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Abstract

The aim of this paper is to examine factors that affect the development of
China logistics industry. Chapter 1 introduces the background of China
logistics industry, and the problem statements and research objectives are

shown. In Chapter two,. the author establishes the hypothesis as independent

'Véfiab!es which are transportation, government regulation, warehousing and

éforage, IT support and infrastructure according to previous studies by

.'reSearchers Also, three measurements that are cost, productivity and

: expans;on are given to measure the development of China logistics industry

as dependent variables. Beside these the theoretical framework shows the

relationship between independent variables and dependent variables. After -

testing the reliability and validity of questionnaires, the researcher conducted
a survey using questionnaires and interviews in Shangh«qii;:iB'i{ analyzing the
received data using Spearman Test, the researcher concluded that the high

transportation cost and lack of using Information Technology (IT) are two main

_factors that limit the f‘developm%nt of, China !oéistics industry So, as
' recommendatlons the researcher suggests using Information Technology (IT)

to reduce the transportation cost in China logistics industry as a priority.

""Ké'yirvords: logistics, information technology, transportation cost
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Chapter 1

introduction

1 i;ﬁirb'd uction

_h'a'pt_er provides the reader with background information of the study

hic _créa{es a pictorial flow of the research background; research objectives;

search pfobiems; significance of research as well as the limitations is stated.
Backgfﬁund of China logistics industry

ith the éxp'a'hsion of globalization and the rapid development of |nformation
Té:Chﬁ:OIbgy (IT), the logistics industry has become one of the most important
'mdustnes in the 215 century. The scope and role of Ioglstlcs have changed

dr_amatlcaiiy over recent years. In the past logis’ucs played a supportive role to

; prlmary activities such as marketing and manufactunng Now logistics has
ex "anded from its tradlt:onal aspects and mcludes areas such as transportation
; warehousmg to purchasmg,‘“dlstributlon storage management, packaging,
_facfuring and customer service. More importantly, the role of logistics.has
nged _from cost absorbing to an important competitive advantage for logistics

pames Modern logistics theory was introduced to China in 1980s. Since

! hlna s economic reforms began in 1978, its economy has been expanding at a

:growth rate of nearly 10% annually. in terms of GDP which has gradually made

'_:'--'__Chana a global manufacturing centre (Appendix 1). After China joined the World

: Trade Organization (WTQ) in 2001, foreign companies were allowed to invest in

P LR

“China in the beginning but only in the form of joint ventures for which Chinese
‘partners took up majority stakes. At the end of 2005, this restriction was
completely phased out. At present, state-owned, private, and foreign logistics

companies are all equally allowed to enter and compete in the logistics industry
in China.

INTI University College (2009)




;g;__ |c mdustry has been experiencing fast growth because of
ble economic growth. The logistics industry reported an annual growth
rate_ of.: 31% in 1999, 35% in 2000, and 55% in 2001 (Li and Fung, 2008).
Act ordln"" to Figure 1.0, the average annual growth rate of the logistics industry

h:na.'v.vas 22 2% and the added vaiue has reached to RMB 1.4 trillion in
200 up'l1'3 9% over 2005: and in 2007, the added value even reached to near
Ilo"jup 20% over 2006. It is expected that China’s logistics market value
co i_nqé_to maintain an annual growth of 20% in 2010.

25%

20%

1 15%

1 10%

5%

0%

2004 . 2006 2006 2007

]
3
A

lgure 1.0: Total volume and growth trend of China’s logistics industry
o 2003-2007 (Unit: CNY 10 milfion)
(Source: Research in China, 2008)

| 13 Total logistics market size

‘The GDP of China was above RMB 10 trillicn in 2002 that achieved a real
growth of 8%. In the 10th Five-year Plan, the China government is forecasting

an average growth rate 7% per year from 2002-2007. According to the State
Development Planning Commission (SDPC), the GDP will quadruple, about
US$4.3 Trillion by 2020. Also, the China Federation of Logistics and Purchasing
(CFLP) have alleged that the total logistics market was estimated at RMB1, 788
billion, 20% of the GDP in 2000. In 2002, it was estimated that the total logistics

INTI University College (2009)




stics market is fragmented. Government registration shows there

700.-

¥

000 logistics companies in China and many of them are small,
d_ with fundamental infrastructure and technology (Alan, 2008).
rs""iack nationwide competences and customer target is narrow
ocus on simple transportatlon and warehousing activities.
petition is: |htehse especially in the low-end market. Traditionally, China’ 'S
Iogistzcs'market is dominated by the state- owned enterprises (SOEs) which

'90% of the logistics services in Chlna -
_:.__S_t__a_l_té-Owned players

”many state-owned players in China Ioglstlcs market. Before China
0 ‘China's logistics mdustry was a monopoly mdustry which couid
m_gn_éged by state-owned enterprises (SOEs), mostly for transportat:on
housmg The characteristics of the SOEs are small-scale local
r_:sg_'s:'fPSIow product innovation, poor management and production plans
follow ng from various government agencies. Because of government
mvestment and monopolistic operation, these enterprises obtained large assets
and became relatively large-scale business organizations. Relying on their
'-"';:'Silfﬁcient capital and existing market share, these enterprises became leaders
1n China logistics industry at that time. The foliowing is a list of SOEs that
ranked top 5 in 2008 in China logistics industry:

|
3

China Ocean Shipping (Group) Company (COSCO);

China Railway Express Company Limited (CREC);

INTI Universily Callege (2009)




China Post Logistics Company Limited (CPLC);
Chinfa'Ré'ilway Container Transport Company Limited (CRCTC) and so on.
'C_OSCO Logistics

"SCO__ Loglstlcs is a branch of China Ocean Shipping Company (COSCO)

was_-_ established in 2002. Because of the existing market share and
éé_us infrastructure, it ranked number 1 in China logistics companies
002to 2008 (Cen, 2005). COSCO Logistics has 300 logistics facilities,
o] 0% of the China market and their competitive advantage is shipping

| AS International Transportation Ltd (Shanghai)

-'-_Fh__is:-_c'bmpany was established in 1985. In the past twenty years, EAS has

qc_;__ﬁi_éVed tremendous improvement which has exploited a unique operation

p!atform in China to develop its logistics business based on the demand of
__é_tO_mers. Under the support of this platform, the EAS (Shanghai) became one
jf_ﬂ'-'t'_if_.‘the leading private logistics firms in China.

o INTH University College (2009)




a‘ft_i“q’ﬁal Logistics Companies (ILCs)

Al o:ugh the domeshc companies dominate the general China logistics market,

"also playing a very important role and their market shares are
: apldty. The most famous international logistics players in China are
T UPS, FedEx and so on. '

.?é_hina in 1981 and in 1986 it entered a joint venture with Sinotrans,
thi biééest SOEs in China logistics industry. DHL-Sinotrans has the
-ket'share in courier sgwtce in the past twenty years, DHL has
t$273 million in Chlna-*(Cen 2005).

S, T 'a'hy foreign Iogistics organizations have built good relationship
ith -hl.nese logistics companles by usmg jomt ventures Forelgn companies
competmve advantage in technology and management when they are
peratzhg' with Chinese firms which have more experiences and advantages
vic :network in the local market where they cou!d be brought into full play.
=_h|nese logistics compantes usually face merge and acquisition
| ahy inland Chinese cities offer-lots of commercial opportunities to

_cs companies but it needs time for foreign companies to fully

te inta the Chinese market.

Th rd 'i';’arty Logistics companies (TPLs)

dParty Logistics companies (TPLs) are new concept for most of the
h‘é_ée companies. A TPL company normally provides process-base services
ther than a function-base logistics service, which is generally toward the
0 tegrahon and full control of a part or whole process of customers’ logistics
: 'network (Fu and Gwi, 2004). Because small or middle sized companies may not

"always achieve economies of scale in operating, this forms one of the

advantages for third-party logistics companies. But due to the fundamental

infrastructure of China logistics industry and developing technology, the TPLs

.+ INTI University College (2009)




g_;_thééﬁ st century, the construction of transport infrastructure keeps

qs_i_ﬁgf-_in China.

ovéfnment opened ports to foreign investment companies in 2002,
llltles have taken huge steps that tremendously increased the
|stry of Communication reported that the total investment in
nstfuchon has reached nearly US.4.3 billion compares with total
__-'US 2.2 pillion in 2003. Currently, China’s coastal cities such as-
' n.l.n__ Shanghai, Guangzhou and Shenzhen are prlmary logistics hubs
_.'mpleted new berths bualdmg (Figure 1) " Dalian, Qingdao,

n, St _zhou. and Ningbo are secondary logistics hubs; also there are many
'loglsttcs hubs such as Hangzhou, Na"hjmg and some of the inland
"énghal for example, the contamer throughput was 11.28 million
_Equwalent Units (TEUs) in 2003 that increased to 14.5 milllon
004: and 16.7 million TEUs in 2005 (Brubaker, 2005). Although huge

e_n_tg._f_.and abroad expansion has been made, Chinese ports still need to

0 E{h- the fast increasing demand of logistics companies.

INTI University College (2009)




(B Secandary Logistics Hubs

a Emerging Logistks Hubs

Figure 1.1: Loglstlcs hubs in Chlna
(Source: Slnqmanla, 2009)

g_pyé:fn.ment has invested heavily on China transport infrastructure, so the
rOiad'i_t_ra_erbbrt becomes the prior choice for inland distribution. During the Five-
éa'r:-:;:f?”l_an from 2001 to 2005, transport infrastructure has been built significantly
: _lnpfli'di'ng 250,000 kilometers of highways and 24,700 kilometers of
.__expressways (Fu and Gwi, 2004). By the end of 2006, the total length of

T_’Chmese highways has reached 3,457,000 kilometers and 77,000 kilometers of
"rallways.

INTI University College (2009)
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99 '(Brubaker, 2005). The airports are fast developed by three economic
ones: the Yangtze River Delta (YRD), the Pearl River Delta (PRD), anfi the
" capital of China: Beijing. Moreover, an agreement exists between C.h-mese
mainland and Hong Kong that offers Hong Kong airlines huge opportunities to
access the mainland China. But the China airfreight is limited by insufficient

infrastructure. in the coastal cities, the airports are more developed than that in
inland cities.

INT! University College (2009)




f the p:toblems

n |h 2005. in 2007, the total logistics cost increased by 18.2% to

|on 1 compare with 2006.

991 e w3 w85 W6 BT 88 W 208 0

%
|

::Eg.
:é
:
4
;g
]

Figure 1.2: Cost of moving and storing goods (as share of GDP)
(Source: Shawn, 2008)
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10
giétics costs in China generally compose of three aspects:
ion éost, inventory storage cost and management cost. In 2004, the
""f_'f'-émounted to US$ 352 billion, and grew by 16.6% compare with 2005.

2003 2004 5005 2006 o0y

B Transportation. [ Storage © [ Management ]

i

'Tét'éi Iogistics: cost and its composition, 2003-2007

(Source: Li and Fung, 2008) -

o'f"p_ééking, transport, storage and damage cost, the ratio of
g_'s:-_:"ib total industry production ranges from 40% to 60% in

CS q‘di_iStry, whereas in the United States this percentage is close to

__a'rid_-'_.Andres, 2008). So, generally speaking, the transportation

ina f-___i':c'igistics industry are twice as expensive as in developed

s US. Japan and European countries.
w-i_p_!_'oductivity

_ Of total logistics cost to GDP represents the efficiency of logistics
pe _t_i_O_hﬁ_;_'i'n' the economy which means the productivity of logistics industry. It is

_Séd_':_'as an indicator to the level of development in logistics industry. in
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ure 1.4: Total logistics cost as a percentage of GDP, 2000-2005
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< outsourcing

0 :.'.'s@hificant drivers of expansion in the global logistics industry is

”uté{ourcing Although many big China logistics companies have

verseés offices from the 1980's and 1990's to support their
n'épbrtatlon their businesses heavily depend on agents which
a_s global logistics network is still weak. For example, Sinotrans
' :a'rty 200 countries, but there are only 40 overseas offices and
_atzonal businesses are done by the agents. In this situation,
Or!:"f.C.hina logistics industry is very slow. So, the global market
ogistics industry is still relatively low. In Contrill (2001); cited by
::';.:‘.'bpn’t expect a wave of Chinese third logistics companies
!?f.n-.';éh"éres soon. The pace of change in China is slow by

ards and there is much to do in the home market”.
ectives e
tive of this research is twofold.

q_._;ﬂ_fié_’d.evelopment"*"of Chiba logistics industry in the last decade.

ﬁe main factors affecting the development of China logistics
commend solutions to improve on the problems to further
stics industry in China.

'R’éséa'r"__ch questions

ee:'questions will be discussed in this article:

Questlon reviewing the development of logistics industry in China in the last
_ decade7

E e

i What are the main factors that affect the development of China logistics
industry?

aEEsERE s

INTI University College {2009)
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ve the current problems to further improve logistics industry in

problems that affect the development of China logistics industry

c'ju'és'tionnaires and interview by managers in logistics companies

me restriction (fr;)'m Septe:_mb%r to November, 2009), this thesis

'd':\'r'.vithin three months, but the research would cover the details of

the location of sampling in Shanghai, China, the researcher has

ma for around one month, so the time is limited for questionnaire

gnd-éollection which may cause low response rate.

___(_é‘"_many factors that influence the development of logistics industry in

is paper, the author only focus on the mentioned five main problems.

ause some logistics companies are not public listed companies, it is

_;t;_fo' find the data from the current annual reports released by these

._'P_?:l"r_i'i'es, 80 the researcher may analyze data in these companies using the
y_!o'us annual report (Eg: Annual Report of company A in 2007 or 2006).

Some of the guestions in questionnaires are directly related to the internal

tfa?‘?Qy of company management, so managers may not want to answer which

'_'i_v_e_;sity College (2009)
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Chapter 2

Literature Review

- age, training expertise and IT support and transportation

ndicators for the development of China logistics industry

flow processing-:that planning, implementing, and controlling

-w_h_iéh includes storage of goods and products using related

“requirements in an efficient and effective way (Raymond and

distribution, storage and warehousing integrated
ation Technology (IT) to transfer goods and service to the end users to

at‘;'sfy'their requirements.

;_INTI___Qniversity College (2009}
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tic . has experienced many significant changes. Luo and

sided the development of logistics into three stages:

oncept of physical distribution or outbound logistics system
603 to 1970s. Organizations tried to systemically manage a
‘olated activities including transportation, warehousing and inventory,
distribution and materials handling to delivery finished goods to

in efficient way.

ar ed logistics management came out from 1970s to 1980s. Firms
:'t.and and attempt to combine the inbound side (materials
h the outboun‘% side (physical distribution) to obtain
for savings. At the beginning, there is a single transportation

' 'Iy in charge of the potentia! savmgs by coordinating inbound and

iﬁé systematology of Supply Chain Management formed from 1980s
logistice management is one of the parts of Supply Chain
t (SCM) that companies start to broaden their purpose on the
"rocesses, integrating all the logistics activities and firm involved,
e of partnerships such as Merger and Acquisition (M&A) or alliance
eh manufacturing companies and their suppliers/vendors, customers
annels of distribution), and other related logistics parties like transportation

ublic warehousing companies.

S s

INTI University College (2009)
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rty Logistics (TPLs)

-'t*'ei‘: third party logistics is initially developed by researchers or
_"ho work on cooperating with businesses demanding or providing

"'ces Thus, the definition of TPLs reflects the phase of third party

08) explained the definition further: “Traditionally, companies

sties activities by themselves using resource from their own
-:modern logistics industry, these traditional companies hand
ss_e_s_ to the external companies who possess the ability of

"ti'éé-j_::ﬁfunctions. So,- the external companies that specialized

aéfivities called the third parties.” According to his definition,
:giéiit:'s"'.includes any -form of externalization of logistics activities.
eraied “in-house”. Prabir and Heige (1996) have interviewed a
: 'uropean thlrd party Iogs:tgcs prowdeLS and pointed out the
A logistics alliance is:a win-win arrangement that indicates
ovnder delivery a wide range of |Gg|StiCS service to a customer
_eq;urr‘ements and both the service provider and the customer
d "Iong term re!atlonshlp The parties in a logistics alliance
r as partners that cooperate in understandmg, definlng and
cs servie to reach customer’s sati“sfaction. Both partners
gjing and developing logistics solutions; at the same time, the
vill evaluate the performance.” This definition focuses on the
cept of the TPLs and assuming that several characteristics have
j_éfore the relationship between customers and logistics service
iese characteristics include the duration of the relationship, joint
to develop further collaboration, solutions based on customer, a fair

ng _f-.';-b_efh'efits and risks together.

s;it'yi_j_c_onege {2009)
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he development of logistics industry

cs industry, the concept of logistics has dramatically changed
ole and the viewpoint of cost absorbing to a primary role and
or_ﬁbetitive advantage for logistics companies (Fu and Gwi,
:corﬁpetitive advantage, productiviety, cost-economize and
s companies are main indicators which are also

he deveiopment of logistics industry.

89)' cited by Alan (1997) believe that the successful
lting the logistics activities is a comprehensive strategy to
lop ent of logistics industry. The am to form the
gy is to obtain the productivity. Finally, he pointed out that,
:f'-measurements to measure the performance of logistics
|V|ty ls'as the priority. Slmliarly, Ericsson (1990) cited by Alan
: “The concept of productivity and its improvement has been
st place in operation, then in marketing, and later in
Esﬁibution, “last |n materials management in logistics
d on these theories, productivity can be seen as a

hate the level of development to a certain logistics industry.

_ broductivity is as a measurement that describing the

m d. It can be divided into three main types:

aﬁiéi‘ measurement between output and a single input, such as

te_na{_s" or capital.

lue-added productivity such as goods, materials or services being

ales.

\ ratio of total productivity measurement between total output and total input.



d which implies the performance of this logistics industry

__h'::;le; Jogistics industry is developed and vice versa. Based on

as for those respondents working in logistics field and he

| of prodag:tivity interrelated with the profit of the

hould be viewed as a meaningful indicator to measure the
__g'l_'S_'.t.ICS.:' industry which qlso%is a bencf?ﬁia}k,,,to estimate the
1 logistics industry. Thus, every company in the logistics
and and focus on such m;asurement which providing a

chieve corri"panies;" objectives and further improve the

_.__érhount of literature felicitous to talk about the relationship

jistica '-i_n'dustry." Because, the cost in logistics processes controls a significant

u _of assets and has direct influence on cash flow and total revenue.

rsity College (2009)
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nue — Total Cost

| ”Iogistics cost and Gross Domestic Product (GDP) has

-gg_.an: indicator of the development level of the logistics

qg"' g and customer service, thus total logistics cost usually
|n tal suppclsy chain costffﬁ'especially_.;\?\fhén the supply chain
i.bxlb'a'l market which are the burden for Iogiéﬁcs industry. So,
0¢ t becomes one of the 5ri_!icai factors that affect the

ustry. -

at indicates the rapidly growth of logistics industry. in
stry many firms are seeking opportunities to go
“this can enhance theirs competitive advantages and
Sffi _'i'ency in the logistics processes (Abdur and Sheng, 1998).

'rCi_'_' g'", logistics firms can ensure their advantages and pushing
ent of the whole logistics industry. In other words, outsourcing is
measurements that weighting the levels of logistics industry. Also,
ea:__hers have examined that logistics outsourcing has become a
_ '_nding for logistics companies to gain competitive advantages and
$_a_v1_n§s in logistics industry. Elliot et al. (1999) explained that the
> ng trend of outsourcing affects the development of logistics industry

> the more firms are achieving outsourcing, the more Third-Party

iversity College (2009)




21

me out which means the whole industry are going to
rth of outsourcing partnerships has contributed to the
of 'gi'stics industry, based on core competencies and benefit from

er-term relationships.

ng;z(i]:998) said that, “The result of going outsourcing has become
sion to the traditional logistics industry, thus in modern
__o_fé and more companies are going to achieve outsourcing.”
'an'_l:eéz.P'aV important role in logistics industry, effeicient and
gistics firms means the development of the whole industry.
. the improgg_ement of logsitics industry which is also a

sourcing is a result during the development of modern

development of China logistics industry
= Z e

Sl

dustry, toxminimize the transportation cost is one of the
n 6gistics activitie..é because the transportation cost directly
.:r'n"r_l_t of logistics industries. Sreenivas and Srinivas (2006)
‘matter the firm is in small-scale or large-scale in the
to reduce transportation cost is as priority goal. He has
t the ‘reasons why the development of logistics industry in

nt '_s is faster than that in developing countries: one of the main
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ration cost for logistics firms compare with US. and

etw eﬁ ."oglstlcs service providers and customers, any damaged
rdered by customers should be compensated by logistics
efore héy'” re reached to customers; so, in this situation, logistics
th hllgher level of damage rate should pay more for the
's' there are extra fees take up in transportation cost for
| e h:gher,gost in transportation sector will cause low
e re‘p're'ne.ur which will slow low the development of logistics
2'007) have pbinted that the fees of educating new drivers
ed in: China: logistics mdustry China has huge geography
desttnatlon required by customer is even’ out of the way, so it is
2y goods to appointed placq in efficiency way. Time delay
additional cost to Iogisticégfirm because the more time
mpany should ;'pay more that including driver’s salary,
inks and so on. In other words, the level of educated driver
péﬁation cost. Thus, it is very important to {rain a good
IC - the delivery time and cost for the logistics company.
du_c’éted driver can affect another cost — cost of vehicle
d Ling (2003) also said: “The maintenance cost is

0 'ogistics companies, but a poor educated driver could

bring benefits to company.
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tior r'h'p'ébt the profit of logistics company.
‘affects profit of logistics company.

te of go d_é and products during transporting has a relationship

ogistics company.
and vehicle maintenance influence the profit of logistics

_policies and regulation

s
\

usiry; the do”‘mesticf‘ logistics firms will obtain developed

logy and experiences in strategic management from foreign



