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Abstract

The objective of this thesis is to contribute to the globalization of Korean domestic
third party logistics companies. This is accomplished through a benchmarking model for
globalization based on a comparative analysis of domestic and global third party logistics
provider (3PLs) companies.

The research performed a SWOT analysis to indentify the capabilities required by
Korean domestic 3PLs to become global 3PLs. The research investigated the following areas:
1) global service, 2) infrastructure, 3) supply chain management (SCM) services, and 4)
information technology (promptness, visibility). This was accomplished by an extensive
literature review, case analysis of logistics companies, and telephone interviews with
individuals in charge of logistics.

Four areas for improvement were identified: 1) Construction of SCM for one-stop service, 2)
Utilization of the advanced IT systems for e-SCM, and consolidating communication network,
3) Expansion of logistics infra-structure by analyzing each region of the world for return on
investment opportunities and competition, 4) Enlargement of scale in which Korean 3PLs
must enlarge their scale of operations as soon as possible by strategic methods such as
mergers and acquisitions (M&A) with local companies.

There is potential growth for Korean 3PLs if they strive to enhance competitiveness
as noted above and have government supports. These improvement areas provide a

foundation for global competitiveness.
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KOREAN DOMESTIC THIRD PARTY LOGISTICS PROVIDERS:
REACH FOR A GLOBAL MARKET

|. Introduction

Background and Research Purpose

Logistics is a hot issue especially with information technology advancements and
increased globalization. Third party logistics is important not only support supply chain
management services through strategic cooperation, but also expand a company’s
geographical operation area and improve services. Improving service and quality became an
unavoidable issue to third party logistics providers (3PLs) because global logistics market has
expanded markedly, and customer requirements for logistics services have varied. To
overcome this issue, Korean 3PLs provide value-added logistics and integrated logistics
services to meet customers’ demands, while trying to develop customized services.

Competition is intense as logistics providers (mailing services provider, forwarder,
and special delivery providers) work towards integrated services, that make distinct
boundaries ambiguous. Thus, every business sets up various strategies to provide more
offerings to customers. Compared with the top 10 U.S. global logistics providers or European
logistics providers, Korean 3PLs lack a global mindset, global infrastructure, information
technology, and supply chain management, which does not allow them to provide various
logistics services. Korean 3PLs require business and environmental changes to become
competitive logistics providers in the North-eastern area of Asia and to create a foundation
for growth to a global scale. This research examines the global strategies of the biggest 3PLs,
recommend specific strategies from these 3PLs that Korean 3PLs can use to establish a global

presence.



Research Methodology and Limitation

This research concentrates on related literature study to include books, seminar
materials, periodicals, web-based materials, statistical data, and analysis of surveys on airlift,
sealift, special delivery, third party logistics, and global management. The research also
presents a current view of globalization by examining three of the world’s largest 3PLs.
Their competitive strategies are compared against Korean domestic 3PLs and areas for
improvement by Korean 3PLs are indentified. This research is an indicator that gives new
directions for Korean third party logistics providers. It helps them draw their own strategies,
to become powerful firms with global competencies.

Research material is from the following sources: Korean Trade Association, Korean
Union of Transportation, Korea Logistics Association, National Information Association,
Korea Transportation Institute, Ministry of Land/Transport and Maritime Affairs, Korea
Ocean and Fisheries Institute, Korea Logistics Journal, Korea Development Institute; FedEX,
DHL, TNT, UPS, Daehan Express, Hanjin Logistics, Hyundai Logistics, CJ GLS and their
web sites.  Surveys and interviews are from FedEx Korean branch, DHL Korean branch,

UPS Korean branch, Daehan Express, Hanjin Logistics, Hyundai Logistics and CJ GLS,.

Summary

This chapter briefly discussed the research topic, purpose of this research, limitations
and methodologies. Chapters 2 provides a definition of global logistics service, its
development processes, recent global logistics environment changes, and characteristics of
3PLs under these changes. Survey criterion and methodology used in this research are in
chapter 3 along with, descriptive trends in the 3PL market. Business strategies and

competitive factors are also identified. Survey and interview results are discussed in chapter 4



along with strategies to become competitive global 3PLs. Finally, chapter 5 provides a

research summary, managerial implications, limitations, and areas for future research.



I1. Concept and Definition of Global Logistics and Business Environment Changes

Concept of Global Logistics
Definition of Global Logistics

As business management is globalized, receiving resources from oversea, parts
production, assembling finished goods, sales, and customer service become more important.
This is especially true in the same regional areas such as the European Union and the North
America Free Trade Agreement. This reduces economic pressures and Korean firms have to
be capable of producing, sourcing, and completing sales in the local area. ~Global logistics
provides the linkage for global businesses. Production can be located in an optimal area
while efficient logistics systems allow world-wide distribution.

Global logistics is activities that are performed internationally, and include five basic
functions: transportation, loading and unloading, packaging, storage, and information.
These activities are performed between more than two nations. Thus the importance of
transportation is very high (Kim Taehyun, 1996:141-142).

Global logistics is managing and utilizing production flow from resources to finished
goods by gathering scattered production and sales footholds, and making networks between
themm. This is major factor in production and marketing strategy that reduces floating capital
and improves customer services. Costs associated with global logistics are much more than
domestic logistics so it has huge strategic value (Kim S., 2002:4-5).

Global logistics is not different from domestic logistics in the perspective of activity,
however, it is more complex and uses more resources than domestic logistics because of the
4Ds (Distance, Documents, Diversity in culture, Demands of customers).  Global logistics
has different issues from domestic logistics in the areas of performance cycle length,

operations, system integration, and alliance (Korean Maritime Institutue, 2001.175-176).



Lack of communication, financial conditions, package conditions, sealift schedule, long
shipping time, are all problems associated with global logistics. Hence, circulating cycle
and flexibility problems are significant problems. From an operational perspective, efficient
global logistics is needed to support complex inventory management, meet various
electronic/safety standards with multiple languages, and fulfill regional customers’ demands.
System integration has to overcome different traditional practices and regulations through
organizational and informational integration. In co-operational view, global logistics is a
very valid strategy and its necessity is growing because it accelerates invested properties,

reduces logistical risks, allows market entry, and uses logistical experts.

Development of Global Logistics

The first concept of logistics came from a report on agricultural distribution by
Crowell in 1901. In 1916, Shaw divided management activities into production, distribution
and fostering activities, subdivided the distribution activity into demand creation activity and
material supply activity, and emphasized the importance of distribution (Shaw, 2912:56-75).
Moreover, Clark (1992) put the marketing function and the distribution function together
which concentrated the importance of logistics. In other words, he focused on the physical
movement of goods as a part of logistics modernization. He asserted that the productivity of
physical logistics can be improved by introducing capital, hardware and software
technologies. These assertions were evaluated as having perceived physical logistics, which
is a subordinate system of the logistics system and is an individual economic process.

Although the first use of the term “logistics” was in marketing, logistics was
comprehensively researched for military forces during World War 11 and developed to
business logistics in the 1950s.  Logistics organizations were formed in the 1970s.

Interests in efficient logistics systems have increased because suppliers have been required to



perform better in inventory management and product supply while navigating changes in
consumption and reducing inventory costs.

In the 1980s, companies realized the importance of logistics management and started
total logistics management from an integrated point of view. Globalization of companies,
increased needs to rationalize logistics, and prevalence of information technology have led to
the integration of logistics management through applications of information technology. In
the 1990s, there was an increase in the introduction of information technology to the sectors
of logistics. Companies strove to build up a logistics information system in order to reduce

logistics costs and improve service (Clark, 1992:20-21).

Development Process of Logistics

Logistics, as a part of business management of a company, has changed in its
significance and roles depending on changes in the business management and environment.
Demand exceeded supply until the 1950s and at the time, management activities of
companies centered on the production of goods as shown in Figure. 1. To put it simply, a
company that produced lots of goods for cheap prices was most competitive, so it was natural
for companies to be very interested in production management. In the 1960s, there was a
gradual change in the relationship between demand and supply. Finally, supply outreached
demand which gave rise to the development of marketing concepts as an essential component
of business management. The 1970s were characterized by companies’ great attention to
business strategies to advance into new markets and to expand businesses. With the
appearance of domestic or multinational competitors in the 1980s, interests were given to
intense competition to improve product quality. The scope of quality became widened in

the 1990s so that creating value for customers was a focus of business management.



Companies tried to improve the quality of products and service in order to create values for

customers (Choi, 1994:30).

Figure 1. Change in Essential Components of Business Management (Choi, 1994)

With changes in the business management environment, there has also been a change
in the approach to logistics. Transportation constituted the majority of logistics activities
when demand exceeded supply. The service of logistics meant the linkage between
terminals. At that time, the provider’s power of negotiation was great and cost is what
counted. Logistics providers focused logistics management on cost reduction by mass
transport of freight with less concern for customer service. Development in production
technologies led to increased productivity, thus synchronizing supply with demand.
Accordingly, logistics extended from the concept of transport into that of physical
distribution and developed to include inbound logistics and inter-company logistics as well as
the traditional concept, outbound logistics.

The concepts of logistics extended in terms of space from logistics in a region to that
of across a country.  Logistics management changed from the management of individual
entities and functions to integrated management of all the entities involved in logistics.
Organizations were required to operate as an independent part of logistics management that

manages and controls the other parts.



In the mid 1990s, the concept of physical distribution developed into total service
concepts linking and involving selling, procuring, and production. The concepts focused
optimization across the sectors. As shown in Table 1, there has been the development from
physical distribution through logistics to supply chain management (SCM). SCM means
managing a supply chain as a whole in optimal conditions by linking efficiently all the related
entities involved in the supply chain.  With the development, functions of logistics and
information technology were taken into consideration to link all the activities involved in a
supply chain (An, 2000).

Table 1. Development from Physical Distribution to SCM (An, 2000)

Physical Distribution Logistics SUgEy C e
Management
Period 1970~1985 1986~1995 1996~
P Efficiency in physical Efficiency of logisticsina |Efficiency across a supply
urpose A )
distribution company chain
Transport, storage, material Provider, manufacturer,
Objects port, ge, m Production, logistics, sale wholesale, retail,
handling, packaging
customer
Mechanization and . . Partnership, ERP, SCM,
Means automation of systems in Information systems in a Inter-company
. A company, POS, VAN, EDI : ;
physical distribution information systems
Logistics costs + Service by
How to Efficiency agency
Utilize (Specialization) Transport of multi-items, JIT, ECR, ERP, TPL
MRP
Consideration Challeng;si(;rl:]r;manned Total logistics Integrated working system

The process of physical distribution which is logistics to the current supply chain can
be explained with the stages of integrated models related with production activities as shown
in Table 2. The integrated models of a supply chain aim to devise strategies to build up new
organizations by relocating information technologies, to reinforce competitive advantage of
goods and service and to prepare organizations, through strategic alliances, with capabilities

to fight against aggressive competitors. Supply chains were given attention first in the



1980s from production management and distribution management sectors, and electronic data

interchange (EID) used in the information system sector promoted the development of supply

chain management. (Christopher, 2000:212).

Table 2. Development Stages of Integrated Models of Supply Chain (Christopher and Towell,

2000:212)
Stage 1 Stage 2 Stage 3 Stage 4
Period At the beginning of| At the end of the |At the beginning of At the end of the
the 1980s 1980s the 1990s 1990s
Commitment of Centered on aoods | Toward markets Centered on Centered on
Supply Chain g markets customers
Type of Supply . . . .| Customized swift
Chain Lean function | Lean supply chain | Swift supply chain supply chain
Key Factor Quality Cost Utility Lead time
Imoortant (a) Cost (a) Utility (a) Lead time (@) Quality
Fsctors (b) Utility (b) Lead time (b) Quality (b) Cost
(c) Lead time (c) Quality (c) Cost (c) Utility
(a) Stock value . (a) Customer
Performance (b) Production (a) Hours of input | (a) Market share satisfaction

COsSts

(b) Physical costs

(b) Total costs

(b) Added values

The supply chain in the initial stage laid stress on manufacturing of goods and cared

about reducing production costs according to lean manufacturing to lessen the scale of

production.

This leads to deteriorating product quality as well as reducing costs. The stress

was moved from cost reduction to overall functions of a supply chain specific to markets.

Recently with the customer-oriented management philosophies, companies have regarded the

strategies of supply chain including logistics strategies as significant as to company

positioning.



Environmental Changes in Global Logistics
Globalization of Logistics Industry
Changes in the Environment of Global Logistics

Globalization, development in information and communications technology, and
trade liberalization has contributed to the integration of commodity markets, and the
movement of international capital has increased at high speed.

Based on the current situations such as ever increasing trade across the world and
globalization of companies, it is predicted that there will be notable increase in the world
traffic of transportation and the demand for logistics globalization (Figure 2). Korea, which

is highly dependent on exportation, is likely to be under the influence of those situations.

Figure 2. Changes in the Global Logistics Environment (Korean Maritime Institute, 2010)

The major global firms managed the flow of export and import activities putting
focus on the production systems in their own countries. Production moved to foreign

countries in the 1980s which highlighted the need for efficient logistics between foreign

10



countries (Figure 3). From the 1990s, logistics hubs were established to handle regional

economic blocs.

Figure 3. Change in Logistics Systems across the World (Korea Maritime Institue)

Rapid Growth of the Logistics Market in Northeast Asia and Rise of Chinese Economy

The world economy before the 1970s had been maintained under the bipolar system
consisting of North America (the United States, Canada) and the European economic bloc
with the European Community (EC) at the center. Since that time, Japan, Korean, Taiwan,
Singapore, and China have realized remarkable development reorganizing the Asian region as
a new center of the world economy.

Asia is emerging as the hub of the container shipping market accounting for 45% of
the total traffic across the world (The container traffic in Northeast Asia is 34% of the total.).
The Northeast Asian countries have extended their logistics infrastructures competing
seriously to hold the predominant position in logistics.

The Chinese economy has attracted capital for investment and and plant production

of global making it a production base of the world,. China is rising at a notable speed as a

11



manufacturing hub in the global supply chain.  The economic position of China in the world
has contributed to creating domestic and international demands of logistics, which is
expected to be a new source of profits for global logistics companies. Figure 4 shows this

graphically.

Figure 4. Change in Chinese Logistics Market (Kearney, 2003)

There has also been the forecast that a global logistic network will be reorganized
centering on the world largest demand market, China. The supply chain in the country will

be extended (Korean Maritime Institue, 2003) .

12



Necessities for Logistics Information Network Systems
Proliferation of Electronic Commerce

Electronic commerce such as the internet and mobile networks have increased in
almost every sector of the economy. The volume of electronic commerce across the world
was estimated to be approximately 1,324 billion dollars in 2003.

The rapid growth of electronic commerce creates demands for shipping and the need
for new logistics services differentiated from existing ones, such as same-day delivery, and
frequent and less-than-carload deliveries. Logistics has shown great development across the
world responding to these demands, and is expected to grow more than ever before (Korean

Transportation Institue, 2007) . Changes are as shown in Figure 5.

Figure 2-5. Relations between E-Commerce and Logistics (Kearney, 2007)

Proliferation of Supply Chain Management (SCM)
Logistics activities of companies have recently had a tendency to integrate logistics
processes between related organizations involved in a supply chain from the point of material

procurement to the point of consumption by an end-user.

13



As seen in Figure 6, logistics companies have offered high-quality service to client
firms according to strategies of supply chain management. This dlows client firms to
reduce logistics costs, seek new profits, and gain added value by focusing on core
competencies. Unloading unessential assets allows companies flexibility in responding to

environmental changes (Korean Maritime Institue).

Figure 6. Improvement in Client Firm’s Competitive Edge after Introduction of SCM (Korea
Maritime Institue, 2007)

Mega Corporations in Logistics Industry

Development of Global Third Party Logistics Providers

The rate of 3PL utilization in the Europe and the United States manufacturing
industries is 90% and 75%, respectively. There is an increase in companies which want
integrated logistics service provided through a single contract.

According to a survey of 1,430 companies, carried out in the United States in 2006,
those outsourcing logistics work to specialized logistics firms reduced direct logistics costs
by 11.5%, costs for fixed logistics assets by 20.0% and delivery time nearly by 3 days.
With the ever more serious competition across the world, companies have been required to

concentrate on core competencies. Manufacturing and distribution businesses have

14



entrusted logistics work to specialized firms.  This led to the rapid increase in demands for
third party logistics. In Europe, logistics costs paid to the third party logistics providers
accounted for 51% of the total logistics costs in 2002 and were predicted to form 77% of the

total in 2007 (Lee Y, 2004:8-16) .

Monopolization through M&A and Fierce Competition among Businesses on the World
Logistics Market

The year 2004 witnessed a surge in mergers and acquisitions between third party
logistics providers. For instance, Exel Plc acquired five businesses including Tibbett &
Britten. UPS acquired Menlo Worldwide Forwarding. Regardless of such mega
corporations, the world logistics market is still competitive. The largest 3PL, Exel Plc, had
11.6 billion dollars in sales in 2004. However, this formed merely 3.13% of the total sales,

roughly 370 billion dollars, in the third party logistics market (Yoo B., 2007:1-20) .

Concepts and Characteristics of Third Party Logistics
Significance of Third Party Logistics

Third party logistics defined for this research is logistics activities performed for a
client companies for part or all of the logistics functions involved in a supply chain from the
point of material procurement to the point of consumption of finished goods across the world.
Since logistics services are carried out by third parties, they are called “third party logistics”
(TPL), also called “total logistics” domestically (Baek H., 2004) . The term “third party
logistics” started to be used widely from the middle of the 1980s when it meant that some of
the logistics services are secured by outsourcing or a contract. Outsourcing activities were
already being prevalent in Europe and the United States. The term *“outsourcing” originated

in “competition theory”. “Since there are limitations in company’s capabilities of workforce,
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capital and facilities, these companies outsource such works as building management and
cafeteria operation to external specialized enterprises” (Prahalad C., 1990) . Such outsourcing
activities can be regarded as a component of business strategy based on competition theory. It
was often seen in the market that some or a considerable part of logistics activities normally
done by a company itself were entrusted to external logistics businesses, which was called
logistics alliance, contract logistics or third party logistics. Third party logistics has been
applied in lots of business sectors because it enables the company to get scarce resources
from the outside, reduce costs and improve services for customers. The difference between
third party logistics and other general logistics is that it is not limited to a domestic industry,
but extends to any client firm in the world. TPL establishes an alliance through a long-term
agreement for one year or longer and offers an integrated logistics service involving several
logistics functions. Here, the third party means a company which is neither a dealer nor an
owner of goods and is an outside source. TPL is also called “contract logistics” because of its
quality is based on a contract (Park Y., 2003:6). Differences between third party and general
logistics are summarized in Table 3.

Table 3. Difference between TPL and General Logistics (Jeong, 1998)

TPL General Logistics

Relationship with Client Transaction-based, relations on

Contract-based, strategic alliance

Firm order contracts
Duration of Relationship Long-term (longer than 1 year) Temporary or occasional
Scope of Service Total logistics service Services per function
Sharing of Information Necessary Unnecessary

Those who Own the Right Middle management, personnel
to Adopt the Service in charge

How to Adopt Competitive contract Optional contract

Top management
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A company, before selecting a 3PL, generally receives proposals from several
logistics businesses and selects finally one through a competitive bid. The prty that makes
a final decision is the top management. TPL, as a strategic alliance between a logistics
business and a client company, requires the businesses to execute win-win strategies for a
common goal. Therefore, $aring and exchanging information between them is essential.
Sharing information, along with contract privacy, is considered to be the most important
constituent of TPLs. Third party logistics, thus, can be defined as the relationship according
to which a logistics-specialized business and a client company set up the common goals of
reducing logistics costs, improving logistics services, conclude an agreement, share
information, and establish a strategic alliance in order to achieve the client’s goals.

It is, however, difficult to apply the mentioned concepts of third party logistics into
the situations of Korea. Currently, Korea does not have qualified 3PLs. Korea does have
domestic companies working inside client companies accomplishing logistics functions but
without a logistics service mindset. Maximizing logistics service is their focus without
considering other business processes which does not allow the client company to achieve
ultimate goals of customer service. For instance, the domestic logistics agencies involving
international courier service think that the services they presently offer started in the past and
have continued until now. These current services vary only in scale with few customer
specific modifications.  This situation raises difficulties to explain current situation of Korea.
To solve the difficulties, a review of advanced logistics markets is required along with a
comparison of Korean domestic firms providing global logistics service with those of global

logistics providers of other countries.
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Process of Development of Third Party Logistics

The development of third party logistics can be explained with external qualities,
such as changes in departments or organizations, or explained with types and features of
logistics services provided. To find the direction in which Korean third party logistics will
develop, third party logistics development process needs to be reviewed. The process is not
as simple as “logistics by a company itself - a logistics subsidiary - third party logistics,”

but organized in a more complicated structure (Figure 7).

Structure of Competition
i Competition between individual firms| — | between supply
Competition .
chains
Linked and
Logistics Integrated logistics in a company | — integrated ng"?‘t'cs
System of companies in a
supply chain
Outsourced
L odistics| — logistics N Stage 2 -
Changes of OS'S;'CS (Stage 1 SPL Stage3| | p
TPL y FPL) TPL
company
— | Logistics subsidiary —

Figure 7. Process of Third Party Logistics Development (Go, 2002)

It has been well known that TPL was introduced as a new service in the logistics
market in the 1990s and continued to grow in the United States. But, the logistics has its
roots in the United Kingdom. The United Kingdom proclaimed in 1968, which was five
years before joining the EC, that the regulations on competition of the truck industry would
be abolished in accordance with the traffic laws. After that, in 1970, the regulations
regarding quantitative participation according to the license system were abolished and the
restrictions set on freight charge were also removed, thus decontrolling the freight charge.

Those deregulations have something to do with development of third party logistics. Due to
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the deregulation, the competition among the freight companies became ever fiercer with time.
They could not but reduce costs at the level of operation.  So, external specialized firms
were required and TPL to optimize the whole system of logistics started to develop. In
addition, the United Kingdom was first also in liberalizing the financial and the stock markets,
which led companies to disclose business information. A series of the deregulation efforts
provided fertile soil for companies to outsource part of their works.

Table 4 shows the current situation of the logistics markets. The composition of
several types of logistics services enables individuals to predict the way in which Korean
markets of third party logistics will develop. The prediction, however, requires special
attention to the fact that the Korean markets of third party logistics can be divided according
to the standards applied by Mercer Consulting in the other developed markets but they are

qualitatively different from those advanced logistics market (Lee S., 2003:17) .

Table 4. Types of Domestic and Overseas Third Party Logistics (the Korea Chamber of

Commerce and Industry, 1998)

T Features of Markets
ype . : e
Advanced Logistics Market Domestic Logistics Market
Value-added  -Integrated Logistics -Developed TPL model B
Warehousing ~ -Dedicated Logistics -Logistics technology and system utility
Provider -Exel, GATX, Menlo regarded as important
o -High added value
Non-Asset based -Integrated Logistics -High probability of development
Transportation  -Tech & Engineering -CJ GLS, RESCO, Colombo, Yongma,
Optimizer -C.H.Robinson, Menlo, UPS 10| 0s
Asset based -nglcated Log|_st|cs -Simple transport
. -Dispatch, Routing o

Transportation q q -Early (original) TPL
Provider “Ryder, Fedex, UPS, DHL’-Korea Express, Hanjin, Dongbang, Dongbu

Hunt, TNT ’ ’ ’
Non-Asset based -Freight Forwarding -Forwarding (marine, air)
International -Integrated Logistics - Early (original) TPL
Forwarder -MSAS, Circle, Danzas AEI -Hyundai, Hansol CSN, Sebang, Pantos
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Third party logistics providers are divided into the asset-based type derived from
logistics businesses with assets such as freight and warehousing businesses and the non-asset-
based type derived from forwarders or consulting firms.  Asset-based logistics firms are,
generally, larger than non-asset-based ones. These providers can be divided also according
to the levels of provided services. Muller (1993) classified the businesses as contract
logistics service providers into operation-based third party logistics providers and
information-based ones, and later classified them again to the following 4 classes:

1) Asset-based logistics firms which own all or some of trucks, ships and
warehouses. Based on the assets, they offer dedicated services.

2) Management-based logistics firms do not have transport vehicles and warehouses
but provides logistics management or consulting service through a system
database, being responsible for all or part of client’s business.

3) Integrated logistics companies own warehouses or trucks. If necessary, they
enter into a sub-contract with other logistics vendors, with no restrictions in using
the assets.

4) Administration-based logistics companies offer administrative management (e.g.

freight payment).

Characteristics of Third Party Logistics

The logistics costs spent Korean companies accounted for 12.9% of the total sales as
of 1997 which was higher than the United States (9.0%), Japan (6.4%), and Europe (5.5%).
Although Korean domestic businesses have incurred large logistics costs, the quality of the
logistics services received have fallen behind that of the other developed countries (the Korea

Chamber of Commerce $ Industry, 1998).
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A high level of knowledge and technology is needed to revitalize the logistics
industry in Korea. These improvements are needed to reduce logistics costs and improve
the quality of service, thus maximizing the efficiency of logistics, and particularly, third party
logistics. TPLs have been extended and specialized in industrialized western countries.
They span not only transport, storage and information system sectors but also exportation,
importation, and financial (e.g. payment gateway) areas. There are more than 150 types of
services. The reason for this extension and specialization of service is that 3PLs have
continually developed customized logistics services. Developing and offering customized
service requires a high level of knowledge and technology. The biggest difference between
TPL service and general logistics service is how much knowledge and technology is
incorporated into the service. In other words, a company, when requested by a client firm to
transport freight, provides general logistics service because the service does not require
specialized knowledge. Whereas, a company which transports goods but also handles all
logistics activities for a contracted period without receiving orders every time from a client
firm is considered a TLP service. This type of service involves a specific type of knowledge
(Kweon, 1999).

3PLs which offer client firms customized logistics services for each specific
customer help the firms to be competitive in the market. This increases the efficiency of the
whole industry of a nation. Therefore, TPL can be called a “high value-added industry” that
concentrates on knowledge management and intellectual assets like technology, know-how,

and information. The influences of TPL are shown in Table 5.
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Table 5. Effect of Third Party Logistics in the United States and in Europe
(Lieb and Randall, 1996; Peters, Lieb and Randall, 1998)

US (1995) Europe (1996)

Cost Reduction 38% 56%
Improvement in Personnel’s 0 0

Expertise & Market Knowledge 24% 29%

Increased Efficiency of Operation 11% 53%

Enhanced Customer Service 9% 49%

Heightened Concentra_\tlon on Core 7% 51%

Competencies

Improved Flexibility 5% 55%

Others - 8%

The logistics business of corporations has shown such an extraordinary rate of
growth higher than 30% every year, so it was made public that it would be unlikely for them
to continue to grow by such arate. But, Korea, where the percentage of outsourcing is
relatively low, is expected to have the logistics sector developing by a higher rate of growth.
There is evidence making the expectation possible. When the results of the surveys
conducted by Korean Transportation Institute in 1997 and 1999 are compared with recent
data, it shows an interesting forecast that TPL of an advanced type is going to proliferate in
Korea. The corporations that planed to outsource logistics works to external firms increased,
compared with those in 1999 (8.3%—17.9%). Additionally the number of corporations that
would use such external firms for warehousing (11.1%—34.2%) and for diagnosing and
planning logistics work (1.8%—10.4%) also increased compared to 1999. This means the
nature of outsourcing has changed from being simple and temporary work ,such as delivery
and transport, to long-term and comprehensive. In addition, the interest of corporations in
joint logistics was found to increase continually to 36.7% from 29.4% in 1999, and 28.2% in
1997. What they considered positively as a means of joint logistics was utilization of

external logistics firms like 3PLs (Kweon, 1999).
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I11. Analysis of Cases of Domestic and Overseas Third Party Logistics Providers
Analysis of a Case of Global Logistics Corporation
FedEx Corporation

General Features

FedEx is one of the top international logistics corporations. FedEx handles 3
million cases of freight per day through a huge network of over 130 thousand cities in 220
countries. The regions that produce nearly 90% of the gross national product in the world
are connected from door to door within 24 to 48 hours through various services such as
customs clearance and guaranteed refund. The company owns more than 138,000
employees, offices in 50,000 areas, 671 airplanes and about 43,000 vehicles. The logistics
center “Superhub” based in Memphis, Tennessee, United States of America is also the
company’s headquarters and houses the database management system “COSMQOS”. The
Superhub and COSMOS are the backbone of the logistics infrastructure.

FedEx was founded in 1973 with 150 employees and 10 planes with a potential
market for “air transportation service”.  Since air freight was carried only by commericial
air carriers which focused on passenger transport, the freight was incidental to passengers and
always regarded as less important in every decision making process. Accordingly, air
freight service providers were generally small-scale enterprises that loaded, unloaded, and
carried goods on the ground under directions of the airlines.

The founder Frederick W. Smith Jr. established the company with the following
ideas which are still reflected in all of the company systems including information systems.

1) Establish a network of air service exclusive for air freight in a hub-and-spoke way.

il) Transport goods by air during the night, and deliver them on the morning of the

following day.
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iii) Be responsible for the whole procedure of freight transport (high reliability,

traceability of freight locations and conditions)

Freight and passenger transport are entirely different. They became separated with
an air network only for freight which was built on the customer requirements of rapidity,
reliability and traceability. These requirements which were impossible to consider before
could now be satisfied. The hub-and-spoke method is a way by which goods to be delivered
are carried by vehicles/aircraft to a central point and are sorted per region. Once sorted the
goods are placed back on vehicles/aircraft and delivered to their final destination. This
method contributed to forming a centralized logistics network, thus enhancing the efficiency
of transportation.

The second principle, “transportation during the night and delivery on the morning of
the following day” was an attempt to separate passenger transport generally made by day
from freight transport.  The nighttime transportation was useful in reducing forwarding
charges, and reduced the clients inventory.

The third principle of responsiblity for the whole procedure from receipt of a freight
order to delivery to an end-user was an effort to gather and use all available freight data.

This effort made it possible to provide information on freight conditions and locations for the
end-users who eventually placed reliance on the corporation. Particularly, COSMOS traces
and controls locations of goods from the point of loading on a truck to the point of delivery to

an end user. This package tracking information is available any time through the Internet.

Strategic Features
Globalization, and Mergers and Acquisitions (M&A)
In the market history, the beginning of the 1980s saw the hub of the manufacturing

industry moving from an industrialized country to a developing country. FedEx did not
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miss the chance and started to expand the international courier service for the purpose of
logistics globalization. The company founded an Asian and Pacific branch and acquired
Flying Tigers, an airline exclusive for freight. These moves pushed FedEx to the top of the
logistics business in urban area growing at the highest speed in the world.

FedEx has made an effort of expansion and development, covering the whole area of
logistics through globalization strategies. As a result, it obtained the right to operate its own
airplanes by its employees with China-America lines in 1995. FedEx acquired the right to
use the lines for China in March 1996. This was the first case that an American courier
company had the right. FedEx now operates those lines eight times per week. In
September 1995, the first hub in the Asia-Pacific region was established in Subic Bay, the
Philippines. At last, the FedEx Asia One network enabled the company to have goods
arriving at end user locations in Asian countries on the following day of ordering.

FedEx has more than 8,600 employees in about 32 countries in the Asia-Pacific
region with headquarters located in Hong Kong. Local offices of the region are in Shanghai,

Tokyo, and Singapore (FedEx, 2009).

Marketing Strategy per Field (Field of Service)

FedEx has continued to invest a huge amount of money in the IT sector since 1970,
which totals more than 1.5 billion dollars. Customers not only can trace in real time the
location of goods on the Internet but also can use an automatic program, “Shipping Manager”.
With this program, customers can check estimated value, time required for delivery, draw up
an invoice or a commercial invoice, select packing paper and apply for online service such as

pickup, customs and tax estimation, and automatic payment.
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Supply Chain Management (SCM)

FedEx offers an e-Business logistics management SCM solution for client companies
by using IT tools including EC-Inventory Visibility, EC-Manufacturing Visibility, EC-
Warehouse Management and EC-Return Management. Through the integrated SCM service,
production schedule is derived from all orders in the ordering and operation process.
Inventory data is updated for users to trace their order through the Internet. Plant and
warehouse inventory supplied by FedEx can be controlled and distributed properly, which
helps reduce logistics costs and allows swift delivery of goods to customers. These efforts
result in heightened customer satisfaction, finally making FedEx more competitive in the
market.

Organizations presently entered in a third party logistics contract with FedEx and
supplied with logistics service by FedEx include Dell Computer and CISCO System, and
online companies such as Amazon.com (an online bookstore) have expanded their businesses
through the partnership