. The wages 

and conditions of drivers engaged by manufacturing and road transport firms alike are 

underpinned by the minimum standards of the road transport awards. Shifting the structure 
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of the organisation’s haulage requirements from that of an integrated operation to that of an 

outsourced operation therefore has no impact on minimum employment requirements. In 

terms of union avoidance, Polyworx’s drivers – as employees of a “transport firm” – are 

clearly more exposed to unionisation than are other workers at this business. This elevated 

exposure increases the chance of unionisation, which, if realised, “typically” increases the 

wages and benefits of staff and, thus, the firm’s labour costs.39 While these union-related 

costs have not been incurred by the firm to date, the self-imposed consequences of its 

sourcing decision are evident when it comes to outlining the monetary investment the firm 

has made in maintaining employees. Some of the most easily measured expenditure increases 

– related to regulatory compliance, wages, tax and insurance – are exacerbated by the more 

covert expenses incurred in maintaining an internal workforce, such as lost productivity and 

absenteeism. Such costs, it can be assumed, would be similarly incurred by the hire-and-

reward operator, costs that would, in turn, be passed on through fees (where quantifiable). 

However, the external firm may be more efficient at managing such costs due to its size and 

specialisation. In all these respects, the structure supporting the transport function has given 

rise to increased costs, additional compliance requirements and greater union exposure, a 

pattern that, it can be argued, is not an objective of the firm. While undoubtedly these issues 

are factored into the decision-making process, the impact of this sourcing decision vindicates 

the assertion that the avoidance of unions and labour cost reductions is not the motive for the 

firm’s corporate structure. 

Polyworx: Transaction Cost Economics and Problems  

The need to move tanks from point of manufacture to consumers arose simultaneously with 

the development of machinery able to produce large, one-piece products in a single on-site 

location. While a single direct demand for tanks exists, primarily from those consumers 

willing and able to collect their goods, this represents only a small part of the firm’s market. 

For the great majority of potential consumers, their decision to purchase a Polyworx product 

reflects a joint demand for both the tanks and their transportation to a specific location. If 

this interdependent demand is necessary for filling the wants of consumers, Polyworx had to 

decide whether integration of a transport division or outsourcing requirements to third-party 

                                                 

39 Richard B. Freeman and James L. Medoff, What Do Unions Do? (New York: Basic Books, 1984), 5. 



102 
 

operators better served the firm’s and its customers’ needs. Further, it raises a greater and 

more profound question as to whether this consumer-led demand for a product, comprising 

tanks and their delivery, can be exploited by Polyworx as a core competency through which 

the firm is able to gain competitive advantage and, subsequently, increased market share.  

The significance of the role that transaction cost economics plays in shaping the 

decision to integrate adds to the complexity of the firm’s governance structure. Credited as a 

tool for “examining individual transactions”40 transaction cost economics provides a 

framework for identifying the “economic consequences” of a firm’s sourcing decision in a 

“systematic way”.41 Transaction costs focus on the “costs of running the economic system”;42 

that is, the costs incurred as a result of the firm’s chosen governance structure as opposed to 

the production costs incurred in operating the business. Economically referred to as a “make-

or-buy” decision, the chosen governance structure of an organisation is typically attributed 

to that whose outcome occasions the lowest level of cost (making it more competitive).43 In 

other words, operating within a governance structure that has lower transaction costs provides 

the firm with an advantage over competitors that have higher transaction costs – and thus 

higher money costs of production, or supply price.44 Analysing the situation at Polyworx 

within this framework, however, appears to contradict the accepted rationale that cost 

minimisation (including hidden intangible costs) is at the core of sourcing decisions. 

Significant complexity lies in unravelling the benefits and disadvantages of this firm’s 

decision to outsource road transport requirements yet retain common ownership and 

operation of the facility. At the forefront of this decision lies the question of whether the 

sourcing decision was made deliberately to reduce costs. Precise calculation of transaction 

costs presents challenges in this study due to their broad scope. However, analysing the 

implications of key components, namely, core competencies, asset specificity, frequency of 

use and uncertainty, followed by interpretation of results, provides propositional knowledge 

on which the findings of this section are based. As transaction cost economics provides a 
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suitable narrative for explaining sourcing decisions, this section explores the case of 

Polyworx to determine if the motivation behind their corporate structure was, in fact, cost 

reduction.  

Isolation of core competencies in this instance is complicated by road transport’s 

contribution to Polyworx’s competitive advantage. Defined by Prahalad and Hamel as 

embodying three features, core competencies “(1) provide potential access to a ‘wide variety 

of markets’, (2) make a contribution to the customer benefits of the product, and (3) are 

difficult for competitors to imitate”.45 Indisputably, the manufacture of poly tanks lies at the 

core of the firm’s competencies. Yet most consumers exhibit a joint demand46 for not only 

the product but its movement from factory to their desired location, a fact that frames 

transport as a key element in the supply chain. Within this case, therefore, does road transport 

form a core competency? The distinction between core and non-core competencies is 

important, given the impact their strategic management can have on the vertical chain.47 

Traditionally, outsourcing non-core activities is recognised as providing a range of cost-

reduction benefits associated with economies of scale, reduced capital investment, lower 

labour costs and increased flexibility.48 Outsourcing a core competency, on the other hand, 

can lead to a bilateral relationship whereby the outsourcing firm incurs increased transaction 

costs, high risk of exploitation and loss of control.49 At first glance, the delivery function 

within Polyworx does not appear to fit the original criteria of a core competency. However, 

when viewing this function with respect to the role it plays within Polyworx – looking at 

“what it does” rather then “what it is” – it becomes apparent that the contribution to 

competitive advantage is, in fact, reflective of a critical competency. Viewing the transport 

function as a tool by which (1) a “wide variety of markets” can acquire tanks,50 (2) the firm 

can improve consumers’ perceived benefit of the product (delivered “as promised, when 

promised”)51 and (3) the company is set apart from others (responsiveness and consumer 
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satisfaction),52 road transport’s contribution to firm-specific value and competitive advantage 

is unmistakable. In effect, the approach taken by Polyworx in using the service as a form of 

competitive advantage – a core competency – rather than simply a tool to move goods, 

demonstrates that the gain in market share realised by the added value of integration 

outweighs the cost benefits expected through outsourcing. 

The degree of asset specificity is arguably the most critical factor in the sourcing 

decision.53 Road transport by nature requires the use of assets to cart goods, but it is the extent 

to which these assets require specialisation wherein the complexity lies. Besakno et.al. 

provide an overview of the factors contributing to asset specificity, identifying four 

dimensions – site, physical, dedicated and human54 – all of which have relevance to the road 

transport requirements of Polyworx. Despite site specificity not proving critical to the 

fulfilment of road transport, the ability to leverage the processing efficiencies of a single-site 

facility (manufacture and transport), computer system and management team enables the firm 

to reduce those transaction costs associated with communication, responsiveness and 

scheduling of deliveries. This means the firm is better positioned to satisfy consumer 

demands accurately and in a timely manner – at a cheaper price. In practice, however, it is 

the latter three forms of specificity that are crucial to supporting the delivery transaction. 

Unlike small or pallet-sized goods, the large, oversized tanks manufactured by Polyworx 

require an array of specialised equipment to transport, equipment that is commonly 

unavailable through “market firms”.55 More than anything else, medium-rigid trucks 

(minimum horsepower and maximum tray height), custom “tipping frames” and staff trained 

in safe and compliant loading, transporting and unloading processes, are required to deliver 

products congruent with Polyworx policies and consumer demands alike. Utilisation of these 

specialised assets permits the organisation to reduce transaction costs associated – directly 

and indirectly – with scheduling deliveries, delivery delays and minimising the risk to a 

person’s (employee, customer or community) health and safety. By requiring specific assets, 

outsourcing the service would not only expose the firm to ex-ante contractual costs but ex-

post exploitation – due to dependency – and subsequent risk of hold-up. Realisation of these 
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risks would see an increase in transport costs (which must be absorbed or passed on to 

consumers) and jeopardise Polyworx’s on-time delivery reputation, a source of competitive 

advantage. Cost differences between the two sourcing structures are difficult to measure with 

the resources available, although it is reasonable to suggest that the risk of hold-up and 

potential ex-post costs caused through a bilateral relationship are critical factors contributing 

to the decision to integrate, factors overcome by retaining the ability to control the service, 

ensuring consumers receive their tanks, as promised, when promised, every time.  

The advantages gained by employing labour to frequently perform deliveries is 

greater than it initially appears. Frequently used services foster economies of scale,56 thereby 

reducing the unit cost of performing the service.57 Typically associated with specialist market 

firms, economies of scale are the result of a higher volume of transactions churning through 

the organisation, subsequently lowering unit cost.58 In the case of road transport, variable 

inputs such as fuel, repairs and labour, positively correlate with increased use, while, by 

contrast, fixed costs such as capital investment (hardware and software), insurance and 

registration have an inverse (and thus cost-effective) relationship. Indisputably, dispersing a 

given set of costs across frequently utilised site, physical or dedicated assets results in lower 

unit costs than those infrequently used. However, it raises the question of whether this theory 

applies to human assets. Restricted by laws and regulations, ceteris paribus, drivers 

performing deliveries frequently will not move from one location to the next any faster than 

those drivers moving goods infrequently. Unable to alter the speed or superiority by which 

the driver moves goods – factors commonly referenced as benefits of repetitive labour59 – 

road transport workers are similarly impacted by externalities such as other motorists, 

roadwork delays and laws. Yielding little variance in the on-road benefits, economies of scale 

in this circumstance are challenging to achieve. Evident within this case, however, is a 

distinct link between the “skill and dexterity”60 displayed by staff performing their off-road 

and service duties, and frequent practice. Drivers employed by the firm on a full-time basis61 

have increased dexterity related to securing and manoeuvring oversized truck and trailer 
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combinations onto a customer’s property and unloading. This efficiency, owing to the regular 

and consistent practice of performing the work, decreases those costs (such as errors and 

delays) associated with performing each task. Further advantage is seen in the developed skill 

used by employee drivers in siting and orientating the tank – a value-added element of 

competitive advantage – similarly honed with recurrent practice. Perhaps outsourcing 

Polyworx’s transport requirements would better position the firm to exploit those efficiencies 

and economies of scale (and lower average unit costs) brought about by either the aggregation 

of “diverse demands”62 (i.e., resources can be reallocated from one specialised task to another 

in accordance with demand) or through the higher volume of goods pushed through specialist 

transport operators.63 However, in the case of labour, it is unlikely contracted operators would 

dedicate staff to fulfilling Polyworx’s needs due to the uncertainty of demand, an outcome 

that would forgo the advantages of engaging a small number of staff to deliver goods at a 

high frequency. According to the former dispatch and production manager, “The price of … 

a contractor and the unreliability of a contractor … [is] not worth it … Contractors have other 

customers … so we might not get delivery when we want it or when we promised [our] 

customer.”64  

How then are the cost–benefit variances between the potential economic benefits of 

outsourcing balanced against the benefits of labour integration? In this instance, it is not the 

presence of uncertainties but their intensity that influences the sourcing decision. Inherent 

within any organisation, uncertainties impact the smooth, undisrupted and unchanging flow 

of processes requiring “continuity”65 or consistency. Their intensity can range from small 

disruptions, such as a change in the time of a delivery run, to severe, which may result in a 

temporary shutdown.66 Outbound road transport within the case of Polyworx reveals three 

dimensions of uncertainty that must be accounted for. The first is the firm’s ability to supply 

ordered goods, as promised when promised. Hinging off two separate factors the firm must 

be responsive to, any delivery changes initiated by customers desiring to alter an element of 

their ordered goods (e.g. colour, size or fitout) or their required delivery date. Such changes 

have a direct impact on the manufacturing firm’s production processes and inventory levels. 
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Inversely, delivery changes may be the result of the firm’s inability to supply the correct 

product on the day for any number of reasons (e.g. failed quality inspection, breakdown or 

raw material complication). Second, driver interaction with consumers is critical to the firm’s 

competitive advantage. Therefore, behaviours directed towards the end consumer, including 

the professional siting and orientating of tanks – an unknown factor prior to arrival – work 

to improve customer satisfaction and overall company reputation. Finally, and perhaps most 

importantly, the demand for tanks – and the ability to subsequently deliver – is highly 

susceptible to external conditions. Factors such as legislative changes (e.g. rebates), weather 

conditions (heavy rain or drought) or general busy or slow seasons each have a significant 

and sometimes unpredictable influence on transport. In these circumstances, the uncertainty 

or volatility of supply, human behaviours and demand may cause Polyworx to pay higher 

fees to third-party operators to ensure the reliability of their service. For when servicing a 

range of firms, a hire-and-reward firm is typically unable to guarantee the availability of 

their service.67 Such costs are exacerbated by those incurred during development of contracts 

and the determination of effective methods for dealing with, and accounting for, ex-post 

unforeseen contingencies and opportunities.68 Polyworx’s decision to integrate therefore 

positioned the firm to be highly responsive to change, maintain tight control over staff 

behaviour and internally absorb and monitor the relative impacts on demand. These factors 

not only influence costs but also work to maximise competitive advantage by ensuring 

customer satisfaction.  

Although for Polyworx it is outbound transport that is central to meeting the 

consumer’s immediate demands, the inward movement of goods is an equally important 

element of the value chain. Characterised by the movement of products such as raw materials 

and parts into the factory (from suppliers),69 inbound transport is a “primary”70 function 

within this organisation. Unable to fulfil all “upstream”71 activities, the firm relies heavily on 

inputs, such as resin and fittings, to manufacture and customise tanks. Consumer-driven 

demand for specific types, sizes and quantities of products shapes the buying behaviour of 
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Polyworx and therefore their transport service needs. While some providers may be unable 

to accommodate the firm’s inbound transport requirements, the low specificity of the 

majority of component materials enables the movement of goods on pallets or within pallet 

spaces (which meet the general dimensions for heavy-vehicle transport72) thereby increasing 

the pool of sellers. Outsourcing in this circumstance not only sees a low risk of hold-up or 

“exploitation” but provides cost benefits associated with economies of scale and intersupplier 

competition.73 Further cost benefits are seen as a result of the routine and direct nature of 

transport. Incoming deliveries, from one supplier to Polyworx, travel the same route, all 

things being equal, each time a delivery is made. Logistics managers therefore become 

familiar with the road and the processes undertaking in the unloading of goods at Polyworx’s 

location. This reduced level of uncertainty increases the efficiency through which trips can 

be organised and allows the scheduler to more accurately allocate resources to fulfil the 

service, further decreasing transaction costs.74 Strategically, organisational inputs, including 

raw materials, are necessary for filling consumer orders. However, due to inventory stocks 

“intermediately buffering”75 demand, the importance of “time, place and service” is far less 

critical than that which is seen in outbound freight. While both inward and outbound delivery 

come under the broad category of “logistics”, their contribution to strategic objectives is 

vastly different. Necessary for maintaining inventory levels, inbound transport has little 

impact, if any, on the end consumer. It thus adds no direct value to the firm and makes no 

immediate contribution to competitive advantage. Polyworx’s sourcing structure for their 

inbound and outbound transport requirements, while divergent in governance structure, are 

thus united in objective: streamlining internal processes to better service the final customer. 

By contrast with inward freight, the inherently fragmented nature of outbound road 

transport gives rise to a complexity of transaction costs relevant to the governance structure. 

Outsourcing this element of the vertical chain, in essence, transfers the responsibility for 

performing that function to the external operator.76 In the case of Polyworx, outbound road 

transport is not simply a tool for meeting the joint demand of consumers by providing a 
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delivery service with all tank orders (unless otherwise requested). It is a means through which 

the firm is able to add value to the consumer’s perceived benefit of the company’s product – 

a form of competitive advantage. This complicates the discussion, for it is not merely 

elements of transaction cost economics that must be understood in order to determine what 

influence employment relations had on the decision to integrate. Rather, analysis must extend 

further to understand the implications or opportunity costs of the alternative – outsourcing. 

In doing this, it has been determined that, within Polyworx, the delivery service provided is 

utilised as a core competency. On this basis, the firm’s ability to outsource this function while 

maintaining the same degree of asset specificity becomes increasingly complex when the 

potential consequences of hold-up or exploitation are considered. Placing a high value on 

meeting customer expectations, the dexterity and innate professionalism acquired by 

employee drivers performing regular and systematic deliveries enable the firm to build and 

maintain a reputation for providing a high-quality service. While the cost benefits of 

economies of scale were foregone by Polyworx’s decision to integrate, the flexibility and 

efficiency advantages gained through managing the uncertainties internally leverage the 

firm’s ability to better serve their customers. In this assessment, Polyworx’s decision to 

integrate a road transport facility was in response to strategic objectives, centred on ensuring 

consumer satisfaction and bolstering the firm’s reputation – creating competitive advantage. 

While costs are a critical factor in determining the sourcing structure, in this case the 

increased costs incurred as a result of this decision was outweighed by the ability to add value 

to the consumers. 

Polyworx: Classical Value and Problems 

The effort, investment and sacrifices made by Polyworx in running a business are made with 

a single goal in mind, an objective shared by firms worldwide – profit.77 Defined classically 

as “surplus value”,78 profit constitutes the difference between the monetary value received in 

exchange for the goods (expressed as price) and the costs embedded in the product at the 

time and place of exchange79 (this includes production and delivery costs). As previously 

examined, we can relate, ceteris paribus, a reduction in supply costs with a surge in profits 
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when certain circumstances are met, such as increased efficiency or economies of scale.80 

Likewise, adding value or increasing the perceived benefit to the consumer (translating into 

higher revenue81) at a greater rate than the cost sacrificed to do so similarly inflates profit. It 

is this adding of value that frames the following analysis of Polyworx’s sourcing decision. 

Integration has allowed Polyworx to optimise the perceived benefit of its brand through the 

delivery function by controlling the individual channels of reliability, coordination and 

reputation, as well as capitalising on the resulting synergies between these factors. Is 

expanding this perceived benefit – the price consumers are willing to pay for the goods82 – 

the key to understanding Polyworx’s decision to integrate its road transport requirements? 

Due to the intangible and changing nature of “added value”, “perceived benefit”, “inelasticity 

of demand” and “utility”, it is impossible to quantify the degree to which any single element, 

or combination thereof, has contributed to value enhancement for any individual person. 

Nevertheless, the following section evaluates those factors – possible only through 

integration of outbound road transport – to determine how the firm adds value to the general 

populace and whether this tactic is at the centre of the firm’s sourcing decision. 

Integration yields a complex relationship between costs and value. Polyworx, as a 

manufacturing firm, has invested in maintaining an internal transport division for the purpose 

of yielding greater market share – and, subsequently, higher surplus returns across the 

organisation as a whole. This decision proves to be more complex than it initially appears. 

United in ownership, all costs incurred by the transport function are subsidised by the profit 

of the core industry (manufacturing) through the nominal sale price of products. In 

developing a pricing structure, therefore, Polyworx must account for a number of factors 

including: the cost of running the manufacturing operation, the cost of delivering the product 

and the administrative cost of maintaining two separate entitles (both prime and 

supplementary costs). Looking specifically at the transport function, the total economic value 

added to the firm through integration must be higher than the total (initial and ongoing) 

investment cost incurred as a result. Such an outcome is needed to render the internal service 
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viable and more profitable than what could be achieved by outsourcing.83 This is a 

particularly challenging task, for it is difficult to quantify the intangible value added by this 

service, factors such as consumer satisfaction. By contrast, the tangible inputs – such as 

investment in vehicles, labour, ongoing maintenance and compliance are easily defined. How 

are these two disparate factors balanced? At a micro level, the capability and flexibility of a 

firm are often more important to consumers than price.84 The perceived benefit of these 

intangible factors may therefore outweigh potentially higher pricing. At Polyworx’s 

workplace level, the total value added to the firm by increased customer satisfaction not only 

develops short-term single-instance benefits (e.g. referrals) but long-term networking 

opportunities,85 rendering the cost outlaid in facilitating the service a sound investment. In 

this case, the evidence indicates that Polyworx’s decision to integrate its outbound road 

transport requirements was an investment made for the purpose of increasing value. 

In the field of road transport, certain inherent qualities exist over which management 

has no control. However, the scope and influence of these can be curtailed through 

integration. As a manufacturing organisation, the goods produced by Polyworx are the 

primary source of consumer demand. This demand, though, is one that can only be fulfilled 

(affordably) through the service provided by road transport. This derived need, satisfied 

internally, decreases the “toil and trouble” required of consumers in acquiring the products – 

by moving goods from the factory to the customer, thereby elevating the product’s general 

“worth”.86 By ensuring delivery of “the right product, in the right quantity and the right 

condition, at the right place, at the right time, for the right customer, at the right cost”,87 

Polyworx is meeting the basic needs of consumers requiring transport of their products. 

However, the value of this service, generally speaking, can be further enhanced as the firm 

absorbs more of the toil and trouble required in the movement of tanks. It is not only the 

tangible characteristics of individual product delivery (e.g. delivering at the right place at the 

right time) that constitute good service. Of equal importance are the interpersonal traits of 

staff, such as amenability, helpfulness and product knowledge, that positively influence the 
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delivery experience. Consumer satisfaction is not only met through execution of the delivery 

process, therefore, but also through the firm fulfilling (or exceeding) service expectations 

(e.g. positioning tanks, answering any customer questions).88 According to the former 

dispatch and production manager, customer service is a top priority along their supply chain: 

“We are always looking for ways to improve our customer service.”89 Integration affords 

Polyworx direct control and oversight over these value-adding features, ensuring the 

transport service is provided in accordance with company policies and procedures, developed 

with the long-term objectives of customer satisfaction and retention in mind.  

Maintaining control over the processes within the vertical chain, those divisions of 

labour that lead to the successful delivery of tanks negates the risk of opportunistic 

exploitation90 and avoids any degradation of service arising from improper execution by 

third-party operators. The implications of this are more readily felt by smaller firms such as 

Polyworx, which are less insulated from the consequences.91 In this case, maintaining control 

over the outbound transport service allows the firm to provide an efficient, coordinated and 

responsive service, traits highly valued by consumers. The integration decision therefore 

appears to be directly linked to the organisation’s strategic objectives, centred on optimising 

the consumer’s perceived benefit of Polyworx’s products and subsequently the long-term 

image of the brand – objectives achieved (with less risk92) through direct control objectives 

critical to the organisation. 

As a company, Polyworx sells more than just a product. They also, with every 

purchase, sell a brand and their reputation. In assessing the influence of reputation on value, 

for comparative purposes, it is necessary to consider the implications of two competing 

scenarios. Let us assume two manufacturing firms are selling similar tanks for similar prices, 

with the only real difference being in the service provided by the logistics division. The first 

has a reputation for being unreliable and regularly exceeding promised delivery timeframes. 

Further, the driver typically drops the tank wherever it easiest on arrival, leaving the customer 

to move and site the tank at their own time and expense. By comparison, the second firm 
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(Polyworx) has a reputation for delivering within the timeframe promised, at a convenient 

date and time, and the driver not only drops the tank in the client’s preferred location but 

takes the time to site it, ready for plumbing. The reputation of Polyworx, in this instance, 

adds more value to the products than its unreliable counterpart. Reliability is one of the most 

important factors contributing to consumer satisfaction in the field of logistics.93 This is 

particularly evident in the case of Polyworx, where the end consumer may, at their own 

expense, have a crane or additional staff waiting to assist in siting products on arrival (e.g. 

large, time-sensitive jobs or at crane-mounted sites). Having a reputation for being on time, 

ceteris paribus, will increase the value of the products and subsequent revenue received, 

particularly where any delays in delivery are detrimental to the consumer. According to 

Polyworx’s former dispatch and production manager, “Some customers had cranes or … 

other equipment lined up at the delivery,” so that tanks could be sited and installed on 

delivery in anticipation of rain or a scheduled molasses delivery (for example). Therefore, 

“not contacting them before arrival or miscommunication of [delivery] time could really cost 

them a lot of money”.94 Polyworx’s integrated structure streamlines internal coordination and 

responsiveness between the manufacturing and delivery departments, optimising the ability 

to meet the consumer’s joint demand. Developing a reputation requires long-term 

perspective95 and dedication to fulling customer expectations, even at greater short-term cost 

(such as increased labour time siting). Prioritising the reliable and consistent delivery service 

provided by the logistics division is a strategic objective aimed towards maximising the long-

term added value to the brand. 

Evident within the preceding section is that each strategic tool adopted for achieving 

added value within Polyworx requires a common factor – labour. While this research has 

predominantly focused on the impact of full outsourcing, alternative sourcing arrangements 

for labour such as out-tasking or co-managed services96 must be similarly evaluated to 

determine the influence employment has on the sourcing decision. In these circumstances, 

the firm could retain ownership of tangible assets such as vehicles, avoiding any risk of hold-

up while outsourcing labour requirements. Why employ staff rather than outsource, when 
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such costs could be externalised and potentially reduced through third-party economies of 

scale? One reason can be found in the fact that misalignment between the promises of the 

firm (such as on-time delivery and great customer service) and the service delivered by 

drivers can have adverse consequences on the firm’s brand.97 Integration of staff gives 

Polyworx an inherent advantage over their outsourcing counterparts: a workforce dedicated 

to achieving their strategic objectives98 – not those of the third-party operators. According to 

Polyworx’s former dispatch and production manager, “You need someone who knows you, 

knows your product … and can answer [customer] questions” on-site, throughout the delivery 

process.99 Dedicated staff often exhibit characteristics congruent with Polyworx’s strategic 

objectives, characteristics that include improved “customer service, customer satisfaction … 

and performance quality”.100 Investing time and effort into developing one’s own employees 

therefore provides an additional revenue stream for the integrated organisation – one 

achieved by adding value to existing products and services – through staff performance. 

Polyworx’s integrated transport employees are tied to positive financial results, garnered 

through the service provided to consumers.101 Employing staff directly, as opposed to 

outsourcing, provides the firm with a resource that helps develop consumer loyalty, an 

outcome that in turn positively influences output in terms of service quality.102 This is an 

invaluable feature when dealing directly with customers. 

Strategically, Polyworx’s core objectives centre on optimising surplus value. Striving 

to achieve this goal through outbound delivery service differentiation is a tactic used to retain 

existing customers and attract a greater market share by offering consumers a greater 

perceived benefit than competitors. While the return garnered through physical investment 

in intangible factors – such as service – proves difficult to accurately quantify, in overview 

the long-term financial benefits achieved through this strategy indicate that, in this instance, 

it is effective. By absorbing the “toil and trouble”103 required in delivering a tank into the 
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service provided, as well as meeting customer expectations of time, quality and amenability, 

Polyworx not only adds value to the initial transaction but, if successfully fulfilled, generates 

long-term prospects for a networked brand. Akin to machinery investment, the decision to 

invest in labour requires Polyworx to balance the costs incurred against the value it adds to 

the organisation – an element made more complex due to the challenge of quantifying 

intangibilities. Despite these challenges, circumventing costs associated with “opportunistic 

behaviours” or risk of hold-up provides a reliable foundation from which Polyworx was able 

to build a dedicated and reliable workforce providing “a combination of quality, price, 

service” 104 to customers, maximising their satisfaction with the firm. It is a culmination of 

various elements and the resulting synergies that fundamentally form the basis of Polyworx’s 

competitive advantage. No single feature itself is the one ingredient in adding value. Rather, 

it is the firm’s ability to excel in each element deemed important to the consumer that makes 

their product and service more valuable than competitors. Evident within the case of 

Polyworx is the firm’s dedication to investment in those resources that work towards 

achieving its long-term strategic objective – adding value. 

Discussion 

What do the experiences at Polyworx tell us about the decision of firms to outsource? The 

first and most obvious lesson – and also the one that is perhaps easiest to overlook – is found 

in the decision of Polyworx to treat inbound freight (which remains under the operational 

control of a number of third-party providers) differently from its outbound freight, where 

Polyworx retained direct operational control. The dissimilar sourcing approach adopted by 

Polyworx for their inbound and outbound transportation needs is reflective of each sector’s 

contribution to the firm’s strategic objectives. As the name implies, inbound logistics deliver 

goods into the factory, supporting the procurement of raw materials and semi-processed 

components105 necessary for the manufacture of Polyworx products. These typically pallet-

sized deliveries are often routine (less planning), reasonably certain (previously travelled 

road and unloading facilities are known) and more stable in terms of costs (known distance, 

labour hours). Economically, outsourcing these relatively standard transport needs allows 

Polyworx to leverage the specialist organisations’ economies of scale, reducing the cost 
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incurred in procurement, a cost that has a direct impact on the supply price of Polyworx’s 

products – inbound logistics’ only contribution to competitive advantage. Beyond this 

indirect cost reduction, inbound logistics has no relationship with the end consumer. While 

at a practical level sufficient inventory levels, filled though inbound transport, are crucial to 

meeting consumer demands, these levels can be “buffered”106 through a stock of inventory 

kept on hand. This means that, while a delay in inbound deliveries may have an impact on 

the firm’s ability to manufacture consumer goods, stores of inventory kept on-site greatly 

reduce any substantial impact being felt by consumers. The significance of this cannot be 

overstated. With little influence on the final consumer, inbound deliveries make no 

contribution to competitive advantage outside the minimum unit cost benefits seen through 

reducing supply price. Outbound logistics, on the other hand, have a direct and immediate 

influence on the consumer’s perceived value of the firm and its products, a value that can be 

increased through direct control over the service provided. It is this direct consumer 

interaction, therefore, that forms the core of the firm’s sourcing decision for these inward and 

outward delivery sectors. The ability to control those elements critical to the firm’s 

competitive advantage, such as outbound deliveries, is more effective within an integrated 

structure, despite potentially higher costs, whereas those elements with no direct connection 

to consumers – such as inbound logistics – are better outsourced. 

The second lesson we can take away from the Polyworx experience is that avoidance 

of trade union membership, and of employment regulation more generally, was clearly not a 

decisive factor. As a non-unionised firm, Polyworx had no involvement with union activity 

or organising within the workplace.107 While literature often attributes outsourcing as a 

means to union avoidance,108 paradoxically, Polyworx’s decision to incorporate a separate, 

dedicated road transport entity to oversee outbound delivery needs moved drivers into a more 

highly unionised sector – that of hire-and-reward operators.109 In doing so, the firm has 

transferred drivers from near invisible roles within the organisation, positions masked by the 

high level of manufacturing and administrative staff, to complete visibility within a specialist 

road transport organisation. The direct influence of these changes in the labour force is partly 
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a benefit and partly a detriment. Segregation of the delivery drivers, employed by the 

transport entity, reduces the liability of the core organisation – manufacturing – from any 

incidents resulting from the action (or inaction) of those drivers engaged in the high-risk 

industry of road transport. 110  The cost incurred in employing labour has, however, increased 

(e.g. tax, insurance). Indeed, the complexity of maintaining these separate, yet interconnected 

entities has been affected by the resultant “diseconomies of scale” experienced by the divided 

workforce. Although these increased labour costs undoubtedly contributed to the firm’s 

sourcing decision, the extent to which the economic benefits have holistically been received 

by maintaining an integrated workforce cannot be overlooked. The move taken by Polyworx, 

in financing an integrated workforce through a separate, yet commonly owned firm 

contradicts the accepted literature, which argues in favour of a direct correlation between 

outsourcing and union avoidance or labour cost reduction. Outsourcing, in this case, has 

increased the opportunity for unions to organise members. This clearly indicates that union 

avoidance was not at the centre of the firm’s sourcing decision.   

If regulatory and union avoidance were not key factors in the Polyworx decision in 

relation to outsourcing, we can also conclude that the minimisation of transaction costs was 

also not decisive. Assessing the organisational capacity to either integrate or outsource 

outbound transport requirements within the transaction cost framework indicates that 

implementation of the most efficient, lowest cost option is most beneficial for the firm. 

However, these transaction costs are only one side of the equation, for a reduction in costs, 

ironically, comes at a price. While cost minimisation, in itself, is a recognised form of 

competitive advantage,111 for those companies such a Polyworx aiming to compete on “non-

cost” differentiation, the monetary outlay in distinguishing their product or service is seen as 

an investment in adding value by better satisfying buyer needs.112 This investment, therefore, 

yields higher expected returns and allows the firm to capture more surplus value than would 

otherwise be possible through a cost-reduction strategy. The discussion of transaction costs, 

however, expands beyond the nominal costs into the criticalness of outbound deliveries to 

the firm’s strategic objectives. In this case, these centre on customer satisfaction. Looking at 

the function from this perspective, it is evident that the control provided by an integrated 
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corporate structure better places Polyworx to consistently maintain a high level of service to 

consumers. By maintaining managerial command over specific assets and employees, the 

firm not only negates any risk of exploitation or hold-up from third-party operators, it also 

positions itself to leverage the efficiencies and dexterity gained by regularly performing the 

deliveries – all factors working towards distinguishing the firm. Integration, in the case of 

Polyworx, is an investment made towards achieving the strategic goal of adding value to the 

firm’s end consumers and, subsequently, higher surplus value. 

Given that the decision by Polyworx to keep outbound freight under its direct control 

incurred considerable regulatory and transaction cost burdens that outsourcing would have 

mitigated, we can logically expect that there must have been some countervailing 

consideration that more than offset these burdens. As this chapter has discussed, this 

countervailing consideration was value enhancement. Polyworx’s overarching aim is not 

defined by its need to maximise today’s profit at the expense of tomorrow’s. Nor does it lie 

in exploiting consumers through oversold and underdelivered products and services. Instead, 

its goal centres on the long-term development of a profitable business, a goal achieved by 

satisfying buyer needs through the internal engagement of road transport staff. In order for 

Polyworx to remain viable over the long term, each manufactured product must have value 

in exchange. In other words, consumers must be willing to pay a price in exchange for the 

good, a price that exceeds the cost of production.113 All other things being equal, maximising 

value – the nominal amount remaining after the supply price is deducted from the exchange 

value – is a goal achieved by Polyworx through optimising the outbound transport service, 

which works to satisfy the general consumer’s needs. This strategy not only induces their 

willingness to pay potentially more for service in the short term, it also adds long-term value 

to the company through repeat purchases and customer referrals. The firm’s decision to invest 

additional funds into integrating their outbound transport requirements – while entailing a 

complex mix of employment and transaction costs alike – generates benefits that exceed the 

initial and ongoing outlay, an outcome that culminates in higher surplus value than those that 

would otherwise have been through alternative sourcing arrangements. The central factors 

influencing sourcing decisions related to logistics, in this case, move away from the general 
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explanation of cost reduction and union avoidance, towards a broader, self-serving purpose 

– the sourcing option adding the most value to consumers and the company alike.  
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Chapter Six: Coles – Case Study Two 

The previous chapter examined Polyworx, a manufacturing firm. Will the findings of the 

Polyworx case be reflected within Coles, a firm operating in the retail industry? Retailing, 

the market exchange of goods, either for other goods or monetary value, is one of the oldest 

forms of economic activity. Originally associated with small village markets whereby 

producers sold their goods at an agreed point at a certain time – in ways akin to today’s 

Sunday farmers’ markets – retailing is now associated with huge corporate entities with 

sophisticated supply chains, procurement mechanisms and demand-tracking marketing 

strategies. Invariably, these sophisticated bricks-and-mortar retail stores – of which Coles 

and Woolworths are preeminent in Australia today – also have to contend with complex 

employment processes governed by a range of regulatory standards relating to wages, 

superannuation, health and safety, and the like. At heart, however, such firms are still 

fulfilling an age-old demand: the need shared by most of us to procure goods that we cannot 

produce ourselves, a demand that we have historically satisfied by going to a physical place 

where the goods we desire are sold. The rise of online retailing, however, has threatened to 

upend this historic retailing model. In essence, online retailing satisfies two demands in one: 

the demand for goods we cannot produce ourselves and a separately derived demand for 

those goods to be transported to us from the nominal place of sale. For established retail 

chains such as Coles and Woolworths, these two demands cannot be satisfied separately, but 

only by meeting what is referred to in economics as “joint demand”; that is, for goods and 

the transport of those goods.  

This chapter explores how the complexities involved in meeting the joint demand 

entailed in online retailing has been met by Coles, a supermarket that (along with its rival, 

Woolworths) dominates the Australian retail sector. Central to Coles’ strategies has been the 

creation of its own fleet of delivery trucks, staffed directly by Coles employees. For a retail 

firm such as Coles, operating its own ancillary transport function is something that, for a 

historically retail-focused firm, causes inevitable problems. Integration of the transport 

service not only requires capital investment in supporting resources but incurs higher 

transaction costs associated with the complexities of managing an internal workforce of both 

retail workers and transport workers. By attempting to engage its delivery drivers under its 

retail-oriented enterprise agreements, Coles has also found itself confronted with a host of 
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employment relations problems. Some of these problems have been peculiar to its delivery 

function. Others have resulted from the need to incorporate drivers within its existing 

industrial arrangements, complicating Coles’ wider employment relations strategies – 

strategies thrown into unprecedented chaos by appeals and challenges launched by both 

individual employees and unions contesting the legal right to represent Coles’ new workforce 

of drivers.1 

In order to comprehend Coles’ predicament, we must first consider the nature of the 

business. Coles Supermarkets Australia Pty Ltd., simply known as Coles, is a national retailer 

of fresh produce, groceries and merchandise.2 Traditionally a bricks-and-mortar organisation 

operating in excess of 800 retail outlets Australia-wide,3 Coles’ expansion into the online 

market opened a new demographic of consumers – those without the time, ability or desire 

to shop in-store – by offering a home-delivery service for all through web-based orders. 

Incorporating a separate entity aptly named “Coles Online”, the firm commenced delivering 

online orders from stores with the assistance of third-party logistics operators in 1999 before 

strategising approximately eleven years later, when it decided to bring the delivery service 

in-house.4  Restructuring of the transport model to that of an ancillary operation, staffed by 

Coles employees and driving Coles vehicles, appears to have had a dual purpose. First, it 

negates any risk associated with accessorial liability, an area of law that had previously seen 

Coles engaged in years of legal action, defending their payments to outsourced operators. 

Second, it gives the firm a “direct connection” to consumers and an opportunity to provide 

online users with a “customer experience” that would otherwise be unattainable through 

online transactions. These changes, while working towards improving Coles’ market share, 

have not been realised without cost. Unsurprisingly, the attempt by Coles to move into 

outbound delivery – an area where it had little historic management expertise – created a 
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myriad of problems. Although Coles has had a history of negotiating enterprise agreements 

with the main union covering retail workers – the Shops and Distributive and Allied 

Employees’ Association (SDA) – its attempt to extend its activities into in-house delivery 

sparked a demarcation dispute with the Transport Workers’ Union (TWU), a dispute that, 

while largely restricted to representational battles in the Fair Work Commission (FWC), 

nevertheless proved costly and time consuming for Coles management. These disputes 

complicated an already dire employment relations situation, as the FWC ruled invalid a 

number of the enterprise agreements through which it employed most of its retail employees. 

Negotiating such an agreement and defending the firm’s decisions in and out of court for 

lengthy periods drains company resources and places strain on the personnel involved, 

yielding significant direct and indirect costs. What value does employing an internally 

controlled workforce add to the company and, further, how is this balanced against the 

additional transaction costs of this sourcing decision? Is the value added by integration worth 

the costs? 

Why does Coles maintain an ancillary transport facility given the complexities and 

costs? Rationalising the sourcing decision through an employment relations lens, which sees 

outsourcing as a means to union avoidance, appears contrary to the situation at Coles. 

Although the firm itself is unionised, the decision to employ an internal transport workforce 

added a new dimension to this unionised presence. Not only did Coles have to devise new 

employment categories (i.e., delivery driver), it also found itself – as noted above – involved 

in a bitter demarcation dispute between the SDA and the TWU. All of these problems could 

have been avoided or minimised by maintaining the outsourcing arrangement. Coles’ 

integration of the transport service – associated with an increase in union involvement – 

demonstrates that contrary to employment relations literature, the sourcing decision is not 

predicated on union avoidance. Similar attempts to explain the sourcing decision through 

transaction cost economics are unconvincing. Cost minimisation is central to the reason why, 

according to the transaction cost economics framework, a firm might outsource non-core 

components of an organisation with little asset specificity (i.e., physical assets that are not a 

specialised requirement mandated by the core business).5 Coles, conversely, has integrated 

exactly such a function, one that requires relatively generic assets to support a single sector 

                                                 

5 Stuckey and White, "When and When Not to Vertically Integrate." 



123 
 

of their multisector business – the online department –one that exposes the firm to potentially 

higher ongoing delivery costs than would otherwise be incurred by outsourcing. Analysis 

within this framework, therefore, fails to explain why the firm has opted to pursue this higher 

cost alternative. Focusing solely on transaction costs to provide an understanding of the 

sourcing decision provides, at best, only a partial answer to the question. In order to gain a 

holistic understanding of the sourcing decision, we must look beyond the cost factors 

contributing to the decision (namely union avoidance and cost reduction) towards one that 

encompasses the contribution of value to provide a more complete picture of the strategic 

decision.   

Having failed to satisfactorily answer the question within the frameworks of 

employment relations or transaction cost economics, this chapter also examines the third 

factor contributing to the firm’s broader strategic objective, namely, enhancing value. 

Approaching Coles’ integration decision from a value-adding perspective, rather than cost 

minimisation, better explains its action to bring the outbound transport service in-house. 

Coles’ decision to integrate the home delivery aspect of their online department is a prime 

example of a firm targeting a single element within the supply chain in order to add value to 

the brand.6 While the outbound transport function is only a supplementary service supporting 

the core industry, supermarket retailing, it is one that has a significant influence on the 

“consumer’s perceived value” of the brand. An organisation’s ability to control the standards 

of the transport facility, ensuring a “reliable, responsive and capable”7 delivery service, 

provides a function that is highly valued by customers.8 While integration requires heavy 

investment and higher ongoing costs than the outsourcing alternative, the value added to the 

firm (in terms of customer satisfaction and increased market share9) by retaining an internal 

workforce outweighed these costs. Coles’ case demonstrates that the ability to maintain 

control over the staff fulfilling the home-delivery function – the sole component of the online 

department that interacts directly with consumers – adds greater value (e.g. greater market 

share, elevated product value in exchange) to the firm than the cost that is saved by 

outsourcing the function to third-party logistics providers. Although the ability for companies 

                                                 

6 Hamel, Prahalad, and Books24x, Competing for the Future, Achieving Resource Leverage. 
7 Stank and Maltz, "Some Propositions on Third Party Choice: Domestic Vs. International Logistics Providers," 47. 
8 Ibid. 
9 Bowman and Ambrosini, "Firm Value Creation and Levels of Strategy," 361. 
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to differentiate themselves from competitors and gain market share has many contributing 

factors, including cost reduction and union avoidance, the overarching strategy is one that 

has weighed the costs and benefits of each sourcing alternative, adopting the approach 

providing the greatest overall value to the firm. In essence, it is argued that by providing for 

the delivery of retail goods as well the transport of those goods, Coles is responding to 

changing retail demand in which a single demand (for retail goods) has been at least partially 

superseded by a joint demand for retail goods and their delivery, a joint demand perceived 

by the consumer as a single demand. 

Coles: Employment Relations Strategies and Problems 

In much of the employment relations literature, the use of outsourcing is depicted as a 

powerful anti-union tool for employers; however, outsourcing can be a double-edged sword. 

This is particularly the case in Australia’s highly regulated industrial relations system. Thus, 

although outsourcing is, at times, thought to be a tool by which employers circumvent the 

trials, tribulations and costs of employment relations, there are elements of Australian labour 

law, namely, accessorial liability, that hold a third-party firm engaging workers through 

outsourced or contracted means responsible for breaches of the Fair Work Act.10 In the case 

of Coles, it was these accessorial liability concerns, combined with service quality issues, 

that acted as a prime mover in its decision in February 201011 to move away from an 

outsourced to an integrated model for its outward transport function. Reflecting on this 

danger, which saw Coles abandon the outsourced model that it had followed between 1999 

and 2010,12 Martin Lord, the senior manager responsible for Coles Online, observed that 

Coles’ corporate restructuring of the outbound transport service, in part, resolved the service 

issues being encountered through third-party operators, which were “disappointing at best, 

                                                 

10 (FWO), "What Is Accessorial Liability?"; "Accessorial Liability – the Involvement of Others in a Breach,"  
https://www.fairwork.gov.au/reports/inquiry-into-the-procurement-of-cleaners-in-tasmanian-supermarkets/our-
findings/accessorial-liability-the-involvement-of-others-in-a-breach.; Francis Kramarz, "Outsourcing, Unions, Wages, and 
Employment: Evidence from Data Matching Imports, Firms, and Workers,"  
https://www.researchgate.net/publication/268274568_Outsourcing_Unions_Wages_and_Employment_Evidence_from_da
ta_matching_imports_rms_and_workers.; Sue Helper, "Subcontracting: Innovative Labor Strategies," Labor Research 
Review 1, no. 15 (1990): 89-90. 
11 "1051369-1 Transcript (B2014/1361) Transport Workers’ Union of Australia V Coles Supermarkets Australia Pty Ltd," 
PN4935-PN37.; "1051126-1 Transcript (B2014/1361) Transport Workers' Union of Australia V Coles Supermarkets 
Australia Pty Ltd," PN46-PN50. 
12 (FWC), "1051369-1 Transcript (B2014/1361) Transport Workers’ Union of Australia V Coles Supermarkets Australia 
Pty Ltd," PN4910-PN20. 
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appalling at times”.13 This decision eliminated Coles’ accessorial liability for outsourced 

operators, a factor that cannot be overlooked in evaluating the firm’s continued persistence 

with an integrated structure. For Coles, the risks associated with outsourcing was reinforced 

when it was found to be in breach of the law due to its outsourcing of trolley (cart) collection 

at stores. Party to an “enforceable undertaking” (EU) with the Fair Work Ombudsman 

(FWO), Coles in 2014 was ultimately held accountable for the underpayment of staff 

employed by a third-party operator providing a trolley collection service to the organisation 

– despite contractually requiring the operator to comply with workplace laws.14 This EU 

required Coles to adhere to imposed procedural changes, compliance requirements and, 

subsequently, the payment of “back pay” to their contractor’s staff, expenses that totalled 

$720,174.69 in direct costs.15 Significantly, these costs came on top of the initial contracted 

price and expenses incurred in defending the claim, none of which added any value to the 

firm. This outcome exemplifies how the savings garnered by using fixed-fee outsourcing 

arrangements can be quickly offset by unexpected costs, if proper monitoring of the third 

party’s actions, including payment of wages and compliance with procedures, is not 

conducted.16 Integration provides the only means by which the firm is able to avoid the risk 

of accessorial liability stemming from its contractor’s exploitation of workers,17 

simultaneously allowing the firm to invest funds (which may otherwise be spent complying 

with EUs) into value-adding activities – factors undoubtedly contributing to Coles’ decision 

to maintain an ancillary delivery service. 

As one of Australia’s largest employers, operating at night as well as on weekends, 

employment relations has long been a key factor in the Coles business model, a model that 

has been historically premised on avoiding or minimising the effects of the penalty provisions 

(i.e., provisions that pay loadings of 50 per cent or more for working at night or on weekends) 

of the General Retail Industry Award 2010 through the negotiation of enterprise agreements 

                                                 

13 "Coles Supply Chain Magazine," Coles, March 2017.; Transport Workers' Union of Australia V Coles Supermarkets 
Australia Pty Ltd [2014] Fcca 4 (28 February 2014). 
14 Fair Work Ombudsman (FWO), "Enforceable Undertakings,"  https://www.fairwork.gov.au/about-us/our-role/enforcing-
the-legislation/enforceable-undertakings.; "Enforceable Undertaking between the Commonwealth of Australia (as 
Represented by the Office of the Fair Work Ombudsman) and Coles Supermarkets Australia Pty Ltd (Abn 45 004 189 708) 
" (2014). 
15 "Enforceable Undertaking between the Commonwealth of Australia (as Represented by the Office of the Fair Work 
Ombudsman) and Coles Supermarkets Australia Pty Ltd (Abn 45 004 189 708) " Attachment A. *$500,000 fund + 
$220,174.69 immediate back pay. 
16 Svensson, "A Conceptual Framework of Vulnerability in Firms' Inbound and Outbound Logistics Flows," 646. 
17 Transport Workers' Union of Australia V Coles Supermarkets Australia Pty Ltd [2014] Fcca 4 (28 February 2014). 
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with the SDA. In negotiating such arrangements the “Shoppies Union” (the name by which 

the SDA is typically known) employs a bargaining strategy known in industrial relations 

parlance as a “social partnership”, whereby the business interests of the employer are catered 

for in return for arrangements that strengthen the institutional power and resources of the 

union.18 Exemplars of this type of arrangement are evident in the Coles 2014 enterprise 

agreement wherein the SDA (along with the Australasian Meat Industry Employees Union 

[AMIEU], TWU and Australian Workers’ Union [AWU]) agreed to lower penalty rates for 

part-time and casual employees working evenings and weekends. For example, retail workers 

who performed Sunday work at this time under the Retail Award benefited from a penalty 

rate that provide them with a wage equal to 200 per cent of their base rate ( “double time”). 

However, staff under the agreement only received 150 per cent of their base rate ( “time and 

a half”). Coles received an even greater benefit when it came to late-night work penalties (7 

pm–11 pm). For such work under the agreement, employees were entitled to only 100 per 

cent of their base rate. By comparison, they would have received 125 per cent if employed 

under the Retail Award.  

While lower penalty rates financially benefited the firm (Coles’ “benefit”), this 

arrangement resulted in actual monetary losses for employees working late nights or on 

weekends.19 The most obvious question raised at this juncture is why unions, traditionally 

defined as “a continuous association of wage-earners for the purpose of maintaining or 

improving the conditions of their working lives [emphasis added]”20 would agree to lower 

than award provisions in an enterprise agreement. Ironically the answer lies within the 

preceding definition. For each union to exist, a precursor to their strength and influence, they 

must have an “association of wage-earners”. Thus “the union” can only exist if employees – 

wage earners – join the movement and become members. One tactic adopted by unions to 

bolster their membership base is satiating an employer demand – such as lower penalty rates 

– in exchange for de facto encouragement of membership, an arrangement that causes a boost 

in their numbers (the unions’ “benefit”). This tactic can, however, be challenged by activists 

(potentially supported by other unions) in situations where it can be proven that “each 

                                                 

18 Peter Ackers and Jonathan Payne, "British Trade Unions and Social Partnership: Rhetoric, Reality and Strategy," The 
International Journal of Human Resource Management 9, no. 3 (1998): 529. 
19 "Coles Store Team Enterprise Agrement 2014-2017," (Fair Work Commission, 2015). 
20 Webb and Webb, The History of Trade Unionism, 1. 
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employee and each prospective employee being better off overall under the Agreement 

compared to the Award”, a Fair Work provision generally known as the “BOOT” (the better 

off overall test).21 Unfortunately for Coles and the SDA, such a challenge was made against 

the Coles Enterprise Agreement 2014, a challenge  undertaken by an employee (Duncan 

Hart) with the support of a rival (if unregistered) “union”, the Retail and Fast Food Workers 

Union (RFFWU). As a result of this challenge, the agreement was quashed in May 2016 by 

the FWC in the Coles v. Duncan Hart case. In quashing the Agreement – which it had 

previously approved – the FWC ruled that it did not to pass the BOOT. Just over a year later, 

in July 2017, Coles faced a second dispute when Penny Vickers, a night shelf filler at Coles, 

also associated with the RFFWU), filed an application to terminate the 2011 agreement, an 

agreement to which Coles and the SDA had reverted following the challenge against the 2014 

agreement and which, at the time of the challenge, covered 74,000 workers.22 No doubt 

realising that it faced another defeat in the FWC, Coles came to a settlement that saw the 

challenge discontinued in November 2017, a settlement that required Coles to pay both the 

higher base rates found in the agreement and the higher penalty rates found in the Retail 

Award. These challenges to Coles’ enterprise bargaining agreement (EBA) not only impacted 

the firm and their staff but also the fundamental premise on which Australian enterprise 

bargaining have been conducted since 1991, when the “modern” system of enterprise 

bargaining was first introduced, a system built around adjusting employment regulations to 

best suit the peculiar business interests of a business and its employees. For, if a single 

employee can bring down an enterprise agreement that has been previously endorsed by both 

the employer and a majority vote of employees, it begs the question: why persist? In relation 

to the specific circumstances of Coles, one is forced to ask: why did Coles persist not only 

with integrated delivery drivers, also known as customer service agents (CSAs), but also 

incorporate their employment into the enterprise agreements of the “store team”,23 when 

outsourcing their outbound logistics requirements would have removed this strategically 

important sector of its workforce from the ever-worsening employment relations problems? 

                                                 

21 "Decision: Duncan Hart V Coles Supermarkets Australia Pty Ltd and Bi-Lo Pty Limited T/a Coles and Bi Lo 
(C2015/4999)." 
22 Andrew Probyn, "Coles Worker Could Bring Down Enterprise Bargaining System If Wage Challenge Is Successful," 
ABC News, http://www.abc.net.au/news/2017-04-04/coles-employee-could-bring-down-enterprise-bargaining-
system/8414994. 
23 Peetz, Unions in a Contrary World: The Future of the Australian Trade Union Movement, 13-14. 
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At a time when Coles was experiencing the gravest employment relations problems 

in decades, the decision to integrate its delivery work added even more complexity, cost and 

confusion. In exploring this, we must ask what value “employees” provide that cannot be 

accomplished externally through outsourced operators. Further, how does Coles balance the 

value added by its labour against the cost of maintaining an internal workforce? To answer 

this, we cannot solely look at the issues encountered by the firm as a result of its decision to 

negotiate enterprise agreements. Rather, it is perhaps more relevant to the research question, 

in the first instance, to assess the impact unions have on the everyday functioning of the 

business. For workplace unionisation is often associated with decreased flexibility and 

disrupted work practices, both of which inflate the cost of employment.24 Integration 

therefore causes the direct and indeterminate impact of unionism to be accounted for 

internally, necessitating the ongoing investment of business time and money into dealing 

with the union. Outsourcing, or indirect labour hire, on the other hand – a tool allowing 

businesses to avoid directly employing staff – is widely supposed to minimise union 

involvement, an outcome typically associated with reduced labour costs.25 Coles’ decision to 

retain ownership and managerial control over its outbound transport labour force has, 

however, increased union intervention, an outcome that not only stands in contradiction of 

the dominant employment relations literature but which also forces us to confront the 

question of what influence employment relations has on Coles’ sourcing decision.  

Significantly, and in contradiction of the dominant employment relations literature, it 

was Coles’ decision to move from an outsourced to an integrated model – rather than the 

reverse – that precipitated conflict between Coles and a section of its unionised workforce. 

For, by moving staff away from one union (the TWU having coverage of drivers when the 

work was outsourced) to another (the SDA claiming coverage when it was insourced), 

integration incited increased union belligerence by indirectly (and perhaps unintentionally) 

bringing unions into competition. This conflict resulted in Coles engaging drivers as part of 

the “Retail” industry (represented by the SDA) rather than the “Road Transport” industry 

(represented by the TWU).26 Despite a sustained period of negotiation and legal action 

                                                 

24 Freeman and Medoff, What Do Unions Do?, 3.; Bray et al., Employment Relations: Theory and Practice, 183. 
25 Peetz, "Decollectivist Strategies in Oceania."; Dermot Leahy and Catia Montagna, "Strategic Investment and International 
Outsourcing in Unionised Oligopoly," Labour Economics 19, no. 2 (2012): 260. 
26 Perry, "Outsourcing and Union Power," 529. 
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involving both Coles and the TWU – during which a number of FWC rulings confirmed 

Coles’ demarcation of drivers as retail employees who came under the coverage of the 

General Retail Industry Award 2010 was correct – the TWU, while “accepting” the 

commission’s judgements, nevertheless maintained its position that the Road Transport and 

Distribution Award 2010 provided more appropriate coverage (in terms of conditions and 

entitlements) for this type of worker.27  

The TWU’s reluctance to accept the FWC’s determination that the SDA and Coles 

were acting legitimately in employing delivery drivers under the “retail” provisions of its 

enterprise agreements is understandable. Like both Coles and the SDA, it no doubt perceives 

this workforce – concentrated in existing Coles stores and thus easily recruited and organised 

– as one with significant growth potential. Accordingly, the TWU not only continues to 

demarcate “retail delivery drivers” as “road transport drivers” but has also continued an 

active industrial campaign to represent these workers. As the TWU’s website indicates, Cory 

Mitchell, a Victorian Coles online delivery driver, accepted the role as a full-time union 

organiser so as to better pursue its membership claims. In outlining the rationale for his role, 

Mitchell advised TWU members: “Because Coles didn’t class me as a delivery driver, I didn’t 

receive the pay and conditions I deserved … Now, as a part of the Coles Online Campaign 

Team, I’m … fighting for a TWU agreement that recognises us as drivers and gives us the 

pay, conditions and safety standards that we deserve”.28 Such intent indicates that the inter-

union demarcation conflict over the online workforce is likely to continue into the foreseeable 

future, difficulties that could have been reduced or eliminated by outsourcing. Admittedly, 

Coles appears to gain some modest financial benefit from demarcating its drivers as retail 

workers rather than as transport workers. For, although Retail Award drivers are better paid 

                                                 

27 "1051369-1 Transcript (B2014/1361) Transport Workers’ Union of Australia V Coles Supermarkets Australia Pty Ltd."; 
"1051151-1 Transcript (B2014/1361) Transport Workers' Union of Australia V Coles Supermarkets Australia Pty Ltd," Fair 
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(in terms of base award wage) than their road transport counterparts, such wage gains are 

offset by lower penalty rates and allowances.29 It is difficult, however, to see how the cost 

savings made by Coles in choosing this governance structure (and subsequent retail 

classification) – given the costs sunk in defending their position against the TWU as well as 

the ongoing direct and indirect costs associated with maintaining an internal workforce – 

would amount to a critical or determinate factor contributing to the sourcing decision. Rather, 

Coles’ decision to integrate, despite the increased union involvement, hostility and cost, 

appears to be reflective of a greater objective, one not possible to explain through union 

avoidance or labour cost reduction. 

If we are looking to explain Coles’ sourcing decision through reference to union 

avoidance, it can be argued that its chosen arrangement has been undertaken so to avoid the 

more militant TWU in preference to the generally more conservative and industrially 

moderate SDA, an outcome that theoretically leaves its supply chain less prone to 

disruption.30 The outcome of its action – which was easily foreseeable – has, however, 

increased union challenges to its managerial prerogative. A sense of the problems caused by 

the TWU’s battle for covering of Coles “insourced” derivers can be ascertained by looking 

at the problems caused in bargaining for the 2014 enterprise agreement. Of the fifty-five 

“claims” made by unions in relation to CSAs– fifty were from the TWU (the remaining five 

from the SDA).31 Had Coles outsourced, their involvement with the TWU would be indirect 

and subsequently filtered through the intermediate contractor, therefore allowing Coles to 

circumvent demarcation issues arising from inter-union competition, increased union 

demands for wage increases (with little to no productivity offsets).32 Integration also exposed 

both the company and staff to lengthy negotiations and, possibly, even overt industrial 

conflict. In other words, the potential TWU threat to Coles’ supply chain was exacerbated 

rather than mitigated as a direct result of their sourcing decision. Given such complexities 

and costs, it is evident that Coles’ integration was not motivated by union avoidance but, in 

                                                 

29 (FWC), "Road Transport and Distribution Award 2010," 27.; "General Retail Industry Award 2010," 29. 
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fact, indicates that the benefits seen from this governance structure outweigh the cost incurred 

in maintaining it.  

Coles’ decision to integrate, consolidating the firm’s supply chain from outlet to 

customer, also incurs additional labour costs that could otherwise be avoided. Finding 

common agreement on the appropriate rate of pay for transport drivers during bargaining 

(between drivers, the SDA, TWU and FWC) proved to be an exceptionally challenging 

undertaking. Not only did it necessitate Coles defending demarcation cases brought against 

it by the TWU in both the Federal and Circuit Courts,33 it also forced Coles to defend the 

conditions under which it proposed to employ its drivers. For the core of the TWU’s claim is 

primarily found not only in the additional allowances provided to “Road Transport” workers 

but factors such as health and safety and fatigue regulations, conditions that, for the road 

transport industry, are significantly more comprehensive.34 It is, however, not only the 

aforementioned processes that elevated the monetary outlay in relation to Coles’ outbound 

transport drivers. For the wages and entitlements paid to drivers under the subsequently 

certified enterprise agreement far surpass those standards contained within either the General 

Retail Industry Award or the various road transport awards. Coles drivers, as a level 1 “team 

member”,35 were paid $20.55 per hour, or $780.90 per week,36 under the initial terms of the 

Coles Supermarkets Enterprise Agreement 2017, a wage slated to increase annually (for the 

life of the agreement37) in line with any increases granted under the FWC annual wage 

review.38 For the 2018 calendar year, this increase was 3.5 per cent,39 bringing Coles 

employees up to a wage of $21.27 per hour, or $808.26 per week, as of 1 July 2018. By 

comparison, had the firm paid in accordance with the award rate of pay for retail workers, 

this would have seen drivers earn, as level 1 retail employees,40 $20.79 per hour, or $789.90 
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per week, over $950 less per year than Coles staff (calculated on a full-time basis of thirty-

eight hours per week).41 Had Coles outsourced outbound transport requirements to a firm 

paying drivers – as per the terms of the Road Transport and Distribution Award 2010, as a 

grade 2 transport worker42 –would be entitled to $20.55 per hour, or $780.90 per week,43 

amounting to $27.36 less per week than what Coles drivers currently receive. While, 

significantly, the base wage paid to Coles CSAs is higher than that paid to drivers on the 

minimum wage, as stipulated in both the retail award and road transport award, it must be 

noted that this does not translate into a higher total wage. The higher base wages of Coles 

drivers, underpinned by the retail award, are offset in part by lower penalty rates than those 

provided for in the road transport award. The wages of drivers, therefore, working during 

standard daytime work hours, is not necessarily higher than a road transport worker as a result 

of the higher base rate of pay. The significance of this higher base rate is that Coles has opted 

to pay drivers above the minimum wage, despite the effect this higher base rate has on other 

employment-related costs (e.g. payroll tax and superannuation). 

Coles’ decision to integrate not only increases the wages paid to staff above those 

paid out by award-paying operators. It also increases all costs associated with the rate of pay, 

namely, accrued leave (annual and personal) and public holidays where relevant, 

superannuation,44 payroll tax45 and workers’ compensation insurance (even as a self-insurer 

the firm must retain sufficient holdings to ensure it can “pay … debts as and when they 

become due and payable”).46 In addition to these direct costs are a variety of other charges 

incurred, such as recruiting and attracting, selecting, internal costs (e.g. development and 

oversight of systems and policies) and separation costs, as well as lost productivity costs.47 

Coles has also been forced to pay those costs incurred in procuring and maintaining 

supporting assets – such as delivery vehicles – all of which exponentially compound the 

pecuniary cost of managing an internal workforce that could otherwise be avoided by 
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outsourcing to a hire-and-reward contractor under a fee-for-service arrangement. Although 

it must be acknowledged that specialist operators would theoretically account for these costs 

in their fee for service, their internal ability to leverage economies of scale (reducing supply 

price) would have theoretically allowed them to better offset these costs.  

The employment costs of integrated firms are exacerbated by “soft costs” that are 

often difficult to quantify and are thus typically unaccounted for.48 These hidden costs, which 

are present in any given workplace employing staff, include absenteeism, presenteeism and 

labour inefficiencies.49 In the case of outbound transport, the employee driver is performing 

their duties off-site, away from direct oversight by management, an outcome that leads to an 

increased risk of underperformance or “soldiering”.50 Although Coles implements 

operational strategies51 to reduce these costs, including the measurement of key performance 

indicators (KPIs) related to customer satisfaction and driver performance, they are impossible 

to negate.52 Absenteeism and presenteeism alone cost the Australian economy approximately 

$79 billion annually,53 a cost that Coles – as one of Australia’s largest employers (albeit as a 

subsidiary of Wesfarmers)54 – would contribute towards in no insignificant manner. Coles’ 

decision to engage an internal workforce to service their outbound transport needs therefore 

leaves the firm liable for these soft costs, the management of which could be avoided by 

outsourcing to a third-party operator. 

In summing up the effects of Coles’ decision to integrate its outbound transport, it is 

evident that the decision to provide an ancillary delivery service to support the online sale of 

goods has realised increased union involvement and raised labour costs – an outcome not 

typically reflective of corporate strategy or intent. In this instance, integration of delivery 

drivers has shifted the classification of this class of worker into their core industry (retail), 

underpinned by the General Retail Industry Award 2010, an act that benefits the union 
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recruitment activities of the SDA – as the “union for workers in Retail”.55 It has also provoked 

what has proved to be a lengthy and costly union demarcation battle between the SDA and 

the TWU. This increased union involvement was perhaps also a contributing factor in the 

higher wages paid to drivers under the Coles enterprise agreement. Under the 2017 enterprise 

agreement, a driver’s base wage is higher than that stated in both comparative awards (retail 

and road transport). While these high base wages are, in part, offset by the lower penalty 

provisions, the significance of this decision cannot be overstated. It can therefore be 

concluded that, while employment relations likely factor into Coles’ sourcing decision, the 

motivation underpinning the decision to integrate was not predicated on labour avoidance or 

labour cost reductions.  

Coles: Transaction Cost Economics and Problems 

Coles, like many firms in today’s society, embraces a division of labour whereby the supply 

and distribution chains are segmented into various tasks performed sequentially by trained 

workers. Historically, as noted previously, this supply and distribution system was directed 

towards meeting a single demand for material goods that individual consumers could not 

produce themselves. The growth of online retailing, however, involves not simply just 

another task in the distribution chain (delivery) but a fundamental alteration of the 

relationship between retailers and customers as retailers seek to simultaneously meet a “joint 

demand” for both material goods (previously based on the physical exchange of money for 

the good at a place designated by the seller) and the delivery or transport of the goods to a 

place designated by the purchaser. This change manifests itself in a number of ways. Most 

obviously, it creates a new level of complexity with regard to the division of labour. Thus, 

within the Coles online department we see a number of labour groups involved in the 

preparation and delivery of customer orders. For example, dispatch arranges the delivery 

schedule. Goods are then picked, the vehicle is loaded and the driver delivers the order.56 

Perhaps more significantly, it forces firms such as Coles to redefine what it understands its 
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“core competency” to be. Is its core competency that of a retailer, its efforts being directed 

towards the satisfaction of the demand for consumer goods? Seen from this point of view, 

“delivery” is something beyond its core competency. Alternatively, Coles’ understanding of 

its “core competency” can be – and indeed has been – redefined so that it sees itself serving, 

via its online department, a joint demand for goods and the transport of those goods. 

Economically this make-or-buy decision is often explained by which governance structure – 

integrated or outsourced – provides the lowest coordination or “transaction costs”.57 

Reducing the cost of running the business (assuming productive capabilities remain stable) 

allows the firm to theoretically gain a competitive advantage over opponents with higher 

supply costs.58 However, Coles’ decision to integrate does not appear to be explicable within 

this framework. Not only has the firm invested heavily in the procurement of assets, such as 

vehicles and resources to support the function (which generate high ongoing costs in 

maintenance and compliance) but in sustaining a dedicated internal workforce – costs that 

could be perhaps minimised or fixed (thus easier to quantify), by outsourcing. In determining 

the influence transaction cost has on the decision, an analysis of the contributory factors, 

namely, core competencies, asset specificity, the frequency of use and uncertainty, must be 

conducted. The findings provide a basis from which the objective of this section is achieved, 

to determine if Coles’ decision to integrate its outbound transport requirements was, in fact, 

motivated by transaction cost minimisation. 

A core competency is defined as the “one thing a firm can do better than its 

competitors”. In other words, it is the essential feature yielding competitive advantage.59 

Coles’ core competency undeniably lies in its role as a retailer, an intermediary for buyers 

and sellers of grocery items. However, in the case of online consumers, there lies a joint 

demand60 for purchasing and delivery. Consequently, it is not only the goods themselves that 

consumers desire, but their movement from the outlet to their home (or relevant location). 

This culminates in the ultimate “product”, the home delivery of groceries, entailing both retail 

                                                 

57 Besanko, Dranove, and Shanley, Economics of Strategy, 69-77.; Williamson, The Economic Institutions of Capitalism, 
15-18. 
58 Maltz and Ellram, "Total Cost of Relationship: An Analytical Framework for the Logistics Outsourcing Decision," 45.; 
Stank and Maltz, "Some Propositions on Third Party Choice: Domestic Vs. International Logistics Providers," 45-46.; 
Ogorelc, "Outsourcing of Transport and Logistics Services," 371-73.; Stank and Maltz, "Some Propositions on Third Party 
Choice: Domestic Vs. International Logistics Providers," 47. 
59 Ogorelc, "Outsourcing of Transport and Logistics Services," 375. 
60 Marshall, Principles of Economics, 316. 



136 
 

sales and the delivery function,only united, to meet the needs of online consumers.61 This 

joint demand has forced Coles to redefine what it means to be a retailer in today’s fast-paced 

environment and expand its boundaries to include a department dedicated to serving this 

emergent market: Coles Online. Outbound logistics, in this case, is critical to increasing the 

exchange value of goods by strategically uniting Coles’ supply with the demand of online 

consumers by minimising the “toil and trouble” required in acquiring goods. Streamlining 

the delivery of online orders from store to consumer simultaneously improves the perceived 

benefit of shopping with Coles and expands the firm’s market share to include those 

consumers unable or unwilling to purchase in-store.62 The service, therefore, appears to 

support the core industry by increasing market share. The key question then is how 

integration supports this objective and if it yields a competitive advantage. Competitive 

advantage is realised by the improved customer service provided by internal drivers, in terms 

of effectiveness, efficiency and differentiation.63 According to Martin Lord, who was 

responsible for Coles Online, “The service provided by customer service agents … is very 

different … to what our main competitor is providing,” through outsourced drivers.64 

Typically, firms do not outsource “activities that directly contribute to their strategic, [or] 

competitive advantage”,65 due to the inherent risks associated with forgoing control over a 

critical component (which may result in service degradation).66 Retaining direct control and 

oversight of the ancillary transport function in the case of Coles, however, may be a strategic 

tool directed towards increasing brand value and reputation, which, over the long term, may 

work to improve revenue through customer acquisition and retention.67 The decision to 

integrate hence emerges as a tool by which the firm is able to not only preserve the 

operational effectiveness of their outbound transport needs but meet customer service 

expectations in a way that adds value to Coles’ online department and subsequently the firm. 
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Asset specificity is one of the most important factors influencing the sourcing 

decision.68 Specificity defines the extent to which resources are developed or modified to 

fulfil a specific need and that can, practically, be redeployed in few alternative uses.69 In the 

case of Coles, two primary asset types contribute to the outbound transport function: human 

and dedicated assets.70 Human assets refer to the workers or labour required to facilitate a 

transaction, enhancing the value of the brand through specialised formal and informal rules 

specific to the Coles outbound transport function. It is, therefore, not only what the “human 

asset” knows but how effectively they are able to perform their duties, in the context of Coles 

systems, that renders them “relationship-specific”. Coles, unlike competitors, do not view 

the driver’s role as one merely engaged to deliver groceries but rather as one providing 

customer service – while delivering goods.71 According to Martin Scott, a Coles store 

manager in Vermont South, deliveries are all about the “customer experience … it is more 

about that than just … delivering the goods … it’s about the team member being trained in 

customer service and … actually having the personality when they actually serve the 

customer”.72 This distinction is significant and reflective of the emergent “customer-first” 

culture within the Coles online department.73 Initially engaged in a contractual relationship, 

Coles’ key reason for integrating was centred on the substandard customer service being 

provided by the contracted drivers and the expectation that an internally run operation could 

achieve more effective outcomes – an expectation that has since been realised.74 Not only 

has the direct engagement of staff seen improvements in customer satisfaction, but it has 

formed a point of difference on which Coles is able to leverage competitive advantage.75 

According to Scott, “Coles did not consider that this could be achieved with some employees 

working for … third-party operators.”76 It is therefore the ability of staff to provide a home-

delivery service that is of utmost importance to the firm, a service that goes above and beyond 

the movement of goods. According to Coles, it is a service best provided by directly engaged 
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employees, trained and under the direct authority of the internal management team, which is 

able to govern their conduct of work in a manner that provides the brand with benefits far 

exceeding those available through engaging market firms. 

Good customer service, however, is unable to be fulfilled in this case by staff alone, 

for the transportation of goods hinges on the availability of delivery vans. It is vital, therefore, 

that Coles outbound drivers are supported by dedicated assets, including transport vehicles, 

which are necessary to facilitate the distribution of online orders. Coles, similarly to its 

primary competitor, Woolworths, has internally procured the trucks necessary for fulfilling 

outbound transport needs. However, unlike Woolworths, Coles has retained direct control of 

these vehicles, a decision that has led to additional ongoing investment in maintenance and 

compliance. In order to thoroughly evaluate the impact these dedicated assets have on the 

firm’s sourcing decision, it is necessary that we first understand the operational significance 

of the decision to employ an ancillary fleet of refrigerated delivery vans not exceeding 4.495 

tonnes.77 Coles’ strategic decision to employ vehicles under the 4.5-tonne heavy-vehicle 

threshold78 circumvents the additional regulations and compliance requirements imposed on 

heavy vehicles (e.g. registration, insurance, maintenance and certifications). This minimises 

the ongoing cost of operating a commercial fleet of vehicles.79 However, using vehicles for 

delivery work has legal implications for employers and employees alike in areas such as 

workplace health and safety (WHS), workers’ compensation, negligence and vicarious 

liability. Assuming responsibility for drivers working on public roads has high-risk 

implications for Coles, which is required to proactively identify and respond to risks, 

ensuring any potential threat to the health or safety of employees – as well as damage or 

injury (physical and mental)  caused to the public or property in the course of their 

employees’ work – is eliminated (or minimised).80 Coles’ decision to integrate extends the 

scope of its pre-existing retail operation to include an additional industry – road transport – 

exponentially increasing the risk (and subsequent cost). Why, then, has the firm opted to 

                                                 

77 "1051369-1 Transcript (B2014/1361) Transport Workers’ Union of Australia V Coles Supermarkets Australia Pty Ltd," 
PN5085-PN88.  
78 Ibid., PN5089-PN92. 
79 National Heavy Vehicle Regulator (NHVR), "Heavy Vehicle National Law and Regulations,"  
https://www.nhvr.gov.au/law-policies/heavy-vehicle-national-law-and-regulations.; Government, "Heavy Vehicle National 
Law (Queensland)." 
80 "Work Health and Safety Act 2011," s.17, s.19, s.20.; Australian Government, "Liability Insurance and Professional 
Indemnity,"  https://www.business.gov.au/risk-management/insurance/liability-insurance-and-professional-indemnity. 



139 
 

integrate this relatively standard and localised delivery service, utilising relatively standard 

vehicles that, theoretically, may more economically be performed by a specialist market firm 

with access to economies of scale?81 Crucially, it seems that the competitive advantage 

gained by Coles through employee drivers – and the subsequent increased customer 

satisfaction achieved by this decision82 – far outweighs the advantages of outsourcing.  

Vertical integration also allows the organisation to economise on frequently 

performed transactions. Organisational structures – make-or-buy decisions – are often 

attributed to that which incurs lower transaction costs,83 an attribute allowing firms to 

leverage cost advantages and yield increased profits. However, there are instances whereby 

elevated levels of “value” are able to be similarly attained by investing in higher upfront 

costs, with the expectation they pay greater dividends than would be seen by a cost-reduction 

method.84 In circumstances where firms, such as Coles, pursue long-term revenue increases 

through increased upfront investments, the frequency in which investments are used has a 

significant impact on the ability to generate a return on any given asset class. The more 

frequently an asset is used, therefore, the lower the operational unit cost. Delivery vehicles 

within the Coles online department are utilised to capacity (seven days per week), across two 

shifts daily.85 This means that those supplementary costs incurred in procuring and 

maintaining the fleet can be distributed across these instances, which, due to the great 

frequency of use, reduce the required allocation of costs per trip. It should be noted that fixed 

supplementary costs incurred in maintaining on-road commercial vehicles – such as 

registration, insurance, services and certifications – are encountered whether or not the asset 

is in use. Hence, by dividing these costs across the number of times an asset is utilised (over 

a specified time period) the firm is able to reduce the unit cost of performing the service and 

subsequently, the supply price. In other words, Coles’ high frequency of use fosters 

economies of scale. While Coles incurs high upfront costs, the long-term, high-frequency use 

positions the firm to reap the benefits of the initial investment via the savings garnered 
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through lower unit costs. This indicates that Coles’ decision to integrate was not made with 

the intent of cost reduction, but rather as part of a broader, long-term corporate strategy to 

increase the value provided to consumers. 

Quality uncertainty erodes brand value.86 In circumstances, such as for Coles, where 

the firm depends on logistics to not only deliver goods to consumers but provide a 

benchmarked level of service as an integral form of brand distinction, a firm typically 

achieves greater control through integration. Coles encounters two specific forms of 

“uncertainty” in its outbound transport sector, namely, the inherent difficulty of matching 

supply to customers spread over a large geographic area and an inability to directly oversee 

the customer–driver interaction on which its brand and reputation rests. In managing the 

former, Coles limits the geographical range to which each store delivers, thereby constraining 

the time required to perform deliveries.87 This simplifies the scheduling process, ensuring 

that in most circumstances drivers are able to adhere to predetermined delivery routes within 

anticipated timeframes, a solution that also reduces uncertainties surrounding employment 

expenses and those prime costs incurred during the natural course of work (i.e., wear and 

tear). Perhaps more significant is the firm’s ability to closely monitor the service quality, 

specifically the reliability, responsiveness and capability of drivers. These factors, in 

outbound deliveries, are typically more important to the end consumer than cost.88 The 

advantage of vertical integration on this front is that Coles is not only able to monitor the 

quality of service provided to consumers during delivery. It is also better able to control the 

training and review of staff, who are servicing a function critical to the firm’s competitive 

advantage. In circumstances such as these, whereby service quality yields a unique perceived 

benefit, the external uncertainties are greatly reduced or eliminated by internalising the 

process.89   
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While outbound transport and inbound deliveries both fall within the scope of value-

adding activities when appropriately controlled,90 inward-moving logistics exhibits a distinct 

difference to outward. Where outbound deliveries engage with the firm’s customers, inbound 

deliveries do not. Inbound logistics at Coles is a tripartite process whereby suppliers initially 

move goods into Coles distribution centres with their own freight, or through intermediary 

transport carriers, at which point Coles is able to utilise its own vehicles to carry items from 

distribution centres into retail outlets.91 This structure, used across each of Australia’s 

mainland states,92 provides a means by which Coles is able to improve efficiencies under a 

“one-team” approach, aiding in the reduction of supply costs and subsequently keeping on-

shelf prices low and competitive.93 Craig Porter, Fleet Manager for Coles Logistics, reflects 

this in a statement to the press: “We believe going forward that building our own fleet enables 

us to maintain our focus on delivering quality food and achieve savings in the supply chain 

that will help us keep prices low for customers.”94 Characterised by dealings between the 

supplier, distribution centres and retail stores, inward freight can be classified as a “cost of 

sale”, an expense incurred in bringing the goods to market. Inbound deliveries therefore have 

the ability to affect both the exchange value – assuming that Coles typically sells products 

for a price at least equivalent to the supply price (a price that includes the cost of bringing 

the goods to market or in-store for sale)95 – and the availability or quality of goods. Coles’ 

ability to streamline internal processes (reducing supply price) and buffer inbound delivery 

delays by stores of inventory (and the availability of substitute items96) reduce the potential 

for inbound delays or disruptions to impact the final consumer. Unlike outbound deliveries, 

therefore, the importance of time and place, as well as the level of customer service provided 
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during the inbound transport transaction, do not directly contribute to the customer’s 

perceived benefit. 

In summary, Coles corporate structure, internalising the outbound transport function, 

gives rise to a complexity of transaction costs. Eliminating external constraints characteristic 

of outsourcing (i.e., loss of control and decline in critical competencies) provides the firm 

with an increased ability to capitalise on internal investments, namely, distinguishing its 

online brand via the delivery service. Coles’ outbound logistics service has emerged as a core 

competency. The consumers joint demand for both retail and delivery services (effectively a 

single product) render the outbound movement of goods a competency through which the 

firm is not only able to generate competitive advantage but also increases the consumer’s 

perceived value of shopping with Coles. Analysis of the sourcing decision must, therefore, 

extend beyond that of transaction costs to understand the other side of the equation – adding 

value. Although the chosen governance structure sacrifices the cost and efficiency benefits 

of specialist operators’ economies of scale, those advantages gained through intangible and 

unquantifiable factors – such as customer satisfaction97 garnered through a controlled and 

consistent logistics supply (better achieved internally98) as well as trained staff – exceed those 

forgone savings. Integration, therefore, in spite of high up-front investments in assets – and 

the ongoing costs of training, maintenance and compliance – provides benefits to the firm 

such as increased market share and higher profits, which outweigh measurable price 

investments. Coles’ outbound transport, therefore, does not appear to be structured in a 

manner consistent with the accepted proposition of transaction cost economics (cost 

reduction99) but rather reflects a structure committed to maximising the general consumer’s 

perceived benefit of shopping at its firm, a sentiment echoed in the structure of inbound 

transport. The firm’s apparent dedication to meeting the demands of consumers – 

distinguishing their online brand by the service provided – indicates therefore that the firm’s 
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sourcing decision is not one predicated on cost minimisation, but one aimed towards 

enhancing the value of the firm.  

Coles: Enhancing Value and Problems 

Company and consumer needs correlate in one critical area: an aim to capture or retain the 

highest level of economic value. For companies, this value lies in the profits retained after 

the total costs (both prime and supplementary expenses)100 have been paid, whereas for 

buyers it resides in “consumer surplus”.101 Consumer surplus, often colloquially referred to 

as “value for money”, can be defined as the difference between the price customers are 

willing to pay – their perceived benefit from the product – and the market price (the price 

they actually pay).102 In the case of Coles, the firm’s decision to integrate, it is hypothesised, 

was undertaken in anticipation of capturing increased returns generated by adding value to 

the consumer’s perceived benefit of the good (at a greater rate than the cost of doing so) 

simultaneously maximising the consumer surplus and the firm’s profits. This is achieved by 

investing in value-adding functions, including customer service, which not only improves 

short-term goals, such as the ease by which transactions are fulfilled (i.e., the delivery of 

goods), but also the long-term benefits of improved branding and reputation.103 It is this 

strategic tool employed by Coles – the adding of value – that frames the following analysis.  

Coles’ investment in establishing an ancillary transport operation was made, as with 

most capital investments, in anticipation of distant returns. As such, the firm’s decision to 

integrate can be deemed a long-term investment expected to yield higher economic value 

than that which would be seen by outsourcing. This is a complex undertaking and one 

difficult to successfully measure, for the value added to the firm as a result of the ancillary 

operation is intangible and thus not possible to quantify within the scope of this study. Coles’ 

online department is a component of the retail firm, one used to expand the target market and 

embrace those consumers unable or unwilling to shop in-store.104 However, how does the 

decision to integrate outbound transport requirements impact the brand? Coles online, while 
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distinguished from the supermarket brand by its business name, operates under a single body 

corporate, Coles Supermarkets Australia Pty Ltd.105 The firm, therefore, in achieving long-

term returns is, over the short term, able to subsidise the investment costs of vehicle 

procurement with the profits, or surplus value, generated by another arm of the entity – Coles 

supermarkets. This gives the firm greater purchasing power or strength, for the company as 

a whole is continually retaining all created or added value rather than distributing it externally 

into the hands of third-party transport operators. Outbound road transport’s contribution to 

the firm therefore reflects a strategic integration designed to support and bolster the long-

term sales of the core industry, retail, by increasing the general consumer’s perceived benefit 

of shopping with Coles online, rather than with competitors. 

Hierarchical control plays a significant role in the costs and benefits incurred by an 

organisation. Integration, in the case of Coles, provides the firm with increased control over 

not only the governance of the outbound transport function but also the operational 

performance of staff.106 Integration, however, is more complex then it initially appears. For, 

in order to yield profits, the benefits – some of which are challenging to quantify – must 

outweigh the costs. In exploring these complexities, it is necessary, in the first instance, to 

understand how outbound road transport benefits or adds value to the retail organisation. 

Value goes by many definitions, two of which are of relevance to this study: (1) utility and 

(2) price, with the utility of a good to an individual being measured by the price. While a 

number of goods may be created in-store (e.g. bread in the bakery or some “homebrand” 

products), goods sold by the firm are primarily acquired (bought not made). Coles, as a 

supermarket retailer, therefore generates its revenue principally through value distribution – 

not value creation – whereby a good that has an existing economic value is acquired from 

one place (the supplier) and redistributed or on-sold to consumers for surplus profit. In other 

words, Coles facilitates the value distribution from consumer to the supplier, for a profit. The 

firm is able to do this by adding value to the purchased goods, increasing their utility to 

Coles’ final consumer, prior to or at the point of sale. The online department adds to the 

exchange value of goods by decreasing the toil and trouble required of consumers in 
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procuring their groceries. Through the movement of ordered goods from a place of low 

demand (the store) to a place of high demand (consumer’s home), by way of road transport, 

Coles increases the commodities’ utility (individually or as an entire order) to the general 

online consumer, who places a higher value on the goods in their home then then they do 

those within the retail store. According to Martin Lord, the integration of outbound transport 

services is “succeeding in giving customers who do not want to or don’t have the time to 

shop … to have that service done for them”.107 Satisfying consumers’ joint demand in this 

way – uniting retail grocery purchases with home delivery – works to increase the firm’s 

market share (by expanding the consumer base to include those looking for convenience), 

for, without the delivery service, this consumer want remains unfulfilled. Further, retaining 

direct control over the service better positions Coles to ensure orders are delivered to the 

“right place, at the right time”108 by drivers who are amenable, helpful and knowledgeable 

about the firm and its products, traits that positively influence the delivery experience. 

Outsourcing this critical competency may degrade the service provided, which may impact 

the online department’s reputation and subsequent competitive advantage.109 As Martin Lord 

states, “Coles was primarily motivated [to integrate] by a desire to provide improved 

customer service to its online customers.”110  

The economic value of a brand can impact the financial future of a firm. What is 

brand value but a by-product of reputation – the consistent and continuous delivery of a 

reliable, trustworthy and reflective service?111 Creating a positive brand perception – one 

dedicated to consistently optimising customer satisfaction through professional and 

responsive behaviours – can influence the value of the firm by gaining and maintaining the 

patronage of consumers.112 Within Coles, its brand, its reputation, are key elements 

distinguishing its service from competitors. Coles’ online store sells products similar to that 

of their main competition, Woolworths, for similar prices, at similar locations, at similar 
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times. Unlike Woolworths’, however, Coles has strategically structured its home-delivery 

offering as an ancillary operation – one enabling enhanced control over both resources and 

labour, better positioning the firm to meet quality-assurance benchmarks such as delivering 

“the right product … at the right place, at the right time”.113 David (an existing CSA) states: 

“In this role, you need three things – a smile, great attention to detail, and the ability to keep 

a schedule. We need to meet our customers’ expectations and make sure we get their 

groceries to them on time!”114 The ability to provide consumers with what they want, when 

they want it (the importance of time and place) cannot be overstated in the function of 

outbound logistics, for it is this linkage between consumer demands and the firm’s amenable 

supply that differentiate Coles from its competitors. The risk of service degradation in this 

case – a by-product of outsourcing115 – outweighed the costs of integration. Although this 

renders Coles unable to sell its service for the “cheapest possible price” – for investment is 

required in procuring and maintaining internally managed assets – it appears that this 

governance structure is a strategic tool aimed at increasing the value added to the service 

(and subsequently the firm). In essence, Coles is optimising the surplus value received by the 

firm and consumers alike. 

Coles home deliveries hinge on labour. The degree of value added to the firm by this 

labour is, however, difficult to quantify. It is therefore necessary to understand how Coles 

measures the success of its integrated logistics function. In other words, how does employing 

labour yield results more aligned with company promises and customer needs than that which 

could be achieved by outsourcing?116 Since the reversion to internally employed drivers 

within the online department, orders are delivered on-time 99.7 per cent of the time,117 

According to Martin Lord, Head of Operations for Coles Online, Coles has seen “an 

increasing number of compliments about the service provided by customer service agents in 

comparison to what Woolworths are providing because … a Coles employee in 96 per cent 

of those circumstances providing delivery is a very different offer to what our main 
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competitor is providing where it is not a Woolworths employee”.118 Coles employees thus 

contribute to improving the perceived benefit of shopping at their place of work by 

proactively improving consumer interactions, enticing sales or enriching social perceptions 

via avenues of service quality and optimising customer satisfaction.119 Further, employees 

dedicated to a specific job – such as Coles drivers – achieve a level of skill and dexterity over 

time (unrivalled in non-dedicated staff), increasing the efficiency by which they are able to 

meet task objectives.120 Had Coles outsourced, objectively they would not only lose these 

operational advantages but also sacrifice benefits such as service reliability and service 

enhancement.121 Coles integration therefore tactically increases the consumer’s satisfaction 

derived through delivery, simultaneously adding value to the firm and strengthening its 

competitive advantage. 

In summary, the structure of the supply chain has critical implications for competitive 

advantage. Strategically, Coles’ integrated outbound logistics function differentiates the firm 

from competitors through the amendable and efficient service provided by dedicated staff. 

This function, therefore, supporting the core industry of retail, was derived not only to meet 

the needs of those online consumers demanding the movement of goods from store to home 

but also to improve the firm’s market share and secure long-term profits. Although it is not 

possible to quantify the benefits of intangible elements – such as “value” or “perceived 

benefit”, which positively influence consumer demand122 – it can be acknowledged that the 

firm is able to leverage the “value-added” advantages of a properly executed service to 

bolster its competitive advantage, resulting (theoretically) in elevated consumer satisfaction 

and greater market share (new customers), thus greater profits than would otherwise be 

seen.123 While this strategy requires heavy upfront investment in assets and resources and the 

ongoing maintenance thereof, the decision to integrate reaps both short and long-term 

benefits, culminating in elevated levels of customer acquisition and retention.124 Outbound 

                                                 

118 Ibid., PN4975. 
119 Randall P. Bandura, "The Value of Employees Who Go the Extra Mile: … and How to Encourage Such Voluntary, 
Helpful Behavior."; Bill Merrilees, Dale Miller, and Raisa Yakimova, "The Role of Staff Engagement in Facilitating Staff-
Led Value Co-Creation," Journal of Service Management 28, no. 2 (2017): 250-53. 
120 Smith, The Wealth of Nations, Ch.1. 
121 Sanders et al., "A Multidimensional Framework for Understanding Outsourcing Arrangements," 3. 
122 Bar-Gill and Oxford University, Seduction by Contract: Law, Economics, and Psychology in Consumer Markets, 9-10. 
123 Bowman and Ambrosini, "Firm Value Creation and Levels of Strategy," 361.; Sanders et al., "A Multidimensional 
Framework for Understanding Outsourcing Arrangements," 10-11. 
124 Keiningham et al., "The Value of Different Customer Satisfaction and Loyalty Metrics in Predicting Customer Retention, 
Recommendation, and Share-of-Wallet," 362. 



148 
 

deliveries, in this case, cannot be viewed in isolation, for their contribution is to the advantage 

of Coles as a brand. Economically, the supply chain may benefit from outsourcing the 

outbound logistics function due to the economies of scale and increased flexibility 

characteristic of specialist operators.125 Fragmenting the vertical chain in the case of Coles’ 

online deliveries, however, places at risk a core competency – a critical element of corporate 

distinction – that offsets any potential benefits. Coles’ sourcing decision, therefore, is not 

founded on the premise of providing a low-cost service. Rather, the firm was strategically 

structured in the manner that yields the greatest surplus value, one dedicated to maximising 

the consumer’s perceived benefit of shopping with Coles – enhancing value – at a 

competitive price. 

Discussion 

In what way has the analysis of Coles’ online governance structure contributed to 

understanding the sourcing decision? Perhaps the most apparent observation is the distinction 

between the firm’s handling of inbound and outbound logistics – and their respective 

contribution to value. Lying at the centre of the supply chain, logistics is broken into two 

categorically different parts: those that move goods into the retail outlet and those that move 

goods outward to customers. The greatest distinction, however, is not the directional 

movement but who, in fact, is the receiver of the goods: the firm or the customer. These 

differences contribute significantly to the firm’s governance structure and, subsequently, its 

derived competitive advantage. Customers using Coles’ online delivery service do not simply 

require groceries (for this could be achieved by attending in-store). They also require the 

movement of goods from the outlet to their home (or similar location). Retail grocery sales 

and the derived demand for the services of home delivery are, therefore, united in Coles’ 

outbound delivery offering – a service existing indisputably for the purpose of satisfying the 

consumer’s demand for convenience. It is logical to conclude, in this case, that, without a 

home delivery “product”, the customer’s direct need for groceries may not be filled through 

Coles. Hence, outbound transport, unlike inbound, has a direct connection with consumers, 

one that has the ability to positively (or negatively) influence their perceived benefit of 

shopping with Coles. This contributes not only to the likelihood of repeat purchases but also 
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the acquisition of new customers.126 Inbound logistics, conversely, has no contact with and 

little direct impact on the end consumer outside the “supply price”. This is because any 

delivery delay can be offset by in-store inventory stock levels and alternative purchasing 

options. Inbound and outbound transport thus contribute in different ways to the creation of 

competitive advantage. The decision to integrate or outsource – make or buy – in this case, 

came down to a decision as to which sourcing option worked to optimise consumer surplus 

(the difference between the price consumers are willing to pay and actually do pay).127 It is 

logistics’ contribution to the end consumers perceived benefit of shopping with the firm128 – 

the derived competitive advantage – that primarily informs Coles’ decision to integrate its 

logistics needs. 

The second key observation that can be drawn from this case is that there exists no 

identifiable correlation between Coles’ sourcing decision and union avoidance or labour cost 

reductions. Integration of the firm’s outbound transport needs has, in fact, substantially 

increased union interest and subsequent intervention in the firm’s employment relations. 

Utilising an internal workforce has also had fundamental implications for the management 

and governance of online delivery drivers who, as a result of integration, are demarcated as 

retail employees (thus their employment is underpinned by the Retail Award). The TWU, in 

believing this classification misrepresents the operational duties of Coles drivers, initiated 

numerous attempts to align the conditions of these “retail drivers” with that of “transport 

drivers” (e.g. WHS and fatigue management),129 petitioning various industrial tribunals and 

appeal courts to legally sanction a change in the designation of drivers from retail to road 

transport. While these demarcation demands eventually proved unsuccessful, the process of 

defending its position saw Coles engaged in negotiations, court cases and commission 

hearings spanning many years,130 burdens and costs that could have been alleviated by 
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outsourcing. Employment costs, in this case, were further exacerbated by the firm’s decision 

to pay drivers under an enterprise agreement – one whereby the drivers’ base rate of pay was 

not only substantially higher than that stated in the Retail Award but, in fact, exceeded the 

wages of transport drivers engaged under the road transport award.131 While this is a positive 

outcome for employees (in terms of base wages, not necessarily total wages), for the firm 

itself this decision substantially increased employment costs. As a result, not only does Coles 

incur increased hard costs associated with high base wages, such as payroll tax and 

superannuation, but also increased soft costs (often immeasurable) related to (where relevant) 

soldiering, absenteeism or presenteeism. In this case, it is evident that Coles’ outbound 

logistics function incurs higher labour costs and union interference as a result of integration. 

It is thus logical to conclude that employment-related cost reductions were not central to the 

sourcing decision. 

Although union avoidance and labour cost reductions do not sufficiently explain 

Coles’ sourcing structure, the decision cannot, on this account, fall to transaction cost 

economics for explication. Transaction cost economics is concerned with which governance 

structure yields more efficient coordination between those inherent elements of a 

transaction,132 namely, whether the outward movement of goods incurs lower costs through 

integrated structures or outsourced operations. However, within this framework, the value-

adding potential of organisational structuring can inadvertently be overlooked. Added value, 

as characterised within this thesis, encompasses those elements that positively contribute to 

either competitive advantage or to the perceived benefit or utility that consumers associate 

with the purchased goods and/or services. It is these non-cost or intangible factors that 

improve the pecuniary outcome for the firm over a specific period of time (i.e., short or long 

term). For without consumer demand for its product, from its firm, at its price – rather than 

their competitors – the financial future of a firm is dubious. Although effective management 

is required to maintain competitive pricing (for the good must retain “consumer value”) 
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minimising the internal coordination costs of a service by outsourcing, for example, may 

degrade the service quality provided.133 This, in turn, in the case of Coles, is seen to 

negatively impact the consumer’s perceived benefit and thus their desire to repeat purchase 

or refer friends – each of which has undefined consequences on the firm’s financial 

performance. While short-term costs may be reduced by supplying the service via outsourced 

channels (circumventing procurement costs of vehicles or the ongoing cost of compliance), 

the long-term consequences associated with degradation of service may offset those initial 

savings and more. Integration, in the case of Coles, provides greater control over the 

operational performance of the outbound delivery function, which, in turn, allows the firm to 

utilise this value-added service as a form of competitive advantage and optimise long-term 

surplus value. This enhanced value subsequently outweighs the benefits of fixed-fee 

outsourcing arrangements. It can thus be concluded that transaction cost reduction is not 

central to the firm’s sourcing decision. 

The central factor underpinning Coles’ sourcing decision, when analysed and 

understood, is almost self-evident. Integration yields significant employment and transaction 

cost consequences that could be avoided through market firm utilisation. Therefore it 

logically follows that there must be some overarching benefit to be had by the firm in 

retaining this governance structure. For Coles, this overarching benefit is value enhancement. 

Ceteris paribus, increasing the consumer’s perceived benefit of Coles’ goods increases the 

exchange price customers are willing to pay in exchange for the order. Although cost 

reduction seen through circumvention of direct employment or outsourcing – an alternative 

business strategy – is time-tested, this tactic is often attributed to short-term results and 

explicit job requirements.134 By contrast, Coles’ decision to integrate outbound logistics 

appears to have been directed towards both short-term objectives (i.e., consumer satisfaction) 

and, more importantly, the long-term benefits of customer retention and referrals garnered 

through the firm’s reputation for consistent and reliable service.135 Coles’ decision to 

integrate outbound road transport functions are, thus, not explicable within the frameworks 
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of employment relations or transaction cost economics. Rather, it is the third option, one 

weighing the costs and benefits of both options, that best explains the sourcing decision, the 

one that ultimately provides the greatest added value to the firm. 
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Chapter Seven: Woolworths – Case Study Three 

The previous chapter considered how Coles has responded to the challenges of online 

shopping. This chapter explores the complexities encountered by Coles’ principal 

competitor, Woolworths, in meeting the consumer’s “joint demand”. Retailers, particularly 

nationwide suppliers such as Coles and Woolworths, in their quest to satisfy the consumer’s 

joint demand for goods and their delivery, have evolved to incorporate an outbound transport 

function within their large-scale supermarket chains, for, according to Woolworths Food 

Group Managing Director, Brad Banducci “the customer [is] at the start of everything we 

do”.1 Since opening the doors of its first store in 1924,2 Woolworths has established itself as 

a reputable supermarket retailer providing quality products at value prices. Traditionally a 

“bricks-and-mortar” organisation, selling goods direct to consumers across 995 outlets 

nationwide, Woolworths branched out into the online shopping platform with its Homeshop 

Internet Service in 1998 (later Woolworths Online).3 In order to serve those consumers who 

are time-poor and prefer to have groceries delivered, Woolworths aimed to utilise their online 

department as a “complementary revenue stream” to their core business of supermarket 

retailing.4 Rather than integrate a home-delivery service, Woolworths opted to purchase the 

delivery vans used in the transport service, yet outsource the labour requirements to a third-

party provider – Linfox, a company that, in turn, subcontracts selected deliveries to other 

transport providers. This hybrid solution differs markedly from that which prevails at both 

Polyworx and Coles, where the principal operating entity retains full control of its outbound 

ancillary transport operations.  

While Woolworths’ solution may seem like a relatively straightforward transaction, 

the structure is underpinned by a web of complexities. Contracted arrangements see 

Woolworths remain responsible for the costs of all servicing and maintenance, while Linfox, 
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as the primary contract holder, must ensure the ongoing safety of the vehicles, requiring both 

their employees and subcontractors alike to arrange and attend or perform scheduled checks 

and services when required.5 Further, in order to avoid legal charges of accessorial liability 

resulting from the underpayment of contractor or subcontractor staff, Woolworths must 

ensure its service fee payments are high enough to “reasonably … cover the entitlements”6 

of Linfox’s employees and sufficient enough to ensure adequate payment of subcontracted 

operators. Fulfilling this duty of care requires the inclusion of appropriate clauses within 

contracts, which adds to the complexity and thus costs of contract negotiation and 

enforcement.7 This sourcing structure places Linfox and its subcontractors in a position of 

power – the ones in control of and responsible for the safe and compliant movement of goods 

directly to Woolworths customers – the ones whose action (or inaction) will reflect directly 

on the contracting firm, Woolworths.8 

Why has Woolworths continued to maintain this outsourcing arrangement given the 

complexities? What value does Woolworths generate through this governance structure? 

Further, how is this value weighed against the transaction costs incurred by this sourcing 

decision? An analysis of Woolworths’ outbound transport function within the framework of 

employment relations indicates that, in contrast to the existing literature, union avoidance 

and labour cost reduction are not at the forefront of the firm’s sourcing decision. While it is 

reasonable to suggest that, by outsourcing transport labour, Woolworths is able to avoid the 

ongoing complications and legal issues faced by its integrated counterparts, its decision to 

engage a unionised third-party operator – Linfox9 – maintains an “indirect” form of union 

involvement. Had Woolworths’ aimed to circumvent union intervention, all things being 

equal, sourcing contracted services from a non-unionised firm, one that retains full 

managerial control over business initiatives, would better achieve this goal. On analysis of 

this case from the perspective of transaction cost economics, it is also difficult to see a direct 

correlation between transaction cost economics and outsourcing. While Woolworths does, in 
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fact, have a strong focus on economic improvements, specifically “margin expansion and 

cost reduction”,10 the expansion of profit margins is not solely reliant on cost reduction. In 

order to optimise the profit derived through an exchange (e.g. of grocery items for money) 

ceteris paribus, the ability to increase the monetary amount consumers are willing to pay for 

the good, at a greater rate than which it costs to do so, similarly increases the profits generated 

through the sale. While costs, therefore, are a vital factor in the sourcing decision – and 

competitive advantage – they must be balanced again the value they add. For simply reducing 

costs, transaction or otherwise, can adversely affect brand quality.  

If we seek an explanation that will account for all the facts evident in the Woolworths 

online delivery solution, it is apparent that neither employment relations nor transaction cost 

economics provide satisfactory explanations. Rather, in analysing these components 

together, we are again brought to a third proposition to explain the outsourcing decision – 

maximising value. Approaching the sourcing decision from that of a value-adding objective, 

rather than union avoidance or cost minimisation, better explains Woolworths’ outsourcing 

structure. Outsourcing the labour requirements of online deliveries to Linfox, a reputable 

logistics provider, generates cross-functional benefits for Woolworths. In addition to 

leveraging the benefits provided by economies of scale generated by the specialist operator, 

outsourcing eliminates the indeterminate costs associated with maintaining an internal 

workforce. Circumventing employment relations in this manner not only improves a firm’s 

responsiveness to changing market conditions and avoids dealing with an overly complex 

regulatory system (including issues related to demarcation of staff; i.e., retail or road 

transport workers), it also enables the organisation to leverage “fixed-fee” or “fee-for-service 

arrangements. Woolworths is able distribute the known fixed delivery fees across the 

available delivery timeslots and structure the on-charged delivery fees to consumers in a 

manner that encourages higher spending in-store.11 For example, consumers spending a small 

amount (up to $99.99) on online goods incur a $15 delivery fee; however, Woolworths’ 
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staged delivery discount sees those online consumers spending over $300 get “free” 

delivery.12 

Although costs, in part, are a central element of Woolworths’ strategic objective, in 

this case, they are secondary to the value added by the firm’s outbound transport 

arrangement. The case of Woolworths illustrates that outsourcing labour requirements, yet 

maintaining ownership of supporting assets, can provide greater value to the firm (and thus 

higher revenue) than would be seen through integration. It is evident, therefore, that there is 

no single factor that explains an organisation’s decision to outsource. Rather, in analysing 

these factors together it becomes apparent that sourcing decisions are made by strategically 

balancing the costs and benefits of each alternative so as to determine which sourcing 

outcome yields the greatest economic value for the company, a value derived through 

meeting the consumer’s “joint demand” (perceived as a single “product”) for retail goods and 

their delivery.  

Woolworths: Employment Relations Strategies and Problems 

From the inception of the Woolworths online department, outbound transport has been 

central to the firm’s ability to deliver goods. This innovation, however, created a fundamental 

reorganisation of the way in which Woolworths managed its workforce. Significantly, this 

reorganisation produced a bifurcation of the workforce. All staff, performing duties primarily 

on-site (pickers, packers, etc.) are engaged internally as employees of the firm. However, 

those moving off-site – most notably “drivers” – are engaged externally through outsourced 

operators. To some extent, this arrangement can be seen as a tool for circumventing the direct 

employment of drivers. As such, it can also be seen as a strategy for avoiding entanglement 

with the Transport Workers Union (TWU), a union with a high level of interest in 

representing drivers employed by Woolworths’ main competitor, Coles. The input of unions 

within workplaces is often opposed by employers, particularly those actions that aim to 

minimise managerial control and direction over work practices or the terms and conditions 

of employment.13 This type of intervention, from the perspective of employers, typically 

increases the hard costs associated with employment, including higher wages, decreased 

                                                 

12 "Affordable Delivery Pricing". 
13 Peetz, "Decollectivist Strategies in Oceania," 1-3.; Bray et al., Employment Relations: Theory and Practice, 182-84. 
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operational flexibility and disrupted work practices.14 Outsourcing is one tactic attributed to 

decollectivisation of union activity, minimising the strength and capacity for unions to 

intervene in workplace activities.15 In the case of Woolworths, however, we need to ask: were 

anti-union measures the primary motive for outsourcing delivery labour? To answer this, this 

study first analyses the department’s operational objectives to establish if the company was 

structured to avoid or minimise union intervention or reduce labour costs. Alternatively, does 

the firm have broader, self-serving goals? This research, accordingly, does not delve too 

deeply into the issue of management’s overarching objective for the Woolworths Group. 

Rather, the focus of this analysis is on understanding the influence employment relations had 

on Woolworths’ decision to outsource the outbound road transport requirements of their 

online department, to determine if union avoidance or labour cost minimisation was the 

primary objective. 

If engaging labour through third-party logistics suppliers reduces the number of 

Woolworths’s unionised staff, it does little to circumvent the use of unionised labour. The 

composition of Woolworths’ online department, for example, sees “retail workers” engaged 

in in-store preparation and packaging of goods subject to direct union representation and 

regulation. Even where such individuals are not members of the Shop, Distributive and Allied 

Employees Association (SDA) they nevertheless directly benefit from this union’s 

intervention through the negotiation of enterprise agreements. As an already unionised firm, 

therefore, had Woolworths integrated the home-delivery service, the extent to which the 

potential involvement of the TWU – representing a small number of “drivers” in a single 

department – would have influenced the decision to outsource labour appears, at first glance, 

inconsequential. Vertical integration, however, in this situation – namely, the demarcation of 

drivers as retail workers, covered by the Retail and Associated Industries Award (2010) – 

brings with it a range of complexities. As noted in the previous chapter, this solution places 

two unions into competition – the SDA and TWU – for representation rights over these staff 

members.16 While drivers internally employed by Woolworths are  legally classified as retail 

workers17 (customarily represented by the SDA), the duties performed by “drivers” centre 

                                                 

14 Freeman and Medoff, What Do Unions Do?, 3.; Bray et al., Employment Relations: Theory and Practice, 183. 
15 Peetz, "Decollectivist Strategies in Oceania." 
16 Perry, "Outsourcing and Union Power," 529. 
17 "1051430-1 Transcript (B2014/1361) Transport Workers' Union of Australia V Coles Supermarkets Australia Pty Ltd." 
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around road transport (driving on public roads), a fact that causes the TWU to believe they 

are the appropriate representatives, in spite of Fair Work Commission (FWC) rulings to the 

contrary.18 Outsourcing, therefore, facilitates avoidance of the TWU’s direct interference 

with Woolworths’ operation. With outsourcing, all employment relating to “drivers” 

becomes the responsibility of their direct employer, namely Linfox or the firm to which 

Linfox has subcontracted the work. Despite the diminished role of the SDA produced by this 

arrangement – which sees the outsourcing of drivers to an industry represented by the TWU 

– Woolworths’ decision to engage a unionised firm (Linfox) to perform these duties sees 

Woolworths maintain the use of union workers, irrespective of corporate structure. Although 

this sourcing decision can be seen as evidence of a desire to minimise the firm’s direct 

dealings with unions, most particularly those representing a small portion of total workers 

(i.e., transport workers and the TWU), it does not represent a “worst-case outsourcing 

scenario” for unions,19 whereby work from a unionised workplace is transferred to a non-

union one. Accordingly, the evidence supports the notion that Woolworths’ primary 

objective in outsourcing labour was not predicated on union avoidance. 

The benefits of outsourcing have long been attributed to the cost reductions produced 

by engaging labour through providers offering “less generous wage and benefit packages”.20 

Under these circumstances, it is easy to see why union avoidance is attractive to employers. 

However, these “benefits” of union avoidance are only realised under two conditions: first, 

if the firm chooses to engage a lower paying contractor and, second, if a unionised firm 

outsources to a non-unionised firm. In the case of Woolworths, neither condition is met.  

Why has Woolworths opted to engage the unionised firm, Linfox, to oversee its 

outbound transport requirements, when cheaper and equally suitable non-unionised 

alternatives are available? By contracting services to a unionised workplace (Linfox) 

Woolworths benefits from the knowledge and security of union participation, effectively 

protecting the interests of employees, ensuring remuneration arrangements meet (or exceed) 

minimum requirements. This labour protection is particularly important in cases where a 

contractor’s underpayment of their labour, negatively reflects on the contractee’s reputation 

                                                 

18 Pfund, "Transport Workers Union - North Queensland Organiser (Twu)."; "1051430-1 Transcript (B2014/1361) Transport 
Workers' Union of Australia V Coles Supermarkets Australia Pty Ltd." 
19 Perry, "Outsourcing and Union Power," 531. 
20 Abraham and Taylor, "Firms' Use of Outside Contractors: Theory and Evidence," 396.  
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in the eyes of society or legally in the realm of “accessorial liability” – an issue Woolworths 

is familiar with. Following the FWC’s inquiry into the firm’s contracted cleaning 

arrangements in 2014 (an inquiry that found Woolworths to be “accessories” to their 

contractors’ or subcontractors’ underpayment of staff) Woolworths was required to enter into 

a “Proactive Compliance Deed” with the Fair Work Ombudsman (FWO) in 2018.21 This deed 

not only required the firm to assume ultimate liability for rectifying noncompliant payments 

(made by contractors and subcontractors) and amend its internal policies and procedures, it 

also required the firm to regularly report to the FWO – all adding to the hard cost of doing 

business. Perhaps incidentally, while investigations were underway, in 2016 Woolworths 

recorded the largest decline of any large Australian corporation in “overall reputation” for 

the year, measured on the Corporate Reputation Index of Australian Market Research 

(AMR), dropping from number 17 in 2015 to 40 in 2016.22 Woolworths’ use of a specialist 

transport organisation, employing staff under the terms of an enterprise agreement 

(negotiated with union/s), protects Woolworths from future claims of this nature in the 

delivery domain. For, in this case, Linfox’s enterprise bargaining agreement (EBA) takes 

steps towards negating worker exploitation throughout their supply chain. Clauses within the 

agreement stipulate Linfox’s duty of care to ensure that labour engaged by any agencies or 

labour-hire companies subcontracting to the company receive the same workplace conditions 

and rates of monetary remuneration obtained by Linfox’s own employees, clauses that protect 

both Linfox and Woolworths alike from being accessories to worker exploitation. Similarly, 

where work is subcontracted to non-employee drivers (such as owner-drivers), Linfox is 

required to undertake regular and systematic rate reviews.23 This requirement to not undercut 

wage rates is clearly indicated in Clause 78.8 in the Linfox and TWU Online Agreement 

2016 states: 

                                                 

21 Fair Work Ombudsman (FWO), "Proactive Compliance Deed: Cleaning Services between the Australian Government, 
Fair Work Ombudsman and the Commonwealth of Australia (as Represented by the Offfice of the Fair Work Ombudsman) 
and Woolworths Group Limited," (2018). "Accessorial Liability – the Involvement of Others in a Breach"; "Working as a 
Personal Shopper at Woolworths Limited: Employee Reviews," Indeed.com. 
22 (FWO), "Proactive Compliance Deed: Cleaning Services between the Australian Government, Fair Work Ombudsman 
and the Commonwealth of Australia (as Represented by the Offfice of the Fair Work Ombudsman) and Woolworths Group 
Limited." "Accessorial Liability – the Involvement of Others in a Breach"; "Working as a Personal Shopper at Woolworths 
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23 "Linfox and Twu Online Agreement 2016," Fair Work Act 2009 (Melbourne: Fair Work Commission (FWC), 2017), 42-
43.page 42-43. 
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The parties agree to put in place arrangements to ensure Outside 
Hire are meeting their legal obligations in providing safe systems of work 

and appropriate remuneration for their Employees.24 

The assurance of appropriate remuneration to subcontractors, or “Outside Hire”, 

engaged by Linfox, is also indicated in Clause 78.7 of the Linfox and TWU Online 

Agreement, which states:  

Linfox shall include in all existing and any new contracts issued 
to Owner Drivers, a rise and fall clause to ensure appropriate 

mechanisms are in place for rate reviews.25  

Similarly, Clauses 78.9 (a) and (c) state that all “Outside Hire engaged by Linfox 

shall be required to complete an audit form” within four months of commencement and 

hereafter “annually”.26 Through such arrangements, Woolworths is protected from any 

breaches of general protections related to contractor or subcontractor arrangements. With 

Linfox taking on the responsibility of ensuring all contracted labour complies with 

employment regulations on an ongoing basis, Woolworths can clearly show that it has 

“taken” the “effective steps” that the Fair Work Act requires in relation to “accessorial 

liability”, which requires that companies do not “deliberately or inadvertently outsource non-

compliance behaviours”.27 Woolworths’ decision to engage a unionised transport company, 

therefore, provides assurance that labour utilised for the task (whether it be through 

contracted or subcontracted arrangements) are appropriately compensated. This union 

involvement, however, also undoubtedly increases the costs incurred by Woolworths in 

maintaining a labour supply when compared with possible non-union alternatives. As the 

client of Linfox, and indirectly a client for the subcontractors performing home deliveries, 

Woolworths must compensate Linfox at a predetermined rate that is not only sufficient to 

cover the firm’s “supply costs” but also sufficient to generate a profit or “quasi-rent” for 

Linfox and its subcontractors alike. Woolworths’ departmental structure – outsourcing its 

outbound transport labour requirements to a highly unionised logistics organisation – 

therefore strongly contradicts the proposition that union avoidance or labour cost reductions 

are key factors in the decision to outsource. Had Woolworths’ decision to outsource been 
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26 Ibid. 
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founded on either of these factors, the firm, all things being equal, would have implemented 

a sourcing strategy that precluded union involvement and/or that reduced labour costs, neither 

of which have occurred through the current contracted arrangement.   

Although the publicly available enterprise agreement between Linfox and the TWU 

strongly suggests that cost reductions are not Woolworths’ prime motive in outsourcing 

labour, it is also possible that outsourcing incurs costs that would have been avoided if the 

work was performed internally. Is this, in fact, the case? It is difficult to answer this question 

with any degree of certainty without access to contracts governing the transport arrangement. 

However, for the purpose of this discussion, those costs incurred by Woolworths as a result 

of its decision to outsource labour (rather than employ) will be identified. In addition to 

contracted fees paid to Linfox in exchange for undertaking Woolworths’ delivery work, the 

outsourcing decision occasions several “hidden costs”, the most significant of which is 

monitoring costs. The regular and systematic monitoring of the supplier’s performance, as 

well as the level of customer satisfaction derived as a result, are vital to ensuring the long-

term success of the distribution process.28 While this management of specialist operators 

replaces the monitoring of internal staff, the costs incurred – in part, in the wages of 

managers, the time and resources required in maintaining oversight29 – are “significantly” 

more expensive for those organisations using the market, as is the case with Woolworths, 

because it is more difficult (and thus more expensive) to monitor and measure the efficiency 

of external labour.30 Such costs stem primarily from interfirm coordination. Not only does 

management of market labour incur “transfer costs” (the cost of transferring information 

from the firm to the outsourced operator), but organisations typically see a less immediate 

response to the information (e.g. a higher response time to changes).31 Communication costs 

are also exacerbated by outsourcing. For not only does Woolworths’ online department have 

to communicate internally to ensure the customer order is prepared and associated inventory 

stocks exist (i.e., picking and packing32 are synchronised), it is also necessary to 

                                                 

28 Qing Lu, Fanwen Meng, and Mark Goh, "Choice of Supply Chain Governance: Self-Managing or Outsourcing?," 
International Journal of Production Economics 154 (2014): 33.; Maltz and Ellram, "Total Cost of Relationship: An 
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communicate externally with the third-party operator to ensure that the customer receives 

their goods when and where desired. This adds a layer of complexity to the delivery function 

that does not exist within integrated firms. While the monetary value of these costs is 

unknown, they can hardly be insignificant. Problems of communication across firm 

boundaries, which could have been avoided through vertical integration, also imperil the 

effectiveness of timely online service and delivery. Such complexities highlight the fact that 

the outsourcing of labour is not a simple process whereby Woolworths is able to delegate the 

function “to an external provider who, in turn, owns, administers and manages the selected 

process(es)”.33 For outsourcing adds to the transactions in the supply chain as goods travel 

from suppliers to Woolworths, and then outwards through Linfox – or often a Linfox 

subcontractor – before finally reaching the Woolworths customer. Each of these processes 

requires not only constant monitoring but also communication between workers and 

managers across firm boundaries. In short, the Woolworths governance structure, using third-

party providers of labour, requires a number of oversight controls that would be negated or 

minimised through an integrated arrangement. Using the market, in this case, requires 

increased administrative and oversight costs in managing the fragmented supply chain, 

further supporting the proposition that Woolworths’ decision to outsource was not 

underpinned by the drive to minimise costs.  

Inevitably, engaging labour through contractual or subcontractual arrangements 

creates a degree of separation between those fulfilling the tasks (drivers) and those requiring 

their completion (Woolworths). However, if the contractor, Linfox, subcontracts elements of 

the job to another firm (a local carrier), which may then subcontract again, as is the case with 

Woolworths logistics in north Queensland,34 the relationship becomes increasingly complex. 

While agreements may stipulate accepted behaviours for driver representatives, how does 

Woolworths remain confident that the subcontractors, or other outside hire engaged by 

Linfox, are actually upholding compliant employment relations practices? This is more 

challenging than it may initially appear. Drivers working “for” Woolworths, engaged through 

subcontractors of Linfox,35 have no direct employment relationship with either Linfox or 
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Woolworths.36 This is a critical differentiation for subcontractors. Unlike Linfox or 

Woolworths staff, these subcontracted drivers have no single place to commence work in the 

mornings, no place to stop work at the end of a shift and no common place to store vehicles 

overnight. Rather, a subcontractor’s workplace is “on the road”. Leaving their homes to start 

work requires a trip to any store within a 25-kilometre radius of the allocated “home store”.37 

Only on taking possession of the vehicle, does the “Woolworths shift” begin, at which point 

the driver, alone, loads their vehicle and delivers customer orders.38 These conditions, 

according to the TWU, can breed hostility and a sense of unfairness, feelings that not only 

impact the immediate employer but Woolworths customers (the ultimate consumer in this 

supply chain).39  

Training on policies, procedures and systems, while well intentioned, are not always 

upheld by drivers, who, working alone in the field, have no direct form of oversight. 

Woolworths, therefore, with Linfox’s assistance, has implemented a number of steps to 

promote required performance attributes within all drivers performing Woolworths work. 

First, Woolworths operates a “secret-shopper” system whereby, on occasion, orders will be 

delivered to a person hired by Woolworths to evaluate the appearance, performance and 

amenability of the driver.40 Second, each driver is expected to meet a number of key 

performance indicators (KPIs). Measured electronically through drivers “hand-held 

companions” (HHCs) and “personal digital assistants” (PDAs), drivers are expected to reach 

benchmarks relating to on-time delivery, on-time departure and proof of delivery with 95 per 

cent to 99 per cent accuracy.41 While the decision to outsource may reduce or stabilise 

delivery costs, the decision, in this case, has increased the labour hours required by internal 

staff to negotiate with Linfox a mutually agreeable means to manage the “soft skills” of 

drivers and their adherence to company standards. Although integration of the outbound 

transport function – a solution that allows direct relationships with the end consumers – does 

not circumvent the need for this oversight, it negates the need to negotiate governance 
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measures with the contracted operator. It also minimises the need to implement a range of 

operational control measures (i.e., those catering for subcontractors), as drivers engaged 

directly are not subject to the uncertainties present within the subcontractor’s daily work life. 

It can, therefore, be concluded that the decision to outsource has increased the necessity of 

monitoring these human skills and their related costs, costs that would be reduced through 

integration.  

Woolworths’ decision to outsource road transport requirements exemplifies how a 

governance structure impacts a firm’s interaction with labour. Monetary recompense is 

legally the only way to purchase labour. Often this form of exchange is discussed in terms of 

wages, tax and possibly superannuation. How much staff earn per year, per month or per 

week is typically associated with an implied belief that this is how much the employer pays 

for the labour. While one may consider the existence of superfluous costs associated with 

maintaining staff, how many stop to truly consider the full costs of employing a labour force? 

The total costs of direct staff not only include those associated with employment (such as 

wages) but extend to cover other internal costs42 such as classification, entitlements and 

allowances. While the costs and complexities associated with maintaining an internal 

workforce are avoided through outsourcing arrangements, these costs must be accounted for 

in the contracting fees. However, insofar as labour is involved, for the purposes of 

comparison, it cannot be assumed that the remuneration of Woolworths and Linfox drivers 

is equal. Typically, when labour is outsourced, these expenses incurred by the employing 

firm remain relatively similar, if not the same, as they are underpinned by the same modern 

award, regardless of whether staff are integrated or outsourced. However, in this case – 

wherein the contractee, Woolworths, is engaged in retail work, whereas the contractor, 

Linfox, participates in the road transport industry – the labour costs incurred by the company 

employing those drivers, vary significantly under two separate industry awards. While drivers 

engaged by Linfox perform the same on-road duties as would be conducted as an integrated 

firm (i.e., both collect goods from the back of stores and deliver items to the customer’s 

location of choice), the award coverage differs in accordance with the employing company’s 

primary occupation and the “breadth of work contemplated” in the course of the drivers’ 

                                                 

42 Hinkin and Tracey, "The Cost of Turnover," 20-21. 



165 
 

duties.43 Drivers engaged by contractors or subcontractors, specialising in road transport, 

performing Woolworths’ home deliveries, have their employment underpinned by the Road 

Transport and Distribution Award 2010. While this may not appear consequential, modern-

award coverage has significant implications as to the total wage paid – for example, 

allowances and penalty rate entitlements.44 In comparison with the General Retail Industry 

Award 2010 (the award underpinning retail drivers – or those drivers employed by a retail 

firm), drivers classified by the Road Transport and Distribution Award 2010 (referred to 

hereafter as the Road Transport Award) are entitled to a range of overtime provisions, 

calculated daily and related to specified rest periods (or a lack thereof) required between on-

duty hours. This emphasis on stipulated rest breaks is also found in the Road Transport 

Award’s transport-specific WHS regulations, provisions that also include stipulations in 

regard to fatigue management.45 Further differences are found in the various staff 

entitlements. The first of these relates to allowances, which are listed in far greater detail 

under the Road Transport Award and, second, the entitlement of penalty rates, which are, 

again, far greater (in some cases treble time) for all direct employees under the Road 

Transport Award.46 Overall, the level of detail and the combined value of associated 

monetary remuneration listed in the Road Transport Award far exceed that listed in the Retail 

Award. Unsurprisingly, these increased entitlements relate to the trials and tribulations of 

working in a road transport environment, rather than retail, tribulations that reflect the 

inherent danger of on-road work and the risk-management compliance requirements that 

ensue from this. Woolworths, in its decision to outsource transport labour, has thus increased 

the remuneration paid to drivers, primarily due to the change in driver demarcation, a cost 

that compounds indirect expenses such as insurance and tax, all of which must be accounted 

for in the exchange price. The allowance and penalty-rate costs incurred indirectly by 

Woolworths (through contract pricing) are higher than those that would be incurred by an 

integrated labour force (employed on the minimum terms of the Retail Award). These higher 

entitlements are, in part, what formed the foundation of the TWU’s demarcation dispute with 
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Coles (discussed in the previous chapter). While Coles avoided the higher entitlement costs 

of the Road Transport Award through directly employing under the Retail Award, its 

integrated governance structure saw a higher base rate of pay. This high base rate incurred 

higher costs related to all additional employment expenses that are calculated from the base 

wage, such as payroll tax and superannuation. However, in the case of Woolworths, while 

drivers are underpinned by a lower base rate, employees receive higher entitlements. 

Therefore, either way we look at the sourcing decision, whether it be Coles with higher base 

rates or Woolworths with higher entitlements, neither of the firms examined have adopted a 

structure occasioning labour cost reduction tactics. Cost minimisation cannot, therefore, be a 

decisive factor in the sourcing decision. 

Utilising contracted labour to perform outbound transport requirements circumvents 

the complex and often cumbersome task of complying with regulatory prescriptions, 

minimising both the uncertainty of labour expenditure (e.g. wages or insurance costs) as well 

as indirect costs such as absenteeism. However, such benefits come at a price. Increased 

internal oversight is required to ensure the outsourced operator not only complies with agreed 

terms but maintains a level of service consistent with Woolworths’ standards and policies. It 

is perhaps no accident, therefore, that Woolworths has contracted their outbound logistics 

requirements to Linfox. As the largest privately owned logistics operation in Australia, 

boasting a long history of managing labour relations through union-negotiated enterprise 

agreements, Linfox has a reputation for not only service excellence but also for the fair and 

equitable management of labour.47 Clauses contained within Linfox’s enterprise agreement 

with Woolworths, for example, aim to uphold the integrity of employment relations along 

the supply chain. Such clauses stipulate that the initially agreed terms and conditions of 

service must be adhered to by all outside hire, curtailing the activities of those firms looking 

to make a profit by exploiting workers or cutting corners. While this decision minimises 

Woolworths’ risk of accessorial liability and improves societal perceptions of the firm’s 

corporate responsibility, it also impedes managerial unilateralism and increases labour costs 

seen as a result of union intervention. It is apparent that in this case, therefore, that 
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Woolworths’ decision to outsource outbound labour requirements was not conducted in an 

attempt to either minimise union intervention or reduce labour costs. 

Woolworths: Transaction Cost Economics and Problems 

Woolworths’ decision to expand the supply chain to embrace an online market has altered 

the firm’s configuration. The rise of online retailing, it must be emphasised, did not replace 

traditional bricks-and-mortar outlets as the primary shopping platform demanded by 

consumers.48 It did, however, expand the firm’s product offering to meet an emergent joint 

demand for the sale of retail items and the delivery of ordered goods to the customer’s chosen 

location. As the demand for this joint “product” expanded, so too did the firm’s dependence 

on effectively coordinating the division of labour within the supply chain, raising the ultimate 

question of whether the firm is better positioned to meet this joint demand internally or 

externally through outsourced operators. The predominant means for explaining sourcing 

decisions economically is through the cost-focused approach of transaction cost economics, 

wherein the decision to integrate or outsource is determined by which option is more 

conducive to cost minimisation.49 Within this section of the chapter this implicit assumption, 

that transaction cost minimisation is a central factor influencing the decision to outsource,50 

is tested by analysing the case of Woolworths’ online department’s governance structure. 

Woolworths has adopted an unlikely departmental structure, one that sees the organisation 

retain ownership of the assets required to support the outbound delivery function (including 

vehicles) yet outsource the labour requirements. At the heart of this section is the aim to 

answer – why? Is it because Woolworths’ work wasn’t profitable enough for Linfox to do it 

with its own vehicles, or was it Woolworths that didn’t want to forgo ownership of their 

assets? What economic reasons can there be for outsourcing labour requirements while 

maintaining ownership of the vehicles used by this outsourced labour? Answers to these 

questions will be achieved through the analysis of those individual factors contributing to 

transaction costs: namely, core competencies, asset specificity, frequency of use and 

uncertainty. Although specific monetary transaction costs are not contained within this 

                                                 

48 Woolworths Group Limited, "Together. 2018 Annual Report," (2018), 16. 
49 Besanko, Dranove, and Shanley, Economics of Strategy, 73-76. 
50 Maltz and Ellram, "Total Cost of Relationship: An Analytical Framework for the Logistics Outsourcing Decision," 45.; 
Stank and Maltz, "Some Propositions on Third Party Choice: Domestic Vs. International Logistics Providers," 45-46.; 
Ogorelc, "Outsourcing of Transport and Logistics Services," 371-73.; Stank and Maltz, "Some Propositions on Third Party 
Choice: Domestic Vs. International Logistics Providers," 47. 



168 
 

research (due to limitations of data), the findings will provide insight as to whether 

Woolworths’ use of market firms to fulfil outbound delivery needs is nevertheless predicated 

on cost reduction tactics. 

Woolworths’ core competencies have important implications for the department’s 

structure. Typically, those elements in the supply chain that add value to the firm by creating 

competitive advantage are better integrated, whereas those important yet non-value adding 

components are outsourced.51 In theory, this allows the organisation to focus on maintaining 

and improving the value-adding elements of its business to generate greater market share;52 

a tactic articulated by Woolworths’ Chief Executive Officer, Brad Banducci, when he stated 

in 2015: “By getting Customers to put us first, we can regain the sustainable sales momentum 

we need to extend our leadership.”53 However, the distinction between core and non-core 

competencies is not one that is set in stone. Rather, it reflects how a firm defines these 

competencies at any given point in time relative to the organisation’s – or organisational 

department’s – overarching strategic objectives. In the case of Woolworths, its core 

proficiency undeniably lies in the retailing of grocery items, an objective shared by the online 

department. The inclusion of online retailing as a core Woolworths function, however, raises 

the question: does the outbound movement of its retail goods similarly represent a core 

competency? Objectively, outbound logistics are a vital element within Woolworths’ online 

supply chain, for it forms the means by which consumer joint demand is met, enabling the 

physical exchange of electronically ordered groceries. However, in spite of the importance 

of meeting this joint demand, within the broad and complex hierarchy comprising the 

Woolworths Group,54 online channels are considered – as the Woolworths Annual Report for 

2010 made clear – merely “complementary revenue streams” to its physical retail stores. 

Despite the firm choosing to instil “core retail” traits throughout55 its “bricks and clicks” 

organisational model,56 support functions such as outbound road transport are not considered 

core competencies. Woolworths, however, cannot simply transfer complete responsibility 
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and oversight of this non-core service to third-party operators, as the performance of the 

service (right place, right time) has a direct influence on the consumer’s perceived benefit of 

shopping with the firm.57  

Inherently, fulfilling a service is more people dependant than producing a good. The 

resources required to support both capabilities are, however, equally important.58 The degree 

of asset specificity necessary to adequately satisfy Woolworths’ outbound transport service 

is therefore a key component in the governance structure of the firm. In order to understand 

those underlying factors contributing to Woolworths’ decision to maintain ownership of the 

delivery vehicles, it is imperative that we first comprehend the influence asset specificity has 

on the transaction and the potential consequences of alternate sourcing arrangements – such 

as the risk of transaction hold-up.59 In the case of Woolworths, there exist two notable forms 

of specificity: dedicated assets, in the delivery vehicles, and human assets, in the transport 

staff. Unlike many firms, Woolworths maintains ownership of all outbound delivery vehicles, 

even though it outsources labour requirements to third-party operators, most notably Linfox. 

This chosen governance structure leads to two propositions: (a) Woolworths’ outsourcing is 

used primarily as a tool to circumvent employment relations or (b) Woolworths is looking 

for a long-term commitment that presumably the contractor or subcontractors are unable to 

make. In looking at the first proposition, three factors need to be considered. In the first 

instance, it can be argued that Woolworths’ outsourcing of its outward logistics function is 

seen by the firm as a strategic tool utilised to off-load unskilled, non-core labour requirements 

to specialist operators, allowing the firm to focus on critical components of the 

organisation.60 Second, it is possible that Woolworths, undoubtedly aware of Coles’ ongoing 

negotiations and disputes with the TWU,61 may have chosen to outsource as a mere interim 

measure, undertaken until a successful resolution of union conflict has been reached. Finally, 

Woolworths’ outsourcing approach may reflect a longer term strategic decision that aims to 
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exploit the benefits of outsourcing (no direct dealing with labour) while minimising the risk 

of hold-up (trucks less likely to be used as leverage).  

To begin understanding the sourcing arrangement, we must first comprehend the 

significance of Woolworths’ decision to utilise a fleet of 4.45-tonne vehicles to service their 

online order requirements. This size of vehicle, coming just under the 4.5-tonne GVM 

threshold that defines a “heavy vehicle” allows the firm to circumvent the additional 

regulations and compliance requirements imposed on the heavy-vehicle industry, under 

Queensland’s Heavy Vehicle National Law (HVNL).62 While avoiding these legal and 

regulatory requirements by using trucks with a GVM under 4.5 tonnes, Woolworths also 

mitigates its responsibilities for the health and safety of workers under the Work Health and 

Safety Act 2011 (WHS Act). This is highly significant when viewed in conjunction with 

Clause 78.10(c) of the Linfox and TWU Online Agreement 2016, which states: 

Linfox will not engage Outside Hire who engage as contractor’s 
individuals and/or sole traders and/or partnerships and/or companies 
who are not the owners or leaseholders of the vehicle/s performing the 

cartage work.63 

This passage is critical to determining which firm is responsible for the health and 

safety of labour. The very considerable duties imposed under the Work Health and Safety Act 

2011 – which now applies in most Australian states and territories with similarly worded 

legislation being in force in Victoria and Western Australia – are complicated by the fact that 

the WHS Act has a much broader definition of a “worker” than that found in other pieces of 

employment legislation. Under the WHS.s.7, a worker is defined as anyone who does work 

“in any capacity” for a business or undertaking, a definition that specifically includes 

contractors and their employees. The consequence of this is that a Woolworths vehicle, being 

operated by a non-Woolworths employee (i.e., someone from a labour-hire firm), would be 

regarded as a worker of Woolworths, even though another entity is paying that person’s 

wage. Contracting and subcontracting, however, does allow Woolworths a way out of this 

not inconsiderable responsibility. Under WHS.s.20, a workplace – which includes a vehicle 

used for work purposes – is no longer considered to be the responsibility of the owner if a 

lease arrangement transfers “management and control” to another party. So, in the case of 
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Woolworths, this means a lease arrangement whereby Linfox assumes the “management” of 

Woolworths vehicles sees Linfox assume the duty of ensuring the occupational health and 

safety of the worker/s concerned.  

The long-term impact of Woolworths’ sourcing decision extends beyond those 

complexities seen in determining health and safety responsibilities. Had Linfox procured the 

delivery vehicles, the type and quantity of which are specific to Woolworths requirements, 

this would have established a bilateral dependency, placing Woolworths at risk of hold-up. 

At first glance, strategically, the decision to maintain ownership of the vehicles appears to 

ideally position Woolworths to minimise the risk of hold-up. In theory, Woolworths can 

avoid the risk of transaction hold-up by – if faced with a threat from Linfox and/or its 

subcontracts – (potentially) staffing its vehicles with either its own employees or contract 

employees hired from a third party. A clause located within Linfox’s enterprise agreement, 

however, rules this proposition out. By formally passing the “management or control of a 

workplace”64 (aka the vehicles) to the contractor or subcontractor, Woolworths is also 

forgoing control of the vehicles, rendering them “dependent” on the third-party operator, just 

as dependent as they would have been had Linfox owned the vehicles. Why then did 

Woolworths buy the trucks and, moreover, why retain ownership of them?  

At first glance, the structure of Woolworths’ online department seems unnecessarily 

complex due to its ownership of capital assets. It is evident that short-term cost reduction 

tactics are not employed in this decision, for the high upfront investment cost of vehicle 

procurement and ongoing contract negotiation or renegotiation would be avoided by 

outsourcing to a third-party operator using its own vehicles. It appears, instead, that 

Woolworths has implemented a long-term strategy, one involving high upfront investments 

that are expected to provide long-term benefits. As owner of the vehicles, Woolworths’ 

decision to outsource workers – or human assets – in this case, becomes the key contributor 

to the department’s structure. If Woolworths had not contracted their labour requirements to 

third-party operators, thus retaining ownership of the assets and an integrated workforce, 

their ability to lease these vehicles to outside hire, while simultaneously using its own staff 

as drivers, would be a difficult relationship to “sell” to contractors. There is little left in the 
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realm of “Woolworths’ logistics” processes65 – outside those involving vehicles and staff – 

that could be done to justify a worthwhile profit. The evidence presented within this section, 

therefore, leads to two logical explanations for Woolworths’ chosen structure of its online 

department. First, the firm, aware of Coles’ ongoing legal disputes related to the demarcation 

of outbound transport workers, made a decision to outsource labour until such time as the 

Coles issue was rectified, thereby paving the way for Woolworths to integrate seamlessly. 

Alternatively, the decision may be related to the fact that Woolworths was looking for a long-

term commitment that Linfox or subcontractors are unable to make. Hence, the motivation 

for Woolworths’ sourcing structure – whichever it may be – is related to achieving strategic 

objectives, not cost minimisation. 

The frequency at which delivery services are used plays an important role in the 

sourcing outcome. Frequently used assets typically lower the operational unit cost.66 Such 

reductions in cost stem from improvements in staff efficiencies (occasioned by recurrently 

undertaking the same task) and economies of scale generated by using assets at high 

productive capacity. Therefore, Woolworths’ operational use of its outbound delivery service 

– across 89 timeslots per week67 – combined with its ownership of vehicles suggest that the 

firm, all things being equal, would see lower unit costs through an integrated structure. 

Woolworths’ decision to outsource, despite the potential cost benefits generated through the 

high frequency of use, raises further questions when we consider how the highly recurrent 

provision of the service impacts the firm’s dependence on specialist operators. Dependency 

on third-party providers increases in correlation with use but, at the same time, decreases the 

incentive for firms to invest in improving internal competencies associated with the 

outsourced function.68 The longer Woolworths outsources home deliveries to third-party 

specialists, therefore, the more dependent it will become on market firms, an outcome that 
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increases its susceptibility to exploitation (i.e., the hold-up problem). 69 If these transactional 

characters are present in Woolworths’ sourcing decision then, according to transaction cost 

economics, greater cost reductions would be seen through integrated governance. 

Significantly, Woolworths’ decision to outsource contradicts this.  

It is the difference between a firm’s expectations over a given period of time when 

set against the realisation of success70 (or lack thereof) that is the cause of the uncertainties 

in any transaction. Whether this uncertainty exists in the quality of a service or in the demand 

for a product, it plays a complex role in a firm’s sourcing decision. In the case of Woolworths, 

there exist a number of uncertainties that have been minimised by internal controls and must 

be evaluated for the purpose of this discussion. Woolworths’ decision to standardise home 

deliveries with a combination of uniform delivery hours, localised delivery range, common 

type and size of transport vehicle (with no added features such as cranes) as well as limited 

driver requirements (such as no exchange of money)71 simplifies matters for Woolworths and 

Linfox alike. This standardisation of service also circumvents many of the allowances or 

entitlements paid to transport staff covered by or underpinned by the Road Transport Award. 

In consequence, Linfox (as the contractor) is better placed to anticipate its supply costs, an 

outcome that, it is supposed, reduces any monetary “buffers” placed on contractual 

arrangements to account for unforeseen eventualities. Although internal constraints adopted 

by Woolworths, in part, thwart the uncertainties encountered by its chosen sourcing structure, 

the transferring of responsibility for outbound freight to third-party operators, exposes the 

firm to critical ex-post concerns. Distribution logistics involves a direct relationship with 

consumers, a relationship that may reflect poorly on the company and the brand’s 

reputation.72 Outsourcing forgoes the firm’s direct control over this function and thus elevates 

the risk and cost of opportunistic behaviour. It follows, therefore, that the sourcing option, in 

this case, was not substantially influenced by the avoidance or minimisation of uncertainty 
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costs but, rather, seeks to structure the firm in a manner more conducive to overarching goals, 

despite costs. 

As a retailer, Woolworths’ ability to supply grocery items also hinges on inbound 

logistics. Inbound logistics describes the movement of goods such as fresh fruit, meat or 

grocery items from suppliers or delivery centres73 into Woolworths stores, where they either 

sit as inventory or are deployed as on-shelf stock.74 This inward movement of goods 

influences two key factors within Woolworths’ value chain: price and supply, both of which 

must be considered in examining the firm’s sourcing decision. First, as a retailer, the 

monetary amount charged to consumers in exchange for Woolworths’ goods (e.g. grocery 

items), all things being equal, hinges off the supply price – a figure that includes the costs of 

inbound transport.75 Reducing this supply price by minimising transport costs achieves the 

competitive objective set forth by Woolworths Chief Executive, Brad Banducci, who states 

“we will not be beaten on price”, by offering “everyday low prices” rather than promotional 

discounts76 (which means that customers know they do not need to shop around for better 

pricing).77 Second, inbound logistics is what brings stock into the retail outlets, stock that is 

necessary to meet projected consumer demand.78 In doing this, the firm has structured its 

inbound transport system in much the same manner as its outbound operations, with 

Woolworths retaining ultimate ownership of highly customised trailers (and rights to load 

planning) yet outsources labour to specialist operators, including Linfox.79 This structure 

enabled Woolworths to develop a fleet of specialised trailers with various load capacities, 

strategically improving the functionality and efficiency by which these trailers can be used 

(less double handling and facilitation of “backloads”),80 outcomes that work to ultimately 

reduce costs.  
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Where the inbound structure does differ markedly from its outbound structure is in 

the importance of “time, place and service”. Outbound deliveries within this firm add value 

to the perceived benefits to the consumers, necessitating the assurance of quality and 

amenable customer service.81 Inbound transport, on the other hand, has no direct contact with 

Woolworths’ end consumers. Therefore, service quality is far less crucial. Woolworths’ 

inventory and in-store alternatives also reduce the importance of time and place. While the 

“on-shelf availability” of goods is the top customer priority for Woolworths,82 like Coles, the 

importance of inbound deliveries arriving in the right place, at the right time is far less 

significant than that of outbound deliveries. Any direct impact that delays may cause for 

Woolworths’ end consumers is buffered not only by the inventory on hand but also the range 

of suitable alternatives available in-store. For example, while the customer may not be able 

to purchase a “Red Delicious Apple” they may be satisfied with an alternative option, a “Pink 

Lady”. Outsourcing inbound transport in this case therefore presents itself as a strategic tool 

to reduce the supply price of grocery items, enabling the firm to expand market share (and 

profit margins) through competing on price: Woolworths’ marketed point of difference. 

The complexity of Woolworths’ outbound delivery decision is compounded by the 

firm’s decision to internalise this transport function – except for the human assets, which are 

outsourced. Although elements of this strategy appear to agree with the central proposition 

of transaction cost economics literature – that an organisation’s sourcing decision correlates 

with that alternative offering the lowest transaction costs – the details of the case tell a 

different story. It has been argued within this section that outbound transport does not form 

a core competency within Woolworths’ online department, despite the service meeting the 

consumer’s joint demand for retail products and their delivery. The partial outsourcing of 

outbound delivery (i.e., of labour) correlates with the transaction cost economics proposition 

that non-core competencies are better placed in third-party hands. However, retaining 

ownership of the delivery vans runs counter to transaction cost economics. The reason for 

this anomaly is found in the company’s strategic objectives. Outbound transport, while non-

critical to the firm’s competencies, has a direct and immediate impact on the consumer’s 

perceived benefit of shopping with the company. Forgoing control of a function critical to 
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the end consumer increases the risk associated with relying on contractual-based market 

relationships, relationships that may cause delivery failure either through intent (i.e., the 

contractor demands higher remuneration to fulfil their obligations) or through a lack of 

committed contractor resources. It appears that the decision to outsource this derived demand 

(delivery), and risk market hold-ups, was a product of the firm’s overarching strategic 

objective, an objective built around low pricing of retail goods.  

Woolworths: Classical Value and Problems 

The key purpose of Woolworths’ outbound logistics is to provide the firm with an avenue to 

expand its market share by servicing those customers who are time-poor or who otherwise 

benefit from the convenience in-store shopping is unable to provide.83 But what contribution 

does the firm’s decision to outsource transport requirements – a single component of the 

online department – actually make towards achieving this goal? In answering this question, 

we cannot look exclusively at the outbound transport function, for the service exists to bolster 

sales – or add value – to the organisation as a whole. Unlike Coles, Woolworths primarily 

aims to increase value by lowering the supply price of its retail goods. It is, therefore, 

necessary to examine this service – including the gains and losses – within the broader 

organisational context to comprehend the holistic impact of the firm’s sourcing decision. The 

following analysis is framed in this context – viewing the decision to outsource outbound 

logistics as a tool by which Woolworths is able to achieve organisational level benefits – by 

adding value to the firm. The ability to enhance the firm’s value, or the consumer’s perceived 

benefit of purchasing from Woolworths, at a greater rate than it costs to do so allows the 

organisation to increase profits or surplus value in a similar fashion to, ceteris paribus, a 

reduction in supply price.84 Although the economic worth of the perceived benefit is difficult 

to quantify, and thus measure against calculable costs, the following section examines those 

factors contributing to enhancing the general value of shopping at Woolworths, namely, 

reliability, coordination and reputation. 
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Economically, the value of any commodity is separate from,85 though reflected in, 

the exchange price. Increasing the consumer’s perceived benefit, or value, of either 

Woolworths’ goods or the delivery service therefore intrinsically increases the utility (as far 

as it can be defined generally) of the product or service – what the commodity it worth to a 

consumer. This may subsequently work to increase the exchange price customers are willing 

to pay or indeed positively influence the number of goods sold. While the supply price 

provides a floor under which Woolworths should not sell their goods it does not, however, 

govern the price Woolworths can expect to receive from consumers in exchange. On the 

contrary, the consumer’s perceived value of or demand for the product or service places a 

“roof” over the upper limit of the price at which the firm can reasonably expect to sell its 

goods. Characterised by a “high volume, low margin”86 approach to sales, Woolworths’ 

pricing structure is a complex balancing act, one requiring tight control on expenditure and 

capital investment – for these impact supply price – yet sufficient investment in supplying 

goods and services (in the case of outbound delivery) to ensure that consumer wants and 

needs (demands) are being met in a way that entices them to purchase from its firm, rather 

than competitors. Woolworths therefore requires “highly effective management”87 of the 

supply chain and a disciplined approach to investments to ensure that all expenditure, 

including the cost of integration or outsourcing, provides the expected return over a specified 

period of time. In the case of Woolworths’ decision to outsource labour and operational 

control over its company-owned assets, it appears the firm has invested in a long-term plan 

for its delivery service, a decision informed by two key factors. First, the firm is able to 

aggressively negotiate the investment cost (including delivery vans) by exploiting its buying 

power – due to economies of scale (reducing the overall supply costs).88 Second, the incurred 

costs can be absorbed over a long period of time,89 allowing Woolworths to on-charge 

supplementary costs at a lower unit rate (further reducing the supply price). In this case, 

weighing the supply costs against the consumers perceived worth of the firm’s products, 

while maintaining a low yet sustainable profit margin, is a complex balancing act. 

Woolworths’ decision to invest in its unlikely outbound delivery structure indicates that this 
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function – one only existing to support the sale of its in-store grocery items – is structured in 

a manner that decreases the exchange value of products. Value is thus added to the 

Woolworths brand by increasing the consumer’s perceived benefit of the goods; that is, those 

being sold and delivered at “everyday low prices”.90 

The ability to control the outbound transport function, a service dealing directly with 

customers, is important to maintaining the contractee’s (Woolworths) reputation. However, 

control is not unidimensional. There are two forms that an organisation can exercise: 

operational (centring on actions) and directional (associated with responsibility).91 

Woolworths’ online department adopted a directional approach to controlling outbound 

delivery requirements, a control not focused on governing the performance and actions of 

drivers, but rather centred on the financial aspects, ensuring the “coherence of strategic 

objective and operational decisions”.92 Outsourcing provides Woolworths with the ability to 

better account for the costs outlaid in fulfilling the service by reducing fixed overheads, such 

as payroll, and replacing them with a fee for service,93  giving those overheads the status of 

contractually negotiated costs that are settled prior to undertaking the exchange. Woolworths 

is therefore able to anticipate delivery charges in the development of its pricing structure, 

designed to not only recuperate outgoing delivery fees but also, perhaps more importantly, 

act as a tool for enticing consumers to increase their online spending. In other words, the 

Woolworths strategy for increasing value is the opposite of that pursued by Coles. Where 

Coles seeks to add value in terms of the consumer’s higher perceived benefit, Woolworths 

appeals to a sense of consumer benefit associated with lower supply prices. 

This fee-for-service arrangement decreases the volatility of the online department’s 

earnings,94 as Woolworths knows precisely what the cost of transport per load will be. When 

integrated, by comparison, a firm is subject to the perils of logistics, including delays and 

breakdowns, and indeterminate employment relations costs such as absenteeism and 

indifference. Although outsourcing may lead to increased risk of service degradation (due to 

decreased oversight by Woolworths) the structure adopted by Woolworths enables the 
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strategic “adding of value” to the firm. This is achieved by recovering (or absorbing) costs 

in a staged fashion, charging competitive prices for low-value orders while providing low-

cost or free delivery to those customers spending large amounts on retail items. The sourcing 

decision therefore appears to be directly linked to Woolworths’ strategic objectives in 

optimising the consumer’s perceived value of purchasing from the firm, a value that increases 

in direct correlation with the more spent per order on groceries. 

A firm’s brand can be its most valuable asset.95 Businesses do not all sit on equal 

footing when it comes to the consumer’s preferred supplier, even though they may sell similar 

products, for similar prices, at similar locations, at similar times. What is it, therefore, that 

distinguishes one firm from their competitors in this circumstance – but a brand and 

reputation that give rise to competitive advantage? The major risk faced by Woolworths in 

its sourcing decision, with regard to outsourcing outbound logistics, stems from the 

consumer’s perception of contracted labour as a representative of the firm. In some instances, 

the driver delivering goods is the only human interaction consumers have with the 

organisation, uniquely positioning drivers to either provide a value-adding service 

(benefiting the company) or a diminishment of the value of the brand by displaying 

unprofessional or inappropriate behaviour.96 Despite Woolworths’ ability to internally 

package the “right product, in the right quantity”,97 outsourcing increases the risk associated 

with fulfilling the delivery “as promised, when promised”. For the condition of goods, the 

time of arrival and the level of service provided lie entirely in the hands of outsourced 

operators who have no direct connection to the contractee or its customers. Woolworths’ 

decision to engage Linfox – a reputable and experienced service provider dedicated to 

meeting the high expectations of the online consumer98 – circumvent a large portion of this 

risk. Attempts to circumvent these risks are also found in mutually agreeable driver standards, 

training and safe work procedures, which define expected behaviours and provide penalties 

for breach of these standards, measures directed towards ensuring that all goods are delivered 

in accordance with Woolworths’ standards.99 Benefiting from economies of scale, it can also 
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be assumed that Linfox’s ability to replace or relocate underperforming drivers, or substitute 

employees for those absent, is greater than that which would be available to Woolworths had 

the function been integrated. In summarising the impact of these arrangements, Brad 

Banducci records that the use of outsourced arrangements has resulted in Woolworths being 

better placed to deliver the “right product, [delivered] in the right quantity … the right 

condition, at the right place [and] at the right time”,100 than would otherwise have been 

possible to maintain through an integrated structure.101 The decision to outsource outbound 

deliveries therefore appears to be a strategic move – an investment – aimed to optimise the 

balance between low supply prices and service quality.  

The value of labour is one factor causing firms to reexamine traditional integrated 

models of governance and opt to engage with market firms. While “exceptional customer 

service” (provided by labour) is commonly associated with “adding value” to the outbound 

logistics function,102 in the case of Woolworths – which outsources to third-party operators 

– there exists little direct control over this aspect of the service. What value, then, does the 

human factor add to Woolworths’ online department and, further, how does the firm’s 

decision to outsource support this? In the case of Woolworths, drivers fulfil a need: to span 

the physical gap between the firm and online customers. Drivers, however, while critical to 

increasing the consumer’s perceived benefit of shopping with the organisation, are not the 

cornerstone of the sourcing decision. In the Woolworths case, on the contrary, it is the 

“surplus value” provided by the drivers that represents the key component of the decision to 

outsource – the benefits minus the costs. Woolworths’ outsourced corporate structure enables 

the firm to capitalise on the benefits of economies of scale that fee-for-service arrangements 

provide, an outcome that in turn permits it to minimise exchange prices (lowering profits 

margins to suit predetermined supply costs), thereby achieving the strategic goal of providing 

customers with low prices, every day.103 Woolworths’ decision to outsource labour therefore 

centres on the core objectives of the firm, by primarily increasing the consumer’s perceived 
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benefit of lower prices rather than high levels of service – the reverse of the situation that 

applies at Coles.104  

While establishing a different route for attaining the value objectives from its main 

competitor, Coles, Woolworths has not taken a cost minimisation approach. In facilitating a 

home-delivery service, Woolworths’ contracted fee for service provides greater certainty as 

to the supply price of the transport offering, enabling the firm to better compete on the 

exchange price of the retail goods. Outsourcing provides a means through which Woolworths 

is able to balance the costs of meeting the consumer’s derived demand for delivery against 

the benefit it provides. It is the ability to accurately account for the costs in advance that is 

key to Woolworths’ tactic. With predetermined fixed-fee delivery costs, the firm is able to 

account for the supply costs prior to the sale of the service and absorb or recover delivery 

costs from consumers in a method that encourages higher spending on retail items. Unlike 

Coles, which primarily emphasises the service quality of the derived demand (outbound 

transport), Woolworths focuses on improving the consumer’s perceived benefit of their direct 

demand: retail goods, an objective that is ultimately achieved through outsourcing.  

Discussion 

What does the analysis of the corporate structure of Woolworths’ outbound logistics function 

contribute to the existing literature? In answering this, it is necessary, in the first instance, to 

address the distinction between the firm’s handling of the inward and outward movement of 

goods. Their roles, at first sight, appear sufficiently clear. Inbound brings goods into the store 

while outbound moves goods out of the store. But these elements of the vertical chain – 

important to stock (supply) and end consumers (demand) – cannot be viewed so broadly, as 

it is each sector’s contribution to the firm’s overall strategic objectives, their ability to add 

value, that defines their respective significance. As the leading competitor to Coles, 

Woolworths faces many of the same challenges Coles faces. In terms of inbound freight, it 

is dealing with other firms, not consumers. Accordingly, it can, like Coles, buffer against 

delays to inbound deliveries by keeping stocks of inventory on hand. In terms of outbound 

freight, however, it is,  like Coles, dealing with customers who may be lost forever if a 
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delivery is either not made or made under conditions that the customer finds objectionable. 

Where there are, therefore, similarities in the circumstances confronting both Coles and 

Woolworths, there are significant differences in the responses made to these conditions by 

Woolworths when compared with Coles. For Woolworths, it is not high levels of customer 

service that creates competitive advantage. Rather, within Woolworths, the price charged 

plays a critical role.105 Dedicated to “deliver[ing] the best possible value for [the customers] 

shopping dollar”,106 Woolworths has a strong focus on minimising supply costs, which 

enables the firm to lower profit margins and compete on price, subsequently increasing the 

total volume of goods sold and, ultimately, income. Outsourcing of both inward and outward 

transport capitalises on a market firm’s ability to achieve economies of scale, therefore 

increasing the efficiency of the service being provided, in turn reducing unit costs107 and 

subsequently the supply price of goods. That a low supply price is indeed the main focus of 

Woolworths is indicated in a statement by Grant O’Brien, Chief Executive for Woolworths 

Limited, who declared that the existing “portfolio affords Woolworths productivity and 

growth opportunities not available to our competitors, through … logistics and customer 

service platforms”.108 Where inbound and outbound logistics alike have a broad 

organisational level influence on the cost of retail goods sold, and thus a general impact on 

the consumer’s perceived benefit, it is only outbound deliveries that have a micro or 

consumer-specific impact on the perceived benefit of shopping at Woolworths’ online store, 

a value generated through the firm’s absorption of the “toil and trouble”109 required of 

consumers in physically acquiring groceries. The ability to control outbound pricing, yet 

maintain a high level of professionalism in the service, indicates that Woolworths’ decision 

to outsource outbound transport is a strategic tool aimed at not only adding value to the firm 

as a whole but similarly to each individual consumer shopping online. 

This research further contributes to the literature by rebuking the proposition that 

there exists, at least in the case of Woolworths, direct correlation between outsourcing and 

union avoidance or labour cost reductions. In the case of Woolworths’ online department, 
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183 
 

the firm has chosen to outsource labour to a highly unionised firm, Linfox, circumventing 

internal unionisation of “retail workers” (including retail drivers), primarily covered by the 

SDA, in favour of external unionisation of “transport workers”, typically represented by the 

TWU. This decision theoretically has little impact on overall union membership “either 

politically, economically, or in terms of representational presence”110 as those members 

potentially lost by the SDA as a result of the decision to outsource would be gained by the 

TWU. By indirectly opting to use workers represented by the TWU rather than the SDA (as 

a result of the sourcing decision), Woolworths utilises labour from an industry wherein 

unions are more active in their pursuit of increased benefits and wages,111 a militancy that 

perhaps can be attributed to the significantly increased risk associated with work in road 

transport when compared with employment in supermarkets and grocery stores.112 This 

elevated union activity, combined with the higher entitlements received by road transport 

workers paid under an enterprise agreement (Linfox and TWU Online Agreement 2016) – 

whereby staff must be better off overall than had they been employed by the underpinning 

Road Transport Award113 –  increases the total outlay required of Woolworths in maintaining 

its outsourced operation than that which would be incurred had the firm employed directly 

under the terms of the Retail Award. Despite the Coles and Woolworths cases emphasising 

different forms of “increased wage costs” (Coles through base wages and Woolworths 

through higher entitlements), neither firm has adopted the structure imposing the lowest 

labour costs. While Woolworths’ decision to outsource avoids the direct costs associated with 

managing labour – including unions – the chosen structure, one maintaining indirect 

involvement with unions (through Linfox), clearly indicates that union avoidance or labour 

cost minimisation was not a decisive factor in the sourcing decision.  

If, in fact, union avoidance and labour cost reductions do not explain the firm’s 

sourcing decision, it is logical to presume that, similarly, the minimisation of transaction 

costs does not form the central objective. According to the theory of transaction cost 

economics, an organisation’s sourcing decision will reflect that which incurs the lowest 

transaction costs, costs that are determined through an analysis of certain transaction-specific 
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elements, including the firm’s core competencies, asset specificity, uncertainty and 

frequency of use. Analysing Woolworths’ decision to outsource within this framework, 

however, only looks at one side of the metaphorical coin, for this fails to account for the 

potential value added to the firm directly and indirectly as a result of the sourcing decision. 

For example, what value does low price have if it comes at the expense of quality, service or 

reputation? With corporate objectives centred on delivering “convenience, value and 

quality”114 to customers, Woolworths consistently directs business decisions towards those 

that better meet the demands of consumers – demands that do not centre on cost 

minimisation. In the pursuit of this goal, Woolworths invests in “making the lives of … 

customers simpler, easier and better”115 by strategically balancing the cost of meeting the 

demands of online consumers requiring home delivery with the cost of providing the 

(professional and efficient) service. Placing the customer at the forefront of company strategy 

ultimately, according to Brad Banducci, “will result in lower prices, more competing offers, 

and greater innovation”.116 Outsourcing delivery requirements to Linfox allows Woolworths 

to add value or increase the consumer’s perceived benefit of shopping with the firm by 

reducing supply costs throughout the value chain – an act that enables the firm to capitalise 

on fixed-price or fee-for-service arrangements to sharpen the price of retail goods on-sold to 

consumers (exchange price) and compete on price. In the case of Woolworths, the firm’s 

decision to outsource outbound transport requirements is an investment in optimising 

strategic objectives, adding value to the firm by ensuring competitively priced products, 

conveniently delivered. 

If cost reduction strategies fail to sufficiently explain Woolworths’ motive for 

outsourcing, there is but one avenue left to clarify the situation, value enhancement. While 

the price of goods does not determine their utility, generally speaking (as far as one can speak 

“generally” in the discussion of utility) the higher the consumer’s perceived value of the good 

– its worth – and the lower the price, the higher quantity a consumer will purchase (increasing 

company revenue).117 In considering the notable elements of this statement that (a) the 

consumer must derive a level of satisfaction from the good and (b) this satisfaction must 
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outweigh the price, the firm must, therefore, balance its investment in inducing the consumer 

to purchase against the price charged for it in exchange. This was articulated by Woolworths 

Food Group Managing Director Brad Banducci in his statement, “What is clear is that while 

lower prices are essential, the true battleground is the overall customer 

experience.”118 Leveraging the fee-for-service pricing structure offered by outsourced 

logistics operators allows Woolworths to reduce any “pricing buffers” built into shelf prices, 

reducing the overall exchange value of goods, while simultaneously providing a professional 

and quality service. This supports Woolworths’ “high volume, low margin”119 approach to 

sales and positions the firm, over the long term, to increase market share and optimise profits. 

While this approach is not a cost minimisation strategy – for monetary investments are 

required in adding value to the consumer’s perceived benefit or the utility of the product 

(such as asset purchases and higher labour costs, discussed within this section) – the ability 

to balance these investments against the benefits enables the firm to optimise its competitive 

advantage and thus better satisfy the “general” consumer’s demands. It can, therefore, be 

concluded with great certainty that Woolworths’ decision to outsource outbound logistics 

requirements was an organisational-level decision, not intended to circumvent employment 

relations or transaction costs, but to add value to the consumer, a tactic enticing greater 

spending to ultimately increase profits. 
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Chapter Eight: Cross-Case Analysis 

Road transportation provides a reliable and economical means of moving goods between 

business organisations and customers. As important as this industry is to the distribution of 

goods, fulfilment of this service would not be possible without the input of human labour, 

for it is people who ensure sufficient inventory levels, who load vehicles, drive and unload, 

and who coordinate the processes necessary to fulfil the task. It is the management of these 

people that forms the basis of this study, for a firm may choose to integrate an ancillary 

transport service, thus employing staff directly, or alternatively outsource the function to 

third-party hire-and-reward operators. Sourcing decisions are, however, not made on the 

basis of employment relations alone. For, as it has been indicated throughout this study, 

various factors contribute to the make-or-buy decision, including transaction costs and value 

enhancement. A fundamental understanding of what factors contribute to these sourcing 

decisions, requires, in the first instance, a consideration of which transport services a business 

needs. Road transport, while customarily regarded as “the movement of goods via road”, is 

bifurcated by one fundamental difference: the directional movement of goods. In other 

words, we need to consider, before anything else, who the receiving party is, the firm or its 

customers. This distinction is most significant. As these case studies have indicated, it is the 

outbound function that is more readily subjected to the perils of outsourcing. This chapter, 

while evaluating the impact of both inbound and outbound transport on the firm from each 

of the three theoretical frameworks – employment relations, transaction cost economics and 

economic value – will principally focus on the outward movement of goods. 

To ascertain what influence employment relations has on the decision to outsource 

road transport in Queensland, this chapter provides a synthesis of those factors commonly 

identified as contributing to the sourcing decision, across all three cases examined. No 

process of analysis is failsafe. The adoption of a case study approach, however, enables an 

objective analysis of how and why organisational decisions are made, therefore providing an 

understanding of the motivations behind a sourcing decision.1 It is not the individual cases 

that provide a foundation from which gaps in the literature are filled. Rather, it is the emergent 
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patterns of consistency found between each of the cases that work towards the establishment 

of a model explanation for sourcing outbound logistics. Each of the three cases contributing 

to the growing knowledge of make-or-buy decisions has been selected for a specific reason, 

not least of which is the differing forms of governing the outbound transport function. 

Polyworx, the first case analysed, provides insight as to the workings of a manufacturing 

organisation, requiring an outbound delivery service to transport oversized products across 

Queensland. This service, while necessary to meet the consumer’s joint demand for the goods 

and their movement, is utilised as a form of competitive advantage, providing a highly 

responsive link between the firm’s manufacturing capabilities and consumer demand. The 

governance style of this firm reflects an unusual combination of both outsourcing and 

integration. Administratively, the firm outsources to a specialist logistics organisation, which 

shares co-ownership with the manufacturing firm. Sharing resources with the manufacturing 

entity, including office space, yard and equipment, Polyworx effectively operates as an 

integrated firm. In other words, the company has split itself in two, creating a manufacturing 

arm and a transport arm that are legally separate but operationally integrated. Coles, the 

second organisation studied, employs an ancillary delivery structure (one where the firm 

owns all delivery equipment) in an effort to not only transport grocery items to the 

consumer’s desired location but also meet their joint demand, for amalgamated goods and 

delivery. By maintaining a totally integrated delivery service, Coles primarily seeks to 

enhance the value of its function through an emphasis on service quality. Woolworths, on the 

other hand, the third case studied, while engaged in the same core industry as Coles 

(retailing), outsources to a third-party hire-and-reward operator. In doing so, however, it 

retains ownership of supporting assets, including vehicles. By following a different course 

from Coles, it should be noted that Woolworths has not been primarily driven to deunionise 

or drastically cut wages. If it wanted such objectives it would not have outsourced to the 

unionised logistics firm, Linfox. Where Woolworths differs from Coles is in placing a greater 

emphasis on the achievement of a lower supply price rather than the highest possible level of 

service, an objective pursued within the self-imposed constraints involved in working with 

unionised firms and workforces. This selection of cases brings diversity to the range of 

governance structures and core industries studied and thus provides a broad scope of analysis. 

As the descriptive overview of each case emphasises, structuring of an organisation’s 

boundaries varies between both firms and industries. This begs the question of how firms 
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select their sourcing structure. In seeking an explanation through employment relations 

literature, the outcome of all cases appears inconsistent with existing research, which, in large 

part, sees outsourcing as a means to union avoidance. Polyworx’s decision to “outsource” 

the previously internalised logistics service, in fact, increased their exposure to unionisation. 

Occupying a previously obscure position within a manufacturing firm (with no union ties), 

the movement of logistics staff to a specialist road transport organisation increased its 

visibility to unions and thus the likelihood of intervention. The second case studied, Coles, 

was associated with an even more pronounced effect, an increase in union involvement and 

conflict. Coles had long-standing relationships with a number of unions, such as the Shop, 

Distributive and Allied Employees’ Association (SDA) and the Australasian Meat Industry 

Employees Union (AMIEU). They also employed customer service agents (CSAs),2 who 

perform home-delivery duties but are engaged as retail staff, though they still conduct a 

portion of their duties “on-road”. This brought about an aggressive and ongoing intervention 

by the Transport Workers Union (TWU), believing the drivers were incorrectly demarcated, 

an intervention that could have been avoided by outsourcing. Woolworths, on the other hand, 

unlike both Polyworx and Coles, did not see an increase (or potential increase) in union 

involvement through its sourcing decision. But, significantly, neither did their outsourcing 

decision markedly reduce it. Outsourcing the home-delivery function to a unionised 

organisation, while circumventing direct intervention (and the ongoing dealings faced by 

their competitor, Coles), maintained an “indirect” relationship with unions due to the fact 

that the work was outsourced to a unionised logistics firm. In every case considered, 

therefore, outsourcing caused no reduction in union influence. Instead, outsourcing tended to 

increase the potential for union involvement. We can, therefore, conclude that union 

avoidance was not the intended goal of outsourcing. 

Explanation of sourcing decisions through reference to transaction cost economics is 

similarly unconvincing. While this literature claims organisations financially benefit from 

engaging the sourcing alternative that yields lower transaction costs,3 each of the cases 

examined in this study fails to align convincingly with this premise. Polyworx’s quasi-

integration arrangement incurs significant costs that could be avoided through either total 
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integration or outsourcing. Not only does its chosen form of governance generate greater 

administrative costs, it also exposes the firm to higher taxation and insurance dues. Coles, 

while adopting a fully integrated structure, finds a financial disadvantage in the ongoing 

disputes initiated by the TWU in pursuit of changes to driver demarcation. Further, the firm 

utilises assets that are commonplace in their specificity (i.e., they use vans that are easily 

procured and easily operated). It could thus benefit economically from the aggregated 

demand, or economies of scale, provided by specialist operators. That is, Coles would see 

greater cost savings by outsourcing. Woolworths’ adoption of an unlikely structure, retaining 

ownership of required assets yet outsourcing the operation (and labour) to third-party 

providers, also causes higher transaction costs than what alternative sourcing arrangements 

(e.g. full outsourcing) would generate. Transaction cost economics, therefore, while not 

insignificant in its contribution to the sourcing decision (for supply costs impact exchange 

price), also fails to adequately explain the governance of a firm’s boundaries.  

If the boundaries of business enterprise cannot be properly explained through either 

employment relations or transaction cost economics, it follows that there must be a third 

approach that is more satisfactory – an approach emphasising the contribution of adding 

value. In each of the cases studied, this approach, one wherein the firm’s sourcing decisions 

were predicated on maximising the value added, better explains the chosen governance 

structure. Integration, in the case of Polyworx, enabled the firm to invest in optimising the 

consumer’s perceived benefit of shopping with the firm, which, all thing being equal, would 

increase the profits generated through the sale.4 By controlling outbound logistics internally, 

the business may incur greater transaction expense than alternative arrangements (including 

full outsourcing). However, the long-term advantages, such as a reputation for service 

quality, enable the enterprise to sustain competitive advantage (through the delivery function) 

and therefore outweigh such costs. Similar motives underpin Coles’ integration. By retaining 

internal control over the outbound delivery function, the firm is more responsive to the 

general consumer’s desire for a reliable, responsible and capable delivery service,5 adding 

value to the firm through high customer satisfaction and market share.6 Woolworths’ decision 

to outsource outbound logistics, on the other hand, is reflective of the service’s non-critical 
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contribution to competitive advantage. In this case, engaging a third-party operator to meet 

the consumer’s “joint demand” for retail goods and their delivery provides a number of 

benefits. Leveraging the economies of scale provided by specialist operators and fixed-fee or 

fee-for-service arrangements, Woolworths is able to reposition cost savings generated by 

outsourcing into reducing the supply prices of its products, as delivered. Employment 

relations and transaction cost economics, it can be concluded, each play a role in the sourcing 

decision. However, there emerges an overarching corporate strategy that weighs the costs 

and benefits of each sourcing alternative – that of adding value. It is hypothesised, therefore, 

that firms will consciously and deliberately adopt the governance structure offering value 

optimisation, in spite of (potential) increases in unionism and transaction costs.  

Inbound Transport 

Almost without exception, inbound transport precedes outbound. As a primary function of 

the business enterprise, it is the movement of goods such as retail items, raw materials or 

supplies into the workplace7 that enables products to subsequently move outward. It is for 

this reason that the findings of this study commence at this point – before the outbound 

transport function. In the first instance, it is necessary to understand how inbound transport 

contributes to the firm and, second, how it differs from its outbound counterpart at a 

governance level. In the manufacturing and retail industries, organisations rely heavily on 

inputs. In the case of Polyworx, this reliance emerges from the need to procure items such as 

raw materials and components, necessary in the production of tanks, from other suppliers. 

Similarly for Coles and Woolworths, the ability of retail outlets to supply goods is dependent 

on vehicles moving goods and products into the store. Within each of the cases examined, 

this inward movement of stock, while critical to the firm’s ability to supply, proved less 

susceptible to the “time and place” paradigm of logistics,8 when compared with their 

outbound counterpart. Buffered through stocks of inventory or substitute goods, in each of 

the cases examined, any delay in receipt of an inbound delivery, would have little if any 

impact on the end consumer9 (excluding events such as natural disasters, where roads are 

inaccessible for an extended period). Outbound deliveries, by comparison, are hampered by 
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the consumer’s expectation of delivery arriving at a certain place (e.g. their home) at a certain 

time (e.g. 3 pm) and the subsequent dissatisfaction faced in the event of unexpected delays. 

Perhaps more crucial to the economic enterprise is inbound transport’s contribution to the 

cost of production (use value),10 which, while not of direct consequence, manifests through 

the on-charge (exchange value) to the product.11 Assuming that each organisation sells its 

goods for prices equal to or higher than the cost of bringing the goods to market (in store for 

sale), the costs incurred by business in bringing goods into the workplace (whether these be 

raw components or retail products) has a direct and immediate influence on the production 

costs incurred, which in turn influences the exchange or sale price. Outbound deliveries, on 

the other hand, are unrelated to production costs. Instead, their contribution to pricing is 

restricted to those consumers with a joint demand for products and their delivery. The 

significance of the differences between inbound and outbound logistics cannot be overstated. 

Necessary for maintaining inventory levels and, in part, contributing to the supply price, with 

little direct impact on the consumer, inbound deliveries make no immediate contribution to 

competitive advantage and therefore generate no immediate additional value. 

What does the experience of the three cases examined and their relationship with 

inbound logistics contribute to understanding the sourcing decision? First and foremost is the 

influence of employment relations on the sourcing decision. Outsourcing is typically linked 

to union avoidance and reduced labour costs. However, is union avoidance a central factor 

in shaping the inbound governance structure? In the case of Polyworx, a non-unionised firm, 

the decision to outsource incoming logistics requirements to specialist hire-and-reward 

organisations increased the potential for union intervention. Not only is the transport industry 

more highly unionised than manufacturing12 (reflecting the industry the driver is employed 

by). Unions also tend to be associated with larger organisations13 where there exists a higher 

number of members – or potential members – a characteristic more prevalent in transport, in 

the hire-and-reward sector. Polyworx’s decision to administratively outsource inward-

directed freight, therefore, sees its inbound sourcing decision more susceptible to union 
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organising and, in consequence, higher wages (passed on through service fees) than those 

potentially paid had the firm integrated. This adverse cost relationship, seen through 

Polyworx’s sourcing structure, is similarly reflected within Coles. Adoption of a mixed-mode 

approach to handling inbound freight, using both its own staff and third-party providers, 

Coles’ solution necessitates ongoing coordination with unions representing its employees. It 

also exposes Coles to the additional complexities of managing indirect labour (third-party 

drivers) to maintain on-site health and safety standards. Responsible for all workers on its 

site,14 additional investments are required to develop and sustain appropriate induction 

processes and ensure the correct safety procedures are followed by employees and 

contractors alike.15 Integration of the intermediate transport process – moving goods from 

distribution centres to stores – further exposes the firm to the highly regulated heavy-vehicle 

road transport industry, an industry fraught with complex rules, regulations and laws.16 Such 

employment costs, coupled with the potential for increased union intervention, contradicts 

scholarly explanations of the sourcing decision. Adoption of an outsourcing structure in the 

case of Woolworths appears at first glance to have similar union and labour cost implications 

as for Polyworx (which similarly outsources inbound transport). However, in this case, the 

sourcing structure yields more significant costs. Woolworths’ inbound logistics, like its 

outbound function, is structured in an unlikely manner – with the firm retaining ownership 

of custom-built trailers,17 yet outsourcing the service to specialist operators. While this tactic 

circumvents the direct intervention of unionism (for there is no employment of labour), it 

fails to avoid the financial costs typically associated with unionism. Engaging a unionised 

firm (Linfox) as the primary contractor fails to curtail union influence, for the cost of 

coordinating the union relationship and ensuing increase in labour costs are likely passed on 

through service fees. Had Woolworths’ aim in structuring their inbound function been 

directed towards labour cost reduction or union avoidance, outsourcing to a non-unionised 

contractor may have provided a lower cost alternative. In each case, therefore, there is no 

                                                 

14 "Work Health and Safety Act 2011." 
15 "Coles Supply Standards,"  
https://www.supplierportal.coles.com.au/csp/docs/Coles%20Supply%20Standards_December%202017_Good.pdf; Ltd, 
"Creating a Reservation for Suppliers"; "Creating a Reservation for Transport Carriers"; Coles Group Limited, "Online 
Contractor Induction," Coles Group Limited, http://www.contractor.colesgroup.com.au/ContractorInduction/default.asp; 
Ltd, "Online Inbound Booking System Faq’s". 
16 "Creating a Reservation for Transport Carriers"; "Creating a Reservation for Suppliers".; "Online Inbound Booking 
System Faq’s".; "Carrier Plays Key Role in Coles Fleet Expansion." ; (NHVR), "Heavy Vehicle National Law and 
Regulations".; "Coles Supply Standards",  64. 
17 Berman and Wang, "Inbound Logistic Planning: Minimizing Transportation and Inventory Cost," 298. 
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evidence of correlation, direct or otherwise, that would suggest the inbound sourcing decision 

is influenced by either union avoidance or cost minimisation. Rather, an evident consistency 

between the cases studied is that the firms’ governance structures reflect a movement towards 

an overarching strategy, which, while divergent in purpose, is not directed towards cost 

minimisation. 

Moving from the case studies to the road transport industry as a whole, do the 

experiences detected correlate with wider industry trends? Does an increase in the number of 

hire-and-reward operators correlate with the increase in use for commercial purposes? 

Between 2004 and 2016 the number of vehicles dedicated to the hire-and-reward road 

transport industry on Australian roads (those vehicles that carry “freight for another firm on 

a contractual basis”)18 increased by 28 per cent. However, in terms of market share, the 

density of this sector decreased by almost 45 per cent during the same period.19 This means 

that, as the industry grew, more organisations adopted an integrated structure rather than 

choosing to outsource. However, within the cases studied, there exists a notable trend in the 

decision to engage market operators for the inward movement of goods from supplier to firm. 

In part, this can be attributed to transaction cost economics. Goods moving from supplier to 

the firm do so with one key attribute across all cases studies – the service makes no direct 

contribution to competitive advantage and does not form a core competency.20 A derived 

demand, inbound logistics in each case is necessary to fulfil the firm’s direct demand for 

products.21 The benefits of using specialist operators for the delivery of inward moving goods 

(from a supplier into firm) are twofold. Directly, each organisation is able to leverage the 

economies of scale generated through specialist operators, thus reducing input costs. 

Indirectly, the outsourcing decision also allows each business to focus on the core internal 

process contributing to long-term economic success.22 Management of critical competencies, 

however, is not the only contributing transaction cost. Also requiring examination is the 

contribution of asset specificity, uncertainties and frequency of service use. Inbound trips, 

delivering to a consistent location (the firm) are more routine than their outbound 

                                                 

18 Australia, "Working Paper 60: An Overview of the Australian Road Freight Transport Industry," 4. 
19 (ABS), "Ntc_S14_N2j, 2014 Survey of Motor Vehicle Use: Number of Vehicles by Business Type, Commodity Carried, 
Type of Vehicle and State/Territory of Registration."; "Table Numer: Ntc_S16_N2j, 9208.0 - Survey of Motor Vehicle Use, 
Australia, 12 Months Ended 30 June 2016." 
20 Ogorelc, "Outsourcing of Transport and Logistics Services," 375. 
21 Marshall, Principles of Economics, 316. 
22 Sanders et al., "A Multidimensional Framework for Understanding Outsourcing Arrangements," 3. 
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counterparts and are thus able to be planned with more accuracy. This predictability better 

positions suppliers to accurately anticipate trip times. Perhaps more importantly, it stabilises 

the associated costs, including labour time required, an expense critical to the calculation of 

production costs (and thus exchange price).23 Sourcing inbound logistics is, perhaps to a 

greater degree, influenced by the frequency of transaction and asset specificity. Ceteris 

paribus, the lower the rate of use and asset specificity required in fulfilment of any specific 

delivery, the larger the economies of scale generated through outsourcing to specialist 

operators.24 Over 95 per cent of road freight in Australia is carted on heavy vehicles, those 

vehicles over 4.5 tonnes gross vehicle mass (GVM).25 Using the market therefore allows 

organisations – retail and manufacturing alike – to purchase goods as needed and have a 

third-party operator deliver the items to their premises when needed. The availability of these 

hire-and-reward vehicles means that companies no longer need to purchase large quantities 

from a supplier at one time in order to make collection through integrated means worthwhile. 

Now the firm can have goods delivered by market operators when required. In this sector, 

therefore, it is not just the frequency of use affecting costs, but the quantity of goods required. 

To illustrate this point, consider north Queensland firms that require a small quantity of goods 

from one side of Australia and another small quantity from the bottom end of the country, 

both of which are required to be in-store within a week. In practical terms, collecting such 

inbound items would require significantly higher investment if performed internally 

(necessitating vehicles and labour – both incurring prime and supplementary costs) than that 

which would be incurred by engaging networked hire-and-reward operators. As the products 

sold in-store at Coles and Woolworths, and those used in the production of water tanks are 

“typically” standard sized and weighted items – therefore requiring little to no specificity in 

transport – there exists a large pool of suitable carriers.26 While each case displays evidence 

of conforming to transaction cost economics, in that the lowest cost alternative has been 

adopted, the overarching question remains: are cost reduction tactics the motivation 

underpinning the sourcing decision? As a non-core competency, requiring little asset 

specificity, used on an infrequent basis (in terms of collection location and quantity) with a 

                                                 

23 Colbert and Spicer, "A Multi-Case Investigation of a Theory of the Transfer Pricing Process," 426. 
24 Stuckey and White, "When and When Not to Vertically Integrate," 71-75. 
25 Consulting, "The Economic Significance of the Australian Logistics Industry," 6. 
26 Stuckey and White, "When and When Not to Vertically Integrate," 72-74. 
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reasonable level of uncertainty, it can be concluded that transaction cost economics, and thus 

cost reduction, does lie at the heart of the inbound sourcing decision. 

Logistics management impacts the value of firms. Inbound transport contributes to 

the consumer’s direct demand – the exchange value of goods on-site. Outbound, on the other 

hand, influences the consumer’s joint demand for products and their delivery: the exchange 

value at the consumer’s chosen location. Unlike outbound delivery – the demand for which 

is derived through the consumer’s desire to have goods delivered – inbound transport is 

derived by the firm. Necessary to meet the direct demand of consumers, Polyworx, Coles and 

Woolworths alike need products delivered into the workplace before they can sell. Inbound 

transport’s contribution to competitive advantage, therefore, lies in the firm’s supply, 

specifically in both the availability of goods and their exchange price. Receiving the goods 

or raw materials in-store for the lowest price possible reduces each product’s “money cost of 

production” (the cost of bringing the goods to market), therefore enabling the firm to optimise 

the exchange value of goods and boast an “attractive attribute or price relationship” to the 

end consumer.27 This gives firms with lower input costs a price advantage over those 

competitors with higher supply costs. 

The economic dynamics at play within inward transport can be clearly seen at 

Polyworx. Polyworx’s primary goods, water tanks, comprise three different elements: raw 

materials, component parts and retail products. Each of these requires the movement from 

suppliers to the factory prior to the tank being manufactured and fitted for sale. The ability 

to minimise the supply costs of each part enables the firm to ultimately produce the tank at a 

lower price. This, all things being equal, allows it to on-charge a lower exchange price to 

consumers. Similar outcomes are reflected in both retail cases studied. Coles and Woolworths 

both sell goods purchased from suppliers (e.g. fresh produce) and goods created in-store (e.g. 

bread in the bakery) as well as those products that have increased in value through the 

intervention of employed labour (e.g. a half steer cut into portion-sized meats).28 Therefore, 

the ability to reduce the input costs of goods – whether in a raw or component form – has a 

positive effect on the firm’s ability to compete on price. While it is necessary to note that the 

                                                 

27 Ambrosini, "Value Creation Versus Value Capture: Towards a Coherent Definition of Value in Strategy," 2. 
28 Limited, "Welcome to Woolworths"; Ltd, "Coles". 
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competitiveness of the exchange price depends on various factors outside the scope of this 

study (e.g. efficiency of staff and machinery), the contribution of inbound costs is undeniable. 

The cases examined within this study have provided a practical understanding of the 

factors influencing the inbound sourcing decision. In structuring their supply chain, 

organisations cannot overlook the input costs necessary for producing or making available 

their products. Inbound transport is the first primary activity undertaken by the firm29 (for 

goods need to move inward before they move outward) and is, therefore, critical to the 

functioning of the organisation. It is not the existence of this service, however, that is of 

consequence in this study. Rather, it is the transport function’s ability to influence the input 

cost, which in turn impacts the supply price, that is of greatest significance. For, if the price 

exceeds that which the consumer is willing to pay for the goods, a consumer’s wants may 

remain unfulfilled and their business may be transferred to a competitor or forgone 

altogether. Identified as a non-core competency in each of the firms examined, outsourcing 

incoming freight derives more significant benefits than integration could provide, 

particularly as each case requires little asset specificity and low-frequency use for the 

inbound supply trucks.30 However, the question of inbound transport’s contribution to the 

literature cannot be answered through employment or transaction costs alone. For the answer 

depends, in part, on the function’s relationship with value. Indeed, the most salient finding is 

the distinction between inbound and outbound logistics’ influence on value. Incoming 

transport, a firm-driven demand necessary for the availability of goods within a business 

enterprise (whether components, raw materials or retail products), contributes, in part, to the 

cost of production and therefore influences the consumer’s perceived benefit of their goods 

or service (as far as the exchange price is concerned). The outbound movement of goods, on 

the other hand, has an influence on the utility of a good only for those consumers with a joint 

demand for both goods and their movement to a specified location. Divergent in primary 

aims – inbound transport contributes to adding value to the consumer’s direct demand, while 

outbound influences the consumer’s joint demand – it is perhaps their united overarching aim 

that is more significant. The governance structure of both inbound and outbound logistics, 
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within all three firms examined, is demand driven. Each organisation has adopted the 

sourcing structure that best facilitates the improvement of the consumer’s perceived benefit 

of shopping with its store.  

Employment Relations Strategies 

Outbound transport is critical to meeting the joint demand of consumers – the demand for 

retail products and their delivery. Each firm examined within this study has structured its 

delivery workforce in a different manner. Polyworx has adopted a quasi-integrated 

arrangement. Coles has fully integrated. Woolworths has outsourced the delivery function 

yet retained ownership of supporting assets. This outcome leads to the overarching question 

– what influence does employment relations have on the sourcing decision? In addition to 

the laws and regulations governing the management of a workforce, unions, as 

representatives of employees, are party to the employment relationship.31 Unions provide a 

voice through which employees can contribute to the authorship and enforcement of 

workplace rules, a voice that often leads to an increase in the employer’s hard costs (e.g. 

higher wages, more significant benefits).32 Employers often oppose such intervention in an 

effort to maintain managerial control and direction over the terms of employment and 

workplace practices.33 Circumventing the employment of staff by outsourcing labour 

requirements to specialist third-party operators is one tool commonly credited as a means to 

decollectivise union activity.34 However, does it, in fact, follow that make-or-buy decisions 

are made with the deliberate and purposeful action of avoiding unions or minimising their 

influence? In exploring the answers to this question, this section discusses the employment 

relations factors that contributed to the sourcing decisions of three separate firms, engaging 

an outbound transport service through integrated or outsourced means, to determine if union 

avoidance or labour cost reductions were the ultimate objective propelling the sourcing 

decisions. 

                                                 

31 Bray et al., Employment Relations: Theory and Practice. 
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The relationship between firms and unions is not always consequential to the make-

or-buy decision. Underpinning the purpose of union avoidance is the labour cost reduction 

generated through engaging non-unionised workers in lieu of unionised.35 This proposition 

is, however, built on a single, precarious foundation: that there exists a choice between 

unionised and non-unionised labour. Outsourcing is a touchstone for industrial relations 

academics, but its explanatory power is declining as unions decline. Over 87 per cent of 

Queensland employees are not members of a union.36 Firms, therefore, employing staff not 

party to a union, such as Polyworx can reap no gain (attributable to union avoidance) by 

outsourcing – yielding no correlation between anti-union measures and the sourcing decision. 

An inability to attribute union avoidance to Polyworx’s integration is further supported by its 

industry award. Underpinned by the Manufacturing and Associated Industries and 

Occupations Award 2010, which contains no provision for the employment of “drivers”, 

those transport staff employed by the firm fall under the coverage of the relevant Road 

Transport and Distribution Award 2010 or Road Transport (Long Distance Operations) 

Award 2010. Therefore, whether Polyworx integrates its delivery service or outsources to a 

specialist market firm, the drivers – and thus their wages and benefits – are underpinned by 

the same awards. Coles and Woolworths, however, whose staff, while covered by an 

enterprise bargaining agreement (EBA), are underpinned by the General Retail Industry 

Award 2010, are thus permitted to employ outbound delivery drivers through the award that 

applies to their core industry – retail. Coles’ decision to integrate and employ retail drivers 

has, however, created significant employment relations problems. These problems, it must 

be emphasised, stem from Coles’ decision to in-source – and employ workers drawn from its 

unionised retail workforce – rather than outsourcing. 

While retail workers are underpinned by the terms and conditions of the General 

Retail Industry Award 2010, drivers employed by hire-and-reward organisations, engaged to 

perform online deliveries on behalf of a retail organisation – evident in the situation at 

Woolworths – are employed under the relevant Road Transport and Distribution Award 2010 

or Road Transport (Long Distance Operations) Award 2010. Performing similar duties for 

similar firms, the remuneration of Coles’ and Woolworths’ transport staff are thus 

                                                 

35 Abraham and Taylor, "Firms' Use of Outside Contractors: Theory and Evidence," 396.; Perry, "Outsourcing and Union 
Power," 523. 
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underpinned by different awards. Accordingly, drivers are entitled to different wages and 

conditions, despite performing similar on-road work.37 In consequence, the TWU, believing 

this inconsistency between awards and roles is unfair, brought forward legal action against 

Coles in an effort to rectify what they perceived as a wrongdoing, not only for the workers at 

Coles but to ensure consistent demarcation of “road transport” employees generally. Coles’ 

employment of “retail drivers” made evident an avenue through which select industries can 

circumvent dealings with the “road transport industry”, an act that ultimately curtails the 

strength of the TWU as representatives of this group of workers. Coles’ integration, however, 

did not reduce union numbers. Instead, the sourcing decision effectively moved the 

employees of one industry (road transport) represented by the TWU, into another (retail) 

represented by the SDA. Integration of this department, therefore, incurred significant costs 

that could have been avoided by using the market. In the case of Woolworths, outsourcing 

similarly failed to decrease union strength. Woolworths’ decision to use the market, while 

circumventing those direct union issues faced by Coles in relation to the employment of 

drivers, did not curtail the short- or long-term costs associated with union involvement. By 

engaging the unionised organisation, Linfox, as the primary contractor, Woolworths 

maintains its ongoing use of union labour – and, thus, incurs all associated costs (e.g. 

enterprise bargaining-based wage increases) indirectly through the fees of the service 

provider rather than directly through internal channels. As these three cases reveal, there is 

little evidence that union avoidance or labour cost reductions had any real influence on the 

outbound sourcing decision. On the contrary, the increased labour-related cost incurred as a 

result of chosen governance structures indicates that the existence of a greater overarching 

strategic objective underpinning the make-or-buy decision. 

When confronted with increased labour costs, the sourcing decision is inexplicable 

through much of the employment relations literature. In some circumstances, the make-or-

buy determination not only fails to reduce union influence or labour costs but, in fact, 

increases these employment costs. In the case of Polyworx, the decision to engage in an 

“enterprise partnership”,38 whereby the owners of the firm incorporated a new entity 

dedicated to meeting the logistics needs of Polyworx, had an adverse effect on union 
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avoidance. Polyworx’s adoption of a structure functionally integrated, yet administratively 

outsourced, exposed transport workers more readily to unions. Not only are transport, postal 

and warehousing workers 60 per cent more likely to unionise than their manufacturing 

counterparts,39 concentrating “road transport” workers within a single organisation also 

yields greater exposure to union recruiters. Where Polyworx experienced a potential increase 

in union intervention as a result of their sourcing decision, Coles realised an actual increase 

in union activity. It was the decision to incorporate drivers as retail workers (in accordance 

with the Retail Award) that ultimately precipitated Coles’ employment relations trials with 

the TWU. Although outsourcing is cited to provoke union aggressiveness,40 in the case of 

Coles it was the firm’s decision to integrate – bringing the SDA and TWU into competition 

for representative rights – that triggered increased aggression.41 Integration in this instance 

contributed to Coles’ industrial relations problems, problems that almost certainly 

contributed to Woolworths’ decision to outsource. If Woolworths indeed utilised outsourcing 

as a strategic tool to avoid the issues experienced by Coles, this may suggest union avoidance 

was a key factor influencing the firm’s sourcing decision. An analysis of the contextual 

relationship between Woolworths and its primary contractor, Linfox, however, suggests that 

Linfox’s relationship with unions may, in fact, have been a contributing factor in 

Woolworths’ decision to engage this organisation over non-unionised alternatives. For the 

protection offered by unions, in effectively ensuring the wages and conditions of Linfox staff 

(and its subcontractors) do not fall below minimum standards, benefits Woolworths by 

minimising accessorial liability claims arising from breaches of general protections 

throughout the distribution supply chain.  

It is evident from the above discussion that in none of the cases did the sourcing 

decision result in either an avoidance of unions or significantly lower costs. We are therefore 

forced to recognise that the fundamental arguments in the employment relations literature 

regarding outsourcing are without merit in these cases and, one suspects, most other 

outsourcing decisions. We are thus forced to confront a fundamental flaw in the mainstream 

employment relations literature that deals with outsourcing. Each case examined within this 

study adopted an approach to governance that failed to reduce union intentions and, perhaps 
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more significantly, in some instances increased it. In consequence, not only can union 

avoidance be removed as a factor influencing the sourcing decision, it also raises the question 

of what is the preeminent reason underpinning a firm’s make-or-buy decision. 

In the first instance, decisions by transport companies to outsource in part reflects 

problems of managing labour in this industry. As in other industries, wages influence the 

supply price of goods. The ability to reduce wages also lowers unit costs, enabling the firm, 

ceteris paribus, to minimise the asking price of products. With delivery drivers, however, it 

is challenging to apply labour cost reduction tactics such as increasing the intensity of work, 

as practised in Taylorism,42 due to both the unsupervised nature of duties off-site and the 

highly regulated industry (i.e., a truck can only be driven so fast in a particular area). While 

management can predict the effect certain factors (e.g. location, road surface) will have on 

delivery needs, it is challenging to anticipate the time it will take drivers to fulfil the necessary 

tasks with precision. Unknown factors, such as slow-moving vehicles, congestion or detours, 

impede speedy task completion. Organisations requiring drivers to reach a specified location 

in a tight timeframe are also restricted by speed limits, fatigue regulations and road conditions 

(to name a few factors). While the labour costs associated with delivery, therefore, have a 

price floor – for there is only so fast a vehicle can reach its destination within prescribed road 

rules and transport law – there exists no apparent roof. For organisations such as Polyworx, 

offering a delivery service to a broad geographical range or into an unknown location (e.g. 

western properties) this uncertainty poses a problem: how do they accurately anticipate the 

cost of delivery prior to sale? Too high a price may impede competitiveness. Too low may 

see the firm’s transport expenses exceed the revenue derived through the sale. 

Although the tasks of road transport involve complexities that can frustrate 

management and encourage the use of outsourcing as a means of minimising or avoiding 

these costs, there is little indication that such time-management problems have resulted in 

outsourcing in the three cases. Coles avoids remuneration issues by employing staff on an 

enterprise agreement, paying above award wages.43 This strategy, however, poses its own 

unique set of problems. Finding common agreement between the firm, unions and employees 

on terms and conditions can be an exceptionally challenging undertaking. In the case of 
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Coles, the finalisation of collective agreement required years of negotiation and court cases44 

(necessitating heavy investment in terms of time and money), which culminated in the 

decision to pay drivers higher hourly base rates than those stipulated by either the Retail 

Award or either of the road transport awards. In terms of labour costs, this strongly indicates 

the undercutting of wages is not a preeminent factor in Coles’ sourcing decision. 

Woolworths’ case further supports the proposition that there exists no correlation between 

the sourcing decision and labour cost minimisation. Outsourcing, in this case, incurs various 

costs that could have been avoided by integration. Not least of these are those associated with 

the provision of effective communication channels between Woolworths drivers and the 

ultimate consumer. The inherent nature of outsourcing requires information to be processed 

through an additional channel (i.e., the outsourced operator) on top of the potentially 

multifaceted internal hierarchy. This extra layer of complexity, incurred through market 

exchange, influences the efficiency, timeliness and accuracy of information transfer, factors 

that may impact the firm’s end customer. Although each of the cases examined employs a 

different governance structure, there are commonalities evident in the pattern of labour costs 

incurred by each. In each case examined, the firm’s outlay in terms of labour expenses is not 

the “lowest cost” option. Each could be reduced by using an alternate form of governance. 

This strongly supports the hypothesis that labour cost reduction is not the core factor 

influencing the sourcing decision. 

What exactly are employment costs? Omission of this question is highly significant 

given that employment relations literature claims that sourcing decisions typically aim to 

reduce such costs. These labour costs, however, do not relate exclusively to wages, a 

commonly used method of quantifying costs, for there exists a range of hard costs (easily 

measurable)45 that not only occur in direct employment relationships but increase in 
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correlation with wages paid. Polyworx’s quasi-integration proved exceptionally costly. 

Reflecting the wages paid to staff, Polyworx’s payroll tax and WorkCover insurance 

liabilities increased substantially as a direct result of the sourcing structure. The 

establishment of a secondary, legally autonomous organisation to manage the outbound 

logistics curtailed the benefits of a single payroll tax and insurance policy. This caused the 

total monetary expense payable by the firm to increase between 85 per cent and 90 per cent, 

respectively, for the portion of the bill attributable to the employment of transport drivers.46 

The second case studied, Coles, similarly encountered increased labour liabilities as a result 

of its chosen structure. The decision to provide drivers with higher base wages than stipulated 

in the awards for both the retail and road transport industry, while independently meaningful, 

had a magnified effect due to the additional costs calculated from this base rate. Integration, 

the direct employment of staff, renders Coles liable for a range of expenses such as 

superannuation, payroll tax, and workers’ compensation insurance, the cost of which 

increases in correlation with the base rate of pay and total wages paid over a given period of 

time (e.g. weekly, quarterly, annually). Therefore, the more staff the firm employs, and the 

higher the base rate of pay outlaid to these staff, the greater the additional liabilities. By 

paying staff high base rates, Coles is voluntarily compounding these additional employment 

expenses. Economically, it can be assumed that specialist operators incurring these same 

employment costs would simply recoup them through service fees. However, the ability to 

do so is restrained by various factors, including contracted price arrangements (difficult to 

change ex-post) and market competition, indicating that, with the benefit of economies of 

scale, outsourcing arrangements may incur lower pecuniary expense. Woolworths’ decision 

to outsource, hence, appears at first glance to be one directed towards lower costs. Its 

structure of maintaining ownership of tangible assets and the transport service’s direct 

connection with customers, however, complicate the matter. As outsourcing transfers the 

responsibility for performing a task into the hands of a third-party operator – an operator 

whose action or inaction will reflect directly on the outsourcing firm47 – Woolworths must 

take additional steps to ensure its performance reiterates the values and corporate promises 

of its firm. Accordingly, Woolworths has invested additional funds in supervising labour, as 
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well as portable devices, not only to ensure staff are equipped to provide high-quality service 

but to enable accurate monitoring and recording of both the driver’s performance and its 

customers’ satisfaction.48 While such costs may exist within an integrated structure, they are 

exacerbated by the indirect and multichannel communication requirements of market 

relationships. In each case examined, it is evident that their chosen form of governance for 

their outbound transport service has yielded costs that may have been avoided through 

alternative sourcing structures. Quantifying the various charges is outside the scope of this 

study due to commercial-in-confidence considerations. However, it is clear that, in each case 

examined, the firm has not availed itself of the sourcing option affording the lowest cost. 

Each case, therefore, while varying in the requirement for monetary investment, has 

structured its delivery function in a way that meets goals other than labour cost reduction.  

In addition to employment costs that rise inexorably with any increase in direct wage 

costs, there also exists a range of soft costs, which are not only difficult to anticipate (and 

subsequently include in the supply price) but are in some instances hidden and thus difficult 

to identify.49 These soft costs manifest in a range of areas, including absenteeism, turnover, 

inefficiencies, presenteeism and unsatisfactory performance.50 While broadly experienced by 

firms employing staff, the soft costs of Polyworx and Coles are elevated due to the nature of 

outbound transport – wherein an employee’s duties are performed off-site, and thus less 

susceptible (in comparison with on-site workers) to managerial oversight. The ability for 

drivers to underperform, or “soldier”, is greatly increased. Even with sophisticated resources 

(such as GPS systems) reducing their impact, these soft costs (e.g. presenteeism) are 

impossible to eliminate. How are firms to know whether the driver took twenty minutes to 

deliver the goods or whether it only took fifteen minutes and the driver took a five-minute 

break? Coles’ relatively narrow timeframes within which each delivery must be performed51 

is, in part, made possible by both small delivery areas and small-sized goods, circumstances 

that greatly reduce the ability for employees to underperform, or soldier. Polyworx on the 

                                                 

48  Limited, "Safety, Health and Environment Contractor Induction: Home Delivery Drivers"; Linfox, 
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other hand, whose drivers are required to unload a tank of up to 1.2 tonnes, on a site chosen 

by the consumer and unknown prior to arrival, is subject to greater challenges and 

uncertainties. This necessitates a greater allocation of time for delivery – making the firm 

more susceptible to soft costs. Outsourcing to a specialist operator curtails the direct 

accumulation of these costs. However, outsourcing also generates greater expense with 

regard to the monitoring and maintenance of market relationships. Critical to the end 

consumer and firm alike, monitoring the performance of the outbound transport service and 

the condition of resources (e.g. vehicles) owned by Woolworths requires ongoing 

commitment. The employment of labour dedicated to coordinating the relationship between 

the firm and contractor and contractor and consumer is necessary to ensure contractual 

obligations are met and good customer relations are maintained.  

A key finding arising from this study is that theories for outsourcing within 

employment relations literature are incorrectly built on the assumption that union avoidance 

is central to the decision. With only 9 per cent of the private sector holding a ticket,52 it can 

be concluded that the sourcing decisions of the vast majority of private-sector organisations 

are not founded on union avoidance. Exemplified by the cases examined within this study, 

firms are willing to incur higher levels of union intervention and cost than alternative 

structures may provide, if outcomes are associated with greater value. As a non-unionised 

organisation, Polyworx’s decision to engage in a form of “enterprise partnership” to manage 

its outbound delivery requirements has moved drivers into a more highly unionised industry, 

that of road transport, thus increasing the potential for union involvement in organisational 

decisions. Union avoidance, therefore, does not explain the motivation behind Polyworx’s 

sourcing decision. This outcome similarly defines Coles’ decision to integrate. In Coles’ case, 

integration brought about significant costs. Bringing the TWU and SDA into competition for 

representative rights over drivers provoked numerous court cases and commission hearings 

– all of which required mediation through complex industrial procedures.53 In other words, 

Coles’ integration of the home-delivery service facilitated an increase in union intervention 

rather than a reduction. While Woolworths was able to circumvent direct union involvement 

in association with delivery drivers, its decision to engage labour through a unionised third-
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party operator maintained its association with union labour and thus failed to decrease unions 

in the workplace.  

Inexplicable through union avoidance tactics, the make-or-buy decision is similarly 

not founded on labour cost reductions. Labour costs do not relate to wages exclusively, for, 

as this section discusses, there exists a range of additional costs that are not only incurred 

when employing a direct workforce but increase in correlation with the value of wages paid. 

Both Polyworx and Coles, as integrated organisations, are liable for the total outlay of labour-

related costs, which exist in two forms: hard costs (e.g. taxes, insurance) and soft costs (e.g. 

presenteeism). Polyworx saw an 85 per cent to 90 per cent increase in payroll tax and 

WorkCover annual dues (related to drivers) as a direct result of quasi-integration.54 Coles 

similarly saw an increase in these types of costs. The third case studied, Woolworths, while 

taking an alternative approach to governance, saw similar results. Contracting outbound 

delivery requirements to a specialist operator curtailed the direct costs associated with staff. 

This structure saw the firm pay labour indirectly through service fees, fees that must, 

according to the enterprise agreement,55 ensure the integrity of the supply chain – and thus 

be sufficient to not only cover the primary contractors’ expenses but also those of 

subcontractors. This is no small feat. Ensuring compliant employment relations throughout 

the supply chain (minimising claims arising from accessorial liability) undoubtedly increases 

the cost of market exchange above that of alternative forms of governance. The significance 

of these findings cannot be overstated. Faced with increased costs and no reduction in union 

organising within each case, it is not possible to explain the sourcing decision through much 

of the employment relations literature. Further, these findings force confrontation with an 

alternative question – if not employment relations, what is the preeminent factor influencing 

the sourcing decision? 

Transaction Cost Economics 

Outbound delivery contributes to a firm’s ability to compete. Consumers today, without the 

time or capacity to attend in-store to collect desired goods, have given rise to a joint demand, 

                                                 

54 QLD, "Gazette Notice," 356 (191913), 366 (461002).; Queensland, "Calculating Premium". Australia, "Payroll Tax 
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the demand for products and their delivery.56 While the desired products themselves satisfy 

the consumer’s direct demand, without the delivery function – the ability for the customer to 

receive the goods at a chosen location – the consumer's wants may remain unfulfilled, and 

the firm may forgo a sale. In order to compete, firms must satisfy this emergent demand by 

supplying retail goods and an outbound delivery service jointly.57 Organisations in this 

situation are subsequently faced with the economic question: make or buy? This decision, 

according to economics literature, is commonly underpinned by a cost-focused approach: 

specifically, which governance structure occasions the lowest cost in “running the economic 

system”.58 In other words, the vertical boundaries of an organisation are structured in the 

manner that is more conducive to cost minimisation, a factor that often gives firms a price 

advantage over competitors with a higher supply price.59 This section discusses whether the 

outbound sourcing structure of three firms, Polyworx, Coles and Woolworths, are explicable 

within this framework. In the first case, Polyworx has adopted a quasi-integration structure. 

Engaged in a form of “enterprise partnership”, this firm sees both the manufacturing and 

delivery arms managed by the same people, in the same location and using the same 

equipment.60 A complex undertaking, this structure appears to elevate transaction costs. For 

now, the firm is incurring the expenses of two organisations, rather than reducing them, as 

the literature suggests. A similar finding was concluded within Coles, where persistence in 

maintaining integration of its outbound transport function caused substantial industrial 

relations problems. Incurring significant costs throughout a sustained period of negotiation 

and legal action – costs that could have been curtailed through a market exchange – there is 

little evidence to indicate Coles’ sourcing decision was motivated by a search for price 

reductions. Market exchange, while eliminating the costs of employment, becomes 

increasingly complicated when the contracting firm owns the assets, as seen in the case of 

Woolworths. While outsourcing the service – exchanging an employment relationship for 

that of contracted arrangements – provides greater cost certainty in the fees paid, 

                                                 

56 Marshall, Principles of Economics, 316. 
57 Ibid. 
58 Maltz and Ellram, "Total Cost of Relationship: An Analytical Framework for the Logistics Outsourcing Decision," 45.; 
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Woolworths’ sizeable investment in the procurement of equipment, including delivery vans, 

increased the overall cost of market exchange. All cases studied, therefore, in the collective 

pursuit of a successful business enterprise, have adopted outbound delivery sourcing 

structures not conducive to cost minimisation. This challenges the implicit belief that cost 

minimisation is a central factor influencing the outbound transport sourcing decision. 

Core competencies contribute to competitive advantage. Defined as those elements 

of a business enterprise that the firm can do better than its competitors,61 core competencies 

are the dimensions of a supply chain that create or add value. An organisation’s critical 

competency has implications for the strategic management of the value chain and, more 

particularly, the boundaries of the firm.62 Outsourcing non-core competencies – those critical, 

yet non-value-adding functions of the firm – allows the organisation to focus on maintaining 

and improving the value-adding dimensions, thus improving its competitive advantage and, 

ultimately, expanding its market share.63  

Undeniably, the manufacture of poly tanks and the retailing of grocery items, 

respectively, lie at the core of the cases analysed within this study. However, with each 

organisation utilising an outbound transport function to meet the consumer’s joint demand 

for goods and their movement to the desired location, does it follow that home delivery 

generates a competitive advantage? Analysis of the role outbound transport plays within 

Polyworx indicates that this service was derived not only to meet a joint demand but to  

(a) expand the market, (b) improve customer satisfaction and (c) distinguish its firm from 

competitors through the service provided. Outbound deliveries are, therefore, not used solely 

for the purpose of moving goods but, more significantly, as a tool through which the firm is 

able to expand its market share and improve customer satisfaction: an approach reflective of 

a core competence. The increasingly competitive nature of retailing has induced Coles to 

adopt a similar approach to its outbound delivery service. Minimising the “toil and trouble” 

required of consumers in purchasing groceries, Coles’ integrated delivery function not only 

preserves operational effectiveness but provides consumers with a service that is “very 
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different” to its main competitor,64 thus generating competitive advantage. Both Polyworx 

and Coles, therefore, utilise the delivery service as a strategic tool for differentiating 

themselves. In these cases, outbound deliveries form a core competency. Woolworths on the 

other hand – Coles’ main competitor – appears to utilise the service differently as a means of 

simply meeting the consumer’s joint demand with less emphasis on enhancing demand for a 

new service, differentiated by quality. Without the delivery service, the wants of customers 

jointly demanding product and its delivery, remain unfulfilled, and the consumer may 

purchase from another store that meets their joint demand. Woolworths’ outbound transport 

function is thus not considered a core competency. Conversely, Woolworths aims to 

differentiate its firm through lower priced retail goods, an objective achieved, in part, through 

the fixed service fees charged by outsourced transport operators. Each of the firms examined, 

therefore, shows clear signs of adhering to this dimension of transaction cost literature: the 

make-or-buy decision is influenced by the core competency (whether intentionally or 

unintentionally). It follows, therefore that the sourcing decision is predicated on the form of 

governance that provides the most significant strategic advantage, the greatest capacity to 

enhance value for the firm. 

Asset specificity is potentially the most critical factor in the sourcing decision.65 The 

higher the degree of specificity – the extent to which assets have been customised in order to 

fulfil a specific function – the lower the ability to redeploy assets to alternative uses.66 In 

practice, it has been found that the road transport functions examined in this study 

consistently require two primary forms of assets: (a) the human assets that have acquired the 

necessary skills and ability to deliver the type of goods sold and (b) the dedicated assets used 

in facilitating the movement of goods.67 When the delivery service is a core competency and 

used to generate competitive advantage, as in the case of both Polyworx and Coles, there is 

an elevated reliance on human assets to provide a level of customer service that extends 

beyond simply “delivering the goods”.68 This dependency is significant to the sourcing 
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decision. For the additional expectations that customers will have of drivers (i.e., customer 

service) in these circumstances requires a greater specificity in order to achieve expected 

outcomes. By contrast, in situations where the service is not a core competency, as is the case 

with Woolworths, the decision to outsource may, in part, be attributed to the firm’s perception 

of the function as a means to simply meeting the joint demand of consumers. The relationship 

between human assets and specificity is not, however, limited to customer service, for the 

ability to physically move the goods is also of great importance (i.e., the capacity to 

physically negotiate traffic and unload goods). Drivers delivering for Coles and Woolworths 

typically transport grocery items, relatively common goods necessitating little skill to deliver 

appropriately. Polyworx, on the other hand, while also requiring drivers to be capable in the 

movement of small packages (such as a ball valve), more importantly they are required to 

possess the skills and proficiency to manoeuvre oversized vehicles into sometimes tight 

locations and proceed to unload products of up to 1.2 tonnes, in large part manually. The 

development of such skills in truck drivers is relationship specific, and critical to the ability 

to meet company objectives for its outbound transport function.  

Vehicles play a major role in road transport. The distribution of products, in the cases 

examined, cannot be conducted without the use of dedicated assets. Polyworx, unlike Coles 

and Woolworths, requires an array of specialised equipment to safely deliver its products, 

equipment (e.g. trailer-fitted tipping frames) not readily available through market firms.69 

Due to the size and weight combination of Polyworx’s goods, the firm faces additional asset-

specific challenges. Requiring the pulling power of vehicles exceeding 4.5 tonnes GVM, 

Polyworx is subject to the additional laws and regulations of the heavy-vehicle industry (i.e., 

the Heavy Vehicle National Law, or HVNL). This increases compliance requirements and, 

consequently, operating costs. Outsourcing, in this case, would lead to dependency risk and 

expose the firm not only to extensive ex-ante contractual fees and quasi-rents but, perhaps 

more importantly, the hold-up problem. Coles and Woolworths, on the other hand, both 

utilise vehicles under the 4.5-tonne threshold (defining a heavy vehicle), a decision that 

avoids the additional compliance costs associated with heavy vehicles. Although both retail 

firms examined have a degree of specificity in their delivery vehicles, in these cases it is not 

the type of vehicles that makes them relationship specific, but rather the sheer quantity 
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required. Where firms like Polyworx require a small number of vehicles to deliver goods 

from one workplace, organisations such as Coles and Woolworths require numerous vehicles 

at each store. Coles and Woolworths alike have purchased and maintained ownership of 

vehicles dedicated to providing home deliveries, a move that, despite their different 

governance structures, displays commonality. This consistency indicates the contribution of 

asset specificity to the firms’ governance structures is significant and perhaps reflective of 

the potential bilateral dependency, or excessive quasi-rents, likely required had the firms 

fully outsourced. In examining the structure of Polyworx, Coles and Woolworths through the 

lens of asset specificity, it is evident that each business places a different value on the 

contribution of human labour and dedicated vehicles. Influenced in part by the type of 

product sold, each firm’s chosen form of governance is indeed reflective of the firm’s 

overarching strategic objectives. Polyworx, Coles and Woolworths have all structured their 

outbound logistics function in a manner that strategically balances the costs and benefits of 

owning or outsourcing assets. Despite their chosen sourcing option requiring investment that 

could otherwise be avoided by alternative forms of governance, each firm has adopted the 

structure that optimises the perceived value added to its firm – a value reflective of the 

organisation’s core strategy. 

If the degree of asset specificity is significant to the make-or-buy decision, another 

key consideration involves frequency of use. Frequency of use fosters economies of scale.70 

Achievable through both integrated structures and market exchange, economies of scale 

describe the cost advantages that organisations can gain as a result of large-scale output.71 

Road transport generates two types of input costs, fixed and variable. Variable costs such as 

fuel and maintenance (even if achieving economies of scale within themselves; i.e., cheaper 

fuel cost for larger purchases) increase in correlation with use. Fixed costs such as capital 

investment, however, have an inverse relationship with frequency of use, an outcome that 

lowers operational unit cost and subsequently the supply price.72 Recurrent transactions also 

improve the dexterity of staff, assuming the same team members are frequently performing 

the same tasks, thereby decreasing labour costs and further working to reduce unit supply 
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price. Economically, the sourcing decision is commonly attributed to the governance 

structure that yields the lowest transaction cost and further aids in reducing the unit cost of 

supply.73 If, however, each case examined within this study frequently utilises outbound 

transport (typically multiple times a day, five to seven days a week),74 yet its sourcing 

structure varies, the overarching question that emerges is what influence does frequency of 

use really have on the make-or-buy decision. It is proposed that two factors contribute to 

answering this question: (a) labour and (b) other assets (i.e., equipment). Constrained by laws 

and regulations restricting the ability of drivers frequently performing on-road deliveries to 

move from one destination to another any more quickly than their non-frequent counterparts 

(e.g. because of speed limits), economies of scale in this circumstance are difficult to achieve. 

Unable to alter the speed or superiority by which the driver transports goods – factors 

commonly referenced to improve with repetitive labour75 – road transport workers, whether 

recurrent or not, are similarly impacted by external factors such as, roadworks, other 

motorists, delays and laws. The off-road advantages of repeated behaviours do, however, 

yield cost advantages. In cases such as Polyworx and Coles, where drivers are not only 

required to deliver the product but provide an added service, the benefits of integration are 

twofold. In addition to the firm capitalising on the skill and dexterity attained by the drivers 

– increasing efficiency and improving performance – recurrent transactions yield driver 

experience (e.g. unloading goods and meeting customer expectations), which minimises 

errors and delays. In contrast, Woolworths, unlike both Polyworx and Coles, outsources the 

home-delivery service. Delivering goods across approximately eighty-nine timeslots per 

week,76 Woolworths’ high frequency of use incurs greater transaction costs, than those that 

would be seen through integration. The firm’s dependency on specialist operators to perform 

duties on this recurrent basis increases the longer a firm engages in using the market. This 

elevates the firm’s risk of hold-up and exposes Woolworths more to ex-post opportunistic 

behaviour.77 In all three cases, additional costs are incurred as a direct result of their sourcing 
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decisions, costs that could be avoided by adopting an alternative form of governance, if the 

firm had been targeting a cost-minimisation approach. Such findings, therefore, indicate that 

sourcing of the outbound transport function is not founded on cost-reduction tactics, but 

rather as a strategic tool to achieve long-term corporate objectives.  

Sensitive to the changing nature of supply and demand, business is inherently 

uncertain. It is, therefore, not the presence of uncertainties within an organisation that 

influences the sourcing decision, but rather the firm’s desire and ability to negate their 

intensity. Disruptions to the supply chain impact the smooth and consistent flow of 

processes,78 which can lead to delays in delivery times and/or substantial disruptions to 

operations and brand quality.79 The sourcing of outbound road transport, it is therefore 

concluded, is influenced by three primary factors: (a) consumer demand, (b) delivery service 

provided and (c) environmental conditions. The first factor has the greatest influence on 

Polyworx, as a manufacturer of partially customised tanks. While both Coles and 

Woolworths must ensure that the online consumer’s ability to order goods aligns with actual 

goods in stock (and thus available to deliver), the availability of substitute items minimises 

the impact a consumer’s demand for a specific type of product may have (e.g. if there are no 

Navel oranges available, Valencia may be a suitable substitute). Polyworx, on the other hand, 

manufactures large tanks – an expensive product guaranteed to last twenty-five years – that 

are custom built to suit the consumer’s preferred colour and fitout. Stock unavailability (i.e., 

resin colour or fitting size), cannot simply be substituted as they can with the sale of retail 

goods. For consumers may have existing infrastructure in place or special needs that 

necessitate the specific type, colour and/or size of the product ordered. Therefore, Polyworx 

is unable to vary the ordered product without financial detriment in the way of compensation 

offered to the consumer for non-supply. The second factor that influences business 

uncertainty is the service provided, which is particularly crucial for both Polyworx and Coles. 

As a core competency, competitive advantage rests on staff amenability. In these cases, the 

reliability, responsiveness and capability of the delivery service are features that are typically 
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more important to customers than cost.80 Although it is argued that delivery is not a core 

competency for Woolworths, the direct relationship between outbound deliveries and 

consumers nevertheless gives rise to uncertainties that must be addressed. Consumers 

associate the service provided by outsourced operators with the core organisation: the firm 

from which they ordered their goods. In consequence, Woolworths cannot simply forgo 

oversight of this critical service. Instead, it must invest in the development of agreeable 

contractual conditions in order to maintain a suitable level of service throughout the supply 

chain.81 In examining the third factor affecting business transactions, evidence indicates that 

the management of external factors influencing road transport services is an issue reflected 

in each case. Transporting goods via road is inherently uncertain. Is the trip going to be 

influenced by legislative changes (e.g. oversized cartage, award restructures) or encounter 

roadworks, slow-moving vehicles, changing weather (e.g. heavy rain and muddy driveways) 

or unexpected on-road breakdowns (possibly hours from the nearest town)? Unlike 

Polyworx, retailers Coles and Woolworths – where online delivery centres service localised 

geographical delivery areas, within standard delivery times, using standard vehicle types and 

sizes and offer no monetary exchange at point of delivery – deliberately limit the uncertainty 

encountered on any given trip. This controlled environment minimises the intensity of any 

unforeseen eventualities.82 While, in an outsourced environment, the frequent occurrence of 

uncertainties may increase the service fees charged by an outsourced operator to ensure 

reliability and responsiveness of the service,83 such fees will likely be reduced when controls 

such as those noted above are in place to minimise the fallout from such incidences, an 

outcome that allows the contracting firm to be better able to anticipate its supply price.  

Emerging from this discussion of uncertainty and its influence on the sourcing 

decision is the contradiction of the transaction cost proposition that cost reductions are at the 

forefront of the make-or-buy decision. On the contrary, each firm, despite increased costs, 
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(costs that could otherwise be avoided) has sourced its outbound transport services in the 

manner most congruent with meeting its corporate objectives. 

In summarising the capacity of transaction cost economics to explain outsourcing in 

road transport, it is evident that outbound transport is critical to meeting the consumer’s joint 

demand. It is, therefore, the quest for understanding what factors underpin the outbound 

transport make-or-buy decision that gives purpose to this study. Organisational success is, in 

part, influenced by management’s ability to obtain and retain customers, an objective best 

achieved by reducing the exchange price.84 Economic literature, in part, supports this and 

utilises the framework of transaction cost economics as a means to determining which 

sourcing alternative – integration or outsourcing – yields the lowest transaction costs, which, 

in the case of outbound transport, influence the supply price and consequently the exchange 

value of the jointly sold product (retail items and their delivery).85 Emerging from an analysis 

of three cases utilising an outbound logistics function, however, is the significance of 

corporate objectives aimed towards adding value. In the majority of cases, outbound transport 

is not solely used as a tool to ensure firms provide the same quality of business as competitors. 

Rather it is a means through which they distinguish their firms from competitors and generate 

competitive advantage. On this basis, the sourcing decision does not simply reflect a cost-

based approach. Instead, it is one that works to enhance the consumer’s perceived benefit of 

shopping with their firms. 

In the case of Polyworx, the outbound delivery function is a frequently performed 

core competency that requires the use of both transaction-specific equipment and trained staff 

in order to meet the company’s high expectations of quality customer service. Integration, in 

this case, is reflective of the firm’s dedication not only to meeting consumer demands but, 

perhaps more significantly, as a tool for creating competitive advantage by optimising the 

consumer’s perceived benefit of shopping with the store. Coles’ corporate structuring of 

outbound logistics reflects similar overarching objectives. Placing a high value on 

maximising consumer satisfaction – increasing the consumer’s perceived value of shopping 

with Coles – the firm forgoes the cost benefits provided by specialist operators (e.g. 

economies of scale). Instead, its primary focus is directed towards curtailing any risk of 
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service degradation that would have a negative impact on the firm’s reputation and, thus, 

competitive advantage. The approach adopted by Woolworths, on the other hand, is 

structured in a manner that supports cost reduction. Such governance, however, is not done 

with the implicit purpose of cost minimisation. In this case, the firm invests funds in ensuring 

the ongoing contractual relationship is maintained at a standard consistent with that provided 

in-store. This service, therefore, optimises costs. By providing the consumer with a service – 

meeting their joint demand – in a professional yet standardised manner, its sourcing 

arrangements allow the organisation to redistribute savings gained through outsourcing into 

achieving their ultimate objective, an objective centred on lowering the costs of its retail 

goods (the consumer’s direct demand). Therefore, while costs are a critical consideration in 

each of the sourcing decisions, these cases have exemplified how the benefits rendered 

through investing in key elements of the supply chain, as opposed to applying cost-reduction 

tactics, can improve the firms’ strategic objectives. The decisions of both Polyworx and Coles 

to integrate reveals a distinct focus on ensuring consumer satisfaction is met through the 

service provided by their transport staff. Woolworths, however, while requiring a 

benchmarked service level, aims to distinguish its firm from competitors through the on-shelf 

prices of their retail goods. In all cases, therefore, the outbound transport sourcing decision 

is not predicated on transaction cost minimisation. Rather, it is centred on strategically 

improving the consumer perceived value of the firm. 

Classical Value 

Firms, as economic actors, not only supply goods but influence consumer demand.  In order 

to sell their goods, organisations must seek to distinguish themselves and their products from 

competitors in ways that are valued by the consumer.86 One method of doing this is to 

optimise the consumer surplus,87 or the consumer’s perceived value for money. In simple 

terms, this can be described as the difference between what the consumer is willing to pay 

for the firm’s good or service and the exchange price charged (the price they actually pay).88 

Economically, a reduction in production or supply costs, ceteris paribus, will increase 
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demand,89 which means that, as the price is reduced, all things being equal, people will 

purchase more items, which ultimately translates into higher profits for the firm. However, 

enhancing the value (or the consumer’s perceived benefit) of a product or service, at a greater 

rate than it costs to do so, can facilitate a similar outcome. Increasing a product’s utility to 

the “general” consumer can elevate profits through increased sales at a similar or even higher 

price to that which previously prevailed.90 Optimising company profits, therefore, is a 

dimension of market activity that not only relies on reducing costs – the side of the equation 

to which the great bulk of the employment relations and transaction cost literatures contribute 

– but also, and perhaps more significantly, the value created. Profit levels are influenced by 

two factors on the “value” side: the volume of sales and the consumer’s perceived benefit of 

the good. An increased volume of sales correlates with greater income. The more products a 

firm sells (assuming a profit margin is made on each sale), the higher the profits generated. 

One method of achieving an increased volume of sales is by increasing the consumer’s 

perceived benefit of the good – the consumer’s desire to attain a specific product from a 

specific firm. Costs, therefore, only partly influence a firm’s competitive advantage. In 

assessing what factors contribute to a firm’s decision to make or buy outbound transport 

services, this study has found that, while costs indisputably factor into the decision (for costs 

are central to utility), the preeminent factor influencing the sourcing decision is value 

enhancement.  

All three case studies exhibit value-enhancing objectives. Polyworx’s decision to 

adopt a form of “enterprise partnership”91 enables the firm to optimise the consumer’s 

perceived value of their delivered product. This strategy not only increases the consumer’s 

willingness to potentially pay more for service in the short term, but also adds long-term 

value to the company through repeat purchases and customer referrals. Direct control over 

the supply chain, provided by integration, facilitates the efficient coordination of internal 

activities, maintaining the responsiveness and reliability of the delivery service. This 

reinforces the firm’s reputation as a quality supplier. Coles similarly aims to increase the 

consumer’s perceived value. Anticipating that investments in integration will yield higher 

returns than would otherwise be possible, Coles seeks to capture “added value” through both 
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short-term benefits (e.g. internal coordination) and long-term advantages (e.g. reputation) of 

their home-delivery service.92 Unlike Polyworx and Coles – which utilise outbound transport 

as a means to not only meet the consumer’s joint demand but also to leverage the service as 

a point of competitive difference – Woolworths primarily competes on the consumer’s direct 

demand. By capitalising on the fixed-fee or fee-for-service arrangement, Woolworths is able 

to accurately anticipate delivery costs, which enables the firm to save on the cost of outbound 

transport. Second, the savings garnered through the predetermined delivery costs are able to 

be distributed into reducing the shelf prices of the firm’s retail goods, thus allowing 

Woolworths to compete on the price. It should be emphasised, however, that Woolworths is 

not engaged in a simple cost-minimisation strategy. If it did so, it would not have outsourced 

to a unionised carrier, Linfox. Rather, Woolworths is balancing compliance and service needs 

against reductions in its supply price, in ways that prioritise the latter without neglect of the 

former. Adding value, therefore, emerges as a consist factor influencing the outbound 

sourcing decisions of each firm. Theorising that value enhancement provides the key 

motivation underpinning each firm’s sourcing decision, this section evaluates the 

contribution of reliability, coordination and reputation on the decision to make or buy the 

outbound transport function. 

The sourcing decision yields a complex relationship between cost and value. An 

organisation’s decision to make or buy the outbound transport service needs to consider not 

only the costs involved in providing the function but also the value added to the firm as a 

direct result of its decision. While input costs, including labour, contribute to the supply price 

– the price floor under which a firm should not sell its goods – such costs are not directly 

related to the monetary amount a firm can expect to receive in exchange for its products. 

Rather, the consumer’s perceived value of the product creates a “roof” over the price they 

would be willing to pay for items and, thus, an upper limit over the exchange price for which 

a firm can reasonably expect to sell its goods. By increasing the consumer’s perceived value 

of any given product, firms can, theoretically, increase the price of their goods and hence 

generate greater income or, alternatively, provide the customer with a greater “consumer 

surplus” (perceived value for money). If value enhancement is the key to sourcing decisions, 
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the total value added as a result of the decision to integrate or outsource must be higher than 

the total investment required (initial and ongoing) to render the decision successful.93 

Polyworx’s quasi-integration garners benefits such as referrals from satisfied consumers in 

the short term, as well as long-term networking opportunities.94 Customer-focused outcomes 

are similarly seen within Coles’ integration strategy. Home delivery, for Coles, is not simply 

used as a tool for meeting the consumer joint demand. Instead, by investing in the 

development of a service-focused internal workforce, Coles distinguishes itself from 

competitors by offering a higher quality home-delivery service. Woolworths, on the other 

hand, while not competing on service, aims to differentiate its brand through the price of in-

store retail goods. Benefiting from contracted pricing arrangements, Woolworths is able to 

balance investment costs against the benefits in order to optimise its pricing arrangements 

and better meet the price demands of its customers. Although it is difficult to quantify the 

monetary value of benefits derived through organisational sourcing structures, it can be 

nevertheless concluded that firms are willing to incur greater employment relations or 

transaction costs, if the outcome is associated with greater value. 

The value added as a direct result of the sourcing decision is difficult to quantify. 

How does one accurately measure, with any degree of certainty, the nominal value of 

customer satisfaction or reputation? How do firms apportion market growth to the success 

(or failure) of sourcing decisions? Consequently, how are these two factors – costs and 

benefits – balanced? It is proposed that the answer to this lies, in part, with proper alignment 

between company promises and consumer demands. Polyworx and Coles both compete on 

service, improving the perceived benefit attained by the consumer through their product 

(joint supply of goods and delivery). Maintaining the reliability, coordination and 

responsiveness of the delivery service, in this case, optimises consumer satisfaction.95 

Leveraging the firm’s ability to satisfy consumers through an internally coordinated facility 

adds to the amount customers are willing to pay (the value that “resides in the finished” 

product96). Unlike both Polyworx and Coles, which retain captured value generated through 
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the transport function, Woolworths distributes it externally to specialist contract operators. 

Adopting a “high volume, low margin”97 approach to sales, Woolworths competes on the 

price of its core products, retail goods. What impact does the outbound sourcing decision 

have on this? Necessary for meeting the consumer’s joint demand, delivery services are vital 

to the supply chain. However, outsourcing to a reputable provider, while maintaining 

ownership of the assets, as seen in the case of Woolworths, not only ensures a professional 

service is provided to consumers, but also enables the firm to anticipate input costs. Effective 

management of the supply chain in this manner better positions the firm to distribute the 

long-term benefits of economies of scale (reduced supply cost – a cost including vehicle 

procurement and delivery fees) into the core industry. This, in turn, optimises the exchange 

price of retail goods (consumers’ direct demand), meeting the firm’s promise of “everyday 

low prices”.98 The commonalities demonstrated across the cases examined, therefore, stems 

from each firm’s desire to optimise the consumer’s perceived value of its products (jointly 

or directly demanded) in the manner most conducive to its long-term strategic objectives. 

Control cannot be measured directly, but rather indirectly through the actions to 

which it gives rise.99 Delivery drivers are an inherently difficult workforce to “control”, for 

a large part of their duties is performed on-road, outside the workplace and away from direct 

oversight. There are two forms of control an enterprise may exert over its supply chain: 

operational and directional.100 Focusing on coordinating the fulfilment of goals inside the 

workplace, operational control, is centred on the inner working of a component of the 

business (e.g. the shop floor). Directional control, on the other hand, aligns with management 

of the supply chain. This type of control sets the objectives or direction of the operational 

units, all of which align and contribute to the company’s overarching direction.101 

Maintaining a degree of managerial authority over the outbound transport function, an 

element of the business enterprise dealing directly with consumers, is critical to the firm’s 

reputation. However, it is apparent on analysis of the cases examined in this study that there 

exists no “one best way” to approach this. Outbound deliveries not only contribute to meeting 

the joint demand of consumers, in the case of Polyworx, but also enhance the value of the 
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products – the product’s worth. Measured thorough two core elements of the service: 

delivering goods to the right place, at the right time102 (constituting good service) and, 

perhaps more significantly, the interpersonal traits of the drivers who, through the service 

provided (delivering to the consumer’s desired location, amenability and transaction-specific 

knowledge), influence the consumer’s want for the jointly provided product (retail goods 

plus delivery). Hierarchical control also plays a crucial role in Coles’ forward integration. 

Control over the operational performance of staff throughout the supply chain allows Coles 

to distinguish its product from those of competitors. Integration, in this case, facilitates the 

ability to control staff through the firm’s own means, to conduct training and ensure 

adherence to its firm’s policies and procedures. This adds value through services rendered 

and increases the utility of both its product and service. The decision to integrate is, therefore, 

not spontaneous but a purposeful and deliberate attempt103 to increase the firm’s – or its 

products’ – value in the eyes of consumers. Outbound delivery is not just a component of the 

supply chain in the case of Polyworx or Coles. It is a function that increases the 

competitiveness104 of each organisation and the entire range of products sold jointly through 

the outward movement. Integration, in these circumstances, wherein it forms a core 

competency, negates exploitation risk and curtails degradation of services resulting from 

improper execution by contracted operators.105 Outbound transport, however, is not always 

considered a core competency. Necessary for meeting the consumer’s joint demand, the 

outward distribution of goods within Woolworths facilitates a supplementary revenue stream. 

Necessary for the movement of goods to consumers without the ability or desire to collect 

in-store, outbound transport is vital to Woolworths’ ability to compete in the online market. 

Woolworths, however, unlike Polyworx and Coles, does not attempt to differentiate its brand 

through the consumer’s perceived benefit of high-quality service. Woolworths, in 

comparison, is more cost focused, seeking to lower the supply price in a way that does not 

damage the brand or expose it to unnecessary liability (e.g. accessorial liability). While 

outsourcing increases the risk of service degradation, this risk is overshadowed, in the case 

of Woolworths, by the competitive advantage gained through cost benefits of fixed service 
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fees – benefits amenable to the firm’s chosen point of difference. The governance structure 

therefore appears to be consistently, across all three cases, directly linked to strategic 

objectives. As if guided by Marshall’s proposition that “the ultimate regulator of all demand 

is … consumers’ demand”, each firm seeks to bolster the consumer’s perceived benefit of 

shopping with its business.  

Without exception, the cases examined capitalise on their brand. The reputation of 

Polyworx, Coles and Woolworths for quality products, quality service and customer 

satisfaction are intangible assets that add value and improve each firm’s ability to compete. 

Branding, often reflective of the reputation of the firm as a whole, rather than the products 

sold, is a factor directly impacting the consumer’s perceived benefit from an exchange.106 

Measured by the pecuniary amount consumers are willing to pay, and the quantity of 

consumers willing to partake in the exchange, a firm’s brand or reputation directly affects a 

product’s utility. Polyworx’s reputation lies, in great part, in its reliability: the consistent 

alignment of company promises and actions. The ability to deliver on time (almost) every 

time, stems from the internal coordination and responsiveness of the manufacturing and 

logistics arms, a synergy only made possible through integration. Coles takes a comparable 

approach to its outward logistics service. Selling products similar to its main competitor 

(Woolworths), Coles differentiates its brand, in part, through its ancillary transport operation. 

Integration of the downstream service distinguishes the firm from competitors. Like 

Polyworx, Coles distinguishes itself not only through the internally controlled coordination 

between the core industry, retail and the delivery function but, perhaps more importantly, the 

amenable, “on-time” service provided by staff.107 Unlike both Polyworx and Coles, 

Woolworths’ outsourcing leads to a divergent objective: the growth of consumer demand for 

its core products. Despite the risk of service degradation reflecting on the firm, not the 

outsourced operator (for the action or inaction of the transport operator reflect on the firm 

itself),108 Woolworths’ decision to engage a reputable and experienced supplier, Linfox, 
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curtails a large portion of the risk.109 This governance structure positions Woolworths to meet 

the online consumer’s joint demand – the professional completion of the delivery task – in a 

manner congruent with the firm’s overarching objectives: the supply of optimally priced 

retail goods. Brand and reputation, therefore, in each case examined, while divergent in 

tactics, were all moulded to coincide with the firm’s strategic aims. Although brand 

development requires long-term commitment to the consistent improvement of the 

consumer’s perceived value – exposing the firm to higher short-term costs than would 

otherwise be seen (e.g. contractual development, asset procurement) – these investments are 

expected to yield profits over the long term.110 The outbound delivery sourcing decision is 

hence united in the objective of adding to the consumer’s surplus (the customer’s perceived 

value of the firm).  

Evident within this study on outbound logistics is the importance of human labour in 

creating use values – tangible products and intangible services. But what is labour worth? 

The “value” of labour cannot be distinguished from the “values” created by it.111 Thus, goods 

and services, embedded with labour time and skills, are measured in use value (supply price) 

and exchange value (market price). Labour, however, can be further bifurcated into the 

taxonomies of employed staff and contracted workers, a contract of service or a contract for 

service.112 It is necessary, therefore, to understand how employing staff yields different 

outcomes to contracting workers. In the cases of Polyworx and Coles, wherein the service 

provided by staff (in scheduling, coordinating and delivering orders) is key to the firm’s 

competitive advantage, the employee’s ability to co-create value (which, jointly produced, 

mutually benefits outcomes; i.e., the success of the company),113 yields greater benefits than 

those that could be generated through outsourcing. Further benefits are afforded through the 

enhancement of an employee’s skills and attributes. Investing in the development of an 

internal workforce can expand (intentionally or unintentionally) the firm’s ability to add 
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value to its products and services. The regular and systematic execution of certain duties (i.e., 

delivering manufactured goods or retail items) improves the dexterity by which tasks are 

fulfilled. This not only increases efficiencies, and reduces staff mistakes, but also lowers 

input expenses.114 Outsourcing, as seen in the Woolworths case, poses a high risk of service 

degradation resulting from the dichotomy between the aims and objectives of the company 

and outsourced operators. Employees of the contracted operator, in theory, will position their 

employer’s needs above that of the contracting party, needs that may be inconsistent with the 

outsourcing firm’s. What value then does transport labour contribute to Woolworths? Human 

assets, in this case, facilitate the firm’s ability to meet the consumer’s joint demand – the 

outward movement of goods. However, unlike its manufacturing and retail counterpart, home 

delivery is not utilised as a point of difference. In contrast, by leveraging the economies of 

scale and fixed-fee pricing structures provided by specialist operators, Woolworths is better 

positioned to meet its corporate objectives of “low prices, every day”.115 The make-or-buy 

decision is, therefore, underpinned by which outbound logistics structure better enables the 

firm to generate consumer surplus. Whether generated through better service, quality product 

or lower prices, each organisation is united in its consistent approach to improving the utility 

of its products (as far as can be discussed generally). 

Value enhancement is pervasive in the decision to make or buy outbound logistics. 

The contributors to value discussed in this section, namely reliability, coordination and 

reputation, while analysed on a case-by-case basis, give rise to a pattern of consistency that 

provides a foundation for understanding the “general” factors underpinning the sourcing 

decision. Founded for the distinct purpose of absorbing the consumer’s “toil and trouble” by 

meeting their joint demand for goods and delivery, outbound road transport has critical 

implications for competitive advantage across all three cases. Polyworx aims to differentiate 

its organisation from competitors by optimising the consumer surplus garnered through 

outbound deliveries. Despite heavy upfront investment (vehicles), high ongoing expenses 

(enterprise partnership) and an internally maintained workforce, integration bolsters the 

utility of its goods through the short-term benefits of customer satisfaction and the long-term 

advantages of a networked brand. Coles exhibits similar traits. Integration in the case of Coles 
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aims to optimise the value-adding benefits of a controlled delivery service, reaping the short- 

and long-term benefits of customer acquisition and retention,116 benefits garnered through 

maximising the consumer’s “value for money”117 with each delivery. Outsourcing non-core 

competencies, as presented in the case of Woolworths, entails higher levels of risk, risks 

associated most seriously with service degradation. Dealing directly with the end consumer, 

outsourcing the road transport function requires Woolworths to limit the risk associated with 

using specialist operators (e.g. hold-up) through careful selection of the hire-and-reward firm. 

It also demands the development of detailed contracts outlining the terms of the 

relationship.118 Despite these initial expenses, Woolworths’ ability to capitalise on fixed-fee 

arrangements provides long-term benefits. In particular, a fee-for-service model enables 

more accurate foresight into delivery costs. This, in turn, enables the firm to minimise the 

money cost of production, which, all things being equal, permits the lowering of exchange 

prices, thereby distinguishing the firm though price. The ability to maximise the value of the 

product – the consumer’s perceived benefit derived from obtaining the products, from its 

store – has been found to be the preeminent factor contributing to the outbound transport 

sourcing decision. A firm’s governance structure, the boundaries of the firms, while 

influenced by employment relations and transaction cost economics, are therefore 

fundamentally underpinned by the objective of adding value. 

Summary 

A business enterprise can follow three distinct paths in answering the make-or-buy question. 

It may choose to expand its boundaries and integrate (operate an ancillary transport 

operation), outsource (enlist a hire-and-reward firm) or engage in a partnership with another 

firm to undertake the function. The overarching purpose of this study is to understand what 

influence employment relations has on the decision to outsource road transport. In order to 

fulfil this objective, an in-depth examination of three cases, each engaging a different 

structure for its outbound delivery service, was conducted to determine the preeminent 

factors motivating their governance structures. While the motivations underpinning both 
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Coles’ and Woolworths’ structuring of their online delivery functions are independently 

significant, it is the patterns of consistency found between all three cases that sets the 

foundation for understanding the make-or-buy decision.  

What are the decisive factors in the sourcing decision? Why do firms outsource? 

Perhaps equally significant, why don’t they outsource? The findings of this study can be 

divided into four categories: there is a significant difference between inbound and outbound 

transport; union avoidance is not an explanatory factor; neither is it possible to fully explain 

outcomes through transaction cost economics; and, finally, the explanation for sourcing 

choices for the outbound transport function ultimately lies in value creation. 

In the first instance, it is prudent to acknowledge the distinction between the firms’ 

handling of inbound and outbound logistics and, perhaps more significantly, how these 

dissimilar forms of transport contribute to value. Both critical to the supply chain, inbound 

transport is a firm-derived demand, necessary to supply goods and fill the consumer’s direct 

demand for products (e.g. grocery items or water tanks). Outbound transport, on the other 

hand, addresses the consumer-driven demand for the jointly supplied product: goods and 

their delivery. Second, typically attributed to union avoidance or labour cost reductions, the 

employment relations literature was unsuccessful in explaining the sourcing decisions of the 

three organisations examined. In these cases, not only did their chosen form of governance 

fail to decrease union intervention or labour costs; instead, it generally increased such costs. 

The third prevailing observation is that there exists no correlation between the sourcing 

decision and transaction cost reduction. Contrary to accepted suppositions, each case 

examined demonstrated how strategic investment in dimensions of the function (e.g. 

maintaining reputation), while increasing the cost, can, in fact, distinguish the firm through 

improved consumer perception, thereby maximising the long-term benefits of increased 

consumer demand. Finally, inexplicable through employment relations or transaction cost 

economics literature, there remains one body of research to sufficiently explain the sourcing 

decision, that of neoclassical economic value. Increasing the value or utility of a good – the 

consumer perceived benefit – ceteris paribus, can increase the demand for the good as far as 

the consumer’s want or desire to attain the product can be measured.119 Therefore, by each 

                                                 

119 ibid. 



227 
 

enterprise aiming to increase the consumer’s perceived benefit of a product, all things being 

equal, the firm is able to increase the utility to the “general” consumer. While the influence 

of employment relations and transaction cost economics alike cannot be overlooked in 

understanding the motivations behind a sourcing decision, for costs are a critical factor 

influencing utility, it is the governance structure offering the greatest potential for value 

enhancement that ultimately affects the decision to outsource road transport. 

  



228 
 

Chapter Nine: Conclusion 

While it is commonplace to rely on employment relations or transaction cost economics to 

understand the decision to outsource, it is the contention of this thesis that sourcing decisions 

cannot be explained through a single theoretical lens. This study has found that the adoption 

of a multifaceted approach, linking the theoretical frameworks of employment relations, 

transaction cost economics and, most importantly, neoclassical economic value address the 

inadequacies and limitations inherent in each model’s explanation for outsourcing decisions. 

The findings of this research therefore extend beyond acknowledging the deficiencies in the 

existing literature, improving our understanding of sourcing decisions in four different ways. 

In the first instance, it is necessary to acknowledge the distinction between a firm’s handling 

of the inbound and outbound logistics and, perhaps more significantly, how these dissimilar 

forms of transport contribute to value. While both are critical to the supply chain, inbound 

transport is a firm-derived demand, necessary for maintaining stock levels (e.g. grocery items 

or water tanks). As such, the inward bound freight task has little, if any, direct impact on the 

firm’s end consumer. Outbound transport, on the other hand, addresses the consumer-driven 

demand for the jointly supplied product: goods and their delivery. The manner in which a 

home-delivery service is fulfilled thus has a direct impact on the end consumer and, 

ultimately, their overall satisfaction with the firm. The second finding of this study is that 

union avoidance is not a useful explanatory factor. In understanding the outsourcing 

decisions of the firms this thesis has studied, employment relations literature commonly 

associates outsourcing with “decollectivization”1 strategies aimed at reducing union density 

in the workplace or lowering labour costs. This hypothesis, however, fails to explain why the 

companies examined in this study have selected their chosen governance structure despite 

greater union intervention or a more complex industrial relations environment. Third, while 

transaction cost economics provides an alternative framework to explain the sourcing 

decision, the considerable additional transaction costs found in sourcing choices made render 

outcomes similarly inexplicable through this framework. Finally, it has emerged throughout 

the study that the firms studied are willing to incur higher employment relations and 

transaction costs if the outcome is associated with value enhancement. 
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The findings of this study contribute to understanding what factors influence the 

decision to outsource road transport. Why do some firms “make” the outbound delivery 

service, integrating this element to form an ancillary transport operation, while others “buy”, 

outsourcing to a market firm? Answers to these questions have been achieved through an 

analysis of three firms: Polyworx, Coles and Woolworths. Each of the firms engaged an 

outbound transport function in order to meet their consumers’ “joint demand” for the delivery 

of goods. In these cases, while the outward freight task does not form part of the primary 

business, it does contribute to the firm’s ability to compete. The firms’ core goods (i.e., retail 

items or water tanks) satisfy the consumer’s direct demand; however, for those consumers 

without the time or capacity to attend in-store to collect goods, there exists a derived demand 

for these products to be transported outward from the store. This joint demand is met by 

incorporating an outbound delivery function into the supply chain – without which the 

consumer’s primary want (i.e., core goods) would remain unfulfilled. Outbound deliveries 

are, therefore, vital to meeting the joint demand for this group of customers and necessitates 

a make-or-buy decision to be made.  

What do the experiences of the three organisations examined within this thesis tell us 

about the decision to outsource? The first finding – and perhaps the easiest to overlook – is 

the distinction between each firm’s handling of inbound and outbound transport. 

Distinguished not only by the directional movement of goods (i.e., into the firm from third-

party suppliers) inbound transport contributes to “value” in a very different manner to its 

outbound counterpart. While both are primary activities within the supply chain,2 inbound 

transport is a firm-derived demand, one stemming from the need to receive goods, 

components or raw materials in-store, prior to the subsequent sale of products to consumers. 

In each case examined, the inbound movement of goods – defined by the movement from 

suppliers (i.e., third-party organisations) into the business (whether this is a warehouse or the 

retail outlet) – was conducted by market firms. Identified as a non-core competency, 

requiring little asset specificity (in terms of vehicle customisation and labour skills) and 

infrequently travelling the same route, the use of third-party operators for inbound freight 

provides greater cost benefits than integration could achieve. These cost benefits, arising in 

part from aggregated demand and economies of scale, lower the firm’s supply price (which 

                                                 

2 Porter, Competitive Advantage: Creating and Sustaining Superior Performance. 
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represents the total costs embedded in the final product) and better position the firm to 

compete on price.3 Assuming firms sell their products for a price equivalent to or exceeding 

the supply price, the cost of inbound transport may influence the exchange value of goods 

sold by the firm. While the cost of inward-moving freight therefore contributes to the cost 

embedded in the supply of a product in-store, outbound does not. Conversely, emerging from 

the consumer’s joint demand for goods and their delivery, outbound transport directly 

impacts the exchange price, or sale price, of a commodity. The significance of this distinction 

cannot be overstated. Vital to maintaining inventory stock levels, inbound transport has no 

direct impact on the consumer. Thus, unlike outbound transport, it makes no direct 

contribution to competitive advantage. 

How has this research helped us to understand the influence employment relations 

has on the decision to outsource road transport? There is a tendency for employment relations 

literature to explain union decline through reference to outsourcing and cost-cutting 

measures. While there are various motivations at the heart of structuring a firm’s boundaries, 

including market-mediated labour flexibility (whereby labour is engaged on an “as-needs” 

basis), outsourcing has been coined a “decollectivization strategy” and credited as a 

“popular” means by which management can implement “anti-union strategies” and “limit 

unions’ strength”.4 Such outcomes in practice, however, are predicated on a single 

assumption, that firms have a choice between union and non-union workers. In situations 

such as those currently evident in Australia, wherein the unionised labour within the private 

sector comprises a mere 9 per cent of the workforce, there can be little doubt that the large 

majority of organisations do not have union issues so severe as to cause the deliberate 

restructuring of their organisation.5 In simple terms, reducing the number of unionised 

employees cannot feasibly be credited as the primary factor influencing the firm’s decision 

to outsource when 91 per cent of Australian workers are not ticket holders.6 Further, this 

assumption presumes that organisations do not want to retain a union presence where it does 

exist. Although circumventing union intervention in workplace matters typically reduces 

labour costs, union involvement can, in fact, benefit an organisation (e.g. minimising 

                                                 

3 Marshall, Principles of Economics. 
4 Cooper et al., "Anti-Unionism, Employer Strategy, and the Australian State, 1996–2005," 339; Magnani and Prentice, 
"Outsourcing and Unionization: A Tale of Misallocated (Resistance) Resources," 460. 
5 (ABS), "6333.0 - Characteristics of Employment, Australia, August 2016 " Summary: Trade union members. 
6 Ibid. 
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accessorial liability claims). Outsourcing, therefore, is only a barrier to unionisation if the act 

replicates the outcome of a “worst-case scenario” (i.e., a reduction in union numbers).7 As 

this research has discovered through analysis of three individual cases of firms engaging an 

outbound transport function, union avoidance and labour cost reduction, are not critical 

factors in the sourcing decision. Polyworx maintained its quasi-integration structure despite 

increased employment regulation and higher potential for unionisation. Coles did not 

outsource its outbound delivery function despite increased regulatory complexity and union 

demarcation issues. While Woolworths, the third case studied, outsourced the labour required 

for home delivery yet maintained ownership of the actual delivery vehicles. This decision 

similarly increased the complexity of managing its industrial relations. Each case examined, 

therefore, incurred elevated union intervention (or potential for) and higher labour costs than 

what would have been experienced had the firms adopted an alternative form of governance 

for their outbound transport function. Confronted with increased costs, and no reduction in 

union labour as a result of the firms’ chosen form of governing outbound deliveries, it is not 

possible to explain the sourcing decisions of the three cases examined through much of the 

employment relations literature. 

Inexplicable through reference to the employment relations literature on outsourcing, 

this thesis then sought explanation through reference to transaction cost economics. 

Transaction cost economics – comprising the interdependent dimensions of asset specificity, 

core competencies, frequency of use and uncertainty – provides a framework for calculating 

the most efficient and cost-effective method of structuring the supply chain. The sourcing 

decision, according to this literature, is underpinned by which governance alternative 

occasions the lowest cost.8 Firms choosing to operate their outbound delivery service in 

accordance with this literature have a price advantage over those competitors with a higher 

supply price.9 Review of the cases through the lens of transaction cost economics, however, 

indicates that while correlation was found to exist between some aspects of this framework 

and the cases examined (e.g. core competencies were integrated, not outsourced) cost-

                                                 

7 Perry, "Outsourcing and Union Power." 
8 Maltz and Ellram, "Total Cost of Relationship: An Analytical Framework for the Logistics Outsourcing Decision," 45.; 
Stank and Maltz, "Some Propositions on Third Party Choice: Domestic Vs. International Logistics Providers," 45-46.; 
Ogorelc, "Outsourcing of Transport and Logistics Services," 371-73.; Stank and Maltz, "Some Propositions on Third Party 
Choice: Domestic Vs. International Logistics Providers," 47. 
9 Marshall, Principles of Economics, 282. 
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reduction tactics are not the preeminent factor influencing the sourcing decision. As it has 

been discovered, costs are only one side of the equation. Equally significant is the 

contribution of value, for a reduction or increase in costs can have a direct and immediate 

influence on the quality of the output. Consumer demand for a product, the utility of the 

product, while impossible to measure directly, can be gauged by the how much a person is 

willing to pay in order to fulfil their want or desire for that product.10 Careful attention must, 

therefore, be paid by firms to how cost-reduction tactics will influence the consumer’s 

perceived benefit of their product and, subsequently, the desire to purchase from their firm 

rather than competitors. Evident in the relationship of Polyworx, Coles and Woolworths with 

their outbound transport functions, is that each firm was willing to incur considerable 

additional transaction costs as a result of its sourcing decision. While contributing to the 

decision, it is, therefore, not possible to explain the make-or-buy decision through transaction 

cost economics. 

Inexplicable through employment relations and transaction cost economics, it has 

been found that the decision to outsource road transport is predicated on value enhancement. 

While reductions in price can positively influence the utility of a product, a similar result can 

be achieved by improving the consumer’s demand for the product at a greater rate than what 

it costs to do so. Revealed within each of the cases examined in this thesis is the fact that, 

while union avoidance or labour cost reductions are potential consequences of the sourcing 

decision, such outcomes are not the firm’s primary objective. On the contrary, each firm has 

aimed to optimise the consumer’s demand for its product. Although each firm examined in 

this thesis has adopted a different route to achieving this elevated demand (Coles and 

Polyworx invested in service, while Woolworths focused on reducing the price of its core 

product), the outcome (i.e., value enhancement) remains the same. Within all three cases, the 

firms are willing to incur higher employment relations and transaction costs when the 

outcome is associated with enhanced product value. The outcome of this study, therefore, 

highlights the need to embrace a multifaceted approach to explaining the sourcing decision, 

one combining employment relations, transaction cost and value creation. As these cases 

                                                 

10 Ibid., 281-82. 
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show, there is no finite correlation between outsourcing and employer attempts to undermine 

unionism within the firm or to reduce costs. 
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