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Abstract

The main purpose of this study is to explore thecept of a logistics hub, identify key factors
and milestones for its development, and give soemommendations and implications to
developing countries in South America.

To attract capitals and cargo, and to impravsiriess logistic activities, developing a scheme
called logistics hub can be consider as a genérab#this study. The terms Free Trade Zone
(FTZ), Special Economic Zone (SEZ), within othecegsary variables for the implementation of
a hub area will be discussed. Ideas of South Kalaean and China, competitors in Northeast
Asia (NEA) to be Logistics hub are going to be dibsd.

Important mega logistics hub as Singapore ongHdong for Southeast Asia, Rotterdam or
Lyon for Europe or Jabel Ali in Dubai are just soexamples of the idea for successful mega hub
area. This successful city ports have developdsitipn as gateways to its regions on the basis of
its excellent infrastructure and quality of sergice

In the new “global” environment the world islistacing steps of regional integration; the
countries that becomes hub in their specific regidhachieve socio-economic benefits.

In Northeast Asia; Korea, Japan and China luaeer its priority policies the development of a
logistics hub visioning to be the central area i region. The winner will achieve micro
economic and macroeconomic prosperity with devekmsin port, IT, R&D within other
activities.

After reviewing cases in this region, five farst came up as key determinants for the success
implementation of a hub project: 1. Logistics seegi support and infrastructure. 2. Business
environment. 3. Economic determinants. 4. Politisapport and 5. Access to international
markets. These are going to be analyzed togetitieiitesdifferent variables.

Different governments of developing countries idahg South America should evaluate the
challenge and milestones of the projects in Nogheesia. National and local governments
should start thinking in being central areas ofirthtséocs or of different countries among the
future Free Trade Area or the Americas in the egoadntegration scheme.

South America region has big amount of nattgsburces and it is still “virgin” in the
development of different activities. From a logistierspective, South America markets
are ripe for innovation and integration to devetompetitive supply chain activities.

The result of this study can be used as reBeaaterial for project developers and
governments of developing and also developed region

Key words: Logistics hub, Special Economic Zone, Free TragpieeZ Foreign Direct Investments,
Regional Integration, Distribution Centers, Clust&€ompetitiveness, Relaibility, Multimodalism,
IT, Logistics Service Providers, Business OperaoPolitical Support, Fiscal policies.
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1 INTRODUCTION

This monograph aims to explain the concept of sstmg hub, identify key factors and
milestones for its development, and give some recenudations and implications to
developing countries in South America.

To attract capitals and cargo, and to improvsiriess logistic activitiésdeveloping
a scheme called logistics hub can be consider ag¢heral aim of this study. The
buzz- words Free Trade Zone (FTZ), Special Econoduoe (SEZ), within other
essential variables for the implementation of a hoka will be discussed. Ideas of
South Korea, Japan and China, competitors in NasthAsia (NEA) to be Logistics
hub will be analyzed.

The world is facing a “globalization” environmte an obligatory process
consequence of revolutionary developments in differ areas as logistics,
computerization automation, engineering, telecomoaiions, transportation,
technology, trade and managerial policies withimeos.

With this “new” phenomenon the competition is styamt just among companies
and countries but especially between regions. Evegion is trying to be more
competitive and attractive; using in the best wagsible the scarce resources available
to improve their performance.

Capitals are shifting easily from one areanother affecting globally the different
markets. Investors are moving their resources stggdy several sources of reliable
information to diversify and increase profits, reanore efficiently different markets
and to fulfill better customers’ demands.

The challenge of the different governments @noject developers is to attract
Foreign Direct Investments (FDI) and optimize intdrcapitals; regions want to be
central areas of businesses (Logistics hubs). Tsubeessful developments of different
factors are necessary and an integrated efficiettopm of activities connecting the
full supply chain must be developed. Customers.eguwents, companies, shippers,
4PL companies etc, need to interact under an efficdompatible network.

The new “integrated” world economy is facingps of regional integration. Europe,
America, Southeast Asia, Northeast Asia or Afrax&, working under different blocs or
agreements as ASEAN, NAFTA, MERCOSUR, APEC or alsder more complex
integrations as the European Union (EU) and fukuree Trade Area of the Americas
(FTAA). Within these areas, regions are lookingMard to be hubs attracting as much
as possible investments and cargo, redistributiegntto the different final destination.

Important mega logistics hub as Singapore ongHd&ong for Southeast Asia,
Rotterdam or Lyon for Europe or Jabel Ali in Dubae just some examples of the idea
for successful mega hub area. This successfulpatis have develop its position as
gateways to its regions on the basis of its exaeitdgrastructure and quality of services.

The most dynamic area of the world now a dayne investments are flowing into,
is Northeast Asia; composed by three suigeneristc@s: China, a developing country
with a big potential market and facing a successéuisition face to an “open” market.
Its purchasing power has already surpassed thipzatn and is now second only to the
United States. Japan, one of the most powerful@oannations in a short term period
with a high level of income per capita and Koreafransitional country with an

! Also well known as Supply Chain Management SCH:. Besiness logistic management Ballou (1999)



interesting fast recovery after the general Asisisr with recognized companies
around the world and leadership in Information Texbgy.

The governments of these three nations haweruits priority policies the
development of logistics hub visioning to be thatca area of the region. The winner
will achieve micro economic and macroeconomic peosypwith developments in port,
IT, R&D within other activities.

Different governments of developing countriesSouth America should evaluate the
challenge and milestones of the projects in thesgions. National and local
governments should start thinking in being cendiralas of their blocs or of different
countries among the future FTAA in the economiegnation scheme

In this research; literature review regardinffedent activities and topics as: Supply
chain management, Foreign Direct Investments, Sp&monomic Zone, Free Trade
Zone, multinational corporation decisions for invesnt, government performance and
distribution centers involved in logistics hub wile evaluated. A questionnaire was
submitted to different companies and experts inape in Korea to identify important
factors for the implementation of a hub accordimghieir view. Quantitative analysis as
correlation, factor analysis, cronbahand regression will be used to analyze the data
also, to identify variances between groups thest amd One- way Anova test were
used. The SPSS software will be the driver forahalysis.

The scope of this study is. I) To identify anthlyze the factors for the development
of a logistics hub according to business executigesernments officers and Scholars
in Korea. Many studies have mentioned differenttdiec but the environment is
changing and review of the literature and opinionthe filed will be evaluated. II)
Review the milestones of South East Asia couninigéBe challenge of the development
of the project, especially Korea one of the pioseeithe process of the development of
such area and China for its characteristics of ld@u#eg country with similar problems
of others and finally 1ll) The objective is to givecommendations and implications to
developing countries of the South American regi@sea on the experience of the
Northeast Asia countries.

South America region has big amount of natteaburces and its still “virgin” in the
development of different activities. From a logigberspective, South America markets
are ripe for innovation and integration to devetompetitive supply chain activities.

This work is organized as follows: In chapteotStudies about different business
activities of the Supply Chain, support activitiealue added services of foreign direct
investments are described and analyzed. In chdpts the situation in Northeast Asia,
especially Korea, Japan and China regarding lagistctivities is reviewed. In chapter
four and five it is formulated the research des@g it is described the empirical
results. Also, It is explained the concept of Ltigss hub and analyses the results and
suggestions of the survey and brainstorming. Chagiteshows recommendations and
implications to developing regions in Latin Ameridathe last chapter conclusions and
recommendations for future researches are mentioned



2. LITERATURE REVIEW

As the trends of globalization and trade liberdimahave progressed, the geographical
scope of international logistics expanded rapidhd g&he strategic importance of
logistics continue to gain in importance.

For an economic structural reform in a counityjs necessary to establish as
advanced and total-effective logistics system tergjthen companies’ international
competitiveness as well as increase consumer lbefib& Minister of Economy Trade
and Industry (METI) in Japan for example is impletneg measures for improving the
logistics environment through promoting the uséTofstandardization and join logistic
operations. Meanwhile, with the rising social neadstackle environment-friendly
logistics systems.

Many studies have been conducted in the diftebesiness activitiesf the supply
chain. Also researches on Foreign Direct Investnmavie been analyzed due to the
accelerate efforts of all regions to attract capitand technology. Different papers and
theoretical background of these topics were revikwee to the importance for the
development of a logistics hub.

21  Logisticscenters

For instance, in the Northeast Asia Economicufo celebrated in Seoul 2001,
factors affecting the location of logistics centesye discussed. Traditionally, location
criteria have emphasized cost-based variables sash economies of scale,
transportation costs and factor costs advantagesatlays, it is shown that regional
structure and local skills are given a great dealenweight than in the past. Also now,
economic variables such as social and institutiehakacteristics are also considered
important in selecting the best location. Bush ét (4999) grouped location
determinants into three categories:

1 Proximity to other network nodes.
1 Access to factors of production and
1 National and regional characteristics. (See tadg 2

His findings showed that proximity to important tareers and suppliers is considered
key determinant in location decision-making.



Table 2.1 Group, factors and determinants of gdtasdtion

\Variable group Factors Determinants of Location
Proximity to important  markets|
Network nodes Proximity of downstream nodes Proximity to key customers

Proximity of upstream nodes

Proximity to key suppliers Proximity to
other facilities

Access to raw materials Access|
Access to raw materials and energy to energy
Access to capitals Access|
Access to factors of production  |Access to capital and technology to local technology

Access to skilled labor

Access to skilled labor

Access to low costs labor

Access to low cost labor

Government policies

Access to protected markets tax
conditions Regional
trade barriers ~ Government subsidies|
Exchange rate risk.

National and regional characteristics |Societal characteristics

Language, culture, politics Advance]
infrastructure.

Regulation

Labor practices and regulation.
Environmental regulation.

Sources: Brush et al. (1999)

High tech industries have been a new trend targetnfany regions due to its
technology and capacity to create added value ptedactivating different markets. A
survey focusing on the identification of locatioreterminants for high tech
manufacturing asserts that a global hub for higin tend logistics activities should
satisfy the following factors (O’Brien, 2001).

Table 2.2 Factor that a high tech logistic hub matysfy

1.A community desired to have a comprehensive
development strategy.

2.Existence of comparative cost advantages.

3. A favorable fiscal environment.

4 Existing high tech manufacturing industry base

hliAppropriate incentive package for forei
investors.
2. Supporting infrastructure at all termin
facilities.
3.Supporting human resources developm

5.0ne-stop-shop local marketing organization thptograms.

proactively promotes the location, supported
appropriate literature and materials.

B Pool of high-tech research and developm
institutes.

on
al
ent

ent

O’Brien (2001)

The survey also reveals that the elements of tionecfistoms clearance and overall
transportation are more important to high-tech nmeeturers than inherent cost. Since
time of services seen as critical, more than 80@gudrof high tech manufacturers prefer
to locate their facilities near major airports.drder to minimize overall delivery time,

most high-tech manufacturers indicate that speaedo facilities at major airports are



of primary importance. A comprehensive list of lboa determinants can be found in
table 2.3. UNCTAD (1998) classifies location detaramts into the following three
categories: Policy framework, economies determsjar#nd pro-active business
facilitation measures.

Table 2.3 Determinants of location selection forefgn Direct Investments

I. Policy framework

Economic, political and social stability

Rules regarding entry and operations.

Standards of treatment of foreign affiliates

Policies on functioning and structuring of markets (especially competition and M&A policies)
International agreements on FDI

Privatization policy.

Trade policy (tariffs and NTBs) and coherence of FDI and trade policies.

Tax policy.

1. Economic deter minants

A. Marketing seeking

Market size and per capita income

Market growth

IAccess to regional and global markets

Country-specific consumer preferences, structure of markets

B. Resources/ Asset-seeking

Raw materials

Low-cost unskilled labor

Skilled labor

Technological, innovative or other created assets (e.g brand name), including those embodied in
Individual, firms and clusters; physical infrastructure (ports, roads, power, telecommunications)

C. Efficient-seeking

Cost of resources and assets listened under B, adjusted for productivity for labor resources.
Other input costs, e.g. transport and communication costs to, from and within host economy
and costs of other intermediate products membership of a regional integration agreement
conductive to the establishment of regional corporate networks.

[11. Businessfacilities

Investment promotion (including image-building and investment-generating activities and
investment-facilitation services).

Investment incentives.

Hassle costs (related to corruption, administrative efficiency, etc.)

Social amenities (bilingual school, quality of life, etc.)

Post investment services.
Sources: UNCTAD (1988)




The role of legal institutional policies and econometerminants are considered very
important in attracting foreign investment. Althdulgusiness facilitation measures are
not considered to be as important as the other dategories, they are gradually
receiving more attention as the world economy bexoimcreasingly globalize.

In United States Friedman (1995), describes thateths a general consensus
regarding the four factors that are most importamtetermining location for FDI. They
are market size, wages rate, transportation imfretstre, and state promotion activities
designated to attract foreign investment. It cacdrecluded as follow:

Domestic market potential and access to importargign markets are positive and
important.

Although governments cannot control factors sucimasket size and wages rates,
they can still improve their chances of being delédy providing tax incentives and
by actively promoting themselves to foreign multioaal companies.

2.2  Foreign Direct Investments (FDI)

Tae Hoon Oum and Jong-Huk Park (2003), studied ‘tmajor factors that
multinational corporations consider when they dedidhe location of their regional
distribution centers (DCs)"The following critical determinants were identifzeo-
location linkage and market accessibility (Meanr,.2narket size and growth potential
of catchments region (meah28); port, airport and Intermodal facilities (mear8).
Skilled labor force, labor quality, and labor pe&cean 3.62), modern logistic service
provider (3PL or 4PL) and costs (mean 3.53), Pisiriess government and officials
(Mean 3.48), political stability (Mean 3.70). Alshey state that the heights of market-
related and services related factors are genehadliyer than those of costs- related
factors like labor-costs, land price and corponatentives.

The study suggest that in order to be the tmgisub, a nation needs to secure not
only enough hardware facilities such as well devetb transport and logistics
infrastructure, but also provide excellent softwaervices including availability of
world-class logistics services providers, and pitowg improved services to the foreign
firms currently doing business in that country lmntinuously improving government
support to those firms so that they would voluhyagkpand their business activities.

Also, in the article “What attracts foreign rmoétional corporations to China?”
Zhang (2000) indicates that multinational firms \ballocate their investments among
countries so as to maximize their risk-adjustedfiprdhe profit of FDI made by
multinational firms in a country may depend on éigroups of factors: 1) factors
within the firm that enable it to grow and diveysihore successfully than others at
home or abroad (such as property, technology anthgeament expertise); 2) Factors in
the host country that make the country as the loesition for the firm to produce
across countries (such as cheap labor, growingeharke, and tax incentives); and 3)
Factors associated with the firm’'s trade-off betw&®I| and exporting and licensing
(Such as transaction costs). Dunning(1981) hasitiks these three groups of factors,
as three sets of advantages for a firm to go matlonal: Ownership(O), location(L)
and internationalization (i) (So-called OLI paradigf electric theory).

Accordingly to the OLI framework, the ith firmith certain ownership advantages
(Oi) would open a subsidiary in country j with |[boca advantage (Lj) to respond to



expected returnlTij) as well as risk Xij). Both advantages of Oi and Lj can best be
captured by the internationalization (li) of protlan via direct investments, as
summarized in the following equation:

OL1 Mode
FDI ij = f(Mij, Zij) = g(Oi,Lj,Ii)

In a demand-supply framework, the ownership @d internationalization (li)
advantages might be view as the supply-side factdrd-DI, and location (Lj)
advantages are treated as the demand-side fact®tgdies focusing Focusing on
demand-side determinants, given the ownership atefniationalization advantages,
concern the question of why FDI goes to a particedauntry rather than other.

Focusing on the location factors, it is conveniemtdistinguish between export
oriented and market-oriented FDI in the basis oftimationals’ motivations. Location
factors that influences the export oriented FDIlude labor costs and infrastructure.

In the market-oriented investment, the sizeochl markets is expected to be critical
determinant because the larger market size offeesiter opportunities to realize
effective economies of scale. (Zhang, 2000). Beeathis type of FDI involves
advanced technology, it generally requires cerkamel of stock of human capital or
skilled labor and good infrastructure conditionshia host countries.

Not every country has a big potential markei, ibcan attract FDI export oriented
based on the competitiveness of services develdhmgconomies of scale targeting a
region.

Special attention should be given to the laratactors and factors of the trade-off
that are directly influenced by the host countrgd @an be consider as opportunities or
threats in a SWOT analysisin the case of China the local market size, latmsts,
labor quality, agglomeration of economies, trantgiton costs, FDI incentives and
cultural links with investors where identified.

Michael J. Enright (2000) in his article of “gtenal Clusters and Multinational
Enterprises’outlines a model of foreign clusters developmenwimch the cluster and
foreign multinational enterprises (MNES) are ingggdndent. The case of Honk Kong
financial services cluster is used to demonstriagée interdependent clusters provide
types of investments opportunities, particularlyr ftmarketplace-seeking” and
“information seeking” investments, and benefits foreign multinationals that go
beyond those usually contemplated.

The analysis also challenges the conclusion®afer(1990) and Porter and the
Monitor Company(1991) that the conditions that aattr foreign companies will
necessarily foster local companies as well.

For policymakers from regions without strongdigenous developed clusters,
policies focused on turning dependent clustersimi&rdependent clusters by investing
in education, training, infrastructure, informatiand attracting firms to fill out the

Z|n a SWOT analysis, the Strengths and Weaknetaes ire related to the factors that can be
influenced directly by the system. The Opporte@sitand threats are identified as external fachaisare
not possible to have influence on it with decisitimet are taken.



cluster can be used to embed the cluster moreyfimt the local economy. (Singapore
and Scotland have initiated such strategy).

Honk Kongs location specific advantages mentomeludes: political and social
stability, economic freedom, sound legal treatmand rule of law, transparent
government, unrivaled record of national treatmedaorable tax regimen, low
regulatory costs efficient and modern infrastruetdree flow of information, relatively
skill force, widespread use of English and cultlirdds with China.

Multinationals increase the level of trade just selling their different products but
also trading inter-subsidiaries. If the developmantiusters is key item for the success
implementation of a logistic hub multinational corgtion settlements are correlated.

Warehouses or DCs can be established to tavget markets or big areas. If the
target is a local market the market size of thentgus more important. If the objective
is a region like Northeast Asia, which is the neantl, the market size (which is not
any more a country but a bigger area) is implicit bther factors gain importance.
Potential of catchment’s region and accessibilityther markets using hub centers is
more important.

For the location of FDI regarding to physicatifities companies intent to optimize
customer satisfaction having a balance in trade beffween different activities
inventory and transportation is typical items talsme.

For a warehouse or DCs, not just activitiesf@ace determination, stock layout and
dock design, or stock placements have to be comsidiactors as agglomeration of
economies and state promote activities are reldeamtlecision.

Attract Distribution Centers (DCs) is deterrmban the development of a mega
logistics hub as part also of an effective supplgic management activity.

2.3  Port activity

In the port activities, important aspects have beentioned. Jose Tongzon (2002) in
his article Choice determinants in a competitiveimmment for examplenentioned
about the potential determinants of port choice,ictvhmay be qualitative or
guantitative in nature. 1 Route factors, 2 Costdia; and Service factors. Qualitative
factors include subjective factors, such as flditjoand easy of use.

Port marketing efforts, traditions, personatteat and level of cooperation that may
be developed between the shippers and the porewhentioned as important items.

Based on Malaysia, Singapore and Thailand @xeeat; within the principal factors
that have a significant impact on the choice oftp@mong shippers located at the
industrial center where: Frequency of ships vigitean 4.2), efficiency (Mean 3.2),
adequate port infrastructure (Mean 4.4), locatidedn 4.6), competitive port charges
(mean 5.2), quick response to port users needsn/@&d and port reputation for cargo
damage (Mean 7.1). Relative importance of factdferéd according to the region but
port efficiency, often measured by speed and rdéilyab— on time delivery, is
considered the most important determinant.

Foster (1978) has mentioned that port charggagprincipal factor driving port choice,
but this should be seen in the context of overadt.clt is mentioned that shippers are
more concerned with indirect costs associated dethys, loss of markets/market share,
loss of customers’ confidence and opportunitieedone due to inefficient service,



than with the port charges. Subsequently studieMbyphy, Delay and Dalenberg
(1991, 1992) found that some ports users are @gtwéling to accept higher costs in
return for superior service.

The issue of port efficiency is important detgrant in the port activity. To attract
transshipment cargo, indispensable in a logistich, hspeed, reliability and
multimodalism are necessary.

Marketing activity and cooperation between gated the supply chain is necessary.
Ports are main spot in the development of areagiaMeib ports are always in healthy
economic regions and vice versa; healthy econoegions require mega hub ports.

24  Air port activity

Regarding air hubs logistics, in the case of Kokansoo Lee and Whan Mo Yang
(2000) look to a “strategy that may enable theenwntal development of a Winged
city around Incheon International airport”. Theyntien that the success depends on
weather the airport is capable of rapidly attragtan critical mass of global logistics
providers.

According to their research, the objectives tbé Asian Hub includes: 1)
Infrastructure offering good interconnectivity ofamsport modes and integrated
logistics facilities on par with global standardy. Good government policies and
regulation 3) Intensive competitive strategies agdressive marketing strategies. 4)
Early adoption of E-commerce. 5) Friendly atmosphfar foreign companies. And
finally 6) Various producer services, includingdmce and insurance and customer
oriented administrative services.

They state that an Asia hub may be seen toistoog Asian hub center, Asian
logistics center and an Asian business center.

The Hub center would be a marketing arm of Asean hub and could ultimate
developed into an international business hub. Wuasld require the establishment of
stable customer bases and an inflow of multinaticmoaporations to promote the
revitalization of neighboring industrial parks atié globalization of domestics firms.
In the long term there would also need to be arovgment in the environment for
attracting foreign direct investments. This maypassible through a combination of
enforcement of foreign investment promotion lawd dasigned of customs Free Zone.

The major functions of the business centewitkelinternational marketing supports,
international information network services, consgjt exhibition and conferences,
lodging and shopping.

They conclude that air transport polices topsup development of Incheon into a
logistics hub includes the creation of sufficientigm-destination (O/D) and
transshipment freight, minimization of rates andatexl logistics costs, accurate
forecasting accompanied by continuous investmeats] aggressive marketing
strategies. The interest point is that they meetiomixed-use development strategies.
The development of an Asian hub that could proedasic framework of logistics hub
in North East Asia and Asian Business center andnAkogistics center that are core
projects of mixed-use development plans of a Winggdwere suggested as a means
of accomplishing this. The importance of marketigjvities again is reveled.

Ming-Chin Tsai and Ying-So Su (2002) in thedstdPolitical risk assessment on air
hub developments in Taiwan” analyzes the politigak assessment (PRA) in air



performance review. Since air hub developments are closely relatéde@overnment
performance, the associated political risk becomg®rtant for study.

The study concludes that micro and macro factme approximately of equal
importance to the development of air hub in Taiwlarother words, apart from the air
transport policies, the development of a hub i® aksnsitive to overall political and
economic practices. Finally, as far as micro —fegtors are concern, they conclude
that insufficient air logistics infrastructure, amkeffective road traffic management,
and unclear business regulations relating to ajist@s activities constitute the main
barriers to the air hub developments in Taiwan.

Critical sub-items risk factors and their cdnition degree are shown in table 2.4.

Table 2.4 Significant sub-item risk factors andrtleentributing degrees

Rank Critical political risk factors Weight Accumulation (%)
1 B2 Freight vehicle parking 0.065 6.5
2 A4 Infrastructure development 0.059 12.4
3 A2 General airport infrastructure development 0.057 18.1
4 F1 Cross-strait relationship 0.051 23.2
5 B3 Land use of freight terminals 0.051 28.3
A3 Operation regulations of International express

6 delivery IED zone 0.051 33.4
7 B4 Facilities requirement of freight terminals 0.05 38.4
8 F4 Entry to the WTO 0.05 43.4
9 D5 Maturity of legal systems 0.049 48.3
10 Government efficiency and incorruption 0.048 53.1

Note: The letter identifies different factors: A)rAub policy, B) Inland freight policy, C) Foreign
enterprises policy, D) Policy system, E) Macro-emoit practices and F) International relationshipe T
number represents the items of the factors.

Source: Ming-Chin Tsai and Ying —So Su (2002)

Issues relating to inland vehicle parking,lagistics infrastructure developments and
cross-strait relationship appear to be particularhcial.

In the article “A new paradigm for a nationavdlopment strategy: Building a
logistics center in Northeast Asia” II-Soon Jun 2P expresses the trends of the
different global companies to cope with the newrapenal environment. They are
searching for a new production and logistics aedhitres as a way of gaining the
advantage of standardized global production.

Factors such as increasing range of productstes product lifecycles, market place
growth and the number of supply chains are influenthe complexity of the logistic
task, which is increasing exponentially.

He states that the advent of globalization bBasouraged global companies to
concentrate production into fewer locations. Likesyithe globalization of production
and marketing through focused factories require@\a global logistics strategy. As a

3 political risk assessment review has long beeatiped by multinational corporations, but rarelgds
for air performance reviews.
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result, global firms have sought to implement thgdobal logistics strategies in two
ways: the use of centralized inventories and/otgmsement of final assembly.

Since the end of 1980, global firms have beeadly reducing their number of
national warehouses and consolidating them intmnedjdistribution centers that serve
a much wider geographical area. The centralizatibinventory in fewer locations
reduces total inventory requirements, resultingrinancing competitiveness.

To cater to local differences in customers megoents, high value added and time-
critical products are increasingly being broughtntarket based on the concept of
postponed manufacturing. The final assembly andoougation of products takes
place at distribution centers, close to the end.uUde also states that in most cases,
regional distribution centers are located nearoaigpor seaports so that changing
demands can be met with agility, reliability anelxibility.

To handle the changes and improve logisticéopeance requires an information
system that can provide complete demand visibitiiyn one end of the pipeline to the
other in as close to real time as possible.

Issues as IT and gates development arise in thideafor the smooth and efficient
movement of cargo. Creating value for the prodsdiken place completely close to
the final customers so added value activities ageik the logistics hubs that are one of
the reasons of the importance of efficient logspecoviders.

25  Multimodetransport activity

Also different studies have been done in multimdtensportation. The efficient
services of road, rail, shipping (including shazaseeder service and inland shipping)
are essential in a top class hub. In Europe is knibat the Netherlands leads the use of
the different modes of transport; important clues mentioned in the print of the
Rotterdam municipality port management.

Road: The connectivity between industrial sites awith the interconnected
system of high ways spanning the major Europeamtces is efficient. The major
companies have branches out all over Europe witoar-to-door service price
relatively low. The Dutch road haulier, who is imtationally oriented and often speaks
two or more languages, is well known for his raligband flexibility, always ready to
adapt their vehicles to the requirements of eadtoouer. Telematic facilities enable
road hauliers to work in the most efficient way gibte.

Rail: The connection is with all major European asreln connection with
maritime container transport a network has beerldped of Intermodal rail shuttles,
which guarantee fixed schedule times to destinatias far as Moscow, Prague and
Milan. Like inland shipping, increasing attenti@being focused on rail transportation,
prompted partly for environmental reasons and beeaail is ideal for transport of bulk
parcels like coal and ores. Due to cooperationntérnational companies a quality
service can be offered.

Inland shipping: Is the most important means ofdriand transport for Rotterdam
port, almost 50 percent of the cargo from and ® plort is transported by barges.
Inland shipping is a reliable and inexpensive moti&ransport and it is ecologically
sound.
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Short seal/feeder service: The high frequency arkd lof the port are important factors
for its successful development. All kind of carggndoe transported by short sea and
feeder service.

Feeders are connected with deep-sea shippiegpdssibility of transshipment with
excellent feeder service makes it possible for dmep liner vessels to call at less
European ports.

Short sea: Is the intra-continental sea transgeot. environmental reasons the
European Union stimulates short sea shipping.

For different reasons as congestions, secuwitsts, reliability and environment the
use of rails, inland shipping and short sea feederice  is increasing.

Area with visioning to be mayor hubs shouldelep carefully rail and fluvial modes
and liked to the road system. One of the reasoftiErdam to be the main port in the
world is because of its inland transportation. Mty to accomplish customer
demands is important issues mentioned by the pthbaties.

After reviewing different literature and sessf brainstorming different items and
five factors come up for the development of a laggshub. Access to international
markets, economic determinants, political suppa@dmmerce determinants and
logistics service support and infrastructure. Tloistcome was included in the
guestionnaire send it to the different respond€Bise table 2.5)

Table 2.5 lists of factors and items for the depglent of a logistics hub

Factors ltems

Market opportunities and access to internationaketa.
1. Access to international markets Efficient multimode system

Air logistics

Natural resources availability

Economic stability (inflation, Interest rates, eaolge rates)
2. Economic determinants Level of high tech indastim the area.

Level of agglomeration of economies (clusters)

GDP of the region.

Efficient customer clearance procedures

Settlement of multinational corporations

3. Political support Favorable tax regimen to attravestors.

Cross trait relationship of the country (tradingtpa
Development of active capital market.
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Continue table 1.5

Factors

ltems

4. Commerce determinants

Location of the gates (ports and airports).

Settlement of big stores (retailers) as home dePatrefoui
\Walmart etc.

Availability of Free Trade Zone (FTZ)

Development of Special Economic Zone (SEZ)
Land costs

Insurance optimal service

Organization of trade fairs or Exhibition

Availability of market information

Cooperation with important express transportatiompganie
(FedEx, UPS etc)

5. Logistics service support
infrastructure

Skilled manpower available (including logistic s}
Efficient Just in time (JIT) procedures.
Information and communication infrastructure
Efficient infrastructure facilities

Value added logistic services inbe.
Banking optimal service

High port connectivity and ship frequency
High airport connectivity and flight frequency.
Rail logistics infrastructure
Availability of world class logistics providers

Efficient rail and road network.

Note: factors shaded where not included in thd faiale due to results in the factor analysis adiogy to

respondents in Korea

The previous factors can be divided in two groups:
Factors of first order: Composed by factor Numbey &and three, include items of
factors one and four. These are more stabilizedeweloped countries and with the
project of the SEZ of developing countries the eéargg to improve these factors
necessary for attracting FDI and smooth performafiea economy.
Factors of second order. Composed also by facter fmur and five. These are
more related specifically to the logistics hub,develop an effective movement of

tangible goods.
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Figure 2.1 Organization of the factors

Special Economic Zone
(Attractive zone for business)

Logistics Hub

———  Strategic Locatio

Note: Factors 2 and 3 of first order are very itabke in developing countries.
Factors 1, 4, and 5 are more related to obtainffarentiation in competitiveness among developed

nations

In a complex model of a mega logistics hub thediacbf fist order require harmony
and the second order require differentiation anaddrapetitive. The strategic position
is related to natural environment; for example easgess to shipping lines and
connectivity to the principal international truninds; and location of the country
related to main markets.

In Northeast Asia all the different countries haveelative strategic position but in
the other factors the competitive advantages argeneris. Time and strategies will
make the differentiation.

In South American countries factor of first ordee dess stable and factors of
second level are open to innovation, more inforamatibout the region will be shown
in chapter five.
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3. NORTH EAST ASIA EXPERIENCE
3.1  Theeconomic and logistic environment of the Northeast Asia

In the 21st century, Northeast Alia expected to be global growth center and will
form one of the three poles of the world economy.

As global firms increase investments in theaedo exploit the opportunities, they
will need a global logistics system to effectivelypport their production, trade and
distribution activities. The international logistisystem in Northeast Asia is expected
to change over the next ten years as follow:

Markets will diversify and delivery times will béarten.
Information will be immediate and near perfect.

Market segmentation will reach unprecedented levijsecision.
Business models will be demand- and time-based.

e

Relative to Europe and North America, the developmef logistics systems in
Northeast Asia has not kept pace with the rapidwvtroin logistics demand. To
appropriately respond to these environmental chgngertain strategies must be
implemented. In particularly, it will be importand build logistics centers where
efficient, cost-effective logistics services adgraat deal of value to the products.

Like the major cities of Korea, the major dtief Japan, China and Taiwan are
aiming to become regional hubs as part of their oational development strategies.
The main variables that will determine the winner this race are speed and
effectiveness. In fact, most experts say that thelew of opportunities is no longer
than three or four years. Thus, within this framhe, different countries must make full
use of its potential to provide better and morehsirated transport, information and
communication services that the other countrieghef region. The first country to
become the logistic hub of North East Asia will &#tea great advantage, but such a
position cannot be achieved overnight. Becoming ltiggstics hub will require two
things: First, the establishment of clear goals abgctives, and second, the creation
and execution of a detailed strategy.

According to a survey conducted in February 8199y UNCTAD and the
international Chamber of commerce, the majorityhef 500 largest global firms in the
world consider Asia an attractive place to inves(WUNCTAD, 1998). The survey also
showed that those same corporations are most steerén the countries of Northeast
Asia i.e. China, Japan and Korea. Global firmsdrém use Japan as their center for
R&D activity and for high value-added industrial mdacturing, as well as for the
location of their regional headquarters. Meanwhgiebal firms tend to put most of
their China investment into the manufacturing secto as to take advantage of low
wages and inexpensive inputs. Because Korea fali;id Japan in terms of knowledge
base and its level of technological development B&dD activity; it is caught in a
competitive nutcracker between Japan and ChinazBaden & Hamilton, 1997).

* In Northeast Asia region are consider the cousiofekorea, China, Russian Far East, North Korea,
Mongolia and Japan.
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Korea will have to strengthen its attractivenesgltbal firms if it is to survive and
compete in the coming century.

Many experts content that the countries thattecto be the leader hub in Northeast
Asia must develop and implement a national sunstategy for the Zicentury, when
successful nations and corporations will have ideaby two key principles: Speed and
differentiation. In this age of global competitiomhere advanced digital technologies
and the media have destroyed temporal and spatisldaries, only those corporations
and nations that gain a first-mover advantage amdtantly strive for differentiation
will succeed. Of course, China in the*2dentury will pose a formidable challenge. In
fact, many experts think that the coming centuri} belong to China. It's economic
potential is estimated a ten times that of Japau, most countries and firms are
searching for opportunities to trade with and inviesChina. China has successfully
transformed itself into a global center for mantdiaag. It is expected that the value-
added brought by the growth of China will be enausdlhus, the leader achieving the
logistic hub must embrace a new strategy base@iaimg new opportunities generated
by these value-added activities. This is the saime &f national strategy being pursued
by the Netherlands in Europe, Singapore in South®&sia and Taiwan in East Asia.

3.2 Logigticsdemand in North East Asia (NEA)

Trade volume within the Northeast Asia is expedtetbe 3.9 trillions U.S. dollars in
the year 2010. Trade with other regions will ineean the order of North America,
Europe and Southeast Asia. Logistic demand of NEAtarting and terminal point is
approximately 9.3 trillions U.S. dollars. This figuis about 30% of total worldwide
trade volume (See table 3.1)

Table 3.1 Logistics demand of Northeast Asia.

Areas Within Northeast-Asia- Northeast Asia{ North  Asia-| Total
Northeast Europe North America | Southeast
Asia Asia and
Oceania
Passenger 91.9 20.3 38.3 98.8 249.3
(Millions)
Goods 3,900 1,335 2,950 1,100 9,285
(Billions)

Source KIEP- Korea (2000)

However, inter-and intra regional trade and logsstrolume of Northeast Asia will be
affected by the followings. First, the future prespof Chinese economy will be the
most important variable along with the China’s p#pation on WTO. However,
China’'s dominance in the regional exports markell wieate a trade imbalance
problem in this region, which should be analyzéosesramong the nations. Second, the
progress of Tumen River Economic development AféREDA) program led by the
UNDP, focusing on the development of Rajin-Sunbarea in North Korea, Northeast
province of China and Russia Far East, will gretitlyintra trade volume in the area of
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natural resourcesThis will also strengthen the complementary amtirggeconomies
in this region, thus accelerating the economicgrggon and growth of the intra trade
volume. However, the project is going very slowndty of most significant factors to
affect the economy of this region especially to Kmeeans will be the challenge in the
relation between South and North Korea includingstality of reunification. South-
North Korea relationship will also play a key ratebuilding up an efficient, integrated
transportation network in this region connectinghviurope.

3.3 Logigticsinfrastructure systemsin Northeast Asia and trends
3.3.1 Maritimetransport

Shipping network has been restructured since tf@d.and 1980s. From mid 1990’s,
increased trade volumes and emergence of Chinghandew service with a range of
vessels type of varying size and speed have efidgtsegmented the shipping patterns.
The emergence of new regional ports is particulargortant. Singapore and Hong
Kong are high cost/ high mega hub ports in the farsler network supporting high

cost/high efficient vessels and services. Busankaushiung can be also considered in
the first order but they have to maintain its dffiorincrease throughput and efficiency
or they may be remained as key hubs of second oatetorks (Ross Robinson, 1998).

Figure 3.1 Development phases in Asia’s hub/feadexorks, 1970 - 2000
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Source: Ross Robinson (1998)

®ltisa program developed by UNDP where DemociRéople’s Republic of Korea DPRK is one of
five member countries (the others are China, RuBspublic of Korea and Mongolia). This is the only
Inter governmental forum where both Republic of &ROK and DPRK sit together and discuss
common issues since 1995. The programme has éediborder crossing and transport, trade,
investment and tourism. The establishment of thetg’s first economic zone with tax and other
investment incentives can be credited in largdéotRADP, which provided a forum for study of
incentives to develop the zone and attract forgigastors.
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Within the growth of Northeast Asia economies, tlidume of container cargo is
expected to increase until 100 millions in 2020e Thtio of intra-regional container
cargo in Northeast Asia will be 46% in 2020, insegh from 23% in 1995. (See table
3.2)

Table 3.2 Volume of container cargo

(Unit: million TEUS)
Average annual increase (%)

1995 |2001 2011 [2020 |1995 - 2000 [2000 - 2010 2010 - 2020
Northeast Asia [18.2 |31.5 |61.2 |106.9 [9.5 6.9 6.4
Intra-region 4.2 9.5 24 49.7 |14 9.7 8.4
Inter-region 14 22 372 |57.2 |8 5.4 4.9

Source: Korea Maritime Institute

Figure 3.2 Trade situations in Northeast Asia.
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Transshipment cargo volume will also grow as altesuthe increase of the trade
volume among China, Japan and Russia. Among théh&bst Asia countries, trade
between the costal regions in China and Southginmen Japan will increase rapidly.

However, transshipment cargoes are fee to choosereT fore price/service

competitiveness plays a key role for different pdd be a major transshipment hub
port.

3.3.2 Air transportation

Air traffic demand in Asia-Pacific has experiendegimendous growth compared with
any other regions during the past two decades. @eed990-95 period. Asia-Pacific
airlines achieved international traffic growth d.8% per year, whereas the European
airlines and U.S. airlines experienced 9% and 58peetively. The reasons behind the
rapid growth include strong economic growth in tt@gion and thus, increase personal
disposal income, relaxation of travel restricticgsd air transport reform/liberalization.
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Along with development of airport facilities, theoropetitiveness of each
international airport depends upon the liberal@af airline markets, which allow for
free and open business environment for airlinesrdier to become hub airports in Asia
air transport bloc, there is a strong need for targaan open sky. The open skies
agreement between U.S. and Korea was made in 39& giving all U.S.A. carriers
unlimited fifth freedom rights and the freedom fmecate intra Asian routes to and from
Seoul with small and economical aircrafts. Howetrex progress of Asia transport
liberalization is very slow. China with Hong Konghich will be the largest market in
Asia by 2010, is not yet grant foreign carriers fireedom right (Which allows
automatic right to hoverfly its territory) in inteational aviation. The first freedom right
of North Korea, Russia and China are the most ljasicequisites.

3.3.3 Rail and Road transportation

Railway is the main transport mode in NortheastaA€ecause of low quality of
facilities, however, the network cannot be fulljliséd now. Since railway network are
already set up across the countries in Northeast, Agth proper improvement the
potentials of the networks are regarded as suffi@aough.

Trans Siberian railway (TSR), which was theyomiter-continental transportation
network in the past, is the key linkage in delimgrimajor cargos from Northeast
provinces of China (Jilin, Heilongjiang, Liaoninggnd Russia Far east region
(Nakhodka, Vladivostok) to Europe and to the Russlamestic and other markets.
TSR suffers from seasonal operations difficultizssed by harsh climate.

Trasn-China railway (TCR) is a land bridge ImkChina with Europe. This railroad
begins at the port of Lianyungang, connected Zhiemgz-Xian~Ranzhou~Urumuchi
with 4,018 km of total length. This is the shortgahsport line from Northeast Asia to
Europe. Although TCR can be connected with TSRedds transfer facilities because
of the difference in track gauge.

Transmongolia Railway (TMGR) is another altéinreg which connect TCR with
TSR. TMGR can be connected with North Korean rajiwatwork. Trans-Manjulia is
shortcut route from East Sea to Europe.

Figure 3.3 Trans-continental Railway in NortheasiaA

Source: Korea research institute for human settherfi®98)
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In order to utilize trans-continent railways in NEthere are obstacles to be solved,
such as different or railways gauges and customgsquures with countries. Among
other, facilities and equipment of railways areuifisient and levels of services to be
provided are poor in some lines. In order for tcamsinental railways to be competitive
like Europe railways, considerable improvementdagilities should be taken under
cooperation of concerned countries.

Division of South and North Korea also limiteetuse of trans-continental railway
due to the lack of proper entreport such as PWBarts in Northeast province of China
and Russia Far East have relative disadvantagesbagorts compared with Pusan with
respect to port facilities and location. South-haiilway corridor passing the Korea
peninsula, so called Trans Korean Railway (TKR}| greatly enhance the functioning
of the Northeast Asian Railway system.

Road, as means for short distance transpantafiéreight, is not sufficient to handle
freight volume in Northeast Asia. With the exceptaf Japan and Korea, the density of
road is very low. More important might be the pregghysical condition of roads. Low
guality of road surface does not allow heavily leddrucks to use. Even the roads are
paved; the thin pavement and deterioration of lerigigucture are not able to withstand
a large volume of heavy vehicles.

An efficient multimodal node with cooperatiomang countries is an important issue
for the development of the area. Top competitivagpas Shanhai, Busan, Kaohsiung,
Qingdao, Yokohama, Kobe or Osaka are competingitachas much cargo as possible.
Price/service competitiveness is key factor of ¢hperts to be mayor transshipment
hubs.

In Air transport, the issue in the region Ielialization and construction of big and
competitive facilities close to the logistics aseal ports linking effectively both gates.
Customs procedures and railway gauges are probteEmsfied in NEA region.

Unification in the Korea peninsula will alousldevelop logistics system and connect
the region more efficiently with Europe and Middte@st. For Korea is main issue if
want to win the battle of being hub in the area.

34  Korea, Chinaand Japan situation.
3.4.1 Republicof Korea

Korea is strategically located between China apdddut is behind both countries in
terms of costs or technological development respaygt so have a more difficult work
to do, to become logistics hub in NEA accordinglifterent authors.

According to the Study of Mr Jun Il (2001), dnder for Korea to serve as a hub for
the business and logistics activities, it will firve to do two things:

1 Make itself the center of global firms’ logisticetworks in Northeast Asia.
1 Exploit its location as the Geo-economic centeNoftheast Asia in order to
build an integrated transport network linking tegwvcorner of the region.

Northeast Asia comprises a market of approximateybillion people. There are some
40 cities of over one million people within a thvaed-a half hours flight of Incheon
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Airport, with 26 of them located in China. In term&both air transport and shipping,
Korea is strategically situated along main inteoral trunk lines that link East Asia
with North America and Europe. Incheon airport agdted at a crossroads flights
within the Northeast Asia region, and connectshigto North America and Europe.
Since it is on the great circle route, it allows fiee shortest non-stop air routes to both
America and Europe cities. For example, for trdv@in Sydney to London, Flying via
Incheon takes two hours less than flying via Simgapilt is likely that Incheon Airport
will become regional leader it terms of cost, tiaral service efficiency. The extension
of shipping and airline network from Incheon Inttional Airport, Incheon Port,
Pusan Port and Kwangyang port will accelerate Keremnge of services to small-and
medium-cities in the region and to major citiesotimer continents.

As mentioned previously, to meet the drastic ineeeaf demand for parts,
components, semi-finished products, and finishemtlyets in China, where markets
will be diversified, the market strategy should dsgmented down to the regional or
provincial level. In terms of delivery time and irethate information, Korea is situated
in a location befitting a regional logistic hub fglobal firms entering the Chinese
market. Furthermore, the quality of Korea's worke, its advanced
telecommunications and the efficient of its inteior@al carriers are superior to those of
China and Japan. Thus, Korea has a great dedietogbdbal firms.

In summary, since Korea is able to offer pragmo an enormous market, a world-
class telecommunication infrastructure, and a lojgdlity transport services providers,
it has also the potential to be a regional hubbigginess, logistics, and information as
long as it employs the proper development strateglexecutes it in a timely manner.

Opportunitiesfor Korea

Formation of Alliances has enable carriers to offiere direct all-water connections by
increasing the number of direct port calls. Deep-sentainer carriers make extensive
port coverage in their services, although theategy makes use of economies of ship
size and speed in their respective service rouyesnéking fewer direct calls and
reducing the use of multi-port itineraries. Thisplias that a couple of ports in yellow
Sea Rim will take on significant role as hubs duéhe emergence of new service loops
to fulfill shippers’ requirements and exploit thegprd growth of container cargo volume
within the region.

Particularly mention should also be made reggrdhe possible impact of recent
technological developments in small container Mesg®t operate at high speeds and
carry high-value, time-sensitive cargoes. Shalloaftdfast container vessels such as
Japanese Techno Super Liner will play an importai¢ in Sea-air Intermodal
transport service in the region. Since China’srimdagonal airline networks are not well
developed due to its protective aviation policgithair cargoes are transferred to the
ports of Incheon or Busan by sort-sae vessels thed to transit at Incheon
International Airport, which has excellent linertwerks connecting to most of the
major cities in the world.

Considering the recent trends in shipping anttansport in Northeast Asia, there is
a good possibility that Incheon Airport, Kwanyangrt? Pusan Port, Incheon Port and
Pyungtaek Port will become hubs, as long as theyahle to maximum the advantage
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of their geo-economically strategic locations bpwding efficient and sophisticated
service. It has been argued that first-mover adgmnts of great strategic importance in
competition. When two logistics systems are in cetjon, users (firms, transport
companies, logistics services providers, etc.) alonmake selections in a manner that is
immediate, reversible and symmetrical with regardhe service level provided by
logistics facilities (airport of seaports); rathtrey change according to how the service
changes. In other words, if a user makes the bwit@ competing logistics facility, it
is unlikely that the user will return to using teetairport and seaport that it originally
used. When two airports (or ports) are conmgetisers will make a decision based
on information regarding service levels at eachpair (or port), selecting the
alternative that provides the greatest benefitspp@gis have a tendency to develop
hysteresis, or port loyalty, toward the airport fart) that they are using at any given
point. As such, first-mover advantage is criticattbr in seizing and maintaining a
leading position.

Threatsand risks

There is no clear front-runner in the tough contjetiof the region. Incheon Airport
and other Korean ports are aiming to be hubs fer lthsiness and Logistics in
Northeast Asia. Koreas biggest competitive threahes from China. Chinese cities
and major economic regions such as Shanghai anidd&iajin are also battling for a
hub status in Northeast Asia by taking the iniatio develop their ports and airports.

Shanghai’'s land size area is more than 10 tiKeea's capital region (Seoul
Metropolitan and adjacent areas, including Incheandl its population is around 20%
more.

Also, its hinterland includes all of the Chajiawgg River Valley, whose trade
volume accounts for 29 percent of the entire n&itnrade, and its distribution service
sector accounts for forty percent of the nation1@99. Already 2.400 foreign
multinationals companies are located in the Freadd@rZone in the Pudong area,
suggestion that Shanghai has almost reached teedé®ingapore and Hong Kong as
a region business center. The government of Clppeoaed a plan “to build Shanghai
into an international shipping center” in the newlyblished 18 five-year Economic
and Social Development plan, which aims to devé&banghai into the hub of East
Asia.

According to Dr Jun (2001) “A new paradigm fonational development strategy”:
Building a logistic center in Northeast Asia” Iretbeginning of the century Shanghai
and other ports in the Changjiang River Delta vassel a continue increase in
container volume. Container volume in ShanghaiMimgjbo ports is expected to grow
to 15~17 millions TEUs in 2005 and 27~35 million J&in 2010. To cope with this
drastic increase Shanghai has been upgrading grehéxg Wai Gaogiao container
terminal. It has also been determined by the Clirggsrernment that the Yangshan
Island will be developed into the principal contiterminal. This deep-sea project of
Shanghai in the long run involves the creation afbbr and ancillary facilities on big
and little yangshan lIsalnd, about 36 Kilometersnirthe coast. The facilities will be
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capable of handling the latest generation of coetavessels, with a capacity of 20
millions TEUs annuall§;

Benchmarking Honk Kong, Singapore, Rotterdamh lHamburg, Shanghai plans to
designate the Luyang Port area (Including the Ylaagdsland, the area of Luchaogang
area, and Luyang Bridge, which connects the twofr@s port areas. In addition,
Shanghai gives priority to the development of aerimational logistics center based on
shipping and aviation in the new five years planitiWwthe opening of Pudong
international airport in October 1999, Shanghaidbees the first Chinese city with two
large large-scale international airports. Moreowemrder to build an air cargo hub in
the region, Shanghai is working closely with intgranal air-cargo service providers,
which hope a presence in greater China will allbent to capitalize on the expected
continued growth in air cargo volume.

Investmentsin Korea

According to a recent survey KRIHS (2001), the s of most foreign global
companies invested in Korea is to gain easy adoetfge Korean domestic market and
to have good access to the enormous potential ahisast Asia.

However, the same firms listed factors thatl|dodiscourage any subsequent
investment, such as:

Political instability

Inefficient administrative procedures

Lack of incentives vis-a-vis other countries.
Social instability (Labor disputes)

High wages

o e e

Another study Kim (1997) identified major barrig¢csforeign investment, by selected
sector, as shown in table 2.3 for the manufactuang service sectors, land-related
regulations (including plant location, constructimd administrative regulations) were
the biggest barrier. The labor system (includingotadisputes, hiring and layoff
regulations, other labor-related regulations, etand an insufficient logistics
infrastructure were also listed as significant abl&s.

® The Shanghai Port Authority, International Shigpéenter and municipal plan to complete phase | on
the plan by 2005, resulting un five berths witlotk annual handling capacity of 2 millions TEUs
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Table 3.3. Major barriers against foreign investimbp sector

Sector Barriers
1st 2nd 3rd 4th
Intellectual
Land related Logistics property
Machinery regulation Skilled labor |infrastructure |protection
Semi-conductor Logistics Land related
Manufacturing |equipment Labor system |infrastructure [regulation Tax system
Land related
Electric/Electronic |regulation Labor system |Infrastructure |Customs
Land related Logistic
Services Distribution regulation Customs Market access |infrastructure

Source: Kim (1997)

A combination of these factors has contributed twdd’s failing behind Singapore,
Hong Kong and Taiwan in terms of national competitiess, according to a recent
Korean study jointly conducted with Oxford Univeysi

Global firms operating in Korea prefer to invé@s Well-planned industrial parks,
well known as DistripaKswith well-developed transport infrastructure. Traso seek
government assistance in providing transport imnfuature, and warehouse and
distribution facilities. In order to attract foreigglobal firms, the provision of proper
site should be made to meet their requirementsrilirgy feature of both existing firms
and firms with an intention to invest is that dewhdar high-tech manufacturing sites
within the capital region is increasing more thaeredespite the negative externalities
experienced in the region.

In this regard, policy regulations that disfaube capital region should be re-
evaluated in order to enhance the competitivendsmanufacturing and logistics
industries and to be more effective at inducingiigm investment.

In different studies, Singapore, Hong Kong, diodtyo are highest-ranking cities in
the Asia-Pacific region. At the same time, mosthef Korean cities are related as being
among the worst in the region, save from Seoulcwis generally ranked in the lower
middle group. Seoul almost makes the top ten inmgerof its level of
internationalization, business environment, andarinfrastructure. But it is far behind
the world’s top cities in terms of quality of lifeconomic base and level of cultural
sophistication.

According to Professor Heeyhon Song of the Univgref Incheon in Korea, the
general conditions for FDI still need to be imprdvgreatly if Korea is to be
successfully competitive against other neighbodagntries such as China, Singapore
and Malaysia. FDI accumulation only accounted fd@ Rercent of Korea’'s GDP, for
example, as compared to approximately 25 percefhima, 48 percent in Malaysia
and 11.6 percent in Thailand. However, since the faeeign investment promotion

" Distripark is a relative small area combining antwer of functions and operators in one area whiere a
facilities and good hinterland connections (raiha) are available. In general only distributiontees
are found no freight sheds.
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act was promulgated on November 17, 1998, FDI in Kdrasjumped from a level of
7 billions U.S. dollars in 1997 to 16 Billions U.&ollars in 2000.

Korea is looking to act as a land bridge cotingdrom Korea peninsula to China,
Russia, and Mongolia with Japan, with integratadigport network by roads, railways,
airport, and sea transport. In the current sitmatibe northern half of Korea peninsula
is restricted in transport space. That is, Koreaaias as not a peninsula but an island
partly in logistics connection. Therefore, logistigolicies for a hub in Northeast Asia
can be classified into two stages: before and #itereunification of Korea.

Before the reunification, it will formulate aR&gional Logistic Center” with
maritime and air transport hubs in NEA. In the nigae, increasing of transport and
logistics system efficiencies.

After the reunification, then “Gateway to Na#st Asia” policy can be adopted by
formulating integrated multimodal transport systiémking Korea peninsula with NEA
countries directly.

In the following figure 2.4 it is presentedaneme to develop Korea as a logistic hub
for Northeast Asia.

Figure 3.4 Basic schemes of Korea’s logistics pgolic

Goal Northeast Asia’s Logistics Hub for Korea
A
Strengthen multi-transport system by integratingd-&ea-Air transport.
Policy Direction Develop a user-oriented logistics system
Promote sharing of the logistics facilities.
Supply of logistics Hub Construction of efficient Rules reform and
management system supports
A A A
- Increase in transport - Standardization. - Deregulation.
investment. - Utilization of information - Improvement on
- Building logistics system. fare system.
facilities on the regional - Cooperative logistics. - Budget support
base. and tax exemptions
- Establishing transport
network

Source: KRIHS institute (2000)

An article written by the Korea Transport Institft€OTI) concludes: “Korea must
carry out the following comprehensive, fundamergébrms”:

The Government should prioritize development; itswacommended to first
concentrate on developing the capital region amdesareas as Kwangyang and Pusan
ports to full capacity, and then to develop intéioral logistics function in other parts

8 It was promulgated on November 17, 1998. Inclymtesision for the liberalization of M&A purchases
of real state.
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of the country. Consequently, current policy regjales on the capital region should be
re-evaluated in order to enhance the competitienékorea’s industries and to be
more effective at inducing foreign investments.

Korea should make systematic and continues efforthave well-developed
logistics infrastructure such as ports, airportsformation and communications
facilities, and distribution facilities. Free tradene must also be actively developed to
offer comprehensive logistics and production cagas.

Korea urgently needs to improve the quality of $bigs and service providers and
to develop a solid workforce of logistics profeseits. And
Korea needs a detailed strategy and action plara arlear vision with relevant
government bodies working closely for coordination.

3.4.2 Republicof China

The eyes of the world are looking to this countmgttis awakening. Still is behind
Japan and Korea in Information Technology (IT)rasfructure and know how, but is
moving fast toward structural changes started & 70s with pilot decentralization
projects in different areas. Certain areas like n§hai or Zhenzhen are already
competing face to face with capitalist countriexdiag in hosting FDI.

Comparing China today to what it was some tweygars ago is almost like
comparing day and night. A central planning oridnggstem is step by step changing
to a more efficient, market oriented. How to falge tlifferent milestones of the change
while minimizing the social, political and econone@sts was the question when China
launched its economic reform program in the laté0%9

China’s process of economic transition begasemslly with the establishment of
Special Economic Zone (SEZ) in the late 1970s. Timimize the unnecessary
economic, social, and political costs that oftee associated with a drastic policy
switch, and to gain necessary experience in cayrgimthe transition, the SEZs were
set up as a first, experimental step. Numerous mnessimed at reforming the existing
economic system and reaching a higher degree ofoatic openness were developed
and tested in the SEZs. Serving both as a windowhéooutside world and as a
laboratory to formulate various reform policiese tBSEZ have play a pivotal role in
China’s overall economic transition during the pas&t decades. In many aspects, the
impacts of the zone have gone far beyond theirtdidhgeographical boundaries. It is
safe to say that without the successful operatioth® SEZs, China’s reform would
have not gone so far, and the transition processdamave not been so smooth.

Dr Wei Ge (1999) in the book “Special Econo@ane and the Economic Transition
in China” remind that the concept of SEZ is not n&® early, much simpler version
can be traced back to the notion of economic eeslawhich was later extended to the
formulation of free-trade or export processing zhe

° Based on the type of economic activities thamaost emphasized, the zone in practice have borne
alternative names, ranging from free-trade zonety, ilee zones, free-export zone, free investmenez
free economic zone, fee enterprise zone, free matwing zone, economic and technology
development zone and industrial states, to indalgtriscientific parks. Bonded warehouses, fre¢spor
and duty free shops can be regarded as zones@ékype, where services are at the center sthge o
economic activities. Free banking zone or freeriasce zone also falls into this category. To higfli
the underlying economic structure of a zone, spe@fms are often added to describe its main
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As an integrated and critical component of @hingradualist approach toward
economic reform and opening up, the SEZs have dpedlover the past two decades
into self-contained mini-economies along the linE%ne country, two systems.” As a
result, the impact of the SEZs on the path of epvadransition in China has been
much deeper than would have resulted from a sinaptsion of Export-Processing
Zone or also named Free Trade Zones.

In this process of reengineering and suppdrésilcally with the big potential market
and settlement of multinational corporation chisa@eveloping very fast different areas
and cities cases of Shenzhen, Beijing and Shanghaeése cosmopolitans are
developing moderns and efficient airports and seaapga the process of developing
logistics hubs surrounded by SEZ or FTZ environment

According to Arthur Andersen Consultant Company0@0 for example Shanghai
is pointed already as a warehousing market whihg&ore as a prime example of a
distribution scenario.

Thelogistics sector in China

The concept of logistics continues to evolve araemdy has become a “hot” topic in
China. There is strong interest therefore in laggsservices from both business and
policy makers. Developing what might be called ‘tlogistics way of thinking’ is
taking up a significant part of seminar and managgdrtraining time in China. There is
an appreciation that systems, processes and pgvgsedhat is, the software of the
business, is just as important as the physicaltgsgenot more so, in the growth of
enterprises which are internationally competitivdogistics.

Evolution of transport services

Freight turnover in China has increased from 7@obiltone-km in 1952 to 4.381
billiontone-km in 2000. The volume increased by thies between 1980 and 2000.

In the political and economic environment o€ tharly 1950s, China put heavy
industries in a preferred position. A preconditfontheir development is the supply of
cheap raw materials. This in turn demanded a supptyeap transport. Rail and water
are two modes of transportation in which can previtansport services for large
volumes at a relatively low price.

Figure 2.5 shows the composition of freightriear by mode (measured in terms of
weight). After 1978, the transport system in Chwas characterized by rapid
development of road and air transportation. Theketashare of water and rail transport
decreased sharply, reflecting the transformati@amfitraditional heavy industries to
more emphasis on light industries, which demandeekdy, flexible transportation
services and which could bear a higher transpaxticge price. The figure shows the
rising share of road transport and the fall in shares of rail and water in the total
tonnage. Data for air transport were included i@ tonstruction of the chart: while
those numbers are very small compared to thosetli@r modes, and therefore are not
evident in the columns of

characteristics, such as electronics export praoggene to signify the dominance of electronics
manufacturing.
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the chart, airfreight volumes are growing fastesbag all modes. Trip lengths vary
significantly by mode and the length of road tripgelatively short on average. Rail
and water show longer trip lengths and therefoomaat for much higher shares of the
transport task measured in terms of tone kilomeierformed. But even in these terms,
the road share continues to grow, mainly at thesesge of rail.

Figure 3.5 Choices of transport modes in China

Freight traffic by mode (tonnes)

100%

80%

O Rail
O Road
40% | \Water
3 Air

60%

20%

0% ~

1970 1980 1990 2000

Source: Luo and Findlay (2001)
Constraints on development

The program of economic reform has gradually chdrige ownership of enterprises in
China, especially in the manufacturing sector. Buthe transportation sectors the
change

has been relatively small. Large state-owned enga® still dominate the sector. In
recent years, the use of joint ventures increassgecially in the container berth,
container freight station, and motor carrier atiég. However these firms still account
for only a small portion of the total number of empirises. Road transport and shipping
were deregulated in 1986 while rail and air tramsggmn were also decentralized to
some extent. The ownership structure has changatiffevent degrees in different
modes of transportation. The road and inland shgpmompanies are dominated by
collective

and private enterprises while coastal and intevnati shipping, rail, and air
transportation enterprises are still mostly stateed.

The transport sector is still a weak link inil@&is economy: The number of either
rail or road trunk lines linking different regioisinsufficient. The major railway lines
are over-loaded. The trunk lines of the highwaytesyslinking different provinces are
not well networked and cannot meet the demand.elmegediments also contribute to
differences in growth rates between regions.

The coordination between different modes requitasmng and development.
Within each mode of transport, there are imbalancethe rail sector, on the busy lines,
the mixing together of passenger trains with cargms leads to slower speeds and low
efficiency. In the air sector, there is an imbakamhetween the trunk and feeder lines,
and in the number of big and small aircraft. In thad sector, the construction of the
national level trunk road system has been accelgrdiut in the rural areas the road
network is far less developed.
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Service quality is generally low and the technleakl of the equipment is also low.
For example, in the rail sector, the share of delibkes and electrified lines in the total
length of lines is relatively low. Less than 20% thie freight trucks can carry
containers.

The warehousing and storage system in the planoedoeny before reform was
characterized by department or sector administragiod operations, that is, different
sectors built and owned their own warehousing dachge facilities and served their
own demands only. Many sectors formed their owsedlovarehousing systerifs.

Meanwhile, each local government at the proein city and county levels also
established their own warehousing system to séie lbcal economy.

Overall, therefore, government administratiand enterprise functions are not
separated which constrains enterprise performaheeadministration is fragmented in
both vertical and horizontal dimensions which intsitihe integration of services, and
in some activities, the quality of the physicarastructure is insufficient.

Demand for 3PL services

The demand for specialized logistics or 3PL sewsvisirted to grow faster in recent
years, especially that originating from the multioaal companies, the leading Chinese
state owned companies and some of the private atiegas well as that arising from
the e-commerce sector. In the recent years, quigeve88PL companies have appeared
including a) international companies like MaerskP3) TNT, and b) traditional
Chinese transport, warehousing and forwarding comgalike COSCO and Sinotrans,
and c) emerging companies like the Bao Gong Lagsiroup.

Relevant departments in the central governnm@ve paid greater attention from
different perspectives to the logistics sector @&addevelopment. They have studied
policies that they expect will promote the logistisector. Local governments like
Shenzhen, Beijing, Tianjing, Shanghai, Guandongng8bng and others have also paid
attention to the development of their local logistsectors.

Most of the logistics activities are still optgd in-house and demand for 3PL
services is low among traditional Chinese firmat&bwned companies in China have
inherited an operating model based on the provisibservices in-house, including
logistics. According to the investigations by th&ita Warehousing and Logistics
Council, a third party undertakes only 18% of thbaund logistics. For outbound
logistics 59.8% are operated together with a 3Rh,fand only 16.1% totally by a 3PL
firm. Most of the Chinese firms keep their own kigis assets and personnel (Luo and
Findlay, 2001).

Although quite a number of 3PL firms have appdan the market, most of them
offer a low standard of service and efficiency. Thasons include: One, most of the
firms only provide simple delivery and warehoussagvices: value-added services like
information services, inventory management, logsstiost control, or logistics system

0 These operated in th&u Zi (raw material and component§hang Ye (manufactured consumer
products)Gong Xiao (rural area supplier and distributovyai Mao (foreign trade goods) sectors, as well
as the railway sector, and tlmotong (road and water transportation), military, aniéng Shi (basic
food)
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design are not offered; two, the scale of the fitmsisually small and most of them
come from among traditional firms with weak netwarld organization capabilities.

Moreover, modern logistics facilities such ansshipment facilities for different
modes of transport, public warehousing and traridpoilities and logistics centers are
not available. The technology employed in logisgcgiipment is also at a low level.
The extent of standardization of facilities andapplication of information technology
is at low levels. Logistics facilities are distribd unevenly; for example, transport
facilities are less developed in the middle andteraspart of the country.

An important constraint on the capacity of smvproviders to offer integrated
services lies in the administration system, inipaldr, in the vertical and horizontal
separations in the administrative systems that learded over from the planning
system, the self-protection that remains the mixihthe enterprise with administration
functions and the lack of transparency in policyamees.

These issues, and the extent to which they dieplee scope to gain from reform in
this sector, are examined in more detalil afterrévéew of the implications of China’s
WTO accession for the logistics sector.

Accession to the World Trade Organization has @rrtlstimulated China's
economy, and binds the country to reforms that a&litw foreign logistics and express
commnies to compete more freely in the Chinese market.

Rapidly increasing manufacturing and retail acyiviht China, coupled with current
supply chain inefficiencies, mean that there wdldirong demand for quality logistics
and express services.

Foreign service providers with the right expertéisel local partners can meet this
demand. Logistics and express companies need tgetivally and imaginatively
market their presence, capabilities and strateg€hima, to ensure that they capture
their share of the demand.

3.4.3 Japan

According to the Minister of Economic, Tradiagd Industry of Japan (METI'S) to
improve in logistic issues there must be strengibrkwfocusing on the use of
information technology.

The Japanese Government intends to implemeeiralogistics system suitable for
the Japanese economy and society in thiec2htury, aiming to achieve the following
by 2005.

a) Establish of an advanced total-effective logsstsystem to realize an
internationally competitive society.

Measures to establish an advance, total effettdiyistic system.

1 Promotion of joint operations, use of informatioechnology and
standardization of logistics.

1 Improvement of business practices.

1 Regulatory reform, simplify and more efficient adsirative
procedures.
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1 Development and use of new technology.
1 Promotion of unit loading
1 Promotion of establishment of logistic infrastruetu

Measures to strengthen the function of internatiwastics bases.

1

and enhancement of their functions.

1
1

Establishment of infrastructure related to inteoral logistics bases

Measures to cope with 24-hours full opening of besb
Electronic procedures, one-stop services.

b). Establish a logistics system to cope with daom@ environmental issues.

METI's program focus on improving of business opierss from the viewpoints of
establishing the overall optimal supply chain tlglouhe use of IT, streamlining the
establishment of more environmental-friendly logist system and, trough joint
logistics operations and standardization, realigfiigient logistics system in the Asian

region. (See figure 3.6)

Figure 3.6 Business and logistics operations

Improvement of
business operation

35% of total Japanese logistics cost

Establishing the overall
optimal supply chain
through the use of IT

Streamlining logistics
business operation through
joint logistics operation and
standardization

Realizing efficient logistics
system in the Asian region

e

Improvement of
infrastructure related to
logistics and providing
logistics services at a
lower cost

65% of total Japanese logistics costs.
Source: METI Information. (2001)

Establishing more
environment-friendly logistics

-Establishing SCM infrastructure

-Establishing new logistics system
through the use of RFID.

=

-Promoting joint logistics operation
-Promoting through-transit
palletization by using standard pallet

e
-Technical assistance for human
resource upgrading
-Technical assistance for
standardization
Y

-Establishing and promoting more
Environment-friendly logistics
S

Measures on road

tran sportation

Measures on maritime
transportation

For promoting efficiency trough the use of IT, fleemer measures and new program
are been developed (See figure 3.7): IT is shiffrogn intra-company use to inter-
company use. For reducing the total cost of Supgigins, it is mentioned the
importance of business cooperation and collabaratemong manufacturers,
wholesalers and retailers, and to manage flowsfofmation and products to optimize

the overall supply chain.
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Figure 3.7 Information technology programs

Issues

\ ./ Former program
o e

S

-Too many incompatible
original commerce and
distribution EDI codes,
messages. etc.
-Problems with information
sharing and collaboration
(Each company makes own
demand forecast,
production plan. shipment
plan. etc.)

-Standardization of
commercial EDI (B to B)
-Standardization of
domestic logistics EDI
-Standardization of trade-
related logistics EDI
-Promoting the use of IT
among small and medium
sized companies
(dispatching specialists,

y

New Program

-\'I
! A

-Improving efficiency through
the use of RFID (—»(2))
-Establishing and promoting
internet-based commercial
EDI standard (—+(2))
-Establishing and promoting
internet based total (domestic
and trade) logistics EDI( —»
(2)

-Continuing to promote use
of IT by small and medium

etc.)

* RFDI: Radio Frequency Identification.
Source: METI Information. (2001)

sized companies.

To promote SCM, which truly optimizes overall supmhains (beyond individual
companies), METI is implementing a three years gdlarestablish a more efficient
distribution system utilizing new technologies: Thaernet and radio frequency
identification (RFIDY.

Figure 3.8 Establishment of the Internet collaboraplatform

Establishment of the Internet Collaboration Platform

- Speedy information sharing for collaboration throughout ) promoting Diffasion of RFID
supply chains (among manufacturers, wholesalers and retailers)
- Responding to international trends relating to SCM
- Standardization for the internet XML-EDI
- Global Commerce Initiative

/—U‘rilizing RFID tags to make Distribution
and logistics more efficient
- Automated shipping or receiving inspections|
inventory, etc.

- Tagging pallets, containers
Establishment of Standardized Logistics EDI

- Tracking
for the Internet - Traceability
(- Integration of the domestic logistics EDI* standard and - Real time inventory recognition
the frade-related logistics EDI standard \_ - Use at POS counters J

*focused on EDI among shippers, transportation suppliers,
warehouse companies, efc.
\_- New version for the internet XML-EDI

*XML: eXtensible Mark-up Language
Source: Ministry of Economic, trade and Industrylapan. (2001)

1 |s among, the most advance product tracking tdolgies in use today, where microchips called -
smart tags — attached to o products broadcashtbemation on an item by radio frequency once igrne
a reader. Provides quick and accurate informatiggréduct manager to retailers and manufacturers,
while also improve inventory control and warehoefficiency.
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To have optimal Supply Chain through speedy infdionasharing utilizing IT, a
reliable Internet collaboration platform is necegsa

Figure 3.9 Platform plan

Consumer packaged goods

[: In}ef;et Collaboration Platform (}h\n )

. B

Future: Wider areas of goods

Manufacturer? /

|
‘Wholesaler 4/

Manufacturer

- Synchronization of product
data bases

- Use of international standardizg¢
codes (European article numbey.

Global Location Number)

- Use of XML which is suitable
for the internet

- Use of JEDICOS-XML
messages

- Electronic ordering, billing

- Interchange of sales records

and inventories

Retailer

T
- GMS

T

-Supermarket

4

L

J
Imemsr -Convenience

|, Stores

- Department
Stores

=

b

‘Wholesaler

- Drug stores

, ete.

- XML: eXtensible Mark-up Language
~ JEDICOS: Tapan EDI for Commerce System. EDI messages developed in Japan in conformity to the EANCOM

a subset of the UN/EDIFACT for the distribution industry e}
- JEDICOS-XML.: the XML version of the JEDICOS

Diffusion of RFDI is necessary due to different adiages over bar code as: (Large
data storage capacity, remote- contact less datiing Collective data reading, data
renewal and additional data writing.)

Also different expectations are mentioned: @brenprovement of efficiency in
logistics: Shipping and receiving inspection, inkey, etc and higher consumer safety
for foods, drugs etc., Through improved traceabilit

Standardization is another key issue for tecéfie supply chain activity. By the
end of 2005 Standardized logistic EDI for the Inarintegrating Japan transport and
the trade related logistic EDI is requested.

Operators and businesses in any of these ¢esirgre considering a whole host of
items. These include incorporating emerging teabgies such as e-commerce,
instituting a preferred logistics supplier managetogram, designing a supply chain
to support brand strategy, implementing reversesimg processes and procedures,
implementing direct shipment to customers to mimentost and maximize cash flow,
installing global enterprise systems to reenginsepply chains, leveraging the
purchasing power of a large corporation, and gz new cost-effective
communications technology to increase customesfaation.

These countries of the NEA, well known as the Adigers are improving their
economic activities due to its continued effortR&D and also their strong focus on
logistics. Developing countries should notice this.

12\Wal-mart stores has announced a policy that fisli suppliers should tag RFIDs on their pallgts b
Jan.2005.
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4. RESEARCH DESIGN
4.1  Selection of theresearch topic

This session is directed toward the following objexs: the reasoning for the choice of
dissertation topic, the development of appropriatedearch instruments, and a
methodology to test the dissertation objective®réfore, after a brief enquiry as to the
research topic selection, the type and designefthvey will be presented, followed
by a discussion of the sample size and design.r@mainder of the chapter will then
detail the planned statistical and analytical tégphes and the results of the model.

Attract Foreign Direct Investments and cargo isessary for regional growth. How
to be attractive in a long-term line is a quesfmmproject developers and governments.
Developing countries need to be more competitived areak the tendency and
economic gap with developed regions.

To develop big area or countries in South Anzelike Brazil, Argentina, Colombia
or Chile is complex so the idea is to start wittatglgic areas beside main gates and
then pull adjacent regions directly or indirectlfhe reasons for choosing my
dissertation were:

1 The World Bank (WB) forecast world trade to grow §& year through 2007.
World gross national product (GDP) is forecasted itwrease from
approximately $30 trillions in 1998 to $39 trillisnby 2007. Regarding
maritime traffic they said, it is going to increaé® to 5% annually through
2010, with an additional requirement for 200 to 80@tainer terminal ports in
the world. With world trade comes the movement, lagce, warehousing and
distribution of goods.

This changes and increase in commerce requires aetdimg facilities and
environment, and the logistics hub help to accoshpiihe smooth development.

1 Hubs like Rotterdam, Hong Kong and Singapore, fasinention some, are
well-developed regions. Why the success and hownfmove results have
been analyzed by Northeast Asian regions. Theigestgons are interesting for
other developing regions.

1 Korea, Japan and China are competing to be hulest tudies and R&D have
important issues interesting for emerging countneSouth American.

1 Logistics Hub, Free Trade Zones and Especial Ecandones are hot issues
in every region. Understand and show the differantkehelp economic and
trade development to governments and project dpeedo

The aim is to provide new ideas to project deveload give some guidelines based
on Asia experiences also.

A positivist paradigm based on a quantitativeasure, with relationship among
variables shown by mathematical means was chostre agppropriate methodological
strategy.
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4.2 Scheme to develop trade:
a) TheLogisticshub (LH)

Logistics hub can be define as: An integrated, sbigchted set of transportation,
warehousing and distribution facilities and sersiaender a sophisticated flow of
reliable and just on time information systems thratvide access to a marketplace. An
important requirement for a distribution and logistub is the ability to combine at one
point (node), the smooth movement of goods usinljimadal transport into and out of
a country as well as a distribution within the cwyn This minimizes delays and
duplication processes for a company.

Other important terms necessary to discussis work are the concepts of Free
Trade Zone and Special Economic Zone, two ideas dha being developed by
different countries as a strategy to attract cépitaave a pilot test with flexible policies
and counteract lack of competitiveness with otheuntries. Especially developing
countries are lying in such projects to face trabglization process and try to improve
in its economic and social activities.

b) The Special Economic Zone (SEZ) and Free Trade Zones(FT Z)

SEZ is a territoryof a country with a special economic system, psliaad flexible
measures given by the government, to attract iateand external private investments
for the development of different clusters to inseainternational commerce,
competitiveness and update technology. SEZ arealegs involving regions, they
should generate high impact in a territory, andypges has to be together to succeed.

The Special Economic Zone for exports (SEZE) expraere clearly the necessity
of the competitiveness development of the compasigmsed to the international
economy, because they include infrastructure, §@tanomic and institutional factors
that are not taking in account in the small capsofehe FTZ.

Free Trade Zones are smaller areas with less impétt internal benefits for just a
small group of companies.

In less developed countries, normally the Fresle Zones are small rich areas in
poor regions bringing particular benefits to a fparsons. Some powerful companies
and people take real advantages off their bengfiimprove performance, others are
using them just to improve their cash flow and meEwosts. The real search for
competitiveness and global benefit sometimes i<ieatr.

When the SEZs are competing, it means readly ttie regions are the ones that are
competing and improving and not just only small lesares with few people.
Development of one or another project is policydifferent governments as a strategy
for the macroeconomic development of its economies.

After identifying the difference between FTZ andZSEis necessary to annotate the
distinction between SEZ and LH and its co-relation.
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C) Special Economic Zones (SEZ) and L ogistics hub (LH)

The Special Economic Zone model is created to dgvetonomic, social and political
factors based on its economic incentives in thst fitage. It is created not just to
develop facilities for cargo but also for settlemneh manpower, establishment of
foreign direct investments and create employment.

In industrialized countries these factors amrerdeveloped than in least developed

economies or transitional countries that is the@aawhy, this concept is not mentioned
occasionally in such areas.
The most unique characteristic of a hub systerhas rmanufacturing, distribution and
business hubs are placed in regions offering a teglrn on investment. Regions with
a high return on investments are selected as hufrevmanagement activities are
controlled for the region and management efficieoag be maximized. Such regions
must be equipped not only with hard ware suchassport, logistics, information and
communications infrastructure, but also with thghtisoftware, such as skilled labor
and sound business practices.

Successful Logistics hub have within theitdas for development the establishment
of Free Trade Zones how important is this factdt lvé part of the study.

43 Resear ch instrument

For this study, a questionnaire was developed basedliscussion with different
professors and colleagues of logistics engineedggartment, previous research, and
brainstorming. The questionnaire was sent to peivaatd public organizations, which
need to be involved in the development of suchraa en an open down approach.

Based on the results of a Correlation, Factor AsigJyCrobach’st and Regression
using the statistical tool SPSS the information &aalyzed. Also, Anova and T-test
procedures where completed to see if the diffegeotips selected have same opinion
about the issue.

First | wanted to identify, what was considered th&n outcome of a logistics hub
according to the respondents. Firs, Ordinal scatesecond, level of importance were
compared using factor analysis. These were thendiepe variables for the regression
analysis.

Out-comes of a logistics hub.

Increase cargo volume

Settlement of foreign companies in the territory
Enhancement of productivity

Economic growth and efficiency

Customer services

o

In the third session, five factors are shown fa tlevelopment of a logistics hub, this
where divided in primary stage related specificatlydeveloping socio-economic and
political environment and others more specific tedato infrastructure, to create more
competitiveness. The combination of these two eseah attractive environment.
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The final factors are: 1-Logistics service sappand infrastructure, 2- Business
environment 3- Economic determinants, 4- Politegbport, 5- Access to international
markets. Each of them has different variables.

Clear descriptions of Logistics hub (LH), Fréeade Zone (FTA) and Special
Economic Zone (EEZ) were indicated to give a begplanation to the respondents.
Also other terms were described to give clarityh® respondents.

After analysis secondary information and sessiotrafn storming the mentioned
five factors came up, | select them because ingolveacroeconomic and
microeconomic considerations. Also, some have loéearly identified and proved in
different papers. All of them have a weight of imjaace in an efficient logistic model.
Next point will indicate which instrument was ugedcollect the different data for the
research.

44  Sampledesign

Primary and secondary data were used in this resg&ee table 3.1). Literature of
China, Korea and Japan regarding their studiesnaifestones in the developing of a
logistics hub was analyzed. Telephone intervieva &urce of primary data was not
used.

Table 4.1 Primary and secondary data collection

Secondary Data Description Primary Data Description
Science Direct General
search of logistic, SEZ, FTZ, 50 questionnaires

FDI, and different business|Postal and e-mailwere sent to
activities of the supply chainjquestionnaires private|public and private

Internet search management. and public sector organizations.
Logistics, marketing, ports,

Academic articles and|lnvestments, supply chain{informal personalWith  professors

journals management interviews in the field.

Economics, port logistics
and business logistics,
IAcademic text books supply chain management

Government  publications,
port brochure and transport
Other published sources |statistics.

Information about the Business logistics is reléyah the business activities related to
the supply chain have to be integrated workingefitly.

The ideal sample was private and public compamiesive in commerce activiti€s
in Korea, especial emphasis in the following ones.

13 Commerce activity involves aids for trade whick banking, insurance, 3pl etc.
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Logistic companies *

Service companies

IT companies

Ports.

Manufacturer companies

Public companies.

There were different difficulties, first regardidgnguage problem, second associated
with using the stated sources as a base for thelgtogn. The questionnaires collected
were not many, so it didn’t represent the necessigll different companies involved.
Also, just a few answers from the manufacturing panies were collected.

The sample wanted to be tabulated accordinbedype of organization (divided in
5) and the size of the different companies, (lbas tL00 employees, between 100 and
1000 employees and more than 1000 people). Thiswas to identify size of the

companies.

!4 Logistic companies or well-known 3PL or 4PL (Coltesucy + ASP — Application service providers. +
Logistic service providers), are important basa hub port.
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S. EMPIRICAL RESULT

For the empirical analysis 50 questionnaires werg $0 the companies mentioned
before which are part of private and public orgatan. Out of the total, 40 were return
but in the analysis just 36 were chose due to ana@aswers of the remain 14. The
guestionnaires were submitted to the different camgs in the beginning of March
and the last response was in April 15 2004.

5.1  Descriptive analysis of data.

The frequency concerning type of organization raspois shown on the following
table 5.1. The total questionnaires inputted ferahalysis was 36.

Table 5.1 Frequency according to type of orgarorati

Frequency |Percent Valid Percent |Cumulative Percent
Valid 1 2 5.6 5.6 5.6
2 13 36.1 36.1 41.7
3 14 38.9 38.9 80.6
4 4 f13l=.3 11.1 91.7
5 3 8.3 8.3 100
Total 36 100 100

*Note: The type of organization was divided in; Nfanufacturing companies, 2) Service companies,
3) Logistics companies, 4) Public companies anoti&grs.

As it is shown, the bigger percentage of resporsd&rds logistics companies 38.9
percent codified as type 3 followed by Service cames with 36.1 percent codified as
type 2. The respondents of public companies, aldis 4, were very small.

To identify the size of the company involve in ttesearch and the frequency of
respondence the following scale (see note) was. (Seé table 5.2).

Table 5.2 Frequency according to size of company

Frequency Percent Valid Percent Cumulative Pércen
Valid 1 16 44.4 44.4 44.4
2 17 47.2 47.2 91.7
3 3 8.3 8.3 100
Total |36 100 100

*Note: Type 1) > 100 employees, 2) Between 100 &@@ Employees, 3) < 1000 employees.

The scale to identify size (See previous note), a@erding to recommendations made
by Korean researchers. Normally in this type ofsgio@naire they use similar scale.

The mayor respondents were companies of leas 00 employees (Small
companies) followed by medium companies; they g 91.7 percent of the total.
Big companies only represent 8.3 percent of thepgam
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This section presents the output of the specifiestjions involved in the survey.
Analysis of these results involves the statistieahniques detailed previously.

First crosstabs descriptive statistic analysis weed to identify the main outcome
for a logistics hub according to the different typef organization: manufacturing
company, service company, logistics company, pudiopany and others.

The main outcome options were: increase volwsatlement of foreign companies
in the territory, enhancement of productivity, esonc growth and efficiency and
customers’ service. The results are shown in talde

Table 5.3 Cross tabulation analysis

Less important Medium More important [Total
1 2 3 4 5 5
3 13 20 36
8.30% 36.1% 55.60% 100%
a) Increase cargo volume
b) Settlement of foreign 4 21 11 36
companies in the territory 11.10% [58.30% 30.60% 100%
1 8 20 7 36
¢)  Enhancement  of 280% [22.20% [55.60%  [19.40% 100%
productivity
d) Economic growth and 1 7 21 7 36
efficiency. 2.80% |19.40% [58.80% 19.40% 100%
5 19 12 36
e) Customer service 13.90% [52.80% 33.30% 100%

According to the level of importance chosen by tlespondents, the results are
summarized on table 5.4.

The most important outcome of the logistics hubKorean companies, according to
the frequency analysis, using the importance seate First Volume of cargo, second
Settlement of foreign companies in the territorg &ctonomic growth and efficiency,
third enhance of productivity and finally custonservice.

Table 5.4 Level of importance of outcomes.

Less More
important Medium important |Total
1 2 3 4 5
XXXXXXXX  |a) 20
a) Increase cargo volume Respondents 55.6%
b) Settlement of foreign XXXXXXX b) 21
companies in the territory Respondents 58%
c) Enhancement of c) 20
productivity XXXXXXX Respondents 55.6%
d) 21
d) Economic growth and Respondents.58.8%
efficiency. XXXXXXX
e) 19
e) Customer service XXXXXXX Respondents 52.8%

Note: Level of importance according to importancals.
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The result of the frequencies involving the samutcomes and a decision-making
based on an ordinal scale (1to 5) s
hows similar results as the previous one; besiteshird most important factor, which
in this case is customer service and in the previable was, enhanced productivity.
(See table 5.5).

Table 5.5 Level of importance according to ordiscdle

Outcome Most important |2 most important (3 most important |Totals [%Totals
a) Increase cargo volume 17 7 6 30 83%

b)  Settlement of foreig

companies in the territory 4 11 22 61%

c) Enhancement of productivity |5 6 6 17 47 %

d) Economic growth a

efficiency 8 18 50%

e) Customer service 9 21 58%
Total 36 36 36

Note: Frequency using type of company in row areh@utcome in Column area.

* Note: In both tables Increase of cargo and setiénoé foreign direct investments are the main
outcomes of a logistics hub.

As it is seen, 83 percent of the respondents cendlte outcome of increase cargo
volume as the most important factor only 17 percensider it bellow third level in the
scale of importance. Settlement of foreign compaimethe territory is ranked second
and Customer service third.

5.2 Correlation analysis

Second a correlation analysis was examined forifgignt inter items relationship
within the different groups of factors. Values 0#(X350 and Sig (2 tails) < 0.05 were
required.(see table 5.6).

Out of the 33 items, six coefficients whereetiel due to there small value 0.35.
With this analysis we look for the association bat necessary causation. The result
may only show that the variables are simultaneouwdlyenced by some third variable.
The important items shaded were deleted basedsoits®f the survey.
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Table 5.6 List of factors and items for the devetept of a logistics hub

Factors

ltems

Market opportunities and access to internationaketa.

1. Access to international markets

Efficient multimodal system

Air logistics

2. Economic determinants

Natural resources availiability

Economic stability (infiat Interest rates, excahnge rates)

Level of high tech industries in the area.

Level of agglomeration of economies (clusters)

GDP of the region.

3. Political support

Efficient customer clearance procedures

Settlement of multinational corporations

Favorable tax regimen to attract investors.

Cross trait relationship of tountry (trading pact)

development of active capital market.

4. Commerce determinants

Location of the gates (ports and airports).

Settlement of big stores (retailers) as home dépatrefour, Walmart etc.

Availability of Free Trade Zone (FTZ2)

Development of Special Economic Zone (SEZ)

Land costs

Insurance optimal service

Organization of trade fairs or Exhibition

Availiability of market information

Coqperation with important express transportation canigs (FedEx, UH
etc)

5. Logistics service support
infrastructure

Skilled manpower available (including logistic s#§

Efficient Just in time (JIT) procedures.

Information and communication infrastructure

Efficient infrastructure facilities

a

\Value added logistic services in the port.

Banking optimal service

High port connectivity and ship frequency

High airport connectivity and flight frequency.

Rail logistics infrastructure

Availiability of world class logistics providers

Efficient rail and road network.

Note: factors shaded where not included in thd faiale due to results in the factor analysis adiomy to

respondents in Korea

42



5.3 Factor analysis

Third step was the factor analysis to explore theral dimension of the selection
criteria, rather than the specific variable usedhie survey; the responded from the
survey were factor analyzed using a maximum likedih method followed by varimax
rotation with Kaiser Normalization. Using the Scmaethod of factor determination
five factors were determined, which explain 58 patof the variance in the data with
an Eigen values of 1.825. The use of the maximusaiiliood method made it possible
to test the hypothesis that five factors were sigfit. Factors loading of 0.649 and
greater were used as determinant of the differanables, which loaded significantly
on to the factors. These variables with the astetieelevant factors loading denoted
by shade colors and the coefficient alpha valueghfe constructs are shown in table
5.7.(Rotated component matrix).

Reliability test were performed through theco#dtion of Cronbah coefficient alpha
for each construct. All alpha results ranged froi62@ to 0.867, indicating internal
consistency of the scales.
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Table 5.7

Rotated component matrix

Component factor loading

Cronbah
Factor 1|Factor 2|Factor 3|Factor 4|Factor 5|ltems alpha

Market opportunities and access

X1 0.019 [0.032 |(0.101) |(0.092) [0.844 |international markets
Connectivity of gates to internatio

X2 0.297 |0.047 |0.088 |0.184 |0.710 |markets. 0.6215
Economic stability (inflation, Interg

X3 (0.143) |0.328 |0.674 [0.257 |0.334 |rates, exchange rates)

X4 (0.008) [0.300 |0.644 ]0.006 |(0.004) |Level of high tech industries in the areq.
Level of agglomeration of econom

X5 0.264 [0.072 |0.729 |(0.106) |(0.000) |(clusters)

X6 0.247 |(0.186) [0.666 [0.146 |(0.248) |GDP of the region. 0.6977

X7 0.138 |0.340 [(0.102) |0.654 |0.137 |Efficient customer clearance procedurgs

X8 0.162 |0.267 |(0.145) |0.564 ]0.021 |Favorable tax regimen to attract investors.
Cross trait relationship of the coun

X9 0.134 [0.012 0.199 [0.791 [0.095 |trading pact)

X10 (0.119) |0.080 |0.294 |0.687_|(0.159) |Development of active capital market. |0.7018

X11 0.153 0.649 |0.138 ]0.207 |0.347 |Location of the gates (ports and airporis).
Settlement of big stores (eders) a

X12 0.097 |0.763 |(0.041) |0.138 |(0.171) |home depot, Carrefour, Walmart etc.

X13 0.085 [0.636 |[0.076 |0.047 |(0.355) |Availability of Free Trade Zone (FTZ)

X14 0.013 ]0.511 |[0.270 [0.145 |0.099 [Land costs

X15 0.249 |0.771 |(0.054) |0.074 |0.128 |Organization of trade fairs or Exhibitio
Cooperation with important exprg
transportation companies (FedEx, \

X16 0.221 10.664 [0.298 [0.026 |0.335 [etc) 0.8066

X17 0.675 [(0.147) [0.464 ]0.210 |0.127 |Efficient Just in time (JIT) procedures.
Information and communicati

X18 0.742 10.217 |0.165 ((0.007) [0.121 |infrastructure

X19 0.793 |0.178 |0.086 |0.074 |(0.038) |Efficient infrastructure facilities

X20 0.712 |0.067 [0.079 |(0.079) |0.287 |value added logistic services in the poft.

X21 0.594 [0.220 [0.159 |(0.294) |(0.108) |Banking optimal service

X22 0.622 |(0.094) |(0.107) |0.420 |(0.127) |High port connectivity and ship frequemcy
High airport connectivity and flig

X23 0.675 [0.088 [(0.131) |0.197 [0.029 |frequency.

X24 0.764 10.269 [0.154 |0.157 |0.187 |Efficient rail and road network. 0.8667

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser Normalization.

a Rotation converged in 8 iterations.

Factors

1. Logistics service support and infrastructure

2. Business environment.

3. Economic determinants

4. Political support

5. Access to international markets
Note: The result for each construct indicates nestjanable loading and a result no scale items
dropped.
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Factor 1: Considering factor of second order isifoim commerce activities involving
trade and aids for trade. The items support cortipetiess improving service, time and
costs issues. The factors encourage efficient cangwement, main outcome of
logistics hub according to the frequency analyéihe respondents.

Factor 2: The factor has external and internaluarice. Its items develop good
environment for settlement of national companies Boreign Direct Investments.

Factor 3: Considering factor of first order alsarfluenced by internal and external
factors. It promotes attractiveness and showsabeamic situation of the region.

Factor 4: The items are close related to the efiicy of the government to activate the
economy and be more efficient. Tax incentive isitam of hot discussion regarding

World Trade Organization trends but it is still thein instrument of developing

regions to attract important capitals.

Factor 5: It is influenced strongly by externalttas, which means the government and
projects developers can't influence in the perfaroga These items are involved
directly in internationalization and aids for it.

54  Regression analysis
5.4.1 Factorsof Importancein the Building of an integrated Hub

After identification of factors and items, a confgtory factor analysis was conducted
to confirm the items consistently loaded on thestdrs and to assess the goodness-of-
fit for each model. Because the goal in developigmeasurement model is to identify
distinct factors, ideally, inter-factor correlat®are low X< 0.368. It was proved the
difference between factors. (See table 5.8 a and b)

Table 5.8 a. Correlation between factors

Mean Std. Deviation N
FACTOR 1  [3.9436 0.509 36
FACTOR 2 |[3.6722 0.6011 36
FACTOR 3 |3.5417 0.5053 36
FACTOR 4 |4.0694 0.5057 36
FACTOR 5 |4.2361 0.5276 36
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Table 5.8 b. Correlation between factors.

FACTOR_1 |FACTOR_2 |[FACTOR_3 |[FACTOR_4 |[FACTOR_5
FACTOR 1 Pearson Correlation 1.000 0.368 0.289 0.236 0.229
Sig. (2-tailed) . 0.027 0.087 0.166 0.180
Sum of Squares and
Cross—products 9.067 3.940 2.605 2.123 2.149
Covariance 0.259 0.113 0.074 0.061 0.061
N 36.000 36.000 36.000 36.000 36.000
FACTOR 2 Pearson Correlation 0.368 1.000 0.339 0.354 0.162
Sig. (2-tailed) 0.027 . 0.043 0.034 0.346
Sum of Squares and
Cross—products 3.940 12.648 3.602 3.769 1.796
Covariance 0.113 0.361 0.103 0.108 0.051
N 36.000 36.000 36.000 36.000 36.000
FACTOR 3 Pearson Correlation 0.289 0.339 1.000 0.247 0.056
Sig. (2-tailed) 0.087 0.043 . 0.147 0.746
Sum of Squares and
Cross—products 2.605 3.602 8.938 2.208 0.521
Covariance 0.074 0.103 0.255 0.063 0.015
N 36.000 36.000 36.000 36.000 36.000
FACTOR 4 Pearson Correlation 0.236 0.354 0.247 1.000 0.071
Sig. (2-tailed) 0.166 0.034 0.147 . 0.682
Sum of Squares and
Cross—products 2.123 3.769 2.208 8.951 0.660
Covariance 0.061 0.108 0.063 0.256 0.019
N 36.000 36.000 36.000 36.000 36.000
FACTOR 5 Pearson Correlation 0.229 0.162 0.056 0.071 1.000
Sig. (2-tailed) 0.180 0.346 0.746 0.682
Sum of Squares and
Cross—products 2.149 1.796 0.521 0.660 9.743
Covariance 0.061 0.051 0.015 0.019 0.278
N 36 36 36 36 36

Correlation is significant at the 0.05 level (2-tailed).

5.4.2 Regression Model

First the multi simple linear regression model wagplemented to identify the
degree of association between dependent and indepewariables; the regression line

is given by the function f(x) = + [ifatorl +[)2 factor2 +isfactor3+lsfactord +[s
factor5; the results are shown in tables 5.9.
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Table 5.9 Multi regression model.

Standardized
Unstandardized Coefficients |Coefficients |t Sig.
Model |R R Square B Std. Error Beta
1 0.29 |0.084 (Constant) [2.20 1.34 1.64 |0.11
FACTOR_1 |0.27 0.24 0.21 1.15 0.26
FACTOR_2 [0.06 0.21 0.06 0.29 0.77
FACTOR_3 |[0.21 0.23 0.16 0.91 0.37
FACTOR_4 [0.27 0.23 0.21 1.19 0.24
FACTOR_5 (0.21) 0.21 (0.17) (0.98) [0.34
* Dependent variable: Y1 (Increase cargo volume).
* Predcitors: (Constant), factor 5, Factor 4, Fagtd~actor 2, Factor 1
Standardized
Unstandardized Coefficients |Coefficients |t Sig.
Model |R R square B Std. Error |Beta
1 0.452(0.204 (Constant) [2.45 1.28 1.92 0.07
FACTOR_1 {(0.22) 0.22 (0.18) (0.98) [0.34
FACTOR_2 |0.07 0.20 0.07 0.38 0.71
FACTOR_3 |0.06 0.22 0.05 0.28 0.78
FACTOR_4 |(0.03) 0.22 (0.03) (0.15) |0.88
FACTOR_5 |0.53 0.20 0.45 2.67 0.01
* Dependent variable Y2 (Settlement of foreign camigs in the territory).
* Predcitors: (Constant), factor 5, Factor 4, Fagtdractor 2, Factor 1
Standardized
Unstandardized Coefficients |Coefficients |t Sig.
Model |R R square B Std. Error |Beta
1 0.377(0.142 (Constant) |4.66 1.55 3.00 0.01
FACTOR_1 |(0.20) 0.27 (0.14) (0.75) ]0.46
FACTOR_2 {(0.07) 0.24 (0.06) (0.28) |0.78
FACTOR_3 [0.30 0.27 0.21 1.11 0.28
FACTOR_4 [0.19 0.27 0.13 0.73 0.47
FACTOR_5 |(0.36) 0.24 (0.26) (1.49) [0.15

* Dependent variable Y3 (Enhance of productivity)

* Predcitors: (Constant), factor 5, Factor 4, Fagtd~actor 2, Factor 1
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Standardized
Unstandardized Coefficients |Coefficients |t Sig.
Model B Std. Error |Beta

1 R R square |(Constant) [|1.25 1.36 0.92 0.37

0.554|0.307 FACTOR_1 [0.18 0.24 0.13 0.76 0.45
FACTOR_2 [0.60 0.21 0.50 2.86 0.008

FACTOR_3 [0.00 0.24 0.00 0.02 0.99

FACTOR_4 |(0.18) 0.23 (0.13) (0.76) [0.45

FACTOR_5 [0.12 0.21 0.09 0.54 0.59

*Dependent Variable: Y4 (Economic growth and eéiaty).
* Predcitors: (Constant), factor 5, Factor 4, Fa8td=actor 2, Factor 1

Standardized
Unstandardized Coefficients |Coefficients |t Sig.
Model |R R Square B Std. Error |Beta
1 (Constant) [2.77 1.50 1.85 [0.07
FACTOR_1 |[0.11 0.26 0.08 0.40 0.69
FACTOR_2 |(0.01) 0.23 (0.01) (0.04) Jo.97
FACTOR_3 |(0.03) 0.26 (0.02) (0.12) 10.91
FACTOR_4 |0.06 0.26 0.04 0.22 0.83
FACTOR_5 |[0.22 0.23 0.17 0.93 0.36
*Dependent Variable Y5 (Custome
service)

* Predcitors: (Constant), factor 5, Factor 4, Fagtdractor 2, Factor 1

This model shows in table one, two, three and fiveelation to the dependent variable
of the different factors. The result is supportthg high significance value, higher than
0.05. Table four shows association between busieessronment (factor 2) and
economic growth and efficiency as an independeriabke. This is supported by the
significance level of 0.008.

The low result of the first model is due to the I&®walue, which means weak
relation between factors and dependent variablerefare, single regression models
were carried on to identify the association andbtik which factors are important to

focus more on. F(x) = + 1 factor 1.....factor 5.The model was made separately
due to the different meaning of the outcomes (8kke$ 5.10 a,b,c, d and e)
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Table 5.10 a. Regression — Increase cargo voliioeéd! Y1)

Dependent Unstandarized Standarized
variable Model Ind. R Square coeficient coeficients t Sig.
B Std. Error  |Beta
(Constant) 3.003 [0.838 3.581 [0.001
Factor 1 |0.84 0.373 0.211 0.29 1.767 ]0.086
(Constant) 3.531 |0.675 5.235 |0
Factor 2 |0.056 0.256 0.181 0.236 1.414 [0.167
Increase
Cargo
Volume— Y1 |(Constant) 3.168 0.761 4162 |0
Factor 3 [0.081 0.368 0.213 0.285 1.731 (0.093
(Constant) 2.849 |0.865 3.294 [0.002
Factor 4 [0.095 0.399 0.211 0.308 1.89 0.067
(Constant) 4.913  [0.904 5.434 |0
Factor 5 |0.07 -0.104 |0.212 -0.084 -0.491 |0.626

Table 5.10 b. Regression - Settlement of foreignmanies in the territory (Model Y2)

Dependent Unstandarized Standarized
variable Model Independent|R Square coeficient coeficients t Sig.
B Std. Error |Beta
(Constant) 4.392  ]0.835 5.257 |0
Factor 1 0.002 -0.0502 |0.21 -0.041 -0.239 (0.813
(Constant) 3.865 |0.66 5.856 |0
Factor 2 0.007 0.0897 |0.177 0.086 0.506 [0.616
Settlement off
foreign
companies -
Y2 (Constant) 4.013 |0.757 5.301 |0
Factor 3 0.002 0.0513 |0.212 0.042 0.242 |0.81
(Constant) 4188 |0.868 4.826 |0
Factor 4 0 0.0016 |0.212 0.001 0.007 10.994
(Constant) 2.087 |0.786 2.656 [0.012
Factor 5 0.177 0.498 0.184 0.42 2.702 10.011

Table 5.10 c. Regression - Enhancement of prodtic{iModel Y3)

Dependent Unstandardiized Standardized
variable Model Independent|R Square coefficient coefficients t Sig.
B Std. Error |Beta
(Constant) 4.656 0.972 4.789 |0
Factor 1 0.017 -0.187 |0.245 -0.130 -0.766 |0.449
(Constant) 4.063 0.776 5.234 |0
Factor 2 0.001 -0.00398(0.209 -0.033 -0.191 |0.85
Enhancement of
productivity— Y3 |(Constant) 3.075 0.876 3.508 [0.001
Factor 3 0.027 0.238 0.245 0.164 0.97 0.339
(Constant) 3.254 1.011 3.218 (0.003
Factor 4 0.013 0.163 0.247 0.113 0.661 10.513
(Constant) 5.565 0.975 5.71 0
Factor 5 0.079 -0.389 ]0.228 —0.281 —-1.704 0.097
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Table 5.10 d. Regression - Economic growth andieficy (Y4)

Dependent Unstandarized Standardized
variable Model Independent|R Square coeficient coefficients t Sig.
B Std. Error  |Beta
(Constant) 2.254 10.912 2.471 (0.019
Factor 1 0.093 0.429 |0.229 0.305 1.869 [0.07
(Constant) 1.667 [0.647 2.575 [0.015
Factor 2 0.272 0.62 0.174 0.522 3.564 |0.001
Economic
growth and
efficiency— Y4 |(Constant) 3.02 |0.853 3.541 |0.001
Factor 3 0.043 0.261 |0.238 0.185 1.095 [0.281
(Constant) 3.427 |0.99 3.461 |0.001
Factor 4 0.008 0.127 |0.241 0.09 0.527 10.602
(Constant) 2.87 (0.974 2.945 [0.006
Factor 5 0.035 0.254 |0.228 0.187 1.112 [0.274

Table 5.10 e. Regression - Customer service (Mgagl

Dependent Unstandarized Standardized
variable Model Independent|R Square coeficient coefficients t Sig.
B Std. Error |Beta
(Constant) 3.575 |0.889 4.021 |0
Factor 1 0.014 0.157 |0.224 0.12 0.703 0.487
(Constant) 3.964 [0.708 5.597 |0
Factor 2 0.003 0.0628 |0.19 0.056 0.33 0.743
Customer
services— Y5 |(Constant) 4.112 |0.811 5.069 |0
Factor 3 0 0.0233 |0.227 0.018 0.1083 10.919
(Constant) 3.847 |0.927 4148 |0
Factor 4 0.004 0.0853 |0.226 0.065 0.377 10.708
(Constant) 3.174 |0.91 3.486 [0.001
Factor 5 0.036 0.241 0.213 0.19 1.129 |0.267

Note: R square which increase the fitness of théahts of highest standard when, its value is high
(close to 1). The lower result is consequence efghantity of questionnaires. The Sig is considedh
more importance to conclude the relationship offétotors.

According to the probability of significance, detene by Sig or P.value < 0.1, to
develop the first dependent outcome, factors oheget and four are of especial
relevance. Settlement of foreign companies in #rgtory (outcome two) is affected
especially by the factor access to internationakkets. Outcome number three,
enhancement of productivity shows close dependearitte factor Number five also.

Economic growth and efficiency shows close relatwith the factors of Logistics

service support and infrastructure and the factbrBosiness environment. Last
outcome, customer service, shows a high sigma vialute different independent
variables, which, indicates that other externaldiecinfluence them.

54.3 One-Way analysisand t-test.

Finally, two procedures for analysis of variancAapva and T-test were included to
confirm the perception of the different groups.
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In the case of the Anova test it was confirm theg tlifferent types of companies

referred as type 1 (service companies), type 2ifiticg companies) and type 3 (other)
have the same perception related to the differaependent factors. (Factor 1, Factor
2, Factor 4 and factor 5) (See tables 5.11 a,dand e).

Table 5.11 a Anova test — Related to factor 1.

Test of homogeneity of variances

FACTOR_1
Levene Statistic df1 df2 Sig.
0.602 2 33 0.554
FACTOR_1
Sum of Mean
Squares df Square F Sig.
Between Groups |(Combined) 0.13 2.00 0.07 0.24 0.79
Linear Term |[Unweighted 0.00 1.00 0.00 0.01 0.94
Weighted 0.00 1.00 0.00 0.00 1.00
Deviation 0.13 1.00 0.13 0.48 0.49
Within Groups 8.94 33.00 0.27
Total 9.07 35.00

Table 5.11 b. Anova test — Related to factor 2

Test of homogeneity of variances

FACTOR_2
Levene Statistic df1 df2 Sig.
0.452 2 33 0.64
FACTOR_2
Sum of Mean
Squares df Square F Sig.
Between Groups |(Combined) 0.45 2.00 0.23 0.61 0.55
Linear Term |Unweighted 0.44 1.00 0.44 1.20 0.28
Weighted 0.43 1.00 0.43 1.15 0.29
Deviation 0.02 1.00 0.02 0.07 0.80
Within Groups 12.20 33.00 0.37
Total 12.65 35.00

Table 5.11 c. Anova test — Related to factor 3

Test of homogeneity of variances

FACTOR_3
Levene Statistic df1 df2 Sig.
1.46 2 33 0.25
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FACTOR_3
Sum of Mean
Squares df Square = Sig.
Between Groups [(Combined) 0.33 2.00 0.16 0.63 0.54
Linear Term |Unweighted 0.09 1.00 0.09 0.36 0.55
Weighted 0.13 1.00 0.13 0.49 0.49
Deviation 0.20 1.00 0.20 0.76 0.39
Within Groups 8.61 33.00 0.26
Total 8.94 35.00

Table 5.11 d. Anova test — Related to factor 4.

Test of homogeneity of variances

FACTOR_4
Levene Statistic df1 df2 Sig.
2.61 2 33 0.09
FACTOR_4
Sum of Mean
Squares df Square F Sig.
Between Groups |(Combined) 0.69 2.00 0.34 1.37 0.27
Linear Term |Unweighted 0.21 1.00 0.21 0.82 0.37
Weighted 0.14 1.00 0.14 0.55 0.46
Deviation 0.55 1.00 0.55 2.19 0.15
Within Groups 8.27 33.00 0.25
Total 8.95 35.00

Table 5.11 e. Anova test — Related to factor 5

Test of homogeneity of variance

FACTOR_5
Levene Statistic df1 df2 Sig.
1.71 2 33 0.20
FACTOR_5
Sum of Mean
Squares df Square F Sig.
Between Groups |(Combined) 0.47 2.00 0.24 0.84 0.44
Linear Term |Unweighted 0.40 1.00 0.40 1.42 0.24
Weighted 0.43 1.00 0.43 1.54 0.22
Deviation 0.04 1.00 0.04 0.14 0.71
Within Groups 9.27 33.00 0.28
Total 9.74 35.00

Note: Parameter for the probability of significange-0.05 (Variance same) and <0.05 varianza differ
Anova P.value higher than 0.05 indicates the saeneeption between groups.

* The companies for this test were divided intoeypne-named Service companies, type 2 logistics
companies and type 3 includes (manufacturing, pusid others).
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A second Anova analysis was run to identify thenawi of the group related to the
outcome chosen as the most important result ofiatlos hub and the different factors
affecting the result. (See table 5.12 a,b,c,d gndlee result shows similar attitude of
the group related to the factors beside factor érevithe Sig shows a low value of 0.03
indicating discrepancy in opinion between groups.

Table 5.12 a Anova test between outcome group actdrfl

Test of Homogeneity of variances

FACTOR_1
Levene Statistic df1 df2 Sig.
0.95 2 33 0.40
FACTOR_T1
Sum of Mean
Squares df Square 5 Sig.
Between Groups |(Combined) 1.79 2.00 0.89 4.05 0.03
Linear Term |Unweighted 0.90 1.00 0.90 4.08 0.05
Weighted 0.80 1.00 0.80 3.63 0.07
Deviation 0.99 1.00 0.99 4.48 0.04
Within Groups 7.28 33.00 0.22
Total 9.07 35.00

** (0,03 Shows different perception among groups.
Table 5.12 b Anova test between outcome group actdif 2.

Test of Homogeneity of variances

FACTOR_2
Levene Statistic df1 df2 Sig.
0.67 2 33 0.52
FACTOR_2
Sum of Mean
Squares df Square F Sig.
Between Groups [(Combined) 0.58 2.00 0.29 0.80 0.46
Linear Term |[Unweighted 0.24 1.00 0.24 0.66 0.42
Weighted 0.21 1.00 0.21 0.57 0.45
Deviation 0.37 1.00 0.37 1.02 0.32
Within Groups 12.07 33.00 |0.37
Total 12.65 35.00
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Table 5.12 ¢ Anova test between outcome group actoif 3.

Test of Homogeneity of variances

FACTOR_3
Levene Statistic df1 df2 Sig.
0.30 2 33 0.74
FACTOR_3
Sum of Mean
Squares df Square F Sig.
Between Groups [(Combined) 0.52 2.00 0.26 1.02 0.37
Linear Term |Unweighted 0.51 1.00 0.51 1.99 0.17
Weighted 0.50 1.00 0.50 1.95 017
Deviation 0.02 1.00 0.02 0.09 0.77
Within Groups 8.42 33.00 0.26
Total 8.94 35.00
Table 5.12 d Anova test between outcome group actdif 4.
Test of Homogeneity of variances
FACTOR_4
Levene Statistic df df2 Sig.
0.63 2 33 0.54
FACTOR_4
Sum of] Mean
Squares  [(df Square F Sig.
Between Groups [(Combined) 0.14 2.00 0.07 0.25 0.78
Linear Term |Unweighted 0.13 1.00 0.13 0.48 0.49
Weighted 0.13 1.00 0.13 0.49 0.49
Deviation 0.00 1.00 0.00 0.01 0.92
Within Groups 8.82 33.00 0.27
Total 8.95 35.00
Table 5.12 e Anova test between outcome group aetdrf5.
Test of Homogeneity of variances
FACTOR_5
Levene Statistic df1 df2 Sig.
0.14 2 33 0.87
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FACTOR_5
Sum of Mean
Squares df Square = Sig.
Between Groups [(Combined) 0.93 2.00 0.46 1.74 0.19
Linear Term |Unweighted 0.06 1.00 0.06 0.23 0.64
Weighted 0.04 1.00 0.04 0.14 0.71
Deviation 0.89 1.00 0.89 3.34 0.08
Within Groups 8.82 33.00 0.27
Total 9.74 35.00

Note * The companies for this test were divided into 1. Increase cargo volume 2. Economic
growth and efficiency and 3 others (Increase cargo volume, Settlement of FDI, enhance
productivity and Customer service).

Finally a group comparison T-test was run to idgnifi the small or big companies
have the same opinion about the factors affectiegdevelopment of a logistics hub.
The result shows same perception among them;rbergsult is shown in table 5.13.

Table 5.13 T-test relation between sizes of company

Levene's Test for[T —test of equality

Equality of Variances|of means

F Sig. Sig. (2—tailed)
FACTOR_1 Equal variances assumed 0 0.986 0.975
FACTOR_2 |Equal variances assumed 1.864 0.181 0.253
FACTOR_3 |Equal variances assumed 0.256 616 0.469
FACTOR_4 |Equal variances assumed 0.179 0.675 0.705
FACTOR_5 |Equal variances assumed 0.256 0.616 0.469

* Note: Values Case | > 0.05 shows same criteridlan®.05 shows different criteria

55 Interpretations of results.

According to the cross tabulation analysis, thepoaegents in Korea consider as main
outcomes of a logistics hub.

1. Increase cargo volume and
2. Settlement of Foreign Direct Investments

Due to the different results according to the int@oce scale and ordinal scale showed
in table 5.4 and 5.5, outcome number three haspessible results: 1. Economic
growth and efficiency or 2. Customer service.

In the correlation analysis, six important ikeaccording to my view were deleted. |
consider that the reason was:
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1. Diversification of the respondents and amourgu#stionnaires received and/or
2. Misunderstood of items’ meaning, after transkatof the questionnaire into
Korean.

One support to this hypothesis is the exclusiontref SEZ item related to
commerce determinants and the inclusion of FTZ.

The factor analysis result using Varimax rotationetmod with Kaiser
Normalization shown on table 5.7, indicates higleleof importance to its factors, the
items within facto loading between 0.6 and 0.9 shtve external consistency.

Factor loading superior to 0.6 or more wasp@ameter. The results show an Eigen
value for the five final factors of more than omdich is recommended.

The cronbah coefficient alpha shows the goudrinal coefficient between factor
items within a range of 0.622 and 0.867 indicatihg internal consistency of the
different items involved in the logistics hub.

The final consistent five factors involve commeaxtivities, adequate environment,
economy issues, efficient of governments and iatgwnalization.

The confirmatory factor analysis show no significanelation between any of the
five variables, which confirm a goodness fit foe timodel. The factor loading of each
group is X<0.5 evidencing the opposite relation.

The separate regression model shows the dependenong factors with the
different proposed first four factors.

Outcome five results indicate that external fac{otber factors out of the model)
affect this dependent variable.

Anova and T test procedures confirm the similammm among almost all the
established groups related to the type of orgaoizasize and preference of outcome.
In case of factor one, related to the different camnes group, is the only exception.
The Sig. Value of 0.030 confirms the diverse opini@garding Logistics service
support and infrastructure.

This result might be due to the similar mean betwg®up opinions (group 1- 4.03,
group 2 - 4.29 and group 3 — 3.71). According te thfferent groups, factor one is
dependent to different outcomes depending on tikerier.

With this work it was specified how factors are onjant in the logistics hub and
how do they affect the dependent variables (Laggstperformance). If logistics
industries want to improve performance they cantieimportant points.
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6. RECOMMENDATIONS AND IMPLICATIONS TO DEVELOPING
REGIONS

6.1 Situation in Latin America

Industry experts suggest that the biggest impaclismbution in Latin America is Free
Trade Agreements. Currently, Mercosur, which encassps Argentina, Paraguay,
Uruguay, and Brazil, and the Andean Pact with BaliColombia, Ecuador, Peru and
Venezuela, are uniting to create a unified Freal@rdone by the year's end. The goal
of the 10-country pact is to allow goods and sa&wito cross borders at reduced tariff
rates and achieve what the European Union didsanember countries.

Not everyone is sure this goal will be achievéat freight forwarders and

transportation/logistics operators are cautiouglynaistic.
"From a logistician's perspective, South Americaarkats are ripe for innovation and
integration,” says Ray Greer, general manager lobal markets and solutions for
Ryder Systems. "But we have to be cautious abontduwockly the region can move to
adopt this kind of new thinking."

Holding back a unified South America is bordirarance, taxes, and currency issues,
as well as information infrastructure. "These atpede trade,” he says. As a result,
warehousing and distribution in South America iedmminately handled either by
local entities or those with a global presence. Macturers in this area tend to
outsource their warehousing and distribution te¢hglayers.

Outside of Miami, FL, which is not part of SbuAmerica, most freight forwarders
and logistics specialists do not see one city oation in Latin America as prime for
single distribution, according to the article “Imational Logistics hubs” issued by
Pricewaterhouse Coopers (PWC).

According to Nadia H. Ribeiro, country manager ahzias AEI Brazil, there are very
few examples of hubs in the Mercosur, although n&uoglies have been carried out,".
Brian Edlich, BAX director of sales for Latin Amea based in Miami, FL, comments
that Miami provides the easiest and least expenaliernative into Central, South
America and the Caribbean. "There is no questiandh down," he says.

Steve P Laposa, director of real estate researchricewaterhouse Coopers (PWC) in
Denver Colorado concurs, citing that Miami Interoaal Airport offers a key location
and good weather for distribution needs.

But if BAX had to consider a distribution hub $outh America, Edlich comments
that he would select Brazil, since it is, by féwe targest market in South America. "The
problem is the infrastructure is not as developed.atin America as in the United
States," he says. Also there was recognized, tleae tis a bit of cargo still going into
the Sao Paulo area, perhaps one of the free pikes Mitoria, Buenos Aires,
Montevideo.

On South America's West Coast, Edlich points taigae, Chile, as one of that coast's
few free-trade zones. "Almost every major Asian ofaoturing company has some
representation in Iquique,” he observes. "Fromettirey distribute not only to Chile

but also Argentina, Peru, Bolivia, Paraguay, Urygurazil, and to some lesser extent
Colombia and Venezuela."
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Challenge Air Cargo, recently acquired by UBfgrates its major Latin American
distribution hub from a state-of-the-art 165,00@a@-foot center in Miami. B.F. (Bill)
Spohrer, Challenger's founder, points out that Mideveloped as an air hub "because
it is very difficult to get cargo from one Latin Agrican country to another."”

In Spohrer's opinion, the only location that hag thotential for a pan-Latin
American cargo distribution hub outside of MiamPanama. "Many airlines operate to
and through Panama, and Panama has the canal @hkre of maritime traffic
offloads," he says. Today Panama also has oneedatbest free zones in the Western
Hemisphere.

Miami is taking the leadership in being hub for toarea of South America, while

Brazil is leading for the middle and Southern padgording to secondary information

presented by PWC consulting company. Important t@mmlike Colombia, Chile or

Argentina, with increasing markets and raising ecoies are starting to develop also

different areas apt for business proposals.

International business environment comprises twanrnamponents that should be
address in a hub area:

1. International financial system (International capitmarket’® and foreign
exchange mark®): In South America a more dynamic stock and barafsital
market is required. The debt market has internatistandards, and interest rates
are focusing in attracting investors.

Foreign exchange is weak and many countries haatifaconomic shocks in the
past, recently currency conversions are more stafdecorporate managers are
more use to techniques as currency hedging anttaditn.

2. International trade and investment: Can free eonaientrepreneurial spirit and
bring economic development. As any other regionytisdmerica has become
involved in international business to accomplishiglo Economic, and military
goals by regulating international flow of produdghor, information, and capital.

In this work the financial scope is not coveredphgdut it is important to mentioned,
the main focus is investment and policy recommeadat

6.2  Foreign Direct Investments (FDI)

One of the main problems of developing countrieshis level of conflict due to
redistribution of resources and security issues.bf@ak this cause-effect circle is
necessary for the adequate settlement of busineldses to decrease insecurity and
bring equity first to the areas where the logistiabs are establish is main questions for
the Government to be addressed. IT developmeacidet this issue is necessary.

The World Trade Organization and United Natidbsnference for Trade and
Development (UNCTAD) are working to develop a fravek to support smooth

15 Capital market is a system that allocates findmegources in the form of debt and equity accaydm
their most efficient uses. Purpose of the capitatket: Expanding money supply for borrowers,
reducing the cost of money and reducing risk fadggs.

'8 An international market for currencies that faati international business transactions. Purposes
currency conversion, currency hedging, currencitragpe and currency speculation.
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trading and improve developing countries perfornear@ountries should ask for more
support to these organizations and flexibility adag to their principals’

The first principal (without discrimination) otyast with the implementation of Free
Trade Zones and Special Economic Zones that ateréaaicluded in the logistics hub.
Tax incentives or any kind of subsidies given byagaments goes opposite with WTO
trend but, policy number four and five support begaefor developing countries to
counteract the lack of competitiveness — Policy “drading should be more
competitive” and policy 5 “Trading should be morenkficial for less developed
countries - open a window for the implementatiorsgecial systems.

A clear understanding of these policies atexilfility of WTO plus a more
integrated work will help to develop new projeaisking for more equally distribution
of resources, principals of WTO, WB and IBRD.

Developing countries should gradually change frofiocis of tax incentive to a
one of good business environment and productivitgmtives systems but it will take
time, so the projects of FTZ and SEZ should beinaet as factors of the development
of Logistics hub for a transitional model.

Rules and international agreements regarding emtdyoperation of FDI should be
closely evaluated according to standards given rigrmational organizations and
experiences of successful countries such as Singaptong Kong and especially
China pilot zones. Necessary deregulations will romp attractiveness and secure
higher competitiveness. In the case of Korea f@amgXe, accelerated deregulation in
the logistics industry is suggested, especiallthim truck transportation business. The
implication is to transform the current supply @mvlogistics industry into a demand-
driven logistics industry, which will contribute s®cure competitiveness.

Privatization is a hot issue especially in depeg countries, not just is applying for
the maritime sector but also in different typesimdustries. Developing countries
should study the privatization of some industriage do low performance. This
privatization should be first presented to intelinakestors.

Natural resources is one of the principal atiom of South American countries, the
well exploration is necessary for the economic esscof the region and long term
mutual benefits not jus for the parts but alsotf@ community in general. Developed
and transitional regions in Asia are experts imgfarming primary commodities into
added value products this are part of its well-knosuccess. The attraction of
enterprises from these regions to make the tramsfioon in the region should be the
outcome of the project developers.

Other attraction of the region is the lowdakrost, similar situation of china.
Although, this is not main factor for FDI decisiotow a days, in manufacturing
companies is important variable in the decision im@k The combination of an
adequate labor cost with improving in supply chetivities is recommended.

Various FDI incentives should not be listed in Dletsince this might weakened
the position of project managers when thy attenggfotiations with foreign investors.
Therefore, only a general maximum range of incestishould be disclosed instead of
specific, detailed incentives.

" The principals of WTO express the trading sho@dbWithout discrimination, 2.Freer, 3.Predictable
4. More competitive and 5. More beneficial for ldeveloped countries
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Periodical economic cost-benefits analyses of FDsifess firms and Free
Industrial Zones should be conducted and continaemtder to evaluate and improve
existing related policies.

It is necessary to set up definite and firm natisteategies for FDI within the
context of national interests. Simply, the sizé-Di and employment effects can be the
only sensible objectives regarding FDI. A firm nvatied effort to attract FDI must be
maintained by the government, along with natioratelopment strategies. This will
reassure foreign investors, thereby, making themermpmne to invest.

Activate employment is one of the main policies aofgovernment; Activate
employment is one of the main policies of a governin attracting high-tech
organizations and companies with added value ptedaativates the level of economy.
This activates other types of industries, whiclssileir different goods and services to
the foreign organization. Some specific factors toaed by O’ Brien 2001. were
described in chapter 2 table 2.2.

The survey reveled the very interesting fact tihat élement of time for customs
clearance and overall transportation is more ingmtrto high tech manufacturers than
inherent costs. Time is critical so the preferenokshis type of industries are near
efficient airports.

The policy direction in developing countries of BoAmerica as it was suggested
for Korea should be to strengthen multi-transpgdtesms by integrating land-sea-Air
transport. Also, develop a user-oriented logissigstem with sharing logistics facilities.

6.3  Policy Recommendationsfor Attracting Center

After identifying geographical location as a firgictor and a consensus view is
achieved, it is necessary for a central governraadtregional government to embrace
the idea of a logistics hub; it should be one ef¥lbry important national development
strategies as it is in different successful devetbpations. Starting and implementing
the strategy should be done early.

Physical infrastructure of logistics should be@ént provided in lead-time, along
with logistics centers. The development of an irdegd land transportation system
servicing identified areas is necessary to deveksirable logistics hub aré&.

Research ability on logistics should be strengtbeénesnsure a quick and efficient
response to the ever-changing global environmetdgestics system and technologies.
The nature of logistics demand, system, informatioformation and communication
technologies should be sensible projected in otdeprovide proper hard and soft
infrastructures in advance.

Fundamental reforms as prioritizing of developmenitcertain areas focus on
logistics improvement and identify a detailed &ggtand action plan on a clear vision
with relevant governmental bodies working closelydoordination.

South America is a big region compare to Europe amdms bigger with
inefficient links between areas, the movement ofjcdrom the Southern part of Chile
to Colombia can take a few weeks. The well develmnof intermodal transportation

'8 For example Korea: to develop an integrated lamasportation system servicing the Korea peninsula,
China, and Siberia in particular will be helpfulrtake Korea Peninsula as a logistics hub in the
Northeast Asia.
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is necessary to accomplish the necessities ofdheragional integration that is arising
and open a wide range of opportunities for the cetitipe regions.

Strategies being persuaded by countries as Nethsrlan Europe, Singapore in
Southeast Asia, Taiwan in East Asia and now KoredNortheast Asia should be
addressed. They are seizing new opportunities geteroy value added activities
brought by growth of closest important markets.t8@&merican regions especially the
ones closed to big markets like Mexico and U.S.@secof Colombia, Venezuela or
also Ecuador should look more carefully to idengibtential opportunities for them.

The greatest challenge of transportation systeto imove people and cargo in
timely, cost-efficiency manner. Doing so involvemnsidering both individual modes
and combination of modes. Multinational carriere asing whatever combination of
equipment is necessary to perform the service sdaliffierent infrastructure should be
improved in developing regions. Close focus on imdte transport with efficient
nodes and close cooperation among countries issaocefor a successful development.

Logistics hub requires good infrastructure netwamki connectivity between gates
to move internal cargo as transshipment. In the cd€olombia, only South American
country with cost in two oceans an intermodal logtween them can be attractive for
future investors and also an alternative of theaRenCanal for the movement of cargo.

Regarding rail development the issues of cust@rocedures with other countries
and cooperation procedures have to be addresseelseThre problems in the
transcontinental railways departing from Northesst.

Developments of different projects like eféiot airports and Distripaks have to be
done looking for the long-term demand. Incheonrmdtona airport in Korea is a clear
example of an airport looking to the future angast of the policies to develop Korea
as a logistics hub. The analysis of Distripark areaKorea shows the preference for
FDI.

In the Air transport the experience of Asia showat tthe relaxation of travel
restrictions and liberalization of airline marketlwmprove growth and promote a free
business environment. The implication in these eom is the entrance of foreign
competition that can replace internal capitals. Tost effect of deregulation vs
regulations have to be carefully analyzed due t® pinoblem of competitiveness
between developed and developing countries.

The opening up of a market due to improvement amgportation and logistics
services can also have effects on competition éenltkcal market. Competition has a
number of additional effects.

One is the impact on the rents availablpp8ers that previously had more power
are constrained by options of supply form outside tegion. The implication is an
“easier” development and ad equation of facilities.

In the middle term development strategyaofegion or Country, it is highly
advisable to develop certain cities like the cas8lmnghai and its Waigaoquiao Free
Trade Zone in China. Cities besides efficient ai aharitime gates are recommended
to be Free cities in the designated area. The hemabst be transfer to other regions.

A more efficient logistics sector will benefit pdepliving in poor areas in a
number of ways. First, as implicit in the examplaowe, their terms of trade will
improve. Cost of items they buy from other compantbe rest of the country, or from
outside will be less. The prices they reedivr the items they buy from others also
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will be less. The prices they receive for the itedhesy export to the rest of the territory
or out side also will be higher. The impact of refpwhich reduces logistics costs, also
generates extensive real gains: the impact onlaneane are greater than those of the
removal of a tax, for example, the impact on reabmes are greater than those of a
removal of a tax, for example, the impact of whiobludes transfer effects — when
logistics costs are reduced resources are saveddgtangle effects are gains, not just
transfers, in other words).

Reduction in transport costs can also leaigwoificant increase in trade orientation.
Some of the orders of magnitude involved in thdBts are illustrated by the work on
Africa by Limao and Venables (2001). Of more ingtrbere is the estimate of an
elasticity of 2.5, which could be applied to theluetion of 35% in logistics costs
according to the assessment reported above.

One important recommendation in the trend of thiewint activities is the
necessary cope with social and environmental issOesntries as Japan are highly
concern with this issue together with IT developtag¢a connect the supply chain.
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7 CONCLUSIONS AND RECOMMENDATIONS FOR FUTURE
RESEARCHES

Main factors for the development of a competitiogistics hub according to Korean
experience are 1) Logistics service support anastfucture, 2) Business environment,
3) Economic determinants, 4) Political support &hd\ccess to international markets.
In the factor analysis, market opportunities andeas to international markets shows
the highest factor loading.

Logistics service support and infrastructure has thost variables including;
efficient just in time (JIT) procedures, informati@and communication infrastructure,
efficient infrastructure facilities, value addedjistics in the port and efficient rail and
road network.

The main outcome of the logistics hub was consdiéehe movement of cargo
(increase cargo volume). According to the regressasults factor one, three and four
shows close dependence to this outcome.

The second more important outcome was settlemeribrefgn companies in the
territory. Factor five, shows a close dependenas. related to internationalization and
its different support activities, has strong inflae by external factors.

Additional to the evidence of the empirical anayss important to mention that a
logistics hub requires two principals: Establishingfrclear objectives and execution of
a detailed strategy, considering social and enuwiemal issues. International
organization framework supports and advice impleatéon of different milestones.

WTO is the only global international organizatiosating with the rules of trade
between nations. The goal is to help producersoofdg and services, exporters, and
importers conduct their business. The principalstio$ international organization
express that the trading should be: 1.Without thdaation, 2.Freer, 3.Predictable, 4.
More competitive and 5. More beneficial for less@eped countries.

Principle one goes against fiscal exemptions amgidies but, points four and five
support the interest of developing nations andnimarage this competitiveness still is
necessary the FTZ and SEZ ideas as part of théagewent of a Logistics hub.

Korea and China are developing special economiasate be attractive while
countries like Colombia has stopped such similajgats due to the compromise with
WTO plan.

WTO policies have to be clearly defined to implemappropriate incentive
measures or help different groups of industries.

Speed and efficiency are important consideratiansrplementation of logistics
hub projects is South American region, as it ispespng in Northeast Asia. Provide
better and more sophisticated integrated transpddymation and a communication
service is necessary for the different types ofyjecaand the well service to different
Distribution centers or Distriparks.

Integrated transportation is necessary in an efiiclogistics hub, not only for the
movement of imports or exports but also for the d@nof transshipment cargo,
efficient ports and airports are main factors terdevelopment.

Progress of different programs and projects ofttimeerland of the logistics hub
should be evaluated; this can affect intra and irggional volume trade.
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The work of 3PL and now 4PL service providers dse anportant issue to integrate
activities as transportation, IT or assembly nemgs$or the smooth flow of goods
within the supply chain. These suppliers have grdast in the recent years and are
main parts of successful logistics hubs.

IT has been developed and also has been shiftomy iintra-company use to inter-
company use. For reducing the total cost of Supgigins, it is mentioned the
importance of business cooperation and collabarat@mong manufacturers,
wholesalers and retailers, and to manage flowsfofmation and products to optimize
the overall supply chain.

For example, the Internet and radio frequency ifleation (RFID) has been
developed by Japan. Diffusion of RFDI is necesshug to different advantages over
bar code as: (Large data storage capacity, remotdact less data reading, Collective
data reading, data renewal and additional datangr)t

World trade agreements influence the flow of carfjds necessary to examine
where the flow of cargo is and will go as a meamnetermining the best warehousing
and distribution location. This includes the NoAmerican Free Trade Agreement
(NAFTA), European Union (EU), and Asia Free Tradgdement.

With the new trend in commerce and regional intiégna the imbalances problems
in regions should be analyze serious among natibogistics hub can bring more
imbalances.

For future researches | recommend:
1 This study is focus on a region and it will be metting to have the point of
view of another countries.

1 It is interesting to confirm this factors with ahet regions and with a bigger
sample of questionnaires involving a large typerganizations.
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