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Abstract

China has undergone rapid economic development. The growth has led to rapid
development of logistics industries, especially the third party logistics (3PL) business.
Many international 3PL companies have entered this market. Although some Chinese
3PL companies have used information technologies to effectively improve their
financial performance, most of Chinese local providers are not competitive enough to
increase their market share. With the increasing fierce competition, it is not enough for
the Chinese 3PL companies to focus on cost, but also to improve their operational
performance and added values. Therefore, it is important for these companies to learn
from some competitive and successful companies so that they can explore a way to
develop their business. This study focuses on two successful 3PL companies in China
and explores the factors influencing these companies’ success. They are Anji logistics
and APL logistics. Through conducting secondary and interview research, it is found
that the first one has cost advantages and the second one has value advantages.
Information technology systems and at least one competitive operations performance
are both important to these companies’ success. Besides that, it is found that Anji
Logistics’ success is also related to strategic alliance, while APL Logistics’ success is
also related to customer service and human resource. These two companies should learn
from each other because the industry will become more intensively competitive and

both cost and value advantages are important to the success in the future.
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List of abbreviations

P L m oo Third party logistics
AP L L - m e e APL logistics
CSCMP-m e e Supply Chain Management Process Standards
DMS-nmmm e mm e e oo e e e e e e Distribution Management System

ED - m o Electronic data interchange

] ) Gross Domestic Product

G P S e Global Positioning System

B e Just In Time
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NOL------------------ mmmme - Singapore-based Neptune Orient Lines
O A oo e Office Automation
REFID - mmm e e e e Radio frequency identification
S CM e e eeee Supply Chain Management
Shanghai GM---------mcm oo Shanghai General Motors Co., Ltd
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TMS-mm e Transportation Management System
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WM S mem e e e e e eeee Warehouse Management System
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1. Introduction

1.1 Background and rationale

In the 1990s, the supply chain management (SCM) has been put forward. SCM is a
wider concept than logistics but it has close relationship with logistics management.
Today, SCM has become a complex sequence of activities aiming at value capture.
Under the impact of global economic integration, the supply chain between different
countries and different regions also becomes integrated. Many international companies
have to establish integrated supply chain network to support their international business
activities and enhance organisational competitiveness (Christopher, 2005). With the
increasing importance of SCM, logistics have played a significant important role to
business success. A kind of companies which focuses on logistics service emerges.
They are third party logistics (3PL) companies, which are focused in this research.
Because they are expertise in logistics, companies are willing to outsource their logistics
activities to these companies. According to the definition given by Berglund et al.
(1999), 3PL companies are the logistics service providers who are active and expert in
management and execution of transportation and warehousing. Besides these basic
service and management activities, 3PL companies might also provide other added
activities. Hong et al. (2004) claim basic and added services of 3PL companies can
reduce cost and improve supply chain efficiency for their clients, which can then
concentrate on their core competencies after outsourcing logistics activities.

The business of 3PL is expanding in the global market in these years. Figure 1 shows
the 3PL market by geography in 2009, which shows that Europe has the largest market,
followed by North America and Asia Pacific (Mindpower Solutions, 2011).
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Figure 1: 3PL market by geography in 2009 (Mindpower Solutions, 2011).

In the 21% century, with an annual Gross Domestic Product (GDP) growth rate of 10
percent recent years, China has become the second largest economic entity in the world.
Its large population has made it an attractive international market for multinational
companies in the world. By the year of 2003, more than 80 percent of Fortune 500
companies had already invested in China to share this great market potential. China has
become the most attractive country for foreign companies to investment (Bolton and
Wei, 2003). The increasing expansion of manufacturing requires sufficient support from
an effective logistics system. Therefore, logistics becomes an important success factor

for companies.

With China’s accession to the WTO, China’s economic market becomes more open.
More international logistics companies step into Chinese market with advanced
technology, high efficiency and high quality. Some Chinese local logistics companies
also adopt advanced technologies to improve their service quality and organizational
performance. Wang et al. (2008a) have found that some Chinese 3PL companies have
used information technologies to effectively improve their financial performance. Tian
et al. (2010) found that some Chinese 3PL companies have effectively provided
customized service and added values to satisfy their clients. However, both of these
studies focus on a small sample of Chinese 3PL companies. In a large sample research
by Wang et al. (2010) who surveyed 105 Chinese 3PL providers, it is found that these
companies have been focused on low price due to the fierce competition in this market.
Today, there are competitive 3PL providers in China, from both home country and



foreign countries. However, there are few studies comparing these two groups of
companies. This study will fill this gap.

Because comparison is planned to do, two successful 3PL companies respectively from
China and foreign country are chosen. They are Anji Logistics and APL Logistics. Anji
Logistics is a wholly owned subsidiary company under Shanghai Automotive Industry
Corporation. It is now the biggest automotive logistics service provider in China. APL
Logistics is a wholly owned subsidiary of Singapore-based Neptune Orient Lines
(NOL), a global transportation and logistics company engaged in shipping and related
businesses. Through investigating the factors which influence these 3PL companies’
success, the other Chinese 3PL companies can learn and develop their business through
implementing responsive practices and management. It is also valuable to foreign 3PL
companies which have entered or plan to enter China. Through comparing the domestic
and foreign competitive 3PL companies, the current competition situation in this
industry and its future trend can be explored. This study is valuable to any people who

are interested in the logistics industry in China.

1.2 Aim and objectives
The main aim of this research is to investigate the factors influencing the 3PL
companies’ success in China. There are four objectives:
1) To explore what advantages 3PL companies can provide to their
clients (cost or value advantages)
2) To compare the factors influencing 3PL companies’ success between
domestic and foreign companies
3) To analyze the opportunities and threats in the 3PL market in China
4) To explore the spaces for 3PL companies to continuous improvement
by learning from each other and considering the current external

environment (opportunities and challenges)

1.3 Outline of the thesis

This thesis is composed of 7 chapters. Chapter 1 tells the background of 3PL logistics
industry in China and the rationale to conduct this research. The aim and objectives of
this research project are also stated. Chapter 2 is about the method which has been

chosen and used to achieve the research aim and objectives. Chapter 3 includes the
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existing theories and some early research about the factors influencing 3PL companies’
success. The definition and some basic theories about logistics management are also
presented in this chapter. Chapter 4 shows brief introduction about the two case
companies. In chapter 5, the collected data is analyzed and the findings are presented. In
Chapter 6, the findings are discussed with the use of theories showed in chapter 3. The
last chapter makes conclusions and recommendations based on the data analysis and

discussion.



2. Methodology

2.1 Research approach

Methodology is the core part of the research design, which presents the basic structure
for scientific research, and also offers rules and criteria to data collection and analysis.
Briefly, the methodology helps to define the “rules of the game” (Nachmias and
Nachmias, 1996). This chapter discusses the overall research methodology which and

why has been chosen to achieved the purpose of this thesis.

Research approach is classified into two categories: qualitative and quantitative
(Creswell, 1998). Qualitative research is analysis that based on the "quality" of the
object. Quantitative research is scientific research to determine the amount of certain
provisions of things (Punch, 2005). Quantitative research is typically taken to be
exemplified by the social survey and by experimental investigations (Bryman, 1988).
Qualitative research tends to be associated with participant observation, focus groups
and in-depth interviewing (Houman, 2006). Between these two approaches, qualitative
research is more effective in explaining reasons (Punch, 2005). Since this study is based
on a recent phenomenon, qualitative research is effective in explaining reasons. This
would be useful to explain the factors influencing the success of 3PL companies in

China. Therefore, qualitative research is selected as the approach of this research.

2.2 Research strategy

Case study can provide detail information about one company’s development process
(Saunders et al., 2003). In order to explore the factors influencing 3PL companies’
success in China, case study on successful 3PL companies in China is an effective
research strategy. As mentioned in the first chapter, the two case companies in this
research are Anji Logistics and APL Logistics. The Anji Logistics is the biggest
automotive logistics service provider in China. APL Logistics is the first one to step into
China as a wholly foreign-owned enterprise (WFOE). They can be examples for other

3PL companies in China to learn.

Through case study, the author has gathered abundant materials about the development
of these two companies, and these materials are useful in analyzing the factors

influencing these companies’ success.



2.3 Data collection

After deciding the research approach and research strategy, the next step is to decide the
data collection method. Data collection means gathering information to address the
research questions. Data is mainly used to support the total research. Briefly, data
collection is obtaining useful information. Once a research problem has been formulated,
the relevant data should be collected and analyzed in order to draw conclusions. Data
collection methods can be divided into two types: secondary research and primary
research (Walliman, 2005).

2.3.1 Primary data

Primary data is the data has been collected from researchers’ own. It is the first hand
information. It has not appeared on the internet, books and any published materials
before. The primary data can answer the questions that secondary data cannot answer.
There are studies about Chinese 3PL companies, but there are few studies doing
comparison or studying foreign 3PL companies in China. Therefore, there is not so
much information available in the secondary channels. Consequently, primary research
is needed. It is the major data collection method of this research.

Primary data is mainly obtained through the interview and survey (Gene, 1976).
Interviewing is particularly useful when qualitative data are required (Harrel and
Bradley, 2009). Qualitative interview is effective in collecting comprehensive data to

describe one social topic and issues from multiple perspectives.

The interview is “a method of collection data in which selected participants are asked
questions in order to find out what they do, think and feel” (Collis et al., 2003). The use
of the interview can help investigators to gather valid and reliable data related to their
research questions and objectives (Saunders et al., 2003). This research aims at
analyzing the reasons why these 3PL companies are successful. One company’s success
is related to many factors rather than one simple reason. Therefore, there are many
possible reasons before the researcher conducts the research. The researcher needs a
research method which enables multiple perspectives to analyze one topic. Therefore,
interview is one appropriate choice. Through asking the people from the two logistics

companies to introduce their company’s development process, competitive advantages
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and excellences in what management ways, the factors influencing their success can be

effectively identified.

This research is based on the interview of the employee of HR department of the case
companies. The researcher has contacted them by telephone and email. In the interview,
several questions have been asked by using the questionnaire to help my study.
Questionnaire is a way to quickly gather data from a potentially respondents (VanBaren,
et al, 2011). It is also used to support the interview. It has effectively helped the
researcher quickly collect data about the business these two companies have done

currently.

Appendix 1 and appendix 2 respectively show the interview and questionnaire design.

Both of interview questions and questions were given to these interviewees.

2.3.2 Secondary data

The sources of secondary information contain the internet, the libraries and archives,
museums, government departments and so forth (Walliman, 2005). Briefly, the
secondary is the source that has already been published in any form. It is collected for
certain purposes. The analysis of secondary data is an important part for the definition
of problem. In this thesis, the secondary is mainly from the internet. The researcher has
gathered the secondary data from the official website of the two case companies and
some other related website. The e-newspapers and e-journals have also been used to

collect the statistical data.

In order to increase reliability and validity, the researcher has researched every detail
piece of information from the website through Google again. After confirming that
these pieces of information have been reported by other media, they are evaluated as
reliable and valid information. In terms of the information from e-newspapers and e-
journals, the researcher has researched the quality of these e-newspapers and e-journals.

Only the large newspaper and journal companies’ online channels are selected.

2.4 Reliability and validity
In order to improve the research quality and the applications of the research findings to

the other companies, researchers should pay particular attention to the reliability and
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validity of the research design (Saunders et al.,, 2003). Reliability refers to the
consistency of measurement and assessment, while validity refers to the accuracy of
measurement and assessment. In this research, the managers in the two case companies
were interviewed and their sayings are consistent with the findings from the secondary
research about the companies. The reliability of this research is ensured. Validity
determines whether the research truly measures that which it was intended to measure
or how truthful the research results are (Joppe, 2000). In order to increase the validity of
this work, the author got the primary data from the interview of the manager of the HR
department. They have worked for the case companies for many years. So, their answers
can reflect the actual and basic operations and management of their companies.
However, the limitation is that these managers are working in the HR department. They
might not present the operations and management of their companies better than the
managers from the operations, customer service and marketing departments. Because of
limited access, these HR managers are the only managers that the researcher can contact.
Therefore, validity is not extremely high in this research, but it is still enough to analyse

the factors influencing 3PL companies’ success.



3. Literature review

3.1 Logistics management

The logistics activities have been exist thousands years ago. The idea of coordinated
management can be traced back at least to 1844 (Ballou, 2007). Recent years, the
business environment has become more and more complicated (Christopher, 2005).
Effective logistics management can be a key opportunity to improve both the

profitability and competitive performance (Ballou, 2007).

With the resources integration and the growth of the globalization, logistics has become
more and more important in today’s business environment. In order to find out an
effective logistics management for company to gain the competitive strengths,
companies should understand how to effectively do logistics management and
understand its critical role to supply chain management. The definitions of logistics

management and supply chain management are given below.

Christopher (2005) defines logistics management as the process organizations managing
the movement, storage and procurement of information flows, materials, semi-finished
and finished products and distributing the finished products to the marketing channels.
Logistics management aims to maximize profits through cost-effective fulfillment of
orders. Christopher (1993) summarized the objectives of logistics as a mission “to plan
and coordinate all those activities necessary to achieve desired levels of delivered
service and quality at lowest possible cost”. The logistics fundamental objective is to
“add value”. It has become a tool to help accomplish corporate strategic objectives
which are reducing working capital, taking assets off the balance sheet, accelerating
cash-to-cash cycles, increasing inventory turns, and so on (Zygiaris, 2000). Lambert, et
al., (1998) claim the objectives of logistics is to ensure the service level of customer

desired with the lowest logistics costs.

Different from logistics management, supply chain management (SCM) is defined as
the process of planning and management of all activities involved in sourcing,
conversion and logistics activities, added with coordination with channel partners such

as suppliers, third party service providers, intermediaries, and customers. Supply chain



management aims to integrate supply and demand and the final objective is also profits
maximization (Ballou, 2007).

From the above definitions, logistics management is one component of supply chain. In
the history, the concept of supply chain management is also later than logistics
management. Figure 2 displays the evolution of logistics and supply chain management.

Activity fragmentation to 1960 Activity Integration 1960 to 2000 2000+

Demand forecasting

Purchasing
Requirements planming Purchasing/
Production planning Materials

\ Management
Manufacturing inventory
Warehousing

Logistics

Material handling

Packaging
Supply Chain
Finished goods inventory PpL
Physical Management
Distribution planning Distribution

4

Order processing
Transportation

Customer service

Strategic planning /
Information services /
Marketing/sales

Finance

Figure 2: Evolution of logistics and supply chain management (Ballou, 2007).

As Figure 2 shows, after the 1960s logistics management has integrated many activities
such as warehousing, packaging, transportation and inventory. After the 1990s, in order
to control and manage the whole flow of products and services, the SCM has been put
forward. SCM is important to companies and logistics management is one important
part of SCM, which makes logistics management important to modern companies
(Bloomberg et al., 2002). Christopher (2005) has said that the SCM is a wider concept
than logistics. It is an extension of logistics management. In his opinion, logistics is a
framework that creates a plan for the flow of product and information through a
business. SCM builds upon this framework and seeks to achieve linkage and co-
ordination between the processes of other entities. Today, SCM has become a complex

sequence of activities aiming at value capture. Generally speaking, the evolution of
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logistics and SCM can be described as an integration process. It is a key area for future

productivity improvements.

From the management functions’ perspectives, the importance of logistics management
can also be indicated. Today, manufacturing and marketing are still two key factors to
help enterprises gain the competitive advantages. Logistics management is to coordinate
the manufacturing and marketing from the beginning to the end. Therefore, logistics has
become one of the key factors influencing companies’ competitiveness in the industry
(Christopher, 2005).

In the next part, the relationship between logistics and competitive advantages of

companies is expanded, which is related to the reason that 3PL companies exist.

3.2 Logistics and competitive advantages

There are many success factors which can help companies get competitive advantages
in the marketplace. However, the kinds of competitive advantages can be simply
classified into two types. One is related to cost and the other is related to value. Figure
3 shows the triangular linkage among company, customer and competitor, which shows
how companies can develop their competitive advantages in the marketplace (Ohmae,
1983).

As Figure 3 shows, from customer’s view, they would purchase products with higher
value at the same price, or products with the same values at a lower price. Customers
always seek benefits at acceptable prices. From company and competitor’s view, they
need care about the value and cost. First, they need increase their ability to differentiate
themselves from their competitors. Second, they need to operate at lower cost and
provide an acceptable price for customer. The cost and value advantage can ensure

company gets a sustainable competitive advantage.
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— "T-
— ! g
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" T
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Company Competitor

Figure 3: Competitive advantages and the ‘Three Cs’(Ohmae, 1983).

In order to gain the cost advantages, companies need provide a multitude ways to
increase efficiency, productivity and cumulative volume to reduce unit costs. In order to
gain value advantages, companies have to provide added value services or improve their
product quality and technologies to satisfy customers (Christopher, M. 2005). Besides
improving companies’ internal operations and management, there is another way for
companies to gain these advantages — through outsourcing their logistics activities.
From the perspective of these companies, outsourcing logistics activities can reduce
logistic cost and improve logistics efficiency. Secondly, when they do not need to worry
about the logistics activities, they can concentrate more money and human resource in
production and technology development and other management functions. In other
words, they can focus on the activities which can create more values to customers.
Thirdly, professional logistics service providers are high efficient. They help deliver

products to customers quickly, which is also one kind of values to customers.

Christopher created a matrix to illustrate the influence of logistics management on cost
and value advantages. See Figure 4. Companies do not have neither cost nor value
advantage in the bottom left hand corner of the matrix. In other words, their products
and services are exactly the same with their competitors. They do not have any cost
advantage. These are typical commodity market situation. It is difficult for them to
survive under that situation. Their final purpose is become the cost and service leader.
In order to become the cost leader, one way is to increase the product market share and
sales volume. A Dbetter asset turns can make a rational planning for the development of

the company. In order to become the value leader, the main way to differentiate from

12



competitor is service. It is not to say that the more service provided the better.
Companies need provide the most suitable service for customer, such as the tailored
services (Fuller et al., 1993). The high level of responsiveness and reliability also can
help company to gain the value advantage and become the service leader. Through

logistics management outsourcing, companies can gain cost or value advantages.

A
fn Service Cost and
2 = leader service leader
)
[=
il
=
o
Value %
advantage = ﬁ Commodity Cost
o market leader
Logistics leverage
opportunities:
» Tailored services Low High

+ Reliability

» Responsiveness Cost advantage

Cost advantage
Logistics leverage opportunities:

+ Capacity utilization
» Assef turm
« Synchronous supply

Figure 4: Logistics and competitive advantage (Christopher ,2005).

As mentioned above, logistics management aims to provide a high level of service at
lower cost for customers during the process. Companies can use internal logistics
management or outsource logistics service to other professional logistics companies to
achieve these advantages. When considering outsourcing, 3PL companies are one good

choice. Below, 3PL companies are focused.

13



3.3 The 3PL

3.3.1 Definition of third-party logistics

As mentioned above, in order to survive and develop in the marketplace, companies
have to develop their own competitive advantages, which might be related to cost or
value. Logistics management can make effects on cost or value advantages. For
companies, they can outsource the logistics activities to professional logistics service
providers and focus on their core business. It is not rationale for all companies to
develop their own logistics systems because of high cost. Outsourcing logistics to a
professional logistics company has been viewed as an effective strategy. 3PL companies
are the companies which focus on professional logistics management for other

businesses or individuals (Berglund et al. 1999).

Tian et al. (2010) define 3PL companies are the external logistics service providers to
businesses. They provide management, control and delivery of logistics activities.
Bolumole (2003) claims 3PL companies perform all or part of other companies’

logistics operations.

The 3PL evolution follows the logistics process of development. It can be divided into
five phases according to service it provided.

» Single service

3PL companies provide only transportation or warehousing services.

» Separated services

3PL companies provide either transportation or warehousing services.

» Integrated services

3PL companies provide a combined transportation and warehousing services.

» Combined services

3PL companies provide extra services on top of the transportation and warehousing
functions such as planning services.

» Complex combined services

3PL companies provide a network of different services, such as delivery services,

technology services, distribution services, and after sale services (Novick, 1993)

According to the five different phases, the main task in the beginning of 3PL

development period is providing the basic logistics service for customers, such as
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warehousing, distribution and delivery. In recent years, with the dynamic changing and

development of SCM, 3PL providers have moved their focus to strategy development

(Hertz et al, 2003). 3PL companies have capabilities to act as experts for all kind of

logistics service. They are not simple delivery and warehousing any more. They provide

the value-added services as well. They rather offer the logistics solution service and

coordination. Various services create opportunities for companies to improve customer

satisfaction (Knemeyeret al., 2003).

In order to get a deep understanding of logistics service, it is necessary to have a review

of the logistics services. Logistics service can be divided into several areas according to

it functions, such as transportation service, warehousing services, distribution services

and information technology services as shown in Figure 5(Lambert et al. 1998, Vitasek,
2006).

Warehousing and

distribution services

Transportation

services

IT services

1 Storage Ocean freight Warehouse management system (WMS)

2 Assembling Air freight Transportation management system
(TMS)

3 Picking Road freight Distribution Management System (DMS)

4 Packing and labeling | Rail freight Labor management system (LMS)

5 Reverse logistics Water freight Shipment Optimizer Management (SOM)

6 Order fulfillment Intermodal freight | Electronic Data Interchange (EDI)

7 Sequencing Radio Frequency ldentification (RFID)

8 Consolidation Global Positioning System (GPS)

9 Cross-docking Office Automation (OA)

10 JIT delivery

11 Milk-run

12 Scanning and tracking

13 Vendor managed

inventory (VMI)

Figure 5: Three logistics service according to

Vitasek, 2006).

it functions (Lambert et al. 1998,
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With the rapid development of economy and logistics, the global logistics market keeps
an increasing trend. Among those logistics companies, the 3PL companies especially
keep the most rapid development speed. More companies continue to outsource their
logistics activities to 3PL providers to reduce their logistics costs. 3PL is becoming a
source for companies to gain competitive advantages by reducing logistics cost,
enhancing core competency, and improving service quality (Huo et al., 2008; Wang et
al., 2006).

3.3.2 Advantages and disadvantages of using 3PL companies

Lau et al. (2006) summarized some common key factors that motivate organizations
to use 3PL companies. These factors were broadly categorized as economic, strategic,
and environmental perspectives in Figure 6. Solakivi et al. (2011) agree outsourcing
logistics activities to 3PL companies can make the cost reduction, cost saving and
capital investment reduction. According to those factors, it can improve profitability,
efficiency, return on assets and add value to product. Brewer et al. (2013) state, for
strategic factors, it can make companies focus on core competence, acceleration of
business process re-engineering and enhancement flexibility. Influenced by those
factors, 3PL can improve performance, competitiveness and achieve competitive
advantages. Meanwhile, companies can leverage the organization’s skills and resources
and improve business focus. Finally, it can reduce organization’s own productive
capacity, increase responsiveness to market change and reduce risks. For environmental
factors, it refers to IT development, globalization and capability of supplier. The IT
development can meet increasing demand and manage resources more efficiently and
economically (Christopher, 2005). The globalization can help companies gain global
competitive advantage. The capability of supplier enables partnering to improve service

quality and customer service.

16



Objectives or anticipated outoomes

Authors

Eronennie factors
Cost reduction
Cost saving

Camtal investment
reduction

Strategic fadors
Acceleration of business

DrCess Te-engnesrng
Foous on core competence

Flexibility enhancement

Environmental factors
IT development

Globalization

Capability of suppher

To mprove mrofitability

To mprove operating efficiency
To add value to product

To improve cash flow

To increase efficiency

To make capital fimds more
available for core areas

To mprove rehom on assets

To improve performance

To achieve competitive advantage
To mprove business foous

To mrease competiiveness

To leverage the firm's skills and
TESOUTCES

To enhance customer sabisfacion
To reduce constraints of
organizton’s own productive
cpanty

To convert fixed costs to vanable
oosts

To nrease responsiveness to
market change

To reduce nsks

To mest increasing demand for
new information systems and
resources more efficiently and
economically

To help companmes gam global
competitive advantage

To enable partnermg to improve
sarvice quahty and customer
sarvice and mirease competitive
advantage

Tramick (1989), Riwchardson (1990)
and Gonzilez ef al (2005)

Embleton and Wright (19598) and
Claver ef al (2002)

Corbett (1998), Razzaque and Sheng
(19498), Trumck (1989) and Lynch
(2004)

Corbett (1998), Embleton and
Wright (1998), Clott (2004)
Prahalad and Hamel (1990), Qumn
and Hilmer (1994) and Weermakkody
ef al, (2003)

Chaumm and Hilmer (1994), Corbett
(19498), Embleton and Wrght
(1998), Razmaue and Sheng (1998),
Kalabadse and Kakabadse (2000),
Jennmygrs (3002) and Lynch (2004)

Lynch (2004)

Clott (2004)

Jennmygrs (2002)

Figure 6: Advantages of using 3PL companies (Lau et al,2006).

However, there have some problems for outsourcing logistics to 3PL companies during
it provide convenience for organizations. Lau et al. (2006) also summarized the
drivers against 3PL usage in Figure 7. Kumar et al (2012) agree there are many
potential problems of using 3PL companies. The loss of control made the companies
loss core competencies and alienating customers. The loss of critical skills made
organizations loss of competitive advantage and increased number of competitors. The
low capabilities of 3PL providers made organizations loss of market share. The loss of
flexibility reduced responsiveness for the fast changing market. Failure to realize hidden

costs of contract increased operating cost. Indecisiveness on which activities to
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outsource and less support from organization increased chances of failure. The fear of
job loss increased resistance to change and lower staff morale.

Uhstacles and problems Impacts Authors

Loss of control Loss of core Blumberg (1998) and Lonsdale and
competencies Cox (2000)
Risks of alienating
customers

Loss of aibical slalls Loss of competitive Churm and Hilmer (1994), Jentings
advantage (2002) and Beaumont and Sohal (2004)

Increased number of
competitors

lmadequate capabilities of service  Loss of compebitive Jennmygrs (2002)
mrovider advantage
Loss of market share
Loss of flexibility Reduced mesponsiveness  Embleton and Wnght (1998) and
Risks of alienating Beaumont and Sohal (2004)
customers
Failure to realize idden costs of  Inoreased operating cost  Palwia (1995), Kakabadse and
contract Kalabadse (2000), Gonzlez ef al
(2005)
Difficulty in obtimng Increased chances of Razzagque and Sheng (1998)
organtzabonal support failure
Indecisiveness on which activities  Increased chances of Lankford and Parsa (1999)
o outsource failure
lmadequate cost and benefit Lower return on Melvor and Humphreys (2000)
amalvss systems Investment
Loss of competitive
advantage
Fear of job loss Increased resistanes to Razzaque and Sheng (1998) and
change Embleton and Wnght (1998)

Lower staff morale

Figure 7: Disadvantages of outsourcing logistics to 3PL companies (Lau et al,2006).

To sum up, the advantages of using 3PL companies are to gain service improvement
cost saving and operation efficiency. The disadvantages are there are risks of loss of
control, loss of critical skills, loss of flexibility and less support from organization
which increased the operating cost, increased chances of failure and loss of competitive
advantage. However, it does not mean 3PL is negative. Outsource logistics activities to
3PL providers have more advantages than disadvantages. Choose an outstanding partner

reasonably and successfully will help organization achieve competitive advantages.

3.4 Factors influencing 3PL companies’ success
From the above studies, the demand for 3PL companies is significant in modern
business world. For the existing 3PL companies, they need to meet the needs of their

clients (particularly the businesses). It is important for them to understand the key
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factors which can significantly influence their success. In this part, the author will

review the current literature about this topic.

3.4.1 Customer service

Customers are the most important factor in the business environment. All of the
products and services are provided to satisfy the customers’ needs. Therefore, providing
a high level of customer service is quite important. Customer service is an important
factor influencing companies’ success (Fuller et al., 1993), and 3PL companies have no

exception.

Customer service can be considered as the relationship between companies and
customers during the delivery of products and services. This relationship is not only
including the purchasing, shipping and receiving; but also include the after sale service
and the whole flow of information during the delivery. Lalonde and Zinszer (1976)
suggested that the customer service could be examined under three headings: pre-

transaction elements, transaction elements and post-transaction elements.
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Pre-transaction elements

For example:
& Written customer service policy
(I= it communicated internally and externally? Is it understood? Is it specific
and quantified where possible?)
® Accessibility
(Are we easy to contact/do business with? Is there a single point of contact?)
® Organization structure
(I= there a customer service management structure in place? What level of
control do they have over their service process?)
& System flexibility
(Canwe adapt our service delivery systems to mest particular customer nesds?)

Transaction elements

For example:
@ Order cycle time

(What is the elapsed time from order to delivery? What is the reliability/variation?)
® Inventory availability

(What percentage of demand for each item can be met from stock?)
® Order fill rate

(What proportion of orders are completely filled within the stated |lead time?]l|
@ Order status information

(How long does it take us to respond to a guery with the reguired information?
Do we inform the customer of problems or do they contact us?)

Post-transaction elements

For example:

& Availahility of spares
(What are the in-stock levels of service parts?)

& Call-out time
(How long does it take for the engineer to arrive and what is the “first call fix
rate’?)

® Product tracing/waranty
(Canwe identify the location of individual products once purchased? Can we
maintain/extend the warranty to customers’ expected levels?)

® Customer compiaints, claims, etc.

(How promptly do we deal with complaints and returns? Do we measure
customer satisfaction with our response?)

Figure 8: The components of customer service (Lalonde and Zinszer, 1976).

The Figure 8 shows some of the elements of customer service. The pre-transaction
elements refer to organization policy and program. The statement of customer service
policy must write clearly. The system flexibility, accessibility and organization culture
are also very important. The transaction elements are physical distribution functions that
customer service involved during the delivery. For example, the order cycle time,

inventory availability, order fill rate and order status information. The post-transaction
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elements of customer service are indicated the after-sale supportive. The elements

include product warranty, product repair and customer claims, etc.

The companies need to provide the same level of service during the different phase to
maintain customer satisfaction. Customer service is an essential aspect during the
logistics process. The poor customer service will increase the higher costs; lost business
and bad reputation. The high level of customer service can ensure customer goes a long
way with companies (Bhatnagar et al., 1999). Then the 3PL companies can gain long

term development, which is equal to success.

According to a research by Rajesh et al (2011), it is found that 3PL companies depend
on its professional logistics service to provide values to their clients. As mentioned
above, the reasons that 3PL companies existing in the market because they can create
cost or value advantages to clients. When they can provide competitive cost or value
advantages to clients, they can have a competitive position in the marketplace. For
instance, through warehouse management, 3PL companies can help their clients reduce
the cost. Through cooperation with their clients, they can help these clients achieve
strategic objectives and improve their clients’ organizational performance. Both of the
achievement of these performances needs the support of service. Kumar (2007) also
agrees with the importance of service to 3PL companies’ success. He claims that the
competition in this industry is increasingly intense and only the 3PL companies which
can reduce cost and increase customer satisfaction can make a success. In order to
increase customer satisfaction, it must depend on service. Kumar (2007) claims many
successful 3PL companies have established a good customer relationship with their

clients.

The customer service provided by logistics companies might not always related to cost.
Chang and Fong (2010) claims that the environmental awareness in the global market is
increasing and companies which can reduce their impact on the environment can gain
customer satisfaction. When 3PL companies can reduce CO2 emission and other
environmental impact activities, they can gain the satisfaction of clients as well. China
Federation of Logistics and Purchasing (2011) found that some logistics companies

have started to do such a business and the development is promising. From these studies,
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it is found that there are many viewpoints to explain why customer service is important

to the success of 3PL companies.

Gupta et al (2013) also agree with the role of customer service to the success of 3PL
companies. However, they argue that the effectiveness of customer service is strongly
determined by the information technology and systems used by the 3PL companies. In

the next section, technology is focused.

3.4.2 Information technology systems

As introduced in section 3.3.1, 3PL companies have applied many IT systems, such as
WMS, TMS, DMS, LMS, SOM, EDI, RFID, GPS, and OA. For a successful 3PL
companies, the integration among these systems is important and necessary. Gupta et al
(2013) claim 3PL companies can provide better logistics solutions to their clients
because they have established a strong and integrated supply chain management system.
The reduction of cost and added values provided to clients are achieved with the help of
information technologies as well. Some 3PL companies can provide distinguished
service to business is also related to advanced technologies. Therefore, from the
viewpoint of Gupta et al (2013), information technology is more important to the
success than customer service because it is the foundation of high quality of customer

service.

In the beginning of the 21% century, increasing information technologies are applied in
logistics management. The development of the 3PL is based on logistics low operation
cost and high efficiency. By using advanced information technology can not only
expand logistics enterprise profit space, but also make the 3PL has more advantages in
the logistics competition, thereby promote the development of the 3PL industry is very
important (Alshawi, 2001). Accelerate technology innovation and standardization,
introduce information network technology are the guarantee for improve the efficiency
of logistics services (Bourlakis and Bourlakis, 2006). 3PL information management
strategy not only optimizes the enterprise internal resource allocation, but also unit the
network and users, manufacturers and suppliers to achieve resource sharing, information
sharing, real-time tracking, control and management efficiency during the whole
logistics activities (Lai et al., 2006). However, Jiang (2002) argues that Chinese
logistics companies are weak in technology. They strongly depend on low cost labors.
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Gupta et al (2013) claims that information technology is the foundation of customer
service, and the above studies prove the significantly important role of integrated
information systems to the success of 3PL companies, but there are different viewpoints.
Cheng et al. (2009) states employees and managers are the key to customer service, and
also the success of 3PL companies. In the next part, this factor is focused.

3.4.3 Human resource

According to the research of Cheng et al. (2009), there are three factors which
significantly influence the success of 3PL companies. They are leadership, human
resource management, and degree of information. The first and second factors are
related to the management on human resource. Leadership means leaders’ influence and
motivation on employees, and human resource management is motivation, evaluation
and reward activities conducted by companies. The degree of information means the
degree to which companies provide timely, reliable and accurate information about their
logistics service to the clients. Although this research is focused on the human resource,
it is found that this research has confirmed that customer service is also one important
factor.

From the perspective of human resource, it is because logistics service must be
conducted by employees. From receiving the products from clients and delivering the
products to clients, employees are participating in the whole process. Therefore, 3PL
companies cannot completely depend on information technologies and systems. The
technologies and systems are the tools, and clients interact with employees. This makes

human resource important to the success of 3PL companies.

Laarhoen et al. (2000) have analyzed the performance of 3PL companies from the
perspective of their clients. From the clients who evaluate the 3PL companies as high
performance, it is found that the 3PL companies would arrange managers to monitor the
day-to-day activities for their clients. On the one hand, this proves the importance of
service; on the other hand, it is proved that managers are important to the success of
3PL companies. These studies prove that there is close relationship between human
resource and customer service. The efforts and performance of human resource of 3PL

companies can determine their development and success.

23



3.4.4 Competitive operational performance

The operational efficiency of 3PL companies determines their competitiveness and
success. Min and Joo (2006) studied the US 3PL companies and confirmed this
relationship. It is found that the ones with higher operational performance would have
higher financial performance. Operational performance is generally evaluated from five
perspectives, including quality, cost, speed, flexibility and dependability (Brown, 2005).
To link the theories of operations management to the business of 3PL companies, it is
found that operations management can help companies reduce cost, improve quality,
speed and flexibility, and enhance dependability. This is related to the cost and value
advantages of 3PL business. In other words, 3PL companies must have some
competitive operational performance, such as low cost or high service quality, so that

they can make success in business.

Many companies have depended on operations excellence to reduce cost (Brown, 2005).
For 3PL companies, when their operational performance is excellent in terms of both
cost and quality, they would be competitive in the marketplace. Chen et al. (2004)
studied Haier’s logistics management and found that standardization of operations and
manufacturing and improving employee capabilities through training have effectively
improved their logistics competitiveness. This study shows that not only operations

management but also human resources are important factors to logistics success.

From the research of Min and Joo (2006), it is found that 3PL companies can use
operations management to optimize their service process and then improve their service
quality. Then clients would trust these 3PL companies and outsource the logistics
activities to 3PL companies. From this logic, it is found that this study actually supports
that both operations management and customer service are the factors influencing these

companies’ success.
In a word, a successful 3PL company must have at least one competitive operational

performance. They can choose from the five performance objectives — quality, cost,

speed, flexibility and dependability (Brown, 2005).
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3.4.5 Strategic alliance

The above factors have been agreed by many scholars. Besides these factors, some
scholars pay attention to some specific factors, such as strategic alliance. It is found that
in some countries where the competition is fierce, 3PL companies have to establish
strategic alliance to maintain their competitive position in the marketplace. The 3PL
companies need develop logistics market, reduce logistics cost and improve logistics
efficiency with the principle ‘advantage complementary, interests sharing’. These
companies would establish a logistics resource league, get together the small and
medium size enterprise and collect the scattered logistics resources, and then form a
logistics integrated resource advantage. Implementing logistics alliance in a certain
geographic area can form a highly efficient operation system. What is more,
development of a 3PL alliances union to coordination and guidance the relationship
between logistics enterprises can develop 3PL efficient (Goh et al., 2003). In addition,
the local companies and international companies establish joint ventures also can be a
choice (Hong et al., 2004). Through joint ventures, the local companies can achieve the
advanced IT systems, professional staff and various services. The international
companies can have a better understanding of Chinese idea and a better chance to enter
Chinese market. Therefore, strategic alliance can also become one factor influencing the

success of 3PL companies.

However, according to a research by Min and Joo (2009), it is found that there is a
negative relationship between strategic alliance and financial performance. They found
that strategic alliance requires 3PL companies to do restructuring and re-branding. The
cost is high and negatively influences the competitiveness of companies. If conflicts

occur, the problems would be more than the time before strategic alliance.
To summarize the above findings, it is found that scholars have identified different

factors which influence the success of 3PL companies. The following table summarizes

these factors and the relative empirical studies.
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Rajesh | Kumar | Gupta | Lai et | Cheng | Bhatnagar | Min Chen | Goh
et al|(2007) |et al|al. et al |et al. | and et et al.,
(2011) (2013) | 2006) | (2009) | (1999) Joo al., |2003)
(2006) | 2004

Customer | 4/ N N N N N

service

Information N N

Technology

systems

Human N N N N

resource

Competitive N N

operational

performance

Strategic N

alliance

Figure 9: Summary of factors influencing 3PL companies’ success.

In this research, these factors will be under investigation in two case companies.

3.5 3PL business in China

As mentioned in the first chapter, Chinese 3PL market is “a booming phenomenon” and
still in an early stage compared with 3PL in development countries. The Chinese 3PL
market develops with annual growth rate about 25% from 2000 to 2007 (Wang et al.,
2008b). Thus, Chinese 3PL market offers a great potential for future business.
Meanwhile, the huge market and complex business environment present both
opportunities and challenges for logistics companies. In this research, before providing
suggestions to the two case studies, a general perspective on the business environment
for 3PL companies to do business in China should be reviewed. This is because
companies’ business strategy and development is significantly influenced by the

external environment.
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3.5.1 Opportunities in Chinese market

Companies’ success is not only related to internal factors, but also external
factors. The same, for successful 3PL companies in China, there must be some

positive factors influencing their development. According Lau et al. (2006), there

are three positive macro environment factors. See Figure 10.

Key factors

Descrniphons

Results

Government mitiabives

Entry to WTO

Economic reform and
development
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Investment m logstcs
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High-quah ty foreign 3PL
providers entering Chinese
logmstics market

Relaxaton of regulations
Increased competibon
Enlargement of consumer
market

Creation of large and more
complex playvers

Has encouraged domeshc
companies tooutsource a greater
percentage of thewr lomshes
needs

Has enabled companies to
outsource more functons

Has encoura ged more companmes
to exploit outsourang potentel

Has moreased demand for
lognstics solubion

Has moreased need for
transportaton and logshces

solutions

Figure 10: Opportunities for Chinese 3PL market (Lau et al. 2006).

In recent years, the Chinese government has recognized that the logistics activities is
become one of the important business activities in the economic market. First, the
Chinese government strive to develop and investment in logistics infrastructure due to
the late start and poor infrastructure. Such as nationwide multi-modal transportation
networks and large-scale modernized logistics and distribution centers (Trunick, 2003).
Perfect transportation and distribution network encouraged companies to outsource their
logistics activities to 3PL providers. Second, the accession of China to the WTO has
opened some sectors for high-quality foreign 3PL providers to enter (Hertzell, 2001).
The relaxation of regulations for 3PL providers enabled more companies outsources
more functions. Third, the economic reform and development enlarged the consumer
market which increased the demand for logistics solution. Finally, the consolidation in
industries and emergence of national chains also increased the need for transportation
and logistics solutions (Hertzell, 2001). From these words, it is found that some factors
are extremely positive for domestic 3PL companies, while some are positive for foreign

3PL companies. They will be analyzed in this research.
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3.5.2 Challenges in Chinese 3PL Market

Although the growth and government support are the opportunities for 3PL companies
in China, there are also many challenges confronting them. Due to the increasing
demand in the market, 3PL companies all around the world make their movement step
into Chinese market, while most of Chinese 3PL companies are viable small and
middle-size logistics companies (Matteo, 2003). The small and middle-size companies
offer low price service, while the international companies provide professional and high

quality service. The competition is extremely fierce.

Besides the intense competition, Lau et al. (2006) identify another three groups of
factors which are related to the background of China, as Figure 11 shows. According to
the research of Lau et al. (2006), the challenges confronting 3PL companies in

China are related to poor infrastructure, regulation issues and unprofessional staff.

Challenges Problems ImpEacts

Poor infrastuchure Lack of effecthive transportation Higher transportaton oosts
networks Lack of relmlity i prck-up and
Lack of IT mfrastucture delivery time

Little mtegration of transporta tion
networks, I'T, warehousing, and
distribution faclities
Regulaton ssues Lol protection Has resbramed the development of
rational service networks
Has made it difficult for 3PLs in China
to fully meet the requrements of ther

chents
Finding qualified  Lack of logistics training programs Shippers have little confidence in the
staff Lack of high-quality providers with the service levels of 3PLs
soope and scale to fully mesat fficult to find good providers that
customers requirements can delwver igh quahty and consistent

SEVICES aciss geographical regons

Figure 11: Challenges in Chinese 3PL market (Lau et al, 2006).

The infrastructure and equipment in China are still less developed than western
countries. The lack transportation networks, IT systems, warehousing and distribution
facilities make the Chinese transportation costs higher than western countries.
Meanwhile, the high transportation damage risk leads to high warehousing costs (Zhao
et al, 2009). This is not good for operational performance improvement. As mentioned

above, operations management is important to the success of 3PL companies.
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The Chinese government does not have one unified regulatory authorities. There are
many government departments participate in logistics activities. Although the
government formulates some regulations, there is no one unified regulatory authorities
in charge of macro-management and coordination. Thus the logistics activities will
interrupt many times from suppliers to customers. In addition, the logistics technology
standard has not been established. Manufacturing logistics equipment manufacturers
belonging to different departments, each department standards are not consistency,
resulting in logistics equipment, such as automotive, packaging containers, pallets,
containers and other standards are not consistency. Another example is that two
different departments have their own systems, cannot be networked with each other, and
the technical standards are not consistency. Non-standardized increased invalid
operations, logistics speed reduced, logistics accidents increased, increasing logistics
costs, reducing the effectiveness of the logistics enterprises (Forrest, 2005). The local
protection is also a weakness for develop 3PL in China. The business activities are
operated on provincial level which hinders the creation of national networks (Kerr,
2005).

Human resource is one of the factors influencing 3PL companies’ success. However, in
China, there has been a huge lack of qualified logistics staff. The shortage of talent is
huge obstacles for logistics and distribution (Yu et al, 2010). In such a situation, the

low-quality of providers cannot fully meet customers’ requirements.
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4. Findings

4.1 Findings about Anji Logistics
Anji Logistics is a wholly owned subsidiary company under Shanghai Automotive

Industry Corporation. Taking “Technology in services and products” as its business
principle, Anji Logistics is become the biggest automotive logistics service provider in
China, with more than 10,300 employees. It has 10 professional sedan-transportation
subsidiary companies, providing delivery services by using water, rail and road. With
50 distribution centers, around 3,700,000 square meters warehousing space and over 2
million cars being transported every year. Anji Logistics has also formed its

comprehensive multi-mode transportation network in operations.

Anji Automotive Logistics focuses on finished vehicle logistics, auto parts logistics,
port logistics and relevant logistics service planning, solution designing, technology
consulting and management trainings. It provides integrated, technical and transparent
network logistics supply chain service with reliable and unique logistics solutions.

Anji Logistics established several subsidiary companies according to their services
provided: Anji finished vehicle Logistics Company, Anji auto parts Logistics Company
and Anji port Logistics Company. Anji auto parts Logistics Company was funded
jointly by Anji Logistics and CEVA Logistics. CEVA Logistics was formed in August
2007 as a result of the merger of Thomas Nationwide Transport Logistics (TNT) and
Eagle Global Logistics (EGL). Anji port Logistics Company was funded jointly by Anji
Logistics, Nippon Yusen Kaisha (NYK) and Wallenius Wilhelmsen Logistics.

The physical distribution networks of the company have been established across most
central cities with the storage area more than 3.5 million square meters in China.
Railway and waterway transport resources is their special characteristic. Diversification
transportation structure of highway, railway and waterway can provide a low cost,
safety and efficient transportation service. Meanwhile, the mode of transportation
depends on the cost and customer satisfaction. The highway transportation capacity is in
the highest flight of automotive logistics. Anji have three highway transportation
subsidiaries. Another three transport companies perennial for Anji service. There
business spread all over China with 1639 transport cars. They have set up the waterway

lines along the river and sea line. The transportation capacity inland river can achieve
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995 cars one time. For the sea transport can achieve 1600 cars. Regarding to the railway,
they owned railway wagons 378. One time transport capacity is 3024

vehicles.
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Figure 12: The distribution networks for Anji logistics

4.2 Findings about APL logistics
APL logistics is a wholly owned subsidiary of Singapore-based Neptune Orient Lines

(NOL), a global transportation and logistics company engaged in shipping and related
businesses. APL Logistics is a global 3PL provider. APL Logistics provide globally
door-to-door logistics and supply chain services. Their major industries served include
automotive, chemical, High-tech, retail, industrial and consumer packaged goods. It
has 4,500 employees’ in 55 countries and 269 regional areas around the world. APL
Logistics  manages about 172 logistics  center  (distribution  center)  in over
150 cities worldwide with their lean equipment and information systems. With its long
historyand extensive industry background, APL  Logistics plays a unique

advantage in the 3PL market. It provides comprehensive logistics services and solutions.
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APLL is one of the wholly foreign-owned enterprise (WFOE) has been steps into China
earliest. It has the business license of all the major markets in China. It has 10 branches
and 29 representative offices in China. Changan Minsheng-APL Logistics (CMAL) was
funded jointly by APLL and Mingsheng Logistics. It was one of China's largest
automotive 3PL. APLL and another well-known Chinese company Lenovo established
a joint venture called Zhigin-APLL Technology Logistics Company in 2002. The

company provided SCM services for Chinese IT market.

APL Logistics has covered the most regions of China for its distribution networks. APL
Logistics has comprehensive a network of 19 offices supported by over 700 logistics
professionals in China. The distribution networks of its highway, railway and waterway
are shown in Figure 13. APL Logistics networks concentrated in the central and eastern
regions of China. Then make a close contract with the world through the ocean way.
The bases have been equipped with modern warehousing facilities and advanced

information systems.
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Figure 13: the distribution networks for APL Logistics

The basic business information of the two 3PL companies is presented above. In the
next chapter, the author would present the findings from data collection process,

particularly the interview, and then discuss these findings.

4.3 Advantages provided by the two 3PL companies
Based on the interview, it has been found that Anji Logistics is currently mainly

providing automotive logistics services for about 15 main customers. Among these
customers, there are famous international brands such as Mercedes-Benz, BMW and

Cadillac. However, most of the customers are Chinese domestic companies and joint
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ventures. Domestic companies include: BYD, Roewe, Yutong, Chery, Geely, and JAC.
Joint ventures are Shanghai General Motor, Faw Volkswagen, Faw Toyota, Gac Honda,
Beijing Hyundai and Dongfeng Nissan. Differently, APL Logistics has provided service
to more industries’ companies, including automotive, computers, electronics industries,
consumer goods, food, industrial, and retail/apparel. Most of the customers served by
APL Logistics are international companies such as Dell Computer, General Motors,
Procter and Gamble, Nike, Val-mart stores, Samsung and Chevron. The second largest
customers are joint ventures, such as Changan Ford, Changan Suzuki and Dongfeng
Peugeot. They also provided services for the domestic companies, such as Lenovo and

Huawei.

APL Logistics have served many worldwide known companies in the world. This
proves that it has competitive advantages. Although Anji Logistics serve fewer
customers than APL Logistics, it has focused on the automotive industry and become
the leader of 3PL business in this industry in China. This also shows it has competitive

advantages.
From the interview, it is found that these two 3PL companies have similarities and

differences. This can be reflected from the services provided by these two companies, as

Figure 14 shows.
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No | Area of service Services Anji | APLL
1 Storage Yes Yes
2 Assembling Yes Yes
3 Picking Yes Yes
4 Packing and labeling Yes Yes
5 Reverse logistics Yes
6 | Warehouse Order fulfillment Yes Yes
7 | Distribution Sequencing Yes
g | Services Consolidation Yes
9 Cross-docking Yes
10 JIT delivery Yes Yes
11 Milk-run Yes Yes
12 Scanning and tracking Yes Yes
13 Vendor managed inventory Yes
14 Ocean freight Yes
15 Air freight Yes
16 _ Road freight Yes Yes
17 | qranshortation Rail freight Yes | Yes
18 Water freight Yes Yes
19 Intermodal freight Yes Yes
20 On-demand packing Yes

21 Aftermarket logistics Yes Yes
22 | Value-added Services | Optimization Yes
23 Product customization Yes
24 SCM design Yes Yes
25 Import and export management Yes
26 Asset management Yes

Figure 14: Services provided by Anji Logistics and APL Logistics.

Today, Anji Logistics share more than 30% business in Chinese automotive logistics
market. Anji Logistics can become the leader in the automotive 3PL business is due to
its low cost of service. From the interview, it is found that this company has made good
of its local advantages and establish good relationship with local partners and
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governments. Due to these advantages, it can minimize its service cost to attract clients.
High market share further brings the low operation cost and provides low price for
customers. Differently, APL Logistics has a higher cost when doing a same business
compared with a local company. APL Logistics does not have a deep understanding of
Chinese culture. It is not easy to get a good communication with Chinese customers.
They do not know what Chinese customers performed and how Chinese customers will
think. This might result in a misunderstanding between companies and customers. Thus,
it leads to an extra cost. Second, APL Logistics have an imperfect distribution networks.
APL Logistics have an advanced global transportation system due to it belongs to
Singapore-based Neptune Orient Lines (NOL), a global cargo transportation and
logistics company. But APL Logistics has a weak distribution networks in China. All of

these reasons make its price higher than the one of Anji Logistics.

4.4 Factors influencing two 3PL companies’ success
4.4.1 Information technology systems

Both of the interviewees claim that information systems have played an important role
to the businesses. These two companies have both made effort to adopt many kinds of

systems to support customer service.

From the interview, it is found that both of them currently adopt IT systems including
Warehouse Management System (WMS), Transportation Management System (TMS),
Distribution Management System (DMS), Electronic Data Interchange (EDI),
GPS global positioning system and Radio frequency identification (RFID). According
to the interview, it shows that RFID is available in Anji Logistics but currently no
customers. APL Logistics use some more advanced IT system, such as Shipment
Optimizer Management (SOM), Labor management system (LMS) and Office
Automation (OA). APL Logistics’ IT systems are more mature compared with Anji

Logistics.
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Figure 15: IT systems in case companies.

4.4.2 Competitive operational performance

From the interview, it is found that another important factor influencing their
competitive advantages is related to operations management. The managers claim that
sufficient logistics networks and the operations in the network are important to their
competitiveness (cost or value). Today, these two companies’ distributions of business
offices, branches, and logistics facilities have reached all the main cities, most of the
provincial cities, and some of the small cities in China. Both of them have invested in

and owned a range of vehicles to support the operation of transport and distribution.

According to the interview, Anji Logistics has spread their networks all around China. It
has developed and expanded their distribution networks to the places where the
customer requirements can be satisfied, such as Tibet and some small place. APL
Logisites’ operational performance is higher than the one of Anji Logistics, while its
network is smaller than Anji Logistics. The interviewees from APL Logistics claim that
they can quickly serve their clients because their service quality and process have been

standardized. Operations management in this company is highly effective.

4.4.3 Anji Logistics’ strategic alliance

Anji Logistics mainly established joint ventures in automotive market. Anji Logistics
has established Anji auto parts Logistics Company with CEVA Logistics. Anji port
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Logistics Company was funded jointly by Anji Logistics, Nippon Yusen Kaisha (NYK)
and Wallenius Wilhelmsen Logistics. APLL has established joint ventures with several
domestic companies in different areas, such as the Changan Minsheng-APLL (CMAL)
in automotive market, Zhigin-APLL Technology Logistics Company in Chinese IT

market.

What is more, it has a good relationship with the government, which makes its business
easily conducted in China. Although the relationship with the government cannot be

referred to as strategic alliance, it has the same effect.

APL Logistics do not have a better relationship with the Chinese government. At recent
years, with the requirement of WTO, Chinese government need reduce the protection
for the local companies and open the economic market for international companies. But
the local companies such like Anji Logistics still keep a strong communication with the

Chinese government.

Therefore, strategic alliance can be another factor influencing Anji Logistics’ success,
but it is not the factor contributing to the success of APL Logistics. APL Logistics’

success is strongly related to the following two factors.

4.4.4 APL Logistics’ customer service and human resource

Currently APL Logistics is providing various logistics services for its customers. APL
Logistics offers a full range of supply chain services that reduce costs and increase
profit potential. According to the interview, its value-added services involve
manufacturing support, asset management and global solution implementation. The
company also provides some comprehensive supply chain solution service: market
analysis and facility optimization. These services are the reasons of many competitive

companies using its service.

According to the interview, it is also found that the professional and skilled employees
are another reason that APL Logistics can provide high quality service. They claim that
their skilled employees can solve the problems of customers effectively, which result in

high customer satisfaction.
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4.4.5 Summary
Figure 16 summarize the above findings.

Anji Logistics APL Logistics
Customer service N
Information Technology N <\
Human resource N
Competitive operational performance | -/ N
Strategic alliance N

Figure 16: Factors influencing the two companies’ success.

Both of the 3PL companies strongly depend on information technology and competitive
operational performance to provide excellent logistics service to their clients. These two
factors are the key to their success. Furthermore, the success of Anji Logistics is also
related to its strategic alliance in China. This is its local advantages, which can support
its cost advantages. APL Logistics provide value advantages to its clients. The extra

factors to its success are customer service and human resource.

From this research, first of all, it is confirmed that information technology and
competitive operational performance are critical to the success of 3PL companies.
However, in terms of the rest factors, its contribution to the business success is related
to the key advantages that the 3PL companies provide in the industry. For the
companies which focus on cost, relationship with local partners is also important. For
the companies which focus on value, customer service and human resource are

important.
Here, it is not concluded that customer service is not important to Anji Logistics. From

the above analysis, it is found that customer service is not the critical factor influencing

Anji Logistics.
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4.5 Opportunities and threats confronting two 3PL companies

In order to understand the business environment confronting by the two companies,
several questions were asked during the interview. It is found that the interviewees have
focused on threats more than opportunities, and all of them claimed that the competition

in this market is intensive.

The interviewees from Anji Logistics said that the coming of international logistics
companies have resulted in great pressure on these Chinese local companies. The
international companies have more advanced technologies and systems, and excellent

management experience. Comparatively, the local companies are weak in these areas.

The interviewees from APL Logistics said that the local companies have used their low
service price attract many companies, and they cannot effectively attract the companies
which are sensitive to price. In a word, in the eyes of these people, competition has been

their challenge.
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5. Discussion
5.1 Advantages of 3PL companies

Figure 14 show that Anji Logistics provide fewer kinds of service than APL Logistics.
Bolumole (2003) and Tian et al. (2010) claim that 3PL services include all kinds of
services provided by external logistics providers. From the similarity perspective, both
of them have provided the based logistics service. From the difference perspective,
comparatively, APL Logistics have provided a full choice of logistics service to its
clients. Besides the basic logistics service, APL Logistics provide various value-added
services which involve on-demand packing and repacking, aftermarket logistics, asset
management, SCM design, product customization and import and export management.
The company also provides some comprehensive supply chain solution service: market

analysis and optimization. This is the competitive value of APL Logistics.

Lau et al. (2006) claim businesses can gain different kinds of advantages through hiring
3PL companies. From the above analysis, it is found that Anji Logistics and APL
provide different advantages to their clients. To put them into the map of Christopher

(2005), the author found their position, as Figure 17 shows.

A
APL Logistics

fn Service Cost and
BT leader service leader
o
F=
o
B
s
i
=]
o
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market leader
Anji Logistics

Low High

Cost advantage

Figure 17: The competitive position of the two companies

5.2 Factors influencing 3PL companies

In the literature review, the factors which influence 3PL companies’ success have been
summarized. In the interview process, the author had asked questions related to these

factors. From the interview, it is found that there are three factors which are important

40



to both companies. Information technology systems and competitive operational
performance are both important to the two companies, and the third factor differs.

According to the research of Gupta et al (2013), it is confirmed that information
technology system can make contribution to the success of 3PL companies. Lai et al.
(2006) demonstrates that information technology system does not only optimize the
enterprise internal resource allocation, but also improve management efficiency during
the whole logistics activities. In section 5.1 it is confirmed that both Anji Logistics and
APL Logistics have advantages in logistics service. In this part, it is confirmed that this
success cannot be separated from these information technology systems.

What is more, it is argued that Chinese logistics companies are weak in technologies
(Jiang, 2002). However, in this research, it is found that Anji Logistics have adopted
many information systems. Although they are less than the ones of APL Logistics, they
are still many enough to show Chinese companies are using information technology

systems to gain advantages, rather than low cost labors.

From the perspective of competitive operational performance, according to the
viewpoints of Brown (2005) and Min and Joo (2006), both cost and value advantages
need the support of operational management. Therefore, both Anji Logistics and APL
Logistics have some competitive operational performance. Anji Logistics have achieved
cost and flexibility, while APL Logistics have achieved quality and speed. These

competitive operational performances have supported their success in China.

In the literature review, it is claimed that strategic alliance can also be one factor
influencing 3PL Company’s success (Goh et al., 2003). However, in another study (Min
and Joo, 2009), a negative issue is found. In this research, it is confirmed that Anji
Logistics’ success iS related to its strategic alliances with the local Chinese small and

medium size companies, while the one of APL Logistics is not.

As mentioned above, APL Logistics’ advantages are related to values, which are
supported by its full list of logistics service. The customer service has been mentioned
by many scholars such as Lai et al. (2006), Cheng et al. (2009), Rajesh et al (2011) and

Kumar (2007) who all claim that customer service are one important factor influencing
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3PL companies’ success. In this research, it is found that customer service is extremely
important to APL Logistics. Many famous companies choose the service of APL

Logistics because of its excellent service.

In a word, these two 3PL companies are using different strategies, so there are different

factors influencing their success.

5.3 Opportunities and threats confronting 3PL companies in China

The opportunities and threats stated by the interviewees have been stated by Matteo
(2003) in his study. This shows that the trend in China is the competition will be more
intensive. With more and more players in this market, companies with less competitive

advantages might fail in the business.

Lau et al. (2006) claims the challenges in China are poor infrastructure, regulation
issues and unprofessional staff. To link these findings to the interview findings in this
research, it is found that poor infrastructure is not the issue any more. In recent years,
the development of infrastructure in China is significant. However, from the words said
by the interviewees from APL Logistics, it is found that government protection is still
one issue confronting the company. This is why the relationship between Anji Logistics
and government can become one positive factor to its success. However, Anji Logistics
has confronted another issue — the unprofessional staff. As the interviewees from Anji
Logistics said, the unprofessional staff is one common point for most of the Chinese
3PL industries. Due to the late start, the Chinese 3PL companies do not have much

experience on the 3PL area. The professional staffs are especially insufficiency.

Although the two companies both worried about the above challenges, they do not
question the expansion in China. As Hertzell (2001) and Lau et al. (2006) claim, China
is undergoing fast economic development and its market will be opener. For Anji
Logistics, it can cooperate with international logistics companies to improve its
performance. For APL Logistics, it can have a larger market to expand its international

business. These are the opportunities in this market.
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Opportunities and threats exist at the same time. From the above analysis, it is found
that Anji Logistics have also noticed that importance of customer service and human
resource to its business development, while APL Logistics has noticed the importance
of price to Chinese companies. Therefore, both of these companies might reduce the
price and improve the customer service to support their future development. In the final
chapter, the author would provide some suggestions to these two companies based on

the above analysis.

The following table is the summary of this research, using SWOT framework and the
key topic of this research — factors contributing to the success of 3PL companies.

Anji Logistics APL Logistics
SWOT analysis
Strengths Low cost of service Complete logistics service
Weaknesses Unprofessional employees Weak relationship  with  local
Less management experience companies and government
Opportunities Massive market Massive market
High speed of China’s economy High speed of China’s economy
Open market to foreign companies
Threats Intensive competition Intensive competition
Government protection on local
companies
Factors contributing to the success
Factors Information technology systems Customer service
contributing to the | Competitive operational performance | Information technology systems
success Strategic alliance Human resource
Competitive operational performance

Figure 18: Summary of two case companies.
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6. Conclusions and recommendations

6.1 Conclusions

The two studied 3PL companies are competitive in the logistics industry in China. Both
of them have served the famous companies and established a wide logistics network to
support the business development. However, their advantages provided to their clients
are different. From the analysis of services and focus of their business, it is found that
Anji Logistics provide cost advantages to clients, while APL Logistics provide value
advantages to clients. Both of cost and value advantages can be the key to the business
of 3PL companies, and these two companies have taken one of them. However, from
the opportunities and threats confronting the 3PL companies in China, it is predicted
that the future competitive companies should have both cost and value advantages
because the competition is intensive. Such a competition will drive the players in this
industry to reduce the cost and at the same time improve the customer service and added

values.

In this research, the factors influencing 3PL companies’ success have been focused. It is
not doubted that both of the two cases are successful in China, so the factors which
contribute to their success are valuable to other 3PL companies. In this specific industry,
it is found that information technology systems and competitive operational
performance are important to the success of these companies. From the business of 3PL
companies, it is found that information technology systems and competitive operational
performance are to ensure the logistics service can be provided in an effective and
efficient way. Therefore, for the rest of 3PL companies which commit to become
competitive players in this industry, they should consider these two aspects and invest

in these two aspects.

Besides the two similar factors, it is found that these two 3PL companies’ success is
related to different factors. The success of Anji Logistics is also related to its close
relationship with local companies and governments, while the one of APL Logistics is
related to its customer service and human resource. These factors are respectively the
weaknesses of the other company. To link these factors with the advantages provided by
these companies, it is found that cost advantages also need the support of strategic

alliance and the support of government in this market, while the value advantages
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cannot be separated from customer service and human resources who provide the high

quality customer service.

Particularly, APL Logistics’ service has covered a complete list of 3PL companies’
logistics service. It has been able to create strategic values for its clients and help them
make strategic decisions. Such a service quality is lack of in Anji Logistics.
Comparatively, the logistics experience of APL Logistics is much more than Anji
Logistics. Currently, Anji Logistics have noticed its weaknesses are the simple service
and unprofessional employees. It would make effort to change these weaknesses so that

it can become more competitive in the marketplace.

For APL Logistics, its high cost has made some Chinese companies choose companies
like Anji Logistics. In order to increase its competitiveness, it must also change its
weaknesses and enhance its strengths. For this company, it is suggested that it search for
cooperation with local companies to reduce its cost and know better about the Chinese
business environment. Currently, it cannot change its relationship with government, but
it can change its relationship with local companies. Strategic alliance is the only factor
which does not currently contribute to the success of APL Logistics, among the five
factors that influence the success of 3PL companies. If it can add this factor into its

business, its business in China would be bigger in the future.

The two case studies have generated many useful findings about the competitive 3PL
companies in China. However, due to the small sample, these findings might not be
generally applicable to all 3PL companies in China. For instance, for some small and
medium size organizations, they do not have enough financial resources to develop

information systems. This is the limitation of this research design.

6.2 Recommendations

Anji Logistics and APL Logistics can learn from each other and other 3PL companies in
China can also learn from these two case companies. Their success indicates the
importance of information technology and competitive operational performance to the
3PL companies, and the importance of other factors to cost or value advantages.

However, with the increasing intensive competition, it is predicted that the truly
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competitive 3PL company is the one which can provide both cost and value advantages
to clients. In order to achieve these advantages, all of the five factors should be focused

by 3PL companies.

Based on the research findings, there are three recommendations presented to 3PL
companies in China. First of all, integrated information systems should be established in
the process of providing service and enhancing operational performance. These
companies should share their information with their suppliers and customers so that

they can maximize the effects of information systems.

Secondly, it is suggested that 3PL companies should establish at least one competitive
operational performance, such as low cost, high service quality, or fast response rate.
With the development of the business, they should continuously improve all of these
operational performance objectives in order to gain operational excellence. For instance,
Anji Logistics should try to improve service quality in the coming years, while APL

Logistics should try to reduce cost in the future.

Last, it is suggested that 3PL companies can review the key factors when they are
considering how to achieve business success in China. They can think this question
from the perspective of customer service, information technology, human resource,
operational performance, and strategic alliance. For the areas they have done well, they
can maintain the performance. For the areas they have done badly, they should make
changes and improve the relative management practices, such as supplier management

and human resource management.

6.3 Theoretical contribution

This research has listed a list of possible factors influencing the success of 3PL
companies and then analyzed them in two cases. The questionnaire and interview have
helped to identify some of the factors to the success of 3PL companies. This indicates
the review of literature which result in a list of testing factors is useful for further
research. Therefore, in the future research, when researchers would like to identify the

factors influencing companies’ management and success, they can review the possible
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factors from literature reviews, and then analyzes these factors one by one. This
research logic is useful and effective.

6.4 Managerial implications

From the research, the five factors are all confirmed to be the possible factors
influencing 3PL companies’ success in China. In order to achieve business success, 3PL
companies must establish integrated information systems and achieve at least one
competitive operational performance. Besides these two important factors, 3PL
companies should consider human resource, customer service and strategic alliance as

well. These provide managerial experiences to other 3PL companies.

6.5 Future studies

However, in this research, only two cases were under investigation. The sample size is
too small to generalize the findings to all 3PL companies in China. Therefore, in the
future, researchers can investigate more successful 3PL companies in China and explore
the detail factors influencing their success. What is more, in this research, the identified
factors cover a wide range of management practices in companies. For instance,
information technologies include various information systems. In the future, researchers
can study specific topics, such as the influence of DMS on the success of 3PL
companies. When the factors are divided into more detailed factors, the research would

have more practical and managerial implications.
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Appendices

Appendix 1. Questions asked in interview

Company's current situation

1
2
3
4.
5
6

How about the development of company distribution networks?

. What kinds of services have been provided? (See table 1)

How many information technology systems have been used? (See table 2)

How many customers does the company current have? (See table 3)

. What is the competitive situation for the company, cost leader or service leader?

. What kind of development strategies does the company have?
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Appendix 2. Questionnaire used in this research
What kinds of services have been provided?
Please either tick "Yes" or "No" at the questions 1 - 26.

No | Area of service Services Yes No
1 Storage

2 Assembling

3 Picking

4 Packing and labeling

5 Reverse logistics

6 | Warehouse Order fulfillment

7 | Distribution Sequencing

g | Services Consolidation

9 Cross-docking

10 JIT delivery

11 Milk-run

12 Scanning and tracking
13 Vendor managed inventory
14 Ocean freight

15 Air freight

16 _ Road freight

17 ggf\ﬂscggrtat'on Rail freight

18 Water freight

19 Intermodal freight

20 On-demand packing

21 Aftermarket logistics

22 | Value-added Services | Optimization

23 Product customization
24 SCM design

25 Import and export management
26 Asset management
Table 1
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How many information technology systems have been used?
Please either tick "Yes" or "No" at the questions 1 - 9.

No IT systems Yes No

1 Warehouse management system
(WMS)

2 Transportation management
system (TMS)

3 Distribution Management System
(DMS)

4 Labor  management  system
(LMS)

5 Shipment Optimizer Management
(SOM)

6 Electronic Data Interchange
(EDI)

7 Radio Frequency Identification
(RFID)

8 Global Positioning System (GPS)

9 Office Automation (OA)

Table 2

How many customers does the company current have?
Please write the customer names by the different types.

Customer names

Joint ventures

Domestic companies

International companies

An interview by chat 3 times during July 2012, totally 4 hours. Contact with phone
and email.

An interview by chat 2 times during August 2012, totally 2 hours. Contact with
phone and email.
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