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ABSTRACT

The growth of foreign direct investment (FDI) in China and the potential for achieving the stakeholders’ objectives renders the area of great interest to policy-makers and current and potential investors. Previous studies considered a number of approaches and industrial sectors. This paper focuses on the logistics industry. Given the direct benefits that investment in logistics can bring to trade and economic development, the specific industrial sector seems worthy of scholarly consideration and analysis. The case study approach is adopted to explore and investigate theoretical aspects of FDI such as motives for market entry, ownership, and location and entry barriers in the context of multinational logistics corporations in China. Market size, and geographical distance between production and consumption centres are found to be main motivations for investment. The preferred entry modes are wholly owned subsidiaries located in coastal cities and population concentrations. A paradox is identified between the provision of FDI incentives on one hand and the presence of various barriers to entry and hindrances to foreign investors on the other. The results provide opportunity for justification-oriented research hypotheses for further empirical analysis as well as recommendations for policy. 
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INTRODUCTION

There are clear indications from various sources that foreign direct investment (FDI) in China has been increasing. This of course, is not surprising bearing in mind the sheer size of the market and the opportunities for resource exploitation that may exist. In addition, the open market policies pursued by China over the last two decades and the concerted efforts made to attract FDI spurred FDI growth and a consequent interest in scientific analysis. The further economic development of China depends to a large extent on continuous FDI and policy-making that will facilitate inward investment. Moreover, foreign investment and development of specific industrial sectors is essential for establishing the infrastructure and superstructure of a modern market economy. Manufacturing and technology sectors form a core for production and productivity. In addition, there must be facilitation of trade and transport of manufactured goods and information processing. China’s entry to the World Trade Organisation (WTO) suggests that trade, and hence, transport and logistics, will play an important role in the country’s economic development.

The aim of this paper is to explore the determinants and market entry strategies of shipping and logistics corporations in China. In the context of this paper, logistics refers to the process of planning, implementing and controlling the flow and storage of goods, services and related information from points of origin to points of consumption. 

Despite the voluminous literature on FDI, the shipping and logistics industry has not been specifically considered in the past. Bearing in mind the significant contribution that shipping and logistics corporations can make in terms of facilitating trade, transport and information processing in addition to direct investment, the specific industrial sector seems worthy of scholarly attention.

This paper begins with an analysis of FDI in China and its significance for the development of the country’s transport and logistics infrastructure. The arguments underpin the importance of market entry and FDI by multinationals. The theoretical literature on FDI is reviewed and a framework is revealed and empirically examined in the context of shipping and logistics multinationals. The case study method is adopted and the results provide practical, policy-making and research implications.

THE IMPORTANCE OF FDI AND LOGISTICS DEVELOPMENT IN CHINA

A number of scholars have long recognised and argued that FDI is one of the main forces driving economic growth (Blomstrom et al., 1992; De Gregorio, 1992). FDI is of particular importance to developing countries (Balasubramanyan et al., 1996) and to China specifically (Chen et al., 1995; Luo, 1998; Wu, 2000).  

The Importance of FDI to China

It has been scientifically determined that FDI is more efficient in contributing to economic growth of the host country than domestic investment. De Gregorio (1992) shows, in a panel data of 12 Latin American countries, that FDI is about three times more efficient than domestic investment. Blomstrom et al. (1992) also find a strong effect of FDI on economic growth in less developed countries. Findlay (1978) postulates that FDI increases the rate of technical progress in the host country through a ‘contagion’ effect from the more advanced technology, management practices etc., used by the foreign firms. Borensztein et al. (1998) found that FDI is an important vehicle for the transfer of technology, contributing to growth in larger measure than domestic investment.

Since 1979 a continuing inflow of FDI has played a pivotal role in China’s economic growth. Luo and Tan (1997) note that during the period 1979-1995, Chinese authorities approved the establishment of some 258,444 FDI projects involving US$393.04 billion in foreign capital. The positive contribution of FDI in the economy of China has been analysed empirically by Chen et al. (1995). They posit that the cumulative total of US$34 billion of actual FDI that occurred by 1992, contributed to economic growth by augmenting the resources available for capital formation, by contributing to export earnings, by forcing domestic manufacturers to compete globally and by progressively inducing plant managers and government officials to adopt the rules of a market economy. They also cite the diffusion of management and marketing skills, the adoption of legislation promoting market economics and the substantial transfer of low and intermediate technologies as direct benefits of FDI in China. Dees (1998) found that FDI affects China’s growth through the diffusion of ideas. A detailed review of the history of China’s economic development in relation to FDI and associated policies can be found in Chen et al. (1995) and Luo (1998).

FDI as a Catalyst for Transport Development in China

The importance of transport modes and logistics systems development in China is underpinned by the fact that transportation infrastructure and logistics-related systems and superstructures facilitate trade. With the advent of China to WTO status and the market-oriented reforms that seem to be an on-going process, albeit at a relatively gradual pace, the need for systems to facilitate trade seems to be self-evident. Facilitation and consequent increase in trade will also have a significant positive impact on attracting inward FDI. In fact causal links have been empirically identified between the growth in China’s imports and inward FDI from a home country/region, which in turn causes the growth of exports from China (Liu et al., 2001; Zhang and Felmingham, 2001). Figure 1 illustrates the close relationship between economic development and increase in trade and transport (containerisation), in China.

Insert Figure 1 HERE

Despite the remarkable economic growth of China, particularly since 1978, the development of the country’s transport infrastructure has fallen seriously behind. Although China has plans to improve its transport infrastructure, the World Bank estimates that China will not be able to meet its transport requirements until at least the year 2020 (Business Asia, 1994). Zhan (1993) emphasises the importance of a well-functioning physical infrastructure, including transportation, telecommunications and public utilities for improving the attractiveness to FDI, whilst recognising that the state of these facilities in China has been presenting a serious impediment to FDI. In fact, it is suggested that the recent priority given by the Government towards the development of infrastructure should be supported through the provision of incentives for FDI in infrastructure development. Ta, Choo and Sum (2000, pp. 35-36) state: ‘while China presents a huge market potential and an attractive “low cost environment” for foreign firms and investors, it may still be unprofitable if there are serious problems in getting the products to the customers on time and in good condition. An underdeveloped transport infrastructure, therefore, can pose a serious obstacle to a large country like China that is in transition to a market economy and requires foreign investments’. The fact that transport and logistics in China are major requirements for economic growth and in need of capital investment is evident and undisputed. FDI by multinational corporations will have direct economic benefits and long-term significance in terms of improvement of infrastructure, systems and organisational techniques in the transport and logistics sector. It will also increase the attractiveness of the country for FDI in other sectors. Zhan (1993, p. 144) states: “A well-functioning physical infrastructure, including transportation…can greatly increase a host country’s attractiveness to FDI”. It follows that the establishment of policies for attracting FDI by multinational logistics corporations is imperative. 

The official position has been that ports and transportation projects are open to FDI, including investment and participation in the management of joint ventures and setting up wholly owned subsidiaries. In fact a point is made of having all major international shipping companies represented in the most important harbours of China like Shanghai, Tianjin, Guangzhou, Dalian and Qindao. Despite this it has been recognised that “although foreign companies are officially permitted to handle transport operations, in practice, a lot of resistance comes from governmental bureaucrats” (Luo, 1998, p. 72). The objectives of China for attracting FDI, increasing trade and developing the sea and land transport and logistics infrastructure, render an analysis of the potential for investment by shipping and logistics corporations and determining policy directions, of significant value.

FOREIGN DIRECT INVESTMENT: A REVIEW OF THE LITERATURE

Theoretical Approaches for Evaluating FDI

A range of theoretical perspectives has been utilised to explain the level and pattern of FDI or multinational enterprise activity. These theoretical perspectives range from the mainstream economic theories (Hymer, 1960; Kindleberger, 1969; Vernon, 1966; Caves, 1971), and internalisation models (Buckley and Casson, 1976; 1985; Rugman, 1981) to the eclectic paradigm (Dunning, 1988a; 1988b). General taxonomies on the extant theoretical literature are documented in Buckley and Casson (1985), Cantwell (1991), Dunning (1993; 1997; 2000) and Grosse and Behrman (1992).

Motives for FDI may be summarised in a taxonomy devised by Behrman (1972). The taxonomy identifies four types of multinational enterprise (MNE) activity viz. the resource seekers, the market seekers, efficiency seekers and strategic asset or capability seekers. The resource seekers are motivated by their need for cheaper resources including physical, human, technological or organisational resources. The second group comprises of those companies that seek to protect or exploit new markets, motivated by prospects for growth and large market share, to establish presence in a new market prior to competitors or to counteract similar action by competitors. The intention of the efficiency seekers on the other hand is to take advantage of different factor endowments, economic systems, policies and market structures to concentrate production in a limited number of locations. The strategic asset seekers may engage in FDI as a means for sustaining or enhancing their international competitiveness.

 Hymer (1960) who challenged the model of perfect competition and concentrated on a firm’s ability to hinder competition in a market postulated the first fully coherent theory of FDI. On this basis, Kindleberger (1969) developed the ‘market imperfections model’, which states that for FDI to thrive the foreign company must possess specific advantages outweighing the disadvantages of being foreign and that the market for those advantages must be imperfect. Such advantages include knowledge, economies of scale and product differentiation. Internalization theory is based on transaction cost economics (Williamson 1975; 1985) and is concerned with explaining why cross border transactions are organised by hierarchies (FDI) rather than by market forces. According to the internalisation model, the reason for MNEs engaging in FDI arises from market failures stemming from the existence of transaction costs that make direct investment in subsidiaries more feasible than market contracting (Buckley, 1988). 

The market versus hierarchy organisation of production (internalisation) was further expanded by the eclectic paradigm of Dunning (1980; 1988a; 1988b) who attempted to analyse the pattern and determinants of FDI in terms of ownership, location and internalisation (OLI). Ownership advantages are those that are specific to a particular firm and enable it to take advantage of investment opportunities abroad. Location advantages are those advantages specific to a country, which dictate the choice of production site. Internalisation advantages determine the market vs. hierarchy (FDI) organisation of production as explained above. 

Empirical Surveys on MNE Activity and FDI Determinants

The main themes of empirical examinations in FDI include the motives and modes of market entry, ownership, location and internalisation as well as other specific determinants that may be applicable to particular host countries and industrial sectors under various parameters.

Market Entry Mode 

A number of studies have sought to associate the chosen mode of market entry with the OLI framework (Agarwal and Ramaswani, 1992; Caves, 1982; Davidson and McFetridge, 1985; Kimura, 1989; Kogut and Singh, 1988; Terpstra and Yu, 1988). 

Studies of mode of foreign entry examine a broad range of possibilities. Different levels of control are considered ranging from greenfield investments, wholly owned subsidiaries through joint ventures to non-equity alliances (Agarwal and Ramaswami, 1992; Anderson and Gatignon, 1986; Hennart and Park, 1993; Hennart and Reddy, 1997; Larimo, 1995). A number of factors have been theorized (Anderson and Gatignon, 1986) and shown to affect the mode of entry decision (Kogut and Singh, 1988; Mudambi, 1995; Woodstock et al., 1994).

Various factors may account for the choice of a particular mode for entering a foreign market. For instance, according to some authors, the choice may depend on product characteristics such as degree of differentiation, importance, age, and technological content (Gatignon and Anderson, 1987; Goodnow, 1985; Stopford and Wells, 1972). Certain firm characteristics such as size and resources, degree of diversification and corporate policies may also have an impact (Davidson, 1982; Root, 1987; Stopford and Wells, 1972). Finally, entry mode choice by firms may also be determined by external environmental factors: host country trade and investment restrictions, host country market size, host country geographic and cultural distance, and exchange rate fluctuations (Baek and Kwok, 2002; Bauershmidt, et al. 1985; Goodnow and Hansz, 1972). In addition a number of behavioural determinants have been postulated to affect international marketing decisions, involvement in foreign markets, choice of markets and choice of foreign market entry modes (Aharoni, 1966; Cavusgil, 1980; Erramilli and Rao, 1990; Johanson and Vahlne, 1977). In addition the initial mode of entry may not be related to subsequent sequential entries (Chang and Rosenzweig, 2001). Two major theoretical perspectives have emerged as viable frameworks for examining MNEs’ entry mode choice viz. transaction cost analysis and bargaining power theory (see Erramilli and Rao, 1993; Gomes-Casseres, 1990; Lecraw, 1984; Tallman and Shenkar, 1994).

Location

In terms of location, studies have addressed the issue of choice between countries and choice of location within countries. The attractiveness of a market has been characterised in terms of its market potential and investment risk as well as resource abundance in the geographical location. Zhao and Zhu (1998) found that foreign business agglomeration creates a gravitational effect to draw new foreign investors in the region and denotes low uncertainty and risk of doing business in that area. Wu and Strange (2000) found that the location of foreign insurance companies in China is influenced by proximity to the regulatory authority, openness for the award of operating licenses, current and future market demand, and the presence of other foreign investment. Cheng and Kwan (2000) found that Special Economic Zones and other such key areas in China have a positive effect on FDI. In addition, the potential for technology spillovers to local competitors may contribute to a decision by strong foreign investors to locate further away (Chung, 2001).

Internalisation

Ownership advantages are the superior assets and skills of firms that can earn economic rents high enough to counter the higher cost of servicing foreign markets. Ownership advantages include firm size, multinational experience and the firm’s ability to develop differentiated products. A firm possessing such assets is likely to choose higher control modes for market entry (Anderson and Coughlan, 1987; Caves, 1982). The internalisation paradigm suggests that the multinational enterprise is the efficient alternative to the lack of free trade (Rugman, 1980). Under the internalisation paradigm firm specific endowments or advantages internal to the multinational enterprise together with industry specific factors lead to FDI.

In high market potential countries, investment modes are expected to provide greater long-term profitability to a firm, compared to non-investment modes. This may be achieved through the opportunity to achieve economies of scale and consequently lower marginal cost of production (Sabi, 1988). Investment risk reflects the uncertainty over the economic and political conditions prevailing in the host country. Government policies are critical to the survival and profitability of a company in a host country. If government policies impede FDI, companies are more likely to pursue entry via non-investment options. Internalisation also plays a role in choosing between low and high control modes of market entry. Low control modes may be considered superior since they allow a firm to benefit from scale economies whilst avoiding the problems of integration. However, they may be associated with higher costs due to bounded rationality, external uncertainty and contractual risks (Anderson and Weitz, 1986). Under these conditions sole venture modes provide better control due to the retention of the assets and skills within the firm.

Other determinants

Various other studies sought to identify additional and more specific determinants of FDI as they would apply to certain industries or host countries. Oxelheim et al. (2001), for instance, argue that the FDI literature and the OLI paradigm in particular would be enriched if finance-specific factors are explicitly incorporated as drivers of FDI. In the case of developing countries, the size of the market and lower wage costs seem to be significant determinants of FDI flows (Schneider and Frey, 1985; Wheeler and Mody, 1992). Mixed results have been found with respect to the effect of socio-political variables such as political risk and instability (see Aharoni, 1966; Lucas, 1993). Business operating conditions, which may be shaped by government policy, and export orientation have also been found to influence FDI flows (Brewer, 1993; Hein, 1992). Tatoglu and Glaister (1998) determine empirically the motivation for foreign equity ventures in Turkey in relation to ownership pattern, market entry mode, country of origin and sector and size of the investment. They found thirteen determinants grouped into four factors, viz. transaction-costs, production efficiency, market development and quality control and financial viability. Dees (1998) found that domestic market size, cost advantages and openness to the rest of the world influence inward FDI. Cheng and Kwan (2000) test five sets of variables for determining the location of FDI in China. These include: (a) access to national and regional markets; (b) wage costs (quality of workers, labour productivity, labour market conditions, unemployment, unionisation); (c) policy towards FDI (taxes, Special Economic Zones); (d) availability and quality of infrastructure (roads, railways, ports); (e) economies of agglomeration. They found that the size of a region’s market has a positive effect but wage cost has a negative effect on FDI. Good infrastructure attracts FDI and education has a positive effect albeit not significant statistically. Special Economic Zones and other such key areas also have a positive effect on FDI. 

THE RESEARCH OBJECTIVES

The prospects presented by the sheer size and current state of developments in China’s markets, together with the needs for investment in transport and logistics infrastructure suggest the need and potential interest in FDI by multinational ocean shipping and logistics corporations. The major questions posed in considering FDI in China, are related to the benefits and objectives sought by potential investors, the method of market entry that includes issues of ownership and internalisation, and the location and potential hindrances that may be presented by current legislation and policy. The review of the FDI literature validates these questions from a theoretical perspective in that they have been considered in a multitude of previous studies on FDI, albeit in different industrial sectors. On the basis of the above this study aims to explore the following issues in the context of multinational logistics corporations:

1. The motives for entering and investing in China;

2. The preferred location of establishment and the underlying reasons;

3. The preferred modes of market entry including issues of ownership;

4. The possible hindrances to foreign investment in China’s transport and logistics markets.

METHODOLOGY

Empirical Approaches to the Study of FDI

Empirical studies of FDI are based on three approaches, viz. (a) micro-oriented econometric studies; (b) survey data analyses; and (c) aggregate econometric analyses. Each approach has its limitations and advantages. The determinant issues for deciding upon the most applicable approach are the research objectives and the context of the research study. An econometric approach may not be applicable in the context of the research objectives of this study. This is because the aim is to examine an industrial sector and not aggregately assess the determinants of FDI in general. In addition, the exploratory nature of the investigation and the need to identify factors rather than specify them a priori and test for their existence is a significant influence. Examination of the framework suggested above may include socio-political, regulatory and legislative variables and business-operating conditions that cannot be accurately assessed using an econometric model. Jun and Singh (1996) advocate the importance of qualitative studies for such assessments. Tatoglu and Glaister (1998) note that the literature gives little indication a priori of what to expect in terms of relative importance of a set of motivating factors for FDI activity. It follows that the factors as well as their importance need to be identified directly from the informants and this is particularly true for specific industrial sectors where research is carried out for the first time. Boddewyn et al. (1986) argue that particular attention must be paid to the application of FDI theories for international service firms due to the idiosyncratic characteristics of such industries. It follows that a field study would be most applicable in the context of this research study. Dunning (1993) notes the role played by field studies in advancing the understanding of the determinants of FDI. In particular, he makes the case for the suitability of such an approach in cases where previous research in the area has been limited. He further notes that determinants for FDI identified by business respondents in field studies have been later incorporated into econometric models, whereas another contribution of these studies has been their ability to identify and evaluate less quantitative explanatory variables.

The Case Study Approach

Having considered the different available methods for conducting the empirical part of the research, the case study approach seems to offer most advantages in terms of achieving the research objectives. The case study method has been preferred because of:

1. The limited number of multinational corporations that have actually made an entry into China’s transport and logistics industries. This means that obtaining in-depth data may be more useful than attempting to generalise on a wider population from a small sample.

2. The limited current understanding and existing knowledge of the specific sector. More benefits would confer from a qualitative approach that will seek to explore issues that may later be the subject of justification-oriented research hypotheses.

The aim of the research method was to facilitate examination of the focal issues relating to FDI flows and the OLI framework in a logistics context through the study of a few cases. Primary data have been collected through an investigation that included personal and telephone interviews with people at the upper echelon of the management hierarchy in eight multinational logistics corporations. The ideal number of cases to study depends on the research objectives and may vary from a single case-study examining a number of issues in depth, to multiple cases examining one or more focal issues (Voss et al., 2002). Eisenhardt (1989) suggests a sample of between four and 10 cases, a range supported by Remenyi et al. (1998). Eight cases were selected for this study. Since the aim is to explore issues in the specific industrial context and where possible replicate or contrast previous theoretical assertions, the cases were selected in accordance to replication logic rather than sampling logic (Eisenhardt, 1989; Yin, 1994). Hence, each case was selected so that it either predicts similar results (a literal replication); or produces contrary results but for predictable reasons (a theoretical replication).

Imperative in the research was improvement of data quality and assessment of validity and reliability. For this purpose, the propositions by Leonard-Barton (1990) and Yin (1994) were adhered to. The propositions include observing whether predictions made about relationships are confirmed, using multiple sources of evidence, seeking triangulation and ensuring that the results obtained are reliable and will be obtained again if the study’s operations are repeated.

The questions posed related to the OLI framework but were of an open-ended nature to encourage discussion. The interviews were not structured but in order to ensure that the same themes were covered for each firm, a protocol was employed. The latter improves data reliability (Voss et al., 2002). The interviewees were encouraged to speak about their company’s experience in making an investment in China. Open-ended questions about the motives, barriers to entry and prospects were asked as well as more specific questions regarding the preferred mode of entry and location, together with the underlying reasons for such choices. 

In analysing the data, the first step was to identify and summarise the beliefs and statements made by the respondents on the issues being tested on a case-by-case basis. Following this, the cases were compared in order to reveal patterns, similarities and differences. Cross-case analysis also increases the internal validity of the findings as the deliberate seeking of confirmation from multiple data sources leads to more reliable results. As a means of replication and further refinement a summary of the preliminary results was sent to the respondents who were asked to make additional comments. This together with the use of multiple cases augments construct and external validity and helps to guard against researcher bias.

6. RESULTS AND ANALYSIS OF THE CASE STUDIES

Organisational Characteristics of the Companies

All eight companies selected for participation in the study provide ocean shipping and/or logistics services and have an established presence in China, albeit in various forms. Table 1 illustrates the main characteristics of the companies participating in the study. The data were collected during the interviews, as well as from secondary sources of information such as annual reports, brochures and the business press. 
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Motives

The main motive for entering the Chinese market as elicited by the interviewees, included the sheer size of the market and the business opportunities for growth and profitability that it presents, particularly in the logistics industry. The companies deemed the potential for logistics development to be presenting tremendous opportunities, which have been the catalyst for implementing the direct investment decision. It was also acknowledged, however, that barring the main population concentrations in cities like Shanghai and Beijing and the main port cities, logistics demand in China is still at an infant stage.

The large market and geographical distance between population centres present significant potential for logistics companies. The volume of imports and exports is very large and expands continuously. The huge population creates demand for various types of goods that need the means for quick transportation from production points to consumption centres. Corroborating evidence for this assertion is provided by the studies of Grub et al. (1990) and Dees (1998). The demand for logistics and transportation in China arises from the significant investment of foreign retail conglomerates in China. Foreign investment in the retail and manufacturing sectors induces a demand for investment in the logistics sector.

Interestingly, according to the interviewees, the lower cost of labour and the cheaper land-related costs in China are not significant determinants for logistics companies. It was held that these factors are indirect determinants for investment in logistics, the latter being a derived demand from the need to transport manufactured goods and raw materials. This finding is rather contrary to past studies advocating that lower cost of labour is a significant determinant for FDI (Cushman, 1987). However, Chen (1996) found that location choice in the Chinese context does not seem to have been influenced by consideration of labour cost differences.

Another factor that seems to have played a significant role for the companies’ decision to enter China was the recognition that important competitors were also eyeing up the market and about to enter or have already established their presence in the country. It follows that the motives of logistics multinationals for investment in China, may include market seeking and to counteract competitors’ strategies and/or position themselves for future strategic growth.

Location

FDI in particular sectors of the economy may be encouraged by specific policies promulgated by the government. Many foreign investors are attracted by the special privileges such as favourable tax rate and greater infrastructure support available in Special Economic Zones (SEZs) and Open Cities. 

The emergent reasons for locating in a particular area or city include the presence of good infrastructure in terms of transport and communication networks as well as good port facilities that can offer opportunities for developing sea networks with other regions and countries. The companies mainly invested in the coastal areas of China and in cities such as Guangzhou, Shanghai, Tianjin, Dalian and Qingdao. Compared to other parts of China, these cities have better infrastructure that supports transportation of cargoes. They also have good ports with sufficient terminal facilities able to cater for the large and increasing volume of exports. For non-coastal cities the critical factors are the existence of a developed or developing commercial business centre and the presence of good road, rail and air transport networks. Offices are also set up in the main cities of Shenzhen and Shanghai for what respondents called “administrative convenience” in terms of access to the company’s other resources such as ships (when at port) and offices (in Hong Kong). 

It was also interesting to identify the propensity of some companies to invest in the underdeveloped regions of China such as Xinhua, Chongqing and Wuhan. This interest was declared despite the lack of transport infrastructure in these rather remote parts of the country. It was felt however, that these areas present opportunities for long-term development and could provide windfall returns after a period of five-10 years. On the basis of this finding it may be postulated that the location decision may be associated with long-term strategic factors, something that has not been examined widely in the literature.

The findings of the study are consistent with those by Li (1993) who found that port cities are able to attract a relatively larger amount of foreign investment. It is only natural that special economic zones, established commercial centres and open cities will be preferred for foreign investment as they tend to reduce the uncertainty associated with FDI and take advantage of the privileges that these areas offer (cf. Eiteman, 1990). Foreign investors tend to favour locations with an established industrial base and well-developed physical infrastructure (Head and Ries, 1996) and other region-specific political and socio-economic factors (Schroath et al., 1993) as well as control on other firm resources (Chen, 1996).

Modes of Market Entry and Internalisation

The major market entry modes utilised for entering the Chinese market by the companies participating in this research include formation of agency offices, wholly owned subsidiaries (WOSs) and contractual joint ventures (CJVs). Most companies preferred WOSs.

There was one case where CJV with a national express company was preferred. The foreign company performed the major management role in the joint venture. This form of market entry was chosen because of the legal requirement of joining with a local company. Although some advantages like knowledge of the local market accrued, there have been more problems registered in this partnership due to differences in management style, culture, facilities and the staff training system.

Another company initially opted to form agency offices because of government restrictions with regard to licensing for a WOS. In entering the Chinese market, the particular company initially established agencies in the country and later converted those to WOSs following application and approval by the Chinese authorities. It was suggested that WOSs confer more substantive advantages to the company when compared to joint ventures or agencies. In their pioneering study on foreign market entry, Stopford and Wells (1972) argued that the more experience the MNC has in the host country, the more likely the firm will seek WOSs, rather than joint ventures, as the mode of entry.

According to the interviewees it is easier to control, operate and manage WOSs by a head-office. The implementation of company policies among the branches is more effective, unlike joint ventures that suffer from problems of co-ordination. Wholly owned subsidiaries can exert control over the quality of service that can be delivered at an appropriate standard. It was held that the service provided by local companies or partners is unsatisfactory, whereas there is also the problem of sharing critical resources. There are indications that multinational logistics corporations prefer higher control modes of market entry.

Risk and transaction-specific investments may favour market entry via lower control modes (Kim and Hwang, 1992; Williamson, 1985). In the case of logistics multinationals in China, however, the important issues are that companies enter for the long-term and prefer to commit resources in this respect, particularly as risks have been decreasing due to the open door policy and the adoption of market principles by China. In addition the issue of control of critical resources and internalisation tends to favour WOSs.

Barriers to Entry

There was a general consensus among the interviewees that barriers to entry and operation in China still exist. One company faced a number of barriers prior to entry but also recurring problems during the period of operation in China. Prior to entry there was a complex and time consuming process of approval before the government and local authorities were satisfied in granting an entry licence. Some companies in the logistics industry have waited for two years before they could establish a subsidiary even in a big city like Shanghai. Despite the ‘open door policy’ companies came to realise that it was quite difficult to establish a company in China, particularly WOSs, which might take up to 5 years after the establishment of an equity joint venture with a local partner. Official licences granted by the Chinese Ministry of Communications are required before operations can commence. Some companies have official licences and have already established WOSs, something that gives them operational and strategic advantages over current competitors and potential new entrants. 

Despite the attractiveness and the reforms that have been taking place in China a number of impediments have also been encountered by the companies. The first issue involves the bureaucracy that is associated with administrative procedures, inefficiencies in the co-ordination of government departments, unclear or contradictory laws and the uncertainty arising thereof. In addition it seems that post-approval monitoring and evaluation mechanisms are weak. The result is again friction between the foreign investors and the interests of local investors and the host country. While a number of tax incentives are granted to foreign affiliates, there have been cases of domestic enterprises enjoying preferential treatment in terms of easy access to financial resources. This causes unfair competition and market distortions and may be looked upon as an impediment to foreign investment.

Interviewees opined that despite the open door policy, the Chinese market is not as open as other free market economies. There are more restrictions to foreign investors compared to local investors. Chinese laws regarding logistics are ambiguous and vague. There is a lack of complete and clear guidelines to logistics service providers. Foreign ocean carriers have to set up joint venture operations with Chinese companies in order to operate intermodal and logistics functions. In addition the implementation of customs procedures is complicated and the transport infrastructure facilities are below international standards.

One of the main barriers to the conduct of smooth operations seems to be the communication with government departments. It was felt that the traditional structure of government in China is complex and bureaucratic something that makes it difficult to tackle problems faced by private enterprises swiftly. One company found itself working towards the development of a special ‘guanxi’ relationship with government departments as a means towards solving the problems faced. Trading practices in China are also of concern to logistics companies. In particular interviewees seemed to be concerned with the existence of a black market where vast sums of money are being lost to rogue traders and the inability of the government to take decisive action against such practices.

POLICY AND RESEARCH IMPLICATIONS

Policy Implications

A number of suggestions in relation to policy formulation for attracting foreign shipping and logistics companies in China may be put forward. A general recommendation that can be made is the further encouragement for FDI in China’s transport and logistics industry by a concerted effort towards the reduction of restrictions that may exist in the path of foreign multinationals. Investment in transport and logistics will improve efficiency and lower distribution costs thus attracting a host of other potential investors from the manufacturing and retail sectors.

Under the current system, it seems that the government tries to encourage FDI on one hand through the open door policy and tax concessions and incentives, but provides substantial barriers on the other hand by delaying/rejecting the formation of WOS. According to internalisation theory, this may be one of the major reasons accounting for discouraging FDI and defeating the purposes of the open door policy itself. The government seems to place greater emphasis on the control of the operations of multinational enterprises as a means of bolstering the competitiveness of local and state-owned companies and encouraging the transfer of technology and knowledge. However, such transfers have not been occurring to the expected level (Kamath, 1990) for the reasons suggested by internalisation theory (Rugman, 1980). Competition between FDI and state-owned enterprises seems to be a deterring factor in realising the full benefits of FDI in China (cf. Branstetter and Feenstra, 1999). It must be noted, however, that local ownership and control (which is evidently pursued) is not essential as long as foreign ownership and control is accompanied by the appropriate policies resulting in distributive equities in the private sector and social benefits from FDI, which are the sought after results. Ownership and control to foreign multinationals through a relaxed policy in the formation of WOS should be encouraged. In conjunction there must be appropriate legislation to ensure that such ownership and control does not result in monopoly profits, manipulation of the host country, or denationalisation. 

In addition, foreign investors in transport and logistics would welcome a more transparent legal system and less of the hasty and retrospective legislation. ‘Guanxi’ relationships seem to play a significant role in the smooth operation of companies. Sanyal and Guvenli (2000) also identified the importance of relationships with government departments for the achievement of foreign companies’ objectives in China. 

The problems identified by the research participants indicate limitations in incentive policies that will specifically encourage FDI in the transport and logistics context. It is suggested in the general literature that policy makers should identify the bundle of resources, capital, technology and labour associated with encouraging FDI and develop complementary policies to enhance its total incentive package. There is a need for identifying industry-specific factors in order to encourage FDI in transport and logistics. Specific transportation policies include taxation, facilitation of trade through reduction in quotas on imports and exports and customs policies. The tax system is problematic, vague and difficult to understand. More importantly for companies with presence in various provinces there are wide variations with different tax rates applying in different locations, which increase the complexity of the system. Quotas on imports and exports are too tight and customs procedures themselves extremely complex and time consuming. Companies have to spend vast sums of money and time to handle the voluminous amount of paper documentation. The customs system also changes quite rapidly and quite significantly. The customs system should be unified and rationalised across China. In this way carriers will find it easier and more convenient to transport cargoes between ports and cities in China.

The seemingly preferential treatment afforded in certain cases to domestic entities (cf. Zhan, 1993) may cause unfair competition and market distortions. The functioning of multinational enterprises is based on the principle of internalisation. To the extent that discriminatory practices against foreign firms exist, then the full benefits of FDI may not be realised. The government should not only eliminate such practices but also actively encourage multinational enterprise FDI by subsidizing the search costs associated with it such as information gathering and dissemination.

Shipping and logistics multinationals may be classified as market seekers under the Behrman (1972) typology. Market seekers will be attracted by market size but also by the potential accessibility to the market. To ensure market accessibility the development of transport, logistics and port infrastructure is of the essence in China. There would be no point investing in a region or location that lacks the infrastructure to ensure cargo transportation as well as the superstructure for information dissemination, which is imperative in transport management.

Limitations and Research Implications

This study has implications for further research in the area. Inevitably, it also suffers from some limitations that need to be acknowledged. One limitation of this study is its cross-sectional nature. Sun et al. (2002) suggested that the determinants for FDI change over time. Therefore, it will be useful to replicate the results of this study through empirical examination of justification-oriented research hypotheses and that can be developed from the results herewith. In addition, the fact that the case-study approach has been adopted means that statistical generalisation and aggregate results over the whole population of MNEs investing in China cannot be attained. Of course, this was not the objective. The outcomes of this exploratory study reveal factors that can be the subject of justification-oriented research hypotheses in the context of motives, entry modes and ownership and location of shipping and logistics multinationals investing in China.

The motives for entering China include the size of the market and the potential it presents for logistics business and on current evidence, may not be related to cost-saving factors. According to the qualitative results from this study, market size, economic growth and increase in trade may be positively related to FDI by ocean shipping and logistics multinationals. FDI may also be positively related to policies that promote internalisation. Multinational shipping and logistics corporations are also motivated by competitors’ actions and FDI may be undertaken pro-actively to pre-empt similar moves of competitors or to match previous strategic moves of competitors.

Wholly owned subsidiaries are preferred as the mode of entry. This provides support for internalisation theory and opportunities for empirical investigation in the multinational logistics context. 

In terms of location, justification-oriented research hypotheses may be put forward with regard to the propensity for locating in Special Economic Zones, open cities and port cities and the influence of distance between consumption and production nodes, the level of risk and uncertainty and proximity to administrative centres such as Beijing, Shanghai and Hong Kong.

China’s recent accession to the World Trade Organisation (WTO) may have market entry-related implications for shipping and logistics companies. It will be interesting to investigate how this development will influence market entry in terms of reduction of entry barriers in the shipping and logistics context.

CONCLUSION

This paper provides an initial attempt to study issues relating to FDI of ocean shipping and logistics multinationals in China. Despite the contribution of shipping and logistics to international trade and world economic development, the multinational corporations of the industry have been rarely subjected to scientific scrutiny as to their international business practices in general and market entry strategies in particular. One of the limitations that Sun et al. (2002) acknowledge for their study is that they do not consider differences between industrial sectors with the resulting implication that aggregate data may conceal important factors within industries. It is therefore, important that industrial sectors are considered on a case-by-case basis as a means for identifying richer, industry-specific factors. Hence, the contribution of this study and the case-study methodology adopted. China undoubtedly presents vast opportunities for logistics multinationals, but also serious challenges for the companies as well as the policy-makers. The FDI literature and internalisation theory in particular provide ample opportunity for developing a framework to explore the patterns, obstacles, strategies and policies adopted by the corporations and governments. In the context of this study, it is important to note that the interests of foreign investors and host country may be equally served without incurring high social, private or state-owned enterprise costs. In addition to the policy implications that this qualitative study reveals, it also provides conceptual inferences that can be used for the development of justification-oriented research hypotheses. This can lead to replication and further development of theory as a well as specific policy implications.
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Figure 1: Trends in economic growth, trade and container throughput in China

Source: China’s Shipping Development Annual Report 1998
Table 1: Characteristics of participating companies

Case
Company description
Services
Headquarters
Size (Employees)

1
Global transport,

Ocean shipping


Integrated transportation

Logistics

Supply chain management,

Warehousing,

Cargo consolidation,

Freight forwarding.
Hong Kong
1,000



2
Global and regional transport/

Hong Kong and China
Transport and logistics

Ship operation

Ship management

Chartering

Sea/land/air freight forwarding
Hong Kong
700

3
Logistics Hong Kong/China
Third-party logistics
China (Shanghai)
800

4
Global ocean shipping

Transport
Ocean shipping

Logistics

Intermodal services
South Korea


5
Global logistics
Supply chain management

Land/sea/air operations

Cargo consolidation

IT and inventory services
United States

(Shanghai-Asia)
680

6
Regional transport

Ship owners

Hong Kong/China
Ship operation

Feeder services

Oil terminal operations
Hong Kong
400

7
Global transport

Ocean shipping
Ocean transport

Logistics

Supply chain management

Land/sea/air transport

Insurance, agency
Japan

(Shanghai-Asia)
750

8
Global:

Mail

Express

Logistics
Supply chain management

Warehousing

Transportation
Europe

(Shanghai-Asia)
>10,000
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Port containerisation

		Development of Port Containerisation in China

		Year		Berth		Capacity ('000TEU)		Throughput ('000TEU)		Growth rate (%)		Port Containerisation (%)

		1980						64.6				3.2

		1981		1				63.8		-1.2		4.8

		1982						159		49.2		7.4

		1983		6				223		40.3		11.3

		1984		7				340		52.5		13.0

		1985						570		67.7		16.2

		1986						627		10.0		17.0

		1987		14		1100		689		9.9		20.0

		1988		15		1200		947		37.5		23.0

		1989		18		1330		1170		23.6		26.0

		1990		19		1450		1560		33.3		33.0

		1991		23		1950		2170		39.1		42.0

		1992		34		3120		2770		27.7		43.0

		1993		36		3540		3830		38.3		44.0

		1994		42		4340		5070		32.4		46.0

		1995		52		5330		6630		30.8		52.0

		1996		57		6380		8090		22.0		57.0

		1997		65		10030		10770		33.1		N/A

		*Exclude Hong Kong, Taiwan and Macau





Relationship

		Relationship among GDP, Foreign Trade and Container Throughput in China

		Year		GDP (RMB$10bn)		Foreign Trade (US$bn)		Container Throughput ('000TEU)

		1980		451.8		381		64.6

		1981		486.2		440		63.8

		1982		529.5		416		159

		1983		593.5		436		223

		1984		717.1		535		340

		1985		896.4		696		570

		1986		1020.2		738		627

		1987		1196.3		827		689

		1988		1492.8		1028		947

		1989		1690.9		1117		1170

		1990		1854.8		1154		1560

		1991		2161.8		1357		2170

		1992		2663.8		1685		2770

		1993		3463.4		1957		3830

		1994		4675.9		2366		5070

		1995		5847.8		2809		6630

		1996		6788.5		2899		8090

		1997		7477.2		3251		10770

		1998		7955.3		3239		13120





Relationship

		



GDP (RMB$10bn)

Foreign Trade (US$bn)

Container Throughput ('000TEU)

Year

Relationship among GDP, Foreign Trade and Container Throughput in China (1980-1998)



Sheet3

		






