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¥ ABSTRACT 3

As trade and transport networks were taking shape through a series of development,
modern transport practices such as multimodal transport service and logistics service
value has significantly affected current transport systems. Inevitably, collaborative
relationships between shippers and operators have received considerable attention in
determining the effectiveness of Multimodal Transport. The term of ‘relationship’ in the
context of transport has always been a critical pillar in strategic business environment.
However, in the Asian context, especially in China or other Asian countries like
Thailand, the term ‘relationship’ is an ambiguous business concept, which exceeds
more than just elements of long-term business relationship or short- term transactions
found in the Western literature. The term ‘Guanxi’, briefly translated as personal
connections/relationships, is deeply embedded in the mindset of most Asian people and

in every aspect of their personal and organisational interactions.

The primary objective of this thesis is to investigate the impact of Multimodal
Transport Service Value and Relationships on shippers’ Business Performance, .
evidence from Thai shippers’ perspective. In this study, an evaluation of the causal
relationships among Multimodal Transport Service (MTS), Logistics Service Value
(LSV), Relationship Quality (RQ) and Guanxi (GX) on shippers’ Business Performance
(BP) is examined. A research model is developed to validate these measurement models
and to rigorously test the relationships in the form of structural model. This study uses
Structure Equation Modeling (SEM) to analyse data collected from Thai shippers listed
in the Thai National Shippers’ Council (TNSC). The result of the structural model has
shown that both MTS and LSV has significant impact on BP through RQ, and GX has
shown support on all of its related hypothesised paths. In summary, this thesis
empirically develops a structural model to prove the significance of MTS, LSV, RQ and

GX on Business Performance in a Multimodal Transport environment.
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¥ INTRODUCTION 8

“There is nothing more difficult to take in hand, more perilous to conduct or more uncertain in
its success than to take the lead in the introduction of a new order of things.”

~Niccolo Machiavelli (1469-1527)

1.1 ENVISAGING THE RESEARCH MOTIVATION

As trade and transport networks were taking shape through series of development,
together with growth of containerised transport and improvement of cargo transfer
system between different modes, modern transport practices such as Multimodal
Transport has significantly affect current transport systems. In this study, Multimodal
Transport is defined as involvement of cargo movement through the usage of
combination of modes from shipper to consignee under a single rate, with through
billing and through liability in providing door-to-door services (UNCTAD, 1981).
Universal momentum toward efficiency has been revolutionised through various
driving forces at a global scale. With the world container fleet increasing by double
digits from 2006 to 2009, the expectation for more effective logistics and transport
management is demanded, as more cargo goods literally indicate more shippers
(UNCTAD, 2007; 2010). However, as logistics and Multimodal Transport services are
being recognised for their pre-eminent role in the globalised economy, three interrelated
adaptive changes have emerged, namely: industrial process, the organisation of
international trade and international trade patterns themselves. These have deeply

affected, and will continue to affect the current international trade climate’.

Firstly, changes in industrial processes have transformed the patterns of production
activities. A shift in specialisation and integration was demanded in gaining economic

advantage, which has resulted in flexibility, diversity and customisation in logistics and

' UNCTAD’s Report (1995), Facing the Challenge of Integrated Transport Services, New York: United
Nations, UNCTAD/SDD/MT/7.
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transport services (UNCTAD, 1995). Furthermore, continuum economic integration of
production through global sourcing has amplified the importance of higher punctual and
reliable transport delivery services. Secondly, changes in organisation of international
trade have pose challenges for manufacturing industries and transport service providers
to cope with the current production and markets. Large trading or industrialised
companies often have competitive advantages over smaller companies because of their
own in-house transport and distribution departments and equipments. Smaller
companies, especially in developing countries or countries in transition, may have to
rely on third party logistics to enable them to take advantage of door-to-door
Multimodal Transport operations. In order to generate economic benefits, local
manufacturing industries and transport service providers will have to compete and offer
better goods and services through a number of minor measures, such as relationships to
strengthening their professional associations or mergers to increase their capital base.
Lastly, changes in international trading pattern have caused geographical trading blocks
to emerge, shifting world trade towards regional trade (i.e. Southeast Asia, European
Union and North America). This situation creates a different transport demand such as
longer inland transport distance, shorter lead-time with more reliable deliveries, new
distribution network based on a reduction in the size and weight of shipment and more
frequent shipments and shipment tracking. With the current growth of world trade, the
need for more efficient regional intermodal movement and premium package services
are necessary to integrate interprovincial with international trade and also to make the

best use of available modal transport operations.

In recognition of current economic development, these three interrelated adaptive
changes have played a key role in the changing global momentum of transport and trade
development. Rondinelli and Berry (2000) has pointed out the four driving forces for
Multimodal Transport are economic globalisation, speed-to-market product delivery,
agile manufacturing and business practice, and integrated supply chain management.
These subtle driving factors mirror the UNCTAD report (1995), which shows that
regardless of trade development, a continuum of network development is crucial
through transport integration with adaptive use of Multimodal Transport systems.
Referring to the Multimodal Transport literature in the area of Southeast Asian transport,
extensive work focusing on Indo-China and parallel research on Baltic trades has been

widely distributed (Carruthers, et al. 2004; Banomyong and Beresford, 2001; Rodrigue,
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1996). From shippers’ perspective, point-to-point transport is one of important
characteristics of Multimodal Transport logistics and containerisation has assisted to
improve the performance of modal transfer of general cargo at ports and terminals.
Nevertheless, Multimodal Transport is highly considered as a catalyst for removing
trade barriers, providing a model for achieving supply chain integration (Islam, et al.

2005).

Multimodal Transport has been a key source of strategic advantage for firms. Firms are
encouraged to understand the importance of material flow integration and how it is
linked to value creation, as a part of the firm’s objective (Whitehurst, 2005). In order to
create value, it is important for service providers to match the requirements of
customers with his or her capability to provide service. According to Rondinelli and
Berry (2000), values were added through Multimodal Transport infrastructure as an
integrated system managed holistically in logistics services. Value creation can be
emphasised through emergence of new capabilities such as production, distribution and
consumption mobility, geographical and functional integration, and economic
perspectives (Hesse and Rodrigue, 2006). However, as transport services become more
integrated through combinations of various transport modes, methods and networks,
their impact on values will become more complex. Services provided by Multimodal
Transport Operators would be very competitive across the industry and to secure their
customer base, establishment and understanding of subtle relationships is important in
strengthening performance (UNCTAD, 1995). Values provided by Multimodal
Transport Services must be shown by shippers on a regular basis and so must top
management within the organisation in order to maintain the desired level of

relationships (Lambert and Burduroglu, 2000).

As mentioned in the report of UNCTAD (1995), an extensive literature on value has
been circulated in the context of logistics and supply chain research. However, only a
small amount of research on behavioural dimensions, such as relationship, in
commercial decision-making has been carried out. This is especially true in the
Thailand where business transactions are often less transparent than in other areas of the
world (Banomyong and Beresford, 2001). Individual interpretation and evaluation of
service and value, rather than simple comparative cost, is often found to be decisive.

Multimodal Transport services such as provisional management, packaging,
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warehousing, information and transport service within a supply chain are key
determinants of the competitiveness of a firm’s production process and ability to deliver.
With the increase of international trade in both finished and unfinished goods, issues
such as reliability, safety, security and frequency of deliveries have affected the modern
pattern of transport practices, which increasingly reflect a demand for more integrated
transport services (UNCTAD, 2003). Recent literature (i.e. Banomyong and Beresford,
2001; Rodrigue, 1996; Schijndel and Dinwoodie, 2000) shows evidence that, in the
context of Multimodal Transport, very little equivalent research on the behaviour
dimension in commercial decision-making has been found nor clearly defined. It cannot
be taken for granted that factors such as values and relationship provided by
Multimodal Transport are identical as logistics because it has different definition and

characteristics. These will be further elaborated in the proceeding chapters.

Inevitably, collaborative partner-relationships between shippers and operators have
received considerable attention in determining the effectiveness of Multimodal
Transport on performance. The term of ‘relationship’ in the context of transport has
always been a critical pillar in strategic business environment (Gibson, et al. 2002). An
extensive amount of studies has investigated the critical factors on the potential impacts
of relationships through efficiency, effectiveness, trust, flexibility, control, performance,
fitness and risk (Crosby, et al. 1990; Sinkovics and Roath, 2004; Athanasopoulou,
2009), as well as, different levels of relationships based on the various types of
magnitudes (Lu, 2003; Gardner, 1996). However, according to Athanasopoulou (2009),
there are no universally accepted frameworks for measuring relationships in the current
body of research. Therefore, it is important to understand the impact of relationship

within the Multimodal Transport environment.

In the Asian context, especially in China or other cultural-alike countries, the term
‘relationship’ is an ambiguous business concept, which exceeds more than just elements
of long-term business relationship or short-term transactions seen in the western context.
The term ‘Guanxi’, briefly translated as personal connections / relationships, is deeply
embedded in the mindset of most Asian countries and in every aspect of their personal
and organisational interactions. Wong and Chan (1999) has describes Guanxi as another
type of relationship characterised by favour, trust and interdependence, which leads to

insider-based decision making in business transactions. This shows a difference
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between Western and Eastern management systems in language and culture, which
were poorly conveyed in obtaining the full meaning and ubiquity of the Guanxi concept
(Davies, et al. 1995). Guanxi is a continuous process requiring activities undertaken by
the parties in a relationship and cannot be completed without the active and reciprocal
involvement of both parties (Davies, et al. 1995). According to Lee and Humphreys
(2006), one of the main concerns facing investors in Chinese or cultural-alike countries
is the lack of stable legal and regulatory system and the need to rely on trust-based
personal relationship as a means of obtaining resources. Nevertheless, governed by
unwritten norms of reciprocity, Guanxi can be an effective tool to elevate business
performances (Buttery and Wong, 1999). In the context of Multimodal Transport, the
understanding of the impact of Guanxi on business performance is still lacking,
especially in the content of Thailand. With the rise of trade volume, an in-depth study
of Multimodal Transport and trade implementation behaviour using a quantitative

approach is very useful.

1.2 RESEARCH OBJECTIVE

The main objective of this research is to explore the impact of Multimodal Transport
Service Value and Relationship on shippers’ business performance, as evidenced from
Thai shippers’ perspective. Five research questions associated with the objective are

presented hereunder:

RQ1. What are the roles of Multimodal Transport in Thailand?

RQ2. What are the critical elements of Multimodal Transport Service Value
and Relationship?

RQ3. What are the effects of Multimodal Transport Service on shippers’
business performance?

RQ4. What are the impacts of Logistics Service Value on shippers’ business
performance?

RQS. What are the impacts of Relationship Quality and Guanxi on shippers’

business performance?

According to Banomyong and Beresford (2001), international trade competitiveness
and geographical expansion of markets have obligated shippers to focus on integrated

production and Multimodal Transport strategies in order to reduce cost, and at the same
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time, to obtain higher service standard. Thus, the first research question is important in
understanding the impacts of Multimodal Transport on Thai shippers and how they

foster these changes in their firms’ business performances.

It is worth noting that the terminology of Multimodal Transport continues to evolve.
The term was officially introduced by the United Nations Multimodal Transport
Convention in 1980, which later attained legal recognition on the first of January, 1992
along with the introduction of the ‘1992 UNCTAD/ICC Rules’ for Multimodal
Transport (Banomyong, 2001; Wong, 1997). According to SLA (2008), the ASEAN?
community has adapted the terminology and developed the ASEAN MT Agreement to
impose significant impact on the way Multimodal Transport business is done and aimed
to increase efficiency and reduce cost for transport operators (Decision
Nos.331/393/425). Furthermore, as services provided by the Multimodal Transport
operators have become more and more competitive, establishment of a subtle
relationship with their customer has been a critical pillar in strengthening business
performances across various export-related industries (UNCTAD, 1995). Therefore, the
second question is asked in order to understand how Multimodal Transport Logistics
Service Value and Relationship can be conceptualised and measured through literature
review. Furthermore, the conceptualised measurement needs to be statistically

confirmed in terms of measurement validity.

The third and fourth questions examine the impact factors of Multimodal Transport
Service and Logistics Service Value on firms’ business performance in Thai shippers’
perspective. As Multimodal Transport Service Value has become more integrated with
logistics, assessments of the impact on business performance can be found in the
literature (Grant, 1991; Lai, 2004; Yang, et al. 2009). However, virtually no research is
found in justifying this statement through a robust quantitative technique. Therefore, the
‘Multimodal Transport Service’ and ‘Logistics Service Value’ are to be clearly defined
and conceptualized then analysed through the data collected from the questionnaire
survey using Structural Equation Modeling (SEM). A wide spectrum of relationship-
related research has been found and continues to evolve (Athanasopoulou, 2009).

However, from a Multimodal Transport point-of-view, only a few studies have been

? Association of Southeast Asian Nations: Member states: Brunei, Cambodia, Indonesia, Laos, Malaysia,
Myanmar, Philippines, Singapore, Thailand, Vietnam and East Timor (candidate state)
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found but none of them examines its impact on business performance using a
quantitative methodology. As for question five, similar approaches are to be
implemented for ‘Relationship Quality’ and ‘Guanxi’. In order to examine the impacts
of these selected factors firms’ business performance, an evaluation of these factors will
be conducted in order to observe the relationships in between these casual variables
under the conceptual research framework. Based on the research questions, this study

proposes a research model as shown in Figure 1.1.

FIGURE 1.1: RESEARCH MODEL

{ |

| Multimodal | Service | ,

': Transport | Value E

S ’ Business
Ty T o Performance
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\ ; . J

The primary objective of this research is to examine the causal relationship between
Multimodal Transport Service, Logistics Service Value, Relationship Quality, Guanxi,
and Business Performance. Through examination of the causal relationships between
the constructs that this research is interested in, a research model is developed and
subsequently justified through exploratory studies of previous researches. Through the
model development process, reliance on existing literature is highly recommended
because of the establishment of theories which has already been justified (Hair, et al.
2010). However, in the case of measurement issues, it should be noted that not all
existing measurement items are well-fitted with the current research. Therefore, the
measurement items of each constructs require modifications in order to be used

appropriately.

Regarding the scale of population for model evaluation, the questionnaire will be, first,
design, specified and distributed to potential respondents. In this case, the complete list
of shippers in Thailand provided by Thai National Shippers’ Council (TNSC) was used.
Once the data are collected, both descriptive analysis and construct validation will be

provided to perform the main analysis of the causal relationships between the networks
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of constructs. The descriptive data analysis can provide meaningful implications for the
data and assist to suggest how the main analysis will progress. The main analysis of the
model will be carried out using SEM. The result of the analysis will assist in deciding
whether to reject or to accept the hypotheses proposed from the research model.
Multimodal Transport research which applies this type of analytical approach is not yet
found in the literature, especially in the context of Thailand. The understanding of the
impact of Multimodal Transport Service, Logistics Service Value, Relationship Quality

and Guanuxi is still at its infancy stage within academic research.

1.3 SCOPE AND STRUCTURE OF THE RESEARCH

This research primarily examines the impact of Multimodal Transport Service Value
and Relationships on firms’ business performance from a shipper’s point of view. This
study solely focuses on shippers and the empirical study was conducted in Thailand

area. The thesis is structured into eight chapters shown hereunder as follows:

Chapter 1 introduces the subject area of the study with a fundamental background,
motivation, objectives, scope, research questions and structure of the thesis. The chapter
concludes with possible research contributions of the research for academics,

practitioners and policy makers.

Chapter 2 presents an understanding of the economic geography of Thailand with an
overview of its economic development, trade patterns, transport development, traffic

flows and brief synopsis of its present and future transport policies.

Chapter 3 reviews the existing literature relating to the Multimodal Transport Service
Value. Referring to the research objective and motivation from Chapter 1 and to
previous publications that have been conducted in relevant research areas, the study
attempts to identify key constructs and to examine their inter-relationships. This in turn

helps to narrow the gap between business logistics theories and management in practice.

Chapter 4 presents the constructs drawn from the research question; they are then
examined and operationalised. The constructs are: Multimodal Transport Service
(MTS), Logistics Service Value (LSV), Relationship Quality (RQ), Guanxi (GX) and

Business Performance (BP). This chapter concentrates on explaining the process of
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identifying and accepting new observable factors used in scale development. The
proposed model, justified from the literature review, provides a new theoretical
dimension in analysing impacts of Multimodal Transport Logistics Value and
Relationship on shippers’ Business Performance. Synthesising from the proposed
hypothesis, a conceptual model is introduced to allow statistical analysis for later

chapters.

Chapter 5 examines the methodological considerations of the current research
development. The current research adopts the positivist paradigm in understanding a
particular social reality from Thai shippers’ perspective. Choices of methodological
approaches, such as data collection, questionnaire design, sampling techniques, choice

of analytical techniques validity and reliability testing, are examined.

Chapter 6 presents the general findings and descriptive analysis of the initial results of
the collected data. Description analysis consists the response rate of the survey,
demographic characteristics and descriptive statistics of Multimodal Transport Service,
Logistics Service Value, Relationship Quality, Guanxi and Business Performance

constructs.

Chapter 7 shows the empirical result of the model through implementation of the
statistical technique discussed in Chapter 5. Prior to the analysis of the measurement
models, the collected data are examined and prepared. After the data preparation
process, each measurement model is validated and purified through a series of statistical
tests. Finally, the conceptual model is examined among with discussions of the

proposed hypotheses.

Chapter 8 concludes the research with an overall summary of the study and a
discussion of the key findings. Finally, the thesis concludes with theoretical
contributions and managerial implications along with some limitations and highlights

for future research.

Figure 1.2 shows this structure diagrammatically, and highlights the scope of each
chapter, its context and the links between the chapters and the respective research

questions.
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1 ® INTRODUCTION

1.4 RESEARCH CONTRIBUTION

Broadly, this research aims to provide a better understanding of Multimodal Transport

and behavioural logic in emerging economies, with a particular focus on Thailand, as

well as to identify the roles of commercial and behavioural criteria in an international

transport operation. The core of the research is based on perspectives of Thai shippers.

In detail, using a combination of theoretical and practical perspectives, this research

would like to:

Build on theoretical foundation of Multimodal Transport;

Develop a model to encapsulate the research questions;

Employ advanced statistical methods to create a holistic and robust business
relationship model;

Identify the importance of Relationship Quality and Guanxi;

Understand the importance of Guanxi to Multimodal Transport practices.

It is hoped that this research will be of significance to academics and practitioners in

managing transport development with regard to trade competitiveness in Southeast Asia.

For academics, an improved understanding of links between Multimodal
Transport Service Value, Relationships and shippers’ Business Performance
from a Thai perspective, should emerge.

For practitioners, the identification of the factors affecting transport operations,
explored in this study, may stimulate more considered transport decision-
making by providing a more accurate and precise framework for transport

planning.
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CHAPTERII

¥ THE EVOLUTIONARY PATH OF TRANSPORT IN THAILAND (%%

The aim of this chapter is to present an understanding of the region of study in this
research. Firstly, a brief background of Thailand will be presented followed by trade
and economic development background. Secondly, trend in international trade and
transport logistics will be examined in relation with transport practices in Thailand.
Lastly, issues regarding with Multimodal Transport will be investigated in reflection

with the main research objective.

2.1 BACKGROUND

The introduction of China’s opening-up policies in December 1982 has created the
potential world economic development, and improving global prosperity through the
development of its agriculture, energy, manufacture and transport (Chen, 1996). The
promotion of the positive economic spin-offs and market potential of the country, led to
several foreign entrepreneurs to pour a considerable amount of trade in, in order to
allow them to compete at an international level (Chen, 1996; Chao, et al. 2009).
However, ever since the Asian crisis in 1997, several developing countries have been in
an investment slump and faced several obstacles in retaining economic stability through

trade. Unfortunately, Thailand was one of them.

As a Southeast Asia (SEA) country and founding member of ASEAN, Thailand has
been altering its trade development towards potential market opportunities but due to
the global recession and unsettled domestic politics in late 2008, growth domestic
product (GDP) growth and level of foreign direct investments (FDI) plunged sharply.
However, signs of strong recovery in trade and public investment in late 2009 have
provided a substantial contribution to economic developments over the medium term.

As a growing economy, Thailand is located at the centre of continental Southeast Asia

and has a landmass of 513,115 square kilometres. With Myanmar to the northwest,

12
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Laos to the north and northeast, Cambodia to the east and Malaysia to the south as
bordering countries, Thailand naturally became the locational centre for several
organisational headquarters, such as: UNFAO, UNESCAP and UNEP'. Thailand is
home to approximately 66.29 million peoplez. The capital city, Bangkok formally
known as ‘Krung Thep’, is located at the approximate geographical centre of the

country, at the northern end of the Gulf of Thailand (Appendix A).

In the context of economic development, the level of trade in goods and services were
heavily affected by the overall economic growth rate. Thailand enjoyed an average
GDP growth rate of 5 per cent from 2000 until 2007. However in 2008 and 2009, the
overall economic growth rate plummeted with a new low of -7 per cent (2008/9) since
2000. This was primarily due to global recession and unsettled domestic politics. As a
result, several infrastructure projects stalled, foreign investors shield away and
consumer confidence was eroded. Some recovery since with the latest data showing a
similar pattern has been found in the overall trade growth rate where trade also plunged

sharply in the 2009/10 (Figure 2.1).

FIGURE 2.1: GDP AND TRADE GROWTH RATE OF THAILAND
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Source: Adapted from Ministry of Commerce, Thailand

' UNFAO: United Nation Food and Agricultural Organisation, UNESCAP: United Nation Economic and
Social Commission for Asia and the Pacific, UNEP: United Nations Environment Programme
? Asian Development Bank, www.adb.org
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2.2 INTERNATIONAL TRADE AND LOGISTICS

With regards to the geographical position of the country, Thailand has been trying to
position itself as one of Asia’s major trading hubs. Thailand is a manufacturing-based
country where 34 per cent of its exports are dedicated to manufacturing activities.
According to NESDB (2007), strategic development initiatives are currently positioned
in the logistics development strategy plans which aimed to transform Thailand as
Indochina’s trade and investment centre via the establishment of world-class logistics

systems. These will be further elaborated in the succeeding sections.

As illustrated in Figure 2.2, logistics cost accounts for an average of 18.7 per cent of the
Thailand’s GDP. In comparison with other developing countries, Thailand had out
performed China by 3 per cent but under performed India by 5 per cent (Figure 2.3).
One of the reasons why the Thai government has been struggling to reduce logistics
costs are mainly due to the increase in fuel price, congestion in major ports, insufficient
port capacity and lack of competitiveness in rail and maritime transport (UNESCAP,
2007; 2008). Even so, it is very difficult to quantify the total cost of each type of model
but needless to say, road haulage carries more social cost (but offers greater value) than
rail haulage. Therefore, with much dependency on road haulage, reduction in logistics
costs will be a challenge for Thailand (Roth, 1996).

Additionally, in terms of logistics cost, Thailand exports more than it imports.
Therefore, it sends out more shipping containers than it receives. Due to the fact that
Thailand does not manufacture containers, the cost of shipping empty containers, which
are included in transport cost, is 450 million US$ per annum. Although Thailand has
not reached the level of logistics efficiency that US, Japan or India have achieved due to
high expenditure in transport cost, the country, stated by JETRO and UNCTAD, is still
the third most attractive FDI location in Asia and the optimal location for establishing a

production/sale base (Sopadang, 2007).

14




- Q > 4A 4 &: > 4G &4 >: A: )

) -H#-* 6 7, C)& %+0009-..%5(
= #)'% 0% # ) )% S$O0# $) (% > ) # (%

B 0?7>1
J
4 aomMs0 01>1 Hyso oas 2M32 2pau
/| 2?7>1

+.#.
4
%
N ?7>1
K
B u

2MMM 0111 0112 011M11®1130117 0115 0117

* )@ %-..$(

) . 3#( .7 C)&

+L



2 B THE EVOLUTIONARY PATH OF TRANSPORT IN THAILAND

According to Table 2.1, majority of trade are computer parts, machineries and
automobile-related goods which represent an approximate total share of 21.85 per cent
in export and 27.53 per cent in import. As a manufacturing-driven country, similar ratio
of imports and exports in computer parts, machinery and automobile-related goods
could be found. For years, as one of Asian’s leading mechanical part assembler,
Thailand has proven its level of craftsmanship in several types of products. Large
portion of imports are characterised as parts which are used in manufacturing assembly
lines in which are later exported to other countries as finished products or sub-assembly
parts. Serving as the gateway to Southeast Asia and Greater Mekong Subregion® (GMS),
Thailand is committed to liberalise its trade within ASEAN. Ever since Thailand joined
the ASEAN Free-Trade Agreement (AFTA) in 1995, a considerable amount of

investment has been made with high promising returns in investment.

In comparison with other SEA countries, Thailand was the most favoured developing
country of investment. According to Figure 2.5, ever since 2001, Thailand had enjoyed
a stable growth of FDI. Even though there was a marginal shrinkage of investment in
2008, due to global recession and political instability, the introduction of Common
Effective Preferential Tariff (CEPT) scheme in 2010, under which tariff rates of
approximately ten thousand items have been reduced to between 0 and 5 per cent, has
given Thailand many opportunities to attract more investments. At a regional level of
FDI, Singapore and Thailand are considered the ‘advanced’ economies in the region,
closely followed by Malaysia, Vietnam and Indonesia, and the rest are still far behind
(Figure 2.5). As an emerging country, transport logistics has always been a critical
ingredient in uplifting its economic status. With the introduction of Multimodal
Transport, Thailand has been adopting this particular system to proliferate its trade in
the global market (UNCTAD, 2008).

3 GMS comprises Cambodia, Lao People’s Democratic Republic, Myanmar, Thailand, and Viet Nam, as
well as Yunnan Province and Guangxi Zhuang Autonomous Region of the People’s Republic of China.

16
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FIGURE 2.5: NET FLOW OF FDI IN SEA
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2.3 ROLES OF MULTIMODAL TRANSPORT IN THAILAND

The importance of Multimodal Transport in the SEA region was initially highlighted by
UNESCAP in 1959, with the aim to increase facilitation of trade and tourism
(UNESCAP, 1996). According to Multimodal Transport Handbook (UNCTAD, 1995),
the term ‘Multimodal Transport’ system has been defined as “the carriage of goods by
at least two different modes of transport on the basis on a Multimodal Transport
contract from a place in one country at which the goods are taken in charge by the
Multimodal Transport Operator (MTO) to a place designated for delivery situation in a
different country”. The role of the MTO is signified with responsibility of transport
activities and coordination between shippers and consignees to ensure continuous
movement of the goods in a most effective manner (Banomyong and Beresford, 2001).
In Thailand, the tem ‘Multimodal Transport’ is commonly used to describe the carriage
of goods by at least two different modes of transport where one operator, known as the
MTO, assumes liability for the carriage of goods under one underlying contract

(Banonyong, 2000; Vipamaneerut, 1998). The definition will be further reviewed in
Chapter 3.
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According to the Thai Ministry of Transport (MOT)*, the concept of Multimodal
Transport is seeing greater use in supporting national development for integration,
convenience and efficiency of transport services. Realising the need to meet the
challenge of reducing logistics cost, the government seeks to promote the usage of rail
and waterway transport in cost and energy saving. The main principles and
developments that have been appointed by the MOT to safeguard the benefits of
domestic shippers are (i) to emphases the improvement of existing infrastructure
network, (ii) to support efficiency by the development of the production and service

base, and (iii) to promote Multimodal Transport activities.

In the case of the institutional framework for Multimodal Transport, an official draft of
the ASEAN Framework Agreement on MT or known as ASEAN MT (adapted from
UN MT convention in 1980) was proposed in 2000 by the Transport Ministers at the 6™
ASEAN Summit and was officially signed in 2005 by the 10 member states’. According
to SLA (2008), the main objectives to the MT Agreement were (i) to provide the
minimum requirements for registration of ASEAN MTOs, (ii) define the liability and
limit of liability of MTOs and consignors and (iii) to unify the legal principles to
institutionalise Multimodal Transport operations in ASEAN. The formality of the
ASEAN MT Agreement was to impose significant impact on ways how Multimodal
Transport business is done, aiming to increase efficiency and reduce cost for MTOs
(SLA, 2008). At present, according to Thai International Freight Forwarders
Association (TIFFA), there are 64 MTOs providing Multimodal Transport logistics
services in Thailand and 27 of them are multinational logistics companies. Domestically,
Thailand is very much depended on road transport in term of physical movement of
goods. Since 1999, 87 per cent of freight movements are by road transport (Figure 2.6
and 2.7). According to Roth (1996), 89 per cent of global freight tonne miles are done
by road. This applies to Thailand as well.

* www.mot.go.th

* Brunei Darussalam, Cambodia, Indonesia, Lao PDR, Malaysia, Myanmar, Philippines, Singapore,
Thailand and Vietnam
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and Singapore (85 and 97 per cent respectively). However, when observing the distance
in kilometres, Thailand has a greater intensity of usage of its road network which serves

approximately 1.52 billion metric ton-kilometres per year.

TABLE 2.2: ROAD NETWORK STATISTICS IN SELECTED SEA COUNTRIES

Cambodia Malaysia Singapore Thailand Vietnam

Paved Network (Km) 35,769 46,260 3,073 225,623 93,300
Express ways (Km) 4,165 39,647 2,988 62,985 23,418
Cargo (TMT) 100 1,417,00 4,760,000 1,522,198 103,584
Trucks & Buses 9,005 618,066 128,115 566,794 8,114

Note: Km-Kilometres, TMT- Thousands Metric Ton-Kilometres
Source: Compiled from ASEAN Secretariat (1999) & Britannica World Annual Data 2000

As for international haulage, approximately 4.53 per cent of freight trade is performed
by road. Referring to the geographical characteristics of Thailand, cross-border trade
activities through road haulage could be found in between Thailand, Myanmar, Lao
PDR and China (Kunming). The two main cross-border road corridors are Route
number 3 West (R3W) and Route number 3 East (R3E) which extends to Myanmar and
Laos, respectively (Appendix A). This particular trade corridor is known as the North-
South Economic Corridor® (NSEC). As Kunming-Bangkok subcorridor are portrayed as
a land bridge in between southern China PRC and other GMS countries, significant
changes of modal shift will affect Multimodal Transport operations of the region. For
the Kunming-Bangkok subcorridor, two routes currently connect the cities by road as

follows:

e R3W: Bangkok — Chiang Rai — Mae Sai — Keng Tung — Mong La — Menghi —

Yunjinghong — Kunming,

e R3E: Bangkok — Chiang Rai — Chiang Khong — Hoeuy Xay — Luang Namtha — Bo

Ten — Bo Harn — Kunming.

The important points here are: (i) the vast majority of internal freight goes by road; (ii)

international freight is by sea and; (iii) little land trade.

% The NESC is an initiative programme to support economic development of the GMS strategic
framework. The corridor runs between Bangkok (Thailand) and Kunming (China PRC), Haiphong
(Vietnam) and Kunmong, and Nanning (China PRC) and Ha Noi (Vietnam).
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According to Banomyong (2007), infrastructural links are critical pillars for logistics
development in these countries. However, due to lack of infrastructure support and high
border crossing charges, R3E and R3W corridor are currently under-utilised. In terms of
cost, it was found that approximately 60 per cent of costs are incurred at border crossing
and transit fees without any material movement of goods (Banomyong, 2008).
According to ADB (2008), shippers and transport operators are reluctant to use R3W,
due to political uncertainty, poor road quality and the high transit fee in Myanmar’. This
has clearly shown that transport cost, even though a critical component in the
subcorridor cost, is not the biggest cost factor when implementing trade through R3E
and R3W (Banomyong, 2008). However, with the completion of the road route between
Houay Xay and Bo Ten in Lao PDR and the bridge construction between Chiang
Khong and Houay Xay, potential increase of trade and reduction in cost through

utilisation of R3E route is expected (ADB, 2008).

High logistics service cost remain as a critical issue in fostering trade in the NSEC
corridor. It is noteworthy that the effectiveness of the cross-border trade is heavily
dependent on the cost and time factor. With the Cross Border Trade Agreement®
(CBTA), which came into force at the end of 2003, it was hoped that border crossing
costs and times will gradually be reduced (Banomyong, 2008). An example of border

trade between Thailand and other selected NESC countries is given in Table 2.3.

TABLE 2.3: BORDER TRADE VALUE BETWEEN THAILAND AND SELECTED NESC
COUNTRIES

From: To: 2005 2006 Change in %

Chiang Rai Myanmar 91.7 96.0 +4.69

(Thailand) Lao PDR 43.2 39.6 -8.33
China (Kunming) 120.3 119.6 -0.58

Note: * in million of US Dollar
Source: Department of Foreign Trade, Thailand.

” Transit fees in Myanmar can reach 90% of the value of goods transported.

¥ The CBTA is a regional transport and transit agreement that is supposed to facilitate the movement of
people, freight and vehicles within the GMS. One of the CBTA’s main contributions is the requirement
for single-stop inspections at border-crossings. Single-stop inspection will reduce cost and time during
border crossing.
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2.3.2 INLAND RAIL CORRIDORS

In the theory of Multimodal Transport competition, rail transport may be considered as
a possible alternative for trucking for particular bulky products such as cement and
agricultural goods (Hayuth, 1987). Alternative routes would balance the competing
priorities in transport development which would contribute to the reduction of transport
cost on a long-term commercial basis (UNESCAP, 2007). However, due to poor rail
conditions and services in Thailand, observed by World Bank (2007), only 1.66 and
0.81 per cent of domestic and international freight volume respectively are transported
through rail haulage (Figure 2.6 and 2.7). The railway network in Thailand is solely
administered and operated by a state-owned rail operator under the name, State Railway
of Thailand (SRT). The rail network extends from Chiang Mai (Northern Thailand) to
Sungai Kolok (Southern Thailand) and Ubon Ratchathani (Eastern Thailand), covering
approximately 4,044 kilometres. Details of the rail network statistics are provided in

Table 2.4.

TABLE 2.4: SRT RAIL NETWORK STATISTICS

Units 1998 2003
Total Network Km 4,044 4,044
Main Lines Km 2,344 2,344
Secondary Lines Km 1,624 1,624
Single Lines Km 3,892 3,892
_Passenger Travel MPK 11,014 10,251
Break down of Single Lines (SRT)
Eastern Line Km 266.77
Southern Line Km 1159.04
To Ban Phachi Line Km 89.95
Northern Line Km 751.42
North-eastern Line Km 266.28
Nong Khai Line Km 621.10
Ubon Ratchathani Line Km 575.10

Note: Km-Kilometres, MPK-Million of passengers per kilometre
Source: TSG (2007)

In terms of rail freight, it was found that for domestic movement, large volumes of
goods are accounted for by Bangkok and its surrounding industrial estates for transit
and international export. As for intermodal linkages between rail and road transport,
freight can be transferred at Bangkok Port, Laem Chabang Port and Inland Container
Depot (ICD) Lad Krabang (Characteristics of this ICD will be described in the next

section).
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2 W THE EVOLUTIONARY PATH OF TRANSPORT IN THAILAND

2.3.3 MARITIME TRANSPORT

In terms of international trade, Thailand is very dependent on maritime transport
corridors because it serves about 90.61 per cent of all import and export activities
(Figure 2.7). In 2008, more than 3.1 million TEUs are exported through maritime
corridor with approximate value of 12 billion US$. According to the Port Authority of
Thailand (2011), the centre gravity for international trade in Thailand is pulled by Hong
Kong and Singapore, which represents main gateways for international trade in

Southeast Asia.

In terms of Multimodal Transport network, road and rail haulage is the most common
option in moving containerised cargoes to port terminals for deep-sea transport
operation in Thailand. The two main ports are Bangkok Port and Laem Chabang Port.
Bangkok port is operated by Port Authority of Thailand with a capacity of 15 berths
with cargo throughput of 17,767,818 tonnes in 2008 and Laem Chabang Port is
operated by a group of private investors with a capacity of 18 berths with cargo

throughput of 44,352,430 tonnes in 2008'°.

With concern over the port traffic and container congestion, an ICD, Lad Krabang, was
located on the outskirts of Bangkok with direct linkage via rail and road services.
According to Beresford and Dubey (1990), an ICD is sometimes referred to as a ‘dry
port’, which functions as a specific site to which imports and exports can be consigned
for inspection by customs and can be specified as the origin or destination of goods in
transit with documentations such as Multimodal Transport bill of lading (B/L). The
capacity of the Lad Krabang ICD is designed to handle approximate 1 million TEU per
annum. The rail intermodal link, operated by SRT, operates a direct rail link of 113
kilometres to Laem Chabang port. The operation of Lad Krabang is also under the

supervision of SRT.

According to Thai Marine Department, rail services in between these two locations are
responsible for 25 per cent of containers handled at the Laem Chabang Port. However,
comparing with road transport, rail transport is not considered as reliable as road

transport. From a shippers’ and operators’ perspective, the main problem with the rail

' Port Authority of Thailand, www.port.co.th
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linkage between Laem Chabang Port and Lad Krabang ICD lies on its unreliability, lack
of punctuality and cost similarity to road services. Observed by TSG (2007), this
particular linkage faces frequent train delays leading to missed sailings and frequent
occurrences of accidents, including derailing. Therefore, road services between Lad

Krabang and Laem Chabang are preferable to rail linkages.

As an alternative to deep sea shipping and road haulage, another primary network that
connects Thailand with Myanmar, Lao PDR, Cambodia and China is the GMS Inland
Waterway Transport (IWT) corridor. Due to the importance of bulk cargoes in SEA
countries, IWT is well fitted in the framework, which provides a cost-efficient and
environmental sustainable solution. IWT is used for intraregional trade between
Northern Thailand, Myanmar, Lao PDR, and Kunming (Southern China) but due to a

combination of low speed and shallow draft, freight volumes are rather limited.

2.3.4 INLAND WATERWAY TRANSPORT CORRIDORS

The IWT of the GMS extends form Chiang Khong (Thailand) to Jing-Hong (Kunming,
China) via Lao PDR and Myanmar, covering approximately 2,000 kilometres but only
1,300 kilometres is navigable during January to April (TSG, 2007). Currently, there are
two main harbours which serves the GMS corridor namely; Chiang Saen and Chiang
Khong. Chiang Saen has an average of 800,000 tonnes of cargo throughput per year,
while Chiang Khong only has an average of 20,000 tonnes of cargo throughput per
year'!. Another important river in Thailand is the Chao Phraya River, which serves
mostly passenger transport. The river begins at Ping and Nan River at Nakhon Sawan,
runs through Bangkok and exits to the Gulf of Thailand. The geographical location of
Thailand’s main ports and the GMS corridor is illustrated hereunder (Figure 2.10).

However, at present, due to nonreadiness of certain ASEAN Members, there is little to
none integrated transport or logistics systems in place. Despite the presence of a number
of physical Multimodal Transport corridors available to shippers, the GMS corridor was
found as an alternative for implementation of the ASEAN Framework Agreement on
MT through the GMS Cross-Border Trade Agreement sponsored by the Asian
Development Bank or known as ADB (ASEAN, 2002; SLA, 2008).

"' Marine Department, http://www.md.go.th/, Thailand
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2 B THE EVOLUTIONARY PATH OF TRANSPORT IN THAILAND

international freight. Nonetheless, by certain measures, e.g. control tower height and
length of terminal building, Suvarnabhumi is the world’s number one airport. The
statistics themselves mean little, but the expression of intent by the Thai government

signals its desire to be a leading air hub in Asia.

According to Thai Ministry of Commerce, approximately 80 per cent of exports in
electronic parts are performed through air haulage. Regarding to the value of air freight,
approximately 6 billion US$ worth of electronic parts where traded via air freight in
2009. Airport operations in Thailand are operated by state owned enterprise under the
name of Airports of Thailand Public Company Limited (AOT). According AOT,
Thailand has five main international airports (Suvarnabhumi, Bangkok, Chiang Mai,
Chiang Rai, Hat-Yai and Phuket) and 56 other regional airports serving only domestic
routes'. In 2008, AOT handled 110 schedules airlines, which could be divided into 97
for passengers with cargo combination airlines, and 13 pure cargo airline operators
(AOT, 2008). Despite the various available airlines services offered in these airports,
the national carrier for Thailand is Thai Airways International (THAI). Other than
freight cargo services provided by THAI, international players such as DHL and FedEx

also provides Multimodal Transport door-to-door services via air freight.

TABLE 2.5: AIR FREIGHT STATISTICS OF THAILAND IN 2008*

2007 2008 Change in %
Bangkok 1,232,473 1,195,666 -2.99
Chiang Mai 22,869 21,249 -7.08
Hat Yai 9,591 10,614 10.67
Phuket 18,004 17,660 -1.91
Chiang Rai 2,741 2,429 -11.38
Total 1,285,678 1,247,618 -2.96

Note: * Inbound and outbound freight in kilo-tonnes
Source: AOT (2008)

Table 2.5 shows a marginal decrease in air freight traffic in 2008. This was due to high
oil prices which rose dramatically and hit the highest record in the first half of 2008,
and to the global downturn. Several airline companies suffered from ever-rising
operation costs and decline in profitability. Furthermore, in the second half of the year
2008, the economy was badly hit by the spreading of financial crisis in the US, which

had caused airline companies to lay off their employees and travellers to cancel their

B Registered airports in International Civil Aviation Organization (ICAQ) and the International Air
Transport Association (IATA).
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trips for reasons of saving expenditures (AOT, 2008). As 88 per cent of scheduled
airlines are passenger and cargo combination airlines, a decrease in passenger transport
will normally be paralleled by a decrease of air freight cargoes. The global financial
crisis and the dramatic increase of oil price had pushed the operational cost of airline

companies to the peak.

2.3.6 SUMMARY OF MULTIMODAL TRANSPORT IN THAILAND

Consistent trade statistics in terms of volume remain as a very difficult goal in
illustrating the background of Thailand. According to UNESCAP (1997), in some part
of the world, trade data is preserved only in monetary terms. Another difficulty that has
challenged many researchers is the variety of trade forms. Especially in cross border
trades, where several forms of trade are generally undertaken informally. In a formal
trade, transactions are conducted through proper customs procedures under government
rules, regulations and supervision, whereas informal trade involves transactions that

may bypass or evade these procedures.

From a shipper’s perspective, choice of domestics transport is very limited due to lack
of infrastructural connectivity and services. Other types of inland transport, such as rail
and IWT cannot compete with road haulage in terms of cost and flexibility. Observed
by the World Bank (2007), Thai authorities have paid less attention to IWT, due to its
small share of domestic freight when compared with sea freight. In 2009, the Royal
Thai government announced plans to spend up to 100 billion baht (approximately 3
billion US$) investing in five double-track rail routes. However, criticised by Thai
logistics experts, it would not be worthwhile if the State Railways of Thailand cannot
upgrade its service quality. As a result, rail is not widely used for either passengers or
freight. With the current climate of global trade competition, the National Economic
and Social Development Board (NESDB) had addressed the challenges in logistics and
transport cost reduction could be overcome through integration of Multimodal
Transport operation (NESDB, 2007). An assessment of SEA transport infrastructure
reliability is presented in Table 2.6.
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TABLE 2.6: ASSESSMENT OF SEA TRANSPORT INFRASTRUCTURE RELIABILITY

Road Port IWT Railway
Laos Fair/Poor Poor Fair/Poor N/A
Myanmar Poor Poor Fair Fair
Thailand Good Fair Fair Good
Vietnam Fair/Poor Fair Fair Fair

Source: Adapted from Banomyong (2007)

2.4 THAILAND’S TRADE AND LOGISTICS DEVELOPMENT INITIATIVES

Despite the dramatic change in the Thai economy and the impact of foreign FDI,
several trade and logistics development initiatives has brought down many trade
barriers with the aim to increase shippers’ performances in a micro level and global
trade competitiveness in a macro level. Under the trade development initiatives,
Thailand has been consistently pushing itself to gain its share of the world export
market through establishment of bilateral agreements as well as regional free trade
agreements with its trading partners. In 2009, Thailand has concluded basic trade
agreements with Bahrain, India, China Peru and BIMST-EC ", concluded
comprehensive trade agreements with Australia; and comprehensive trade agreements
under negotiation with US, Japan and New Zealand. Other corporate strategies, such as:
ACD, ACMECS, ARF, OECD, UNCTAD, WTO, ASEAN, AFTA, APEC'® and GMS
have also been established to govern these domestic trades and import/export activities.
In terms of logistics development initiatives, the Royal Thai government has geared
itself to establish a world-class logistics system to support Thailand as Indochina’s trade
and investment centre (NESDB, 2007). To support the statement above, two main

objectives have been put forward:

1. To enhance trade facilitation with the aim of increasing cost efficiency,
customer responsiveness and reliability and security.

2. To create added value for the logistics and other supporting industries.

Despite the level of the logistics development initiatives, key considerations of both

objectives strongly reflect the shippers’ need to elevate their performance in the current

14 BIMST-EC: Bangladesh, India, Malaysia, Burma, Sri Lanka, Bhutan and Nepal

'* ACD: Asia Cooperate Dialogue, ACMECS: Ayeyawady - Chao Phraya - Mekong Economic
Cooperation Strategy, ARF: Asian Resource Foundation, OECD: Organisation for Economic Co-
operation and Development, UNCTAD: United Nation Conference on Trade and Development, WTO:
World Trade Organisation, APEC: Asia-Pacific Economic Cooperation
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competitive global market. The aim of increasing cost efficiency, customer
responsiveness and reliability, security and value are, with slight variation, embedded in
the core of all shippers’ business strategies. These two objectives are divided into five
logistics develop strategies, which are: (i) business logistics improvement, (ii) transport
and logistics network optimisation, (iii) logistics service internationalisation, (iv) trade
facilitation enhancement and (v) capacity building. According to Table 2.7, the
importance of cost and time reduction, understanding of logistics, value and efficiency,
highlighted by the government, are at heart, socially and economically desirable in all

transport and trade-related activities (Melumad and Ziv, 2004).

2.5 THAILAND’S TRANSPORT DEVELOPMENT INITIATIVES

In terms of transport development, issues related to optimisation have been frequently
discussed. According to NESDB (2007), key transport and logistics network
optimisation objectives have been ambitiously laid out to accelerate trade and transport

operation efficiencies. These objectives were:

1) To save energy,
(i)  To integrate multimodal networks and

(iii))  To build seamless connectivity.

The potential strength of these transport and logistics development initiatives lies
primarily in the possibility that the government could offer in confronting the concerns
and interest of shippers. According to TSG (2007) and Roth (1996), road haulage has
always been the dominant mode of transport in Thailand. In the current era of trade
competitiveness, this has always been an inevitable bottleneck in an attempt to lower
overall transport cost. In order to minimise the dependency of road transport, three key
development initiatives has been geared to promote other transport mode types

(Railway system and waterway transport) and to increase regional connectivity.
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TABLE 2.7: THAILAND’S LOGISTICS DEVELOPMENT STRATEGY

Strategic Agenda Major Strategies

e To encourage business in agricultural, industrial and service sectors.
e To implement sophisticated logistics-management techniques and
logistics/transportation software.

Business Logistics To promotion of better understanding among business owners of the

A) Improvement value of logistics management, logistics best practices and
information technology.
e To support development of logistics for supply-chain optimisation
by which the movement of goods can be tracked.
KPI o Lower logistics cost o  Greater understanding of the importance
o Increase number of logistics service of logistics.
providers or service values o Greater customer responsiveness

e To develop an integrated logistics network, both locally and
internationally.
To support the management of transport energy-saving for cost
reduction.

¢ To develop new trade lanes to the Middle East, Africa and Europe
via Thailand’s Andaman Sea.

Transport and
B) Logistics network
Optimisation

KPI o Reduce transport time o Companies enjoying lower logistics costs
o ___Lower investment cost relative to sales revenues
e To promote investment in the businesses of logistics service
providers.

e To support joint ventures and strategic alliances between Thai
Logistics service providers and foreign small or medium sized

Logistics service . .
service providers.

©)

Internationalisation To caters for the specific needs in local businesses.
To promote multimodal transport services and transport-insure
service for local and international merchandise to reduce operating
costs.
KPI o Increasing number of logistics service o Increase the sale revenue of logistics-
providers service providers
o Increasing co-operation among
businesses
e To develop e-logistics and Single Window Entry into a central
system in order to provide import/export and logistics services.
D) Trade Facilitation e To improve taxation system and to reduce customs-clearance
Enhancement procedures.
* To promote e-Commerce businesses with the aim of reducing
documentation and information delivery cost.
KPI o Less processing time for documents o Lower distribution cost for Thai shippers
o Lower transaction cost o Setting up standardisation with regard to
o  Reduce time for intermodal transfer data sharing
o Reduce cost for intermodal transfer o Lower total export costs

e To provide training to personnel in both the production sector and
the logistics-service industry.
To support the collection and development of logistics-related data
for both at the macro and the business levels.

* To support the official establishment of the system for coordinating
and monitoring policy.

E)  Capacity Building

KPI o Toproduce over 385,000 logistics o Increase number of research papers into
personals and 1.370 trainers/lecturers importing logistics efficiency.
by 2011. o  Establishment of a data system which
o Increase the number of education manages the country’s logistics system.

institutes offering logistics courses.

Note: KPI: Key performance indicator
Source: Interpret from NESDB (2007)
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Table 2.8: Thailand’s Key Initiatives in Transport Network Optimisation

Railway System Waterway Transport Regional Connectivity
o  Construct double track on e Modernising seaports at e  Supporting transport
the Eastern Route. Lang Chabang Port and linkages with neighbouring
e  Procuring additional Bangkok Port (e.g. e-port countries
locomotives and pallets. by e-toll, e-gates). e Establishing new trade
e Proceeding the organisation ®  Constructing public river lanes to the world market.
re-engineering programme piers.
of the State Railway of e Preparing a terminal for
Thailand coastal ships at Lang
Chabang Port

e Reducing port charges for
coastal shipping

Note: For 2007-2011
Source: Adapted from NESDB (2007)

In comparison with other SEA countries, Thailand has been pouring large amounts of
investment into improving transport infrastructure and services. According to
UNESCAP (2009), Thailand represents the highest investment and maintenance
expenditure on transport infrastructure in SEA with the highest return of value-added in
transport and storage (3.9 as a percentage of GDP and 8 as a share of GDP,
respectively). Table 2.9 shows the contribution of transport to the economy and society
in terms of the value-added of transport and storage sector as a share of GDP in selected

countries of SEA.

TABLE 2.9: INVESTMENT AND EXPENDITURE ON TRANSPORT INFRASTRUCTURE
COMPARED TO VALUE-ADDED OF TRANSPORT SECTOR

Investment and maintenance expenditures  Value-added of the transport and

Countries on transport infrastructure as a percentage  storage sector as a share of GDP
of GDP

Cambodia 1 7

Singapore 0.9 6.3

Thailand 3.9 8

Source: UNESCAP (2008)

With flexibility of mode choice, the implementation of Multimodal Transport will have
a direct impact in reducing trade barriers. Especially within a developing country,
Multimodal Transport enables economies-of-scale within a transport system to be
gained through productive configurations of mode flexibility (Banomyong and
Beresford, 2001). The Multimodal Transport terminology will be thoroughly examined

in the succeeding chapter as appropriate.
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2.6 SUMMARY

This chapter has illustrated the general background of Thailand with particular
emphasis on its economy, roles of Multimodal Transport and, trade and logistics
development initiatives. As an emerging country, Thailand is well positioned as one of
the top-leading manufacturing countries with particular strengths in textiles, apparel and
assembly operations. Apart from the economic status the country, Thailand has
attracted several non-government organisations in establishing global headquarters due
to its advantage in centrality of geographical location in Southeast Asia. This has
benefited the reputation of the country which allows Thailand to develop its role in the
international arena. However, several unresolved issues relating to domestic politics
from late 2008 have hindered its international reputation and most importantly, its

logistics and transport developments.

With the intensity of trade competitiveness in the global market, implementation of
tariff reduction through the CEPT mechanism has stimulated foreign investors to invest
in the country. Furthermore, in the effort of cooperating international trade strategies,
Thailand has been involved with several international organisation bodies. According to
NESDB (2007), Thailand has aimed to ‘establish a world-class logistics system’
through proliferating its logistics facilities and technology infrastructure, and to assure
faster and higher freight handling capacity. With the incorporation and promotion of
Multimodal Transport, the Royal Thai government believes that it will be one of the
main catalysts in removing trade barriers and boosting the competitiveness of
international trade activities. However, not to hinder the progressiveness of its trade
developments, obstacles in improving freight logistics services while reducing logistics

cost would still be remain as major challenges in uplifting trade performance.

Apart from the importance of cultivating trade and logistics activities through
development of Multimodal Transport platforms, seamless business collaborations
between shippers and MTOs are critical in the improvement of logistics management
and operations. Under the condition of its high transport and inventory carrying cost,
securing and sustaining trade with international partners would be unavoidable in the
long-run. According to Gibson, et al. (2002), the importance of collaboration by
eliminating non-value adding activities and/or forecasting requirements more

effectively had embarked mutual benefits for both shippers and MTOs. However, when
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dealing with collaboration, relationships are to be observed due their indispensable
nature and their impacts on performance. Moreover, it has been observed that the
concept of relationship in an oriental country, such as Thailand, is different from the
Western countries. This chapter has illustrated the Thai logistics and transport
background based on economic and trade initiative developments. With the particular
aim to examine the impacts of Multimodal Transport Service Value and Relationship on

shippers’ business performance, a critical literature review will be conducted in the

following chapter.
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CHAPTER 111

¥ THE CONCEPT OF MULTIMODAL TRANSPORT (3

The previous chapter illustrated the transport and trade industry in Thailand. The
purpose of this chapter is to present a critical review of previous works related to the
Multimodal Transport Service Value. Regarding the research framework proposed in
Chapter 1 and the indication of research background in Chapter 2, the two main
research components which the research fits into the existing body knowledge are
Multimodal Transport Service Value and Relationship. The concept of Relationship
will be reviewed in Chapter 4. This chapter is structured into three sections. The first
section begins with a review of the Multimodal Transport theory, which provides the
fundamental ground for this research. Underpinning the original definition from UNMT
convention, the terminology has evolved from a regional context to a global scale. The
second section is to provide an understanding of the key perspectives of the Multimodal
Transport system and the responsibilities of Multimodal Transport Operator. The final
section examines the importance of Multimodal Transport Service Value and to clarify

its components from the transport and logistics related literature.

3.1 THE CONCEPT OF MULTIMODAL TRANSPORT

The ‘Multimodal Transport’ concept can be defined as the combination of various types
of transport modes used in a national or international transport operation, in which
provides door-to-door services, under the responsibility of one single transport operator
(UNCTAD, 1995; 2001). Practically, this particular concept is not new and may even
have been practiced long before the introduction of this terminology. According to
Woxenius (1998), the early form of combining transport modes dates back to Roman
times where horses and carriages were the primary form of interchangeable transport
modes. An effort of introducing adequate legal framework for Multimodal Transport
operation was found in the work of ‘International Code of Affreightment’ in the early

1910s. However, during that time, transportation was considered as a segmented
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industry based on unimodal operation and contracts. It was not until the introduction of
large-scale containerisation in the 1970s, did Multimodal Transport gain considerable
momentum (Faust, 1985). According to Muller (1995), only 1 per cent of world
containerised cargo was moved intermodally under a through bill of lading in 1979.

Today, most containerised cargo does.

Until the introduction of containerisation in the 1960s, physical movement of goods had
been through evolutionary changes of innovation in an attempt to achieve efficiency
and effectiveness (Hayuth, 1987). However, based on the emergence of driving forces
such as technology, economy, regulation, social environment and business
competitiveness, the complexity of transport operations has driven the need to introduce
a more structured concept. This in turn brought with it a terminology which would
encapsulate the key considerations of transport practices and which would be agreed
upon at an international level (Hayuth, 1987; UNCTAD, 1993). As a component of
international trade, Multimodal Transport has generated considerable commercial
values for shippers in comparison to other alternative transport systems. According to
Campisi and Gastaldi (1996), Banomyong (2000), SLA (2008), and Islam, et al. (2008),

some of its many advantages are:

e Reduction of time, risk of lost or damaged goods through a planned and
coordinated single transport operation,

o The establishment of a seamless communication link maintained by single
Multimodal Transport Operator,

e Increase market access opportunity through speedy transfer and transit time,

e Reduction of multiple documentation,

e Cost saving through possible reduction of freight rate,

e Minimising confusion through a single point of contact (the Multimodal Transport
Operator),

e Ultimately, an improvement in the competitive position of companies in the
international market place,

e Different solutions can be easily benchmarked for performance,

¢ and Reduction in energy used, thus provides environmental and social benefits.
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According to these inherent benefits, it is clear that Multimodal Transport has the
potential in providing numerous commercial advantages for shippers, consignees and
freight forwarders. Needless to say, it is an integrating tool in offering shippers a great
choice of cost control, flexibility, competition, reliability and a one-stop service (Islam,
et al. 2005). The distinguished features of the Multimodal Transport concept are:
combination of various types of transport modes, international transport operation and
responsibility of one single operator. In order to capture the breadth and depth of the
concept, a critical review regarding to key characteristics of Multimodal Transport, will

be structurally presented below.

3.1.1 MULTIMODAL TRANSPORT AS COMBINATION OF MODE CHOICE
The ‘Multimodal Transport’ terminology was first coined by the United Nations
Convention on Trade and Development (UNCTAD) on International Multimodal

Transport of Goods in 1980, which authoritatively defines the term as:

“... the carriage of goods by at least two different modes of transport on
the basis of a multimodal transport contract from a place in one country at
which the goods are taken in charge by the multimodal transport operator
to a place designated for delivery situated in a different country (UNCTAD,
1981).”

With the introduction of containerisation in the 1960s, introduced by the founder of
Sea-Land Inc, Mr. M. Mclean, the innovativeness of combining sea and land transport
strategies with implementation of standardised cargo from through dedicated
infrastructures such as cell-guides for container sliding and stowing from rail into the
ship’s hold has stimulated growth in international trade (UNCTAD, 1993). According
to the WORKPORT model, cargo forms have been through a schematic transitional
process from the 1960s to 2000s (Beresford, et al. 2004). As the cargo form has been
shifted from break bulk cargo to bulk, unitised and containerised cargo, trading volume
has risen dramatically over the past 50 years. Prior to the WORKPORT model, the
UNCTAD Three Generation Port Model categorised the dramatic changes into ‘clear

! United Nations Conference on a Convention on International Multimodal Transport, held at Geneva
from 12" to 30™ November 1979 as the first part of the session and the resumed session was from 8" to
24% of May.
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slice’ of generations. For example, the general break-bulk cargo was identified as the
‘first generation’ cargo while containerised cargo was revealed as the ‘third generation’
cargo. However, it was argued by Beresford, et al. (2004) that, the categorisation of
cargoes through so-called ‘generations’ of development does not accurately reflect
reality” (Beresford, et al. 2004). Rather, it is suggested that cargo handling methods
evolve gradually and steadily in accordance with need and situations; unlike container
shipping, which has for decades developed along the time of successive distinctive

ever-larger ships (‘generations’), port developments are not so clear cut.

The introduction of containers had enabled global reach through increase in trade
volume with increase of operational efficiency, which ultimately enables Multimodal
Transport to be applied in most international transport operations (Cullinane, et al.
2005). Thus, according to Van Schijndel and Dinwoodie (2000), developments of
standardised units including containers, with the characteristic of ease of transfer,
favour Multimodal Transport. In the context of cargo movement, other systems which
shares similar feature of combination of transport modes in Multimodal Transport are
Through Transport systems, Combined Transport systems and Intermodal Transport
systems. For the past fifty years, these terminologies have been widely practiced and
applied in the identification of specific operation systems used in a particular operation.
Prior to United Nation’s formalisation of Multimodal Transport in 1980, the
terminology has gone through several stages of changes before it obtained its official
status by UNCTAD/ICC in 1992. In principle, these conventions aimed to provide a
clear definition of the terminology, documentation, liability of the Multimodal
Transport operator, liability of the consignor, claims and actions, supplementary
provisions, and customs matters (Boyd, 1979). These transport terminologies are still
applied in regards to geographical characteristics, infrastructures and regulations
differences. Figure 3.1 illustrates the evolution of ‘Multimodal Transport’ terminology

in relation to other previous terminologies taking a chronological approach.

? For example, the Associated British Ports’ port of Grimsby and Immingham handle large volumes of
cargo from all three generations.
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FIGURE 3.1: DIAGRAM OF CHRONOLOGICAL TRANSPORT DEVELOPMENT
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DEFINITIONS

Transport terminologies such as ‘Through Transport’, ‘Combined Transport’,
‘Intermodal Transport’ and ‘Multimodal Transport’, has been widely used in context of
cargo movement through flow of traffic, which in some cases share similar meanings
such as the movement of goods by more than one mode of transport and a through
freight rate (Banomyong, 2001). In this research, literature regarding passenger
transport has been excluded because of the fundamental difference between passengers
who move themselves and goods which need to be moved (Bontekoning, et al. 2004).
For the sake of clarity, terms of some key components and systems that are encountered

in this thesis are described as below.

THROUGH TRANSPORT

According to HMSO (1966:1), ‘Through Transport’3 has been defined as “the methods
of distribution and transport, which give through flow of traffic, from the point of origin
to the final point of destination, with minimum transhipment and delay.” There is no
specific identification of transport modes involved through the process but it identifies
the emergence of the concept of unit-load movement and ICDs. Another distinguishing
characteristic is the use of standardised documents, such as the Through Bill of Lading,

along the transport journey.

¥ HMSO (1966) publication “Through Transport to Europe”, P.1
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COMBINED TRANSPORT

The term ‘Combined Transport’, defined by the International Chamber of Commerce
Rules (Banomyong, 2000) as “the carriage of goods by at least two different modes of
transport, from a place at which the goods are taken in charge situated in one country
to place designated for delivery situated in a different country.” The various transport
modes combine to enable goods to be transported by sea, inland waterway, air, rail or
road. In a combined transport system, there are no indications of the characteristics of
the cargo goods but a single document method of ‘Combined Transport Bill of Lading’
are utilised to facilitate the movement of goods. According to Lowe (2006), the term
‘Combined Transport’ is often confused with the term ‘Intermodal Transport’ as both
are involved with combinations of transport modes. Traditionally, the term ‘Combined
Transport’ involves road-rail transport rather than other combinations of transport
modes. According to ECMT (2000), combined transport is a means of shifting traffic
off the road with an aim to achieve sustainable mobility. Regarding to 1975 ICC Rules
for Combined Transport, the 1992 UNCTAD/ICC Rules have now replaced these terms
as Multimodal Transport (Banomyong, 2000).

INTERMODAL TRANSPORT

The term ‘Intermodal Transport’ or communally known as ‘Intermodality’, was defined
by Hayuth (1987) as “the movement of cargo from shipper to consignee by at least two
different modes of transport under a single rate, through-billing, and through liability.”
The purpose of the concept was to further imply the cooperation and coordination
throughout the entire transport chain in the most cost- and time-effective manner. In
comparison with ‘Combined Transport’, intermodal transport draws a wider application
in other possible combinations of transport modes rather than just road-rail (Lowe,
2006). Based on Terminology on Combined Transport (UN/ECE, 2001), the difference
between intermodal and combined transport lies on the operational aspect of the

handling of the goods".

Other definitions for intermodal transport are found with slight differences from each

other. According to Banomyong (2000), the European Conference of Ministers of

* “Combined Transport” is defined as “intermodal transport where the major part of the European journey
is by rail, inland and waterways or sea and any initial or final legs carried out by road are as short as
possible.”
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Transport (ECMT) and European Committee for standardisation (CEN) defines the
term as “the movement of goods in one and the same loading unit or vehicle which uses
successively several modes of transport without handling of the goods themselves in
changing mode.” In 2001, corresponding to United Nations’ definition of Multimodal
Transport, the UN/ECE® adapted the ECMT and CEN definition of intermodal transport
as “a system of transport whereby two or more modes of transport are used to transport
the same loading unit or truck in an integrated manner, without loading or unloading,

in a door to door transport chain.”

In North America, the term ‘Intermodality’ has been accepted as the science that deals
with the movement of goods between and among various mode of transport®. For Lowe
(2006) the terminology refers to the utilisation of two or more ‘suitable’ modes in
forming an integrated transport chain, which is aimed to achieve operational efficiency
and cost-effectiveness in delivery of goods in an environmentally sustainable manner
from their point of origin to their final destination. Similarly, D’Este (1996) also refers
to intermodal transport as a framework of multiple perspectives (technical, legal,
commercial and management) for moving goods from door-to-door using more than
one mode of transport. However, he emphasises that intermodality is more of a service
rather than a technology where attentions should be drawn towards the facilitation of
the ‘soft’ aspects of transport. On the other hand, according to Murphy and Daley

(1998), the terminology is defined as a process rather than a framework or concept.

Furthermore, other authors define the terminology on the basis of specific combinations
of modes such as rail-road and vice versa (Taylor and Jackson, 2000; Nozick and
Morlock, 1997; Evers, 1994; Harper and Evers, 1993; Spasovic and Morlock, 1993;
Marlow and Boerne, 1992). It has been found that these authors share a common
understanding of its fundamental nature in involvement of various modes. However,
there has not been standard definition for intermodal transport. These definitions differ
in the type of characteristics and relationships that authors find relevant in serving the

purpose of one’s own research (Bontekoning, et al. 2004).

5 UN/ECE: United Nations Economic Commission for Europe
% Mahoney J.H. (1985) “Intermodal Freight Transport”, P.1
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MULTIMODAL TRANSPORT

Unlike intermodal transport, the definition of Multimodal Transport is more settled but
less explored. With regards to the usage of the terminology, coined by the United
Nations Convention on International Multimodal Transport of Goods in 1980
(UNCTAD, 1981), other academic authors (Schijndel and Dinwoodie, 2000;
Banomyong, 2000; Beresford, 1999; Rodrigue, 1996; Hayuth, 1987) defines the
terminology as involvement of cargo movement through the usage of combination of
modes from shipper to consignee under a single rate, with through billing and through
liability in providing door-to-door services. In the current and recent literature,
therefore, various definitions of Multimodal Transport have been found as presented in
Table 3.1.

According to Table 3.1, the first part of the definition shares the same understanding
among different authors in the involvement of the movement of cargo from origin to
destination using two or more different modes. Therefore, when dealing with
Multimodal Transport, the ability to design and provide combination of mode choice
has been agreed upon all authors listed above. It is interesting to note that transport
terminology between Multimodal and Intermodal Transport shows great similarities in
terms of its definition and functions. Due to their similarities, the term is often used
interchangeably by several academic authors (Goh, et al. 2008; Lowe, 2006; Rodrigue,
2006; Arnold, ef al. 2004; Rondinelli and Berry, 2000; Rodrigue, 1996, Hayuth, 1987).

The second part of the definition draws the difference by the use of one single
Multimodal Transport operator (MTO) under a single Multimodal Transport contract.
The functions of the MTO will be thoroughly explained in section 3.1.3. Referring to
Table 3.1, it is worth noting that while all authors agreed on the involvement of
combination of mode choice, 7 out of 16 authors included the feature of Multimodal
Transport contract or MTO within their definition. Reflecting on the terminology of
Multimodal Transport, it was found that authors who excluded the evolving nature of
‘Multimodal Transport contract’ or ‘Multimodal Transport operator’ generally uses the
term Multimodal Transport and Intermodal Transport interchangeably. Therefore,
according to the above literature review, one of the key characteristics in distinguishing
multimodal and intermodal transport in the context of transport are the arrangement of

MTO under one single Multimodal Transport contract.
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TABLE 3.1: DEFINITIONS AND INTERPRETATIONS OF MULTIMODAL TRANSPORT

APPLIED IN THE LITERATURE IN APPROXIMATE CHRONOLOGICAL ORDER

Authors Date  Definitions
. means the carriage of goods by at least two different modes of
transport on the basis of a multimodal transport contract from a place in
UNCTAD 1980 one country at which the goods are taken in charge by the multimodal
transport operator to a place designated for delivery situated in a
different country.
Faust 1985 Defined as the transport of goods by at least two different modes of
transport on the basis of a single multimodal transport contract.
...as the carriage of goods by at least two different modes of transport on
Hayuth 1987 the basis of a multimodal transport contract from a place in one country
at which the goods are taken in charge by multimodal operator to a place
designated for delivery that is situated in a different country (UNCTAD,
1981).
. Where more than one mode is used on a single journey...under the
McKinnon 1989 control of a single agency, they can be regardeg asJa singyle composite
mode.
Rodrigue 1996 The usage of containers shows the complementarily between freight
transportation modes by offering a higher fluidity to movements and a
standardization of loads (Mahoney, 1985).

. ...carry goods by at least two different modes of transport and to assume
Kindred and 1997  responsibility for the complete performance of the agreed move by th
Brooks ponsibility e complete perfo e of the agreed move by the

multimodal transport operator.
A series of interconnected commercial arrangements that bring together
Wood 1998 some or all of the following parties: shipper; banker; insurer; freight
forwarder; terminal operator; carrier; and consignee.
Beresford 1999 The ability of other modes, especially rail, to compete with road
transport over medium to long distances.
Where the carrier organising the transport takes responsibility for the
Banomyong 2000 entire  door-to-door transport and issues a mullt)imodal transport
document.
Is a process of transporting freight ‘by means of a system of
Rondinelli and 2000 interconnected networks, involving various combinations of modes of
Berry transportation, in which all the component parts are seamlessly linked
and efficiently coordinated” (Boske, 1998).
Van Schijndel 2000 Multimodal transport involves the movement of cargo from shipper to
and Dinwoodie consignee using two or more different modes under a single rate, with
through billing and through liability (Hayuth, 1987).
Multimodal Transport includes carriage by at least two different modes
Islam. et al 2005 and international multimodal transport covers the door-to-door
’ ‘ movement of goods while under the responsibility of single contract
(UNCTAD, 2005).
Lowe 2006 The use of variety of different transport modes for the movement of
unitised freight from its place of origin to the final destination.
.. are those in which two or more different transportation modes are
Qu and Chen 2008 linked end-to-end in order to move freight and/or people from point of
origin to point of destination.
...the use of more than one mode of transport to move freight without
Goh, et al. 2008 e actual handling of goods.
Paixao-Casaca 2009 ...seamless integration of transport modes in offering door-to-door

and Marlow

transport services.

Source: Compiled from Literature
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Anther key difference found in between Multimodal and intermodal transport is the
common use of cargo types in a transport operation. According to TRB (1998), Murphy
and Daley (1998), Taylor and Jackson (2000), Slack (1996), Spasovic and Morlock
(1993), Evers (1994) and Nozick and Morlok (1997), containerised goods are, by
definition, considered as the main form of cargo when dealing with intermodal transport
operation. As for Multimodal Transport, little to no specific cargo forms have been
mentioned (UNCTAD, 1981; 2001; Banomyong, 2000; Beresford, 1999; Kindred and
Brooks, 1997). Based on this, it could be argued that it is insufficient to solely use this
key feature in identifying a particular transport system in a specific operation. However,
this could be used as a ‘check-list’ to distinguish the key differences in a specific

operation.

The ‘intermodal transport’ terminology is arguably a more ‘mature’ concept in both
definition and practice when compared with the ‘Multimodal Transport’ terminology.
Due to the late introduction of Multimodal Transport in the early 1980s, the intermodal
transport terminology has been used and practiced for almost a century. According to
Hayuth (1987), characteristics of providing combinations of modal choice in both of the
concepts are virtually identical to each other. However, it should not be used in an
interchangeable manor due to its distinguishing features in a transport operation and

chronological difference in the introduction of these two terminologies.

According to Wong (1997), the implementation of EDI or other information
technologies used for ensuring a seamless flow of information in between all intermodal
transfer points has became a necessary component in a Multimodal Transport operation.
This is considered as a support for MTO in achieving single Multimodal Transport
document for shippers. According to Hayuth (1987) and Chao and Beresford (2009),
roles of information and communication have been tremendously intensified in
temporal and spatial terms in which embrace the need for higher synchronisation of

cooperation and coordination within the operation at all levels.

According to SLA (2008), various types of transport documents might be involved in an
intermodal transport operation, depending on how the responsibility of the entire
transport chain is shared. In Multimodal Transport, the operator organises the entire

transport journey and takes the responsibility for the entire process through a
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Multimodal Transport document. The intermodal transport terminology features more
on the operational aspect of transport research, whereas Multimodal Transport deals
greatly with regulation and control in providing clarification of legal liabilities and
responsibility of involving parties (UNCTAD 1992, Wong 1997). A suggested ‘Block
Diagram of the Transport Systems’ is provided to illustrate the similarities and

differences between them as presented in Figure 3.2.

FIGURE 3.2: SUGGESTED BLOCK DIAGRAM OF TRANSPORT SYSTEMS
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Source: Adapted and developed from Wong (1997)

In terms of transport research, it must not be omitted that these two terms are greatly
similar in its operational value. Even though very few literatures has discussed the
differences in between these two concepts, based on their founding nature of functions
and practicality, a replacement of intermodal transport to Multimodal Transport would
be possible but in the long term. Due to the evolving nature of academic research, it is
very difficult to encapsulate a complete definition of ‘Multimodal Transport’, as new
roles are constantly being engaged within the concept itself and 25 years of further
evolution have taken place since this observation. According to Faust (1985),
Multimodal Transport has become a mandatory application in connecting both
developed and developing countries together. However, it must be acknowledged that

these two terminologies should not be used in an interchangeable manor.
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3.1.2 MULTIMODAL TRANSPORT AS AN INTERNATIONAL TRANSPORT OPERATION

As one of Multimodal Transport’s key characteristics, the terminology is generally used
in an international transport operation where goods are physically moved from one
country to another under an agreed framework of negotiation. According to the
definition from United Nations Convention on International Multimodal Transport of
Goods 1980 (UNCTAD, 2001), goods are transported on the basis of a Multimodal
Transport contract from a place in ‘one country’ at which the goods are taken in charge

by the MTO to a place designated for delivery situated in a ‘different country’.

Stated from the ASEAN Framework Agreement on Multimodal Transport (ASEAN,
2005), the application of terms such as: ‘Multimodal Transport’, ‘Multimodal Transport
Operator’, ‘Multimodal Transport Contract’ or ‘Multimodal Transport Document’ are
recognised as ‘international’ in nature. Similarly to UNCTAD’s Implementation of
Multimodal Transport Rules document, prepared by UNCTAD secretariat in 2001, the
Multimodal Transport terminology is proposed as a framework of uniformities in legal
perspective of international movement of goods from individual, regional and
subregional intergovernmental bodies (UNCTAD, 2001). With the momentum of large-
scale containerisation in the late 1970s, the increasing complexity of transport
arrangements through involvement of multiple unimodal operators has driven the need
for a uniform international legal framework such as the Multimodal Transport

convention (UNCTAD, 2003; Faust, 1985).

Multimodal Transport operations could be seen as compositions of numerous stages of
unimodal transport, such as maritime (sea and coastal), inland (waterway, rail and road)
and air, where each of these is subjected to a dedicated mandatory international
convention or law (UNCTAD, 2001). International conventions applicable to unimodal

transport are provided below.
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TABLE 3.2: INTERNATIONAL CONVENTIONS GOVERNING TRANSPORT OF GOODS

Maritime Transport

e International Convention for the Unification of Certain Rules of Law Relating to
Bills of Lading, 1924 (Hague Rules);,

e Protocol to Amend the International Convention for the Unification of Certain
Rules Relating to Bills of Lading 1924, (Hague/Visby Rules) 1968;

¢ Protocol Amending the International Convention for the Unification of Certain
Rules of Law Relating to Bills of Lading, 1924, as Amended by the Protocol of
1968, 1979;

o United Nations Convention on the Carriage of Goods by Sea, 1978 (Hamburg
Rules).

Inland Transport

¢ Road: Convention on the Contract for the International Carriage of Goods by Road
(CMR) 1956.

® Rail: Uniform Rules Concerning the Contract for International Carriage of Goods
by Rail (CIM), Appendix B to the Convention Concerning International Carriage
by Rail (COTIF), May 1980.

® Rail: Protocol to amend CIM-COTIF, 1999.

Air Transport

¢ Convention for the Unification of Certain Rules Relating to International Carriage
by Air (Warsaw Convention), 1929;

e The Hague Protocol, 1955;

¢ Montreal Protocol No. 4, 1975;

o The Montreal Convention, 1999.

Source: UNCTAD, 2001

From Table 3.2 it can be seen that each different transport mode is unique in provision
of governance when dealing with international transport operations. Differences in
liability issues and legal value might vary from country to country (UNCTAD, 2001).
Therefore, in support of Multimodal Transport operation, qualification of the MTO is
very critical in achieving a particular Multimodal Transport operation (SLA, 2008).

Despite the various types of transport modes used in an international transport operation,
characteristics of transport mode trade-offs are to be considered in the management of
an international transport operation. Leveraging the trade-off at the optimal point is
critical in achieving an ‘ideal’ Multimodal Transport operation. According to
McKinnon (1989), a generic list of factors affecting choices of mode in freight transport

can be generated. He suggests that they can be categorised as types of factors under

49



3 M THE CONCEPT OF MULTIMODAL TRANSPORT

traffic-related, consignor-related and service-related. Based on these fundamental
factors, Beresford, et al. (2007) has applied them in the analysis of transport trade-offs
through a general portrayal of key dimensions such as: volume, value, weight and
urgency, within which the level of importance varies in accordance to distance (Figure
3.3). This approach enables the attribute of respective modes to be viewed along a
continuum such that one method of carriage can be seemed to become more or less

competitive against another.

FIGURE 3.3: TRANSPORT MODES AND TRADE-OFFS FOR FREIGHT CARRIAGE
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Source: Adapted from Beresford, et al. (2007)

In the context of international transport operations, classic measures of generic trade-off
variables, as presented in Figure 3.3, have been widely applied in several academic
studies with regard to Multimodal Transport corridors. For example, Banomyong and
Beresford (2001) presented routeing options from Vientiane (Lao PDR) to Rotterdam
(Netherlands) using the Beresford Cost Model which presented the trade-offs between
commercial factors such as cost, time and distance. Similarly in Banomyong (2004),
various international routeings from Lao PDR to Marseilles (France) are presented
under the Multimodal Transport operation concept. It is worth noting that for land-
locked countries such as Lao PDR or Mongolia, a Multimodal Transport network can
be readily used in the implementation of efficient freight movement solutions

(Banomyong and Beresford, 2001; Beresford, et al. 2007).
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Other than international corridors (i.e. Europe to Asia or Europe to Africa), regional
Multimodal Transport corridors in areas such as Pacific Asia, Europe and Southeast
Asia are also found in the literature. For example, in the work of Rodrigue (1996), he
focused on the feasibility of running Multimodal Transport systems in the Pacific Asia
region (Thailand, Japan, South Korea, Taiwan, Indonesia, Singapore and Malaysia). He
found that an uneven distribution of economic and transport activities exists along the
corridors, which had led to inequalities of competitive advantage and thus affects
economic productivity. Nevertheless, when dealing with Multimodal Transport, it
should be recognised by implication as ‘international’ in nature, and it must cater for

these inequalities.

3.1.3 MULTIMODAL TRANSPORT AS RESPONSIBILITY OF ONE SINGLE OPERATOR

Regarding the phenomenon of globalisation, the adaptation of new technologies has not
only increased the effectiveness of transport operations, but also provided new business
opportunities such as online procurement from one remote area to another. Taking into
account the variety of cultures, languages, policies, regulations and commercial
practices at each end of the trade, the complexity of assembling a seamless international
transport operation has presented serious challenges for shippers in the commercial
market. As one of the unique properties of Multimodal Transport, an MTO acts as a
principle and therefore as a ‘carrier’ of goods by one or more modes of transport from
origin to destination. Where tramping is involved, origins and destinations become
mixed in a complex series of pickups and drop-offs with vessel or vehicle fill
maximising largely driving the system. According to UNMT (1980), an MTO is defined

as:

“Any person who on his own behalf or through another person acting on his
behalf concludes a multimodal transport contract and who acts as a
principle, not as an agent or on behalf of the consignor or of the carriers
participating in the multimodal transport operations, and who assumes

responsibility for the performance of the contract”.
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In this context, ‘Multimodal Transport Contract’ is referred as a:

“...contract whereby a multimodal transport operator undertakes, against
payment of freight, to perform or to procure the performance of

international multimodal transport”.

According to Banomyong (2000), an MTO will issue one transport document for the
shipper, including invoice for freight charges and a guarantee for the transit time. Later,
the MTO concludes a number of sub-contracts with individual carriers (i.e. rail
operators, shipping lines, port authorities, terminal operators, etc.) in configuration of
the most efficient and effective transport chain. The sub-contracts will be entitled under
MTO’s own name and not that of the shipper or the consignee. In the design and
planning of a Multimodal Transport operation, a qualified MTO would be reliant on the
analysis of a transport system which envisages the following characteristics (Manheim,

1979; Banomyong, 2000):

e  Multimodal: covering various types of transport modes.

o Multi-sectoral: encompassing the problems and viewpoints of government,
private industry and the public.

e Multi-problem: rules, regulations, and policies to customer service levels and
financial and economic feasibility.

e  Multi-analysis: utilisation of analytical findings in the support of one or more
proposed solutions.

e  Multi-disciplinary: involvement of theories and methods of engineering,
economics, operations research, political science, psychology, other natural and

social science, management and law.

Regarding these characteristics, an MTO will be able to use an integrated approach in
operation, management and control of traffic, in order to achieve a shorter but reliable
delivery from origin to destination (Banomyong, 2000). With the development of
communication technology (i.e. EDI and Internet), uniform commercial practices such
as trading terms, letters of credit, and Multimodal Transport documents has brought

ease for MTOs to resolve conflicts such as: culture, language, policy, regulation and

52



3 B THE CONCEPT OF MULTIMODAL TRANSPORT

commercial practices in trade (Murphy and Daley, 2000; UNCTAD, 2003).
Furthermore, according to UNCTAD (2003), shippers and consignees prefer to deal
with a single individual (MTO) who arranges for the transport chain to perform a door-

to-door service and who assumes responsibility throughout.

FREIGHT FORWARDER AND MULTIMODAL TRANSPORT OPERATOR

In a Multimodal Transport operation, the MTO is often regard as a freight forwarder
(FF) who uses his or her abilities and expertise to ‘link’ various sectors of a transport
chain through transport documents (i.e. multimodal bill of lading) for the entire carriage
(Lowe, 2005). According to SLA (2008), there are some overlapping properties of the

responsibilities in between MTOs and FFs but they are not identical to each other.

According to Murphy and Daley (2000), an FF is recognised as an international trade
specialist in providing various functions to facilitate the movement of cross-border
shipments. An FF is considered as an individual or a company which has the ability to
offer ‘one-stop’ logistics services through various value-added activities such as:
payment of freight charges, tracing an expediting shipments, and making routeing
recommendations (Pope and Thomchick, 1985; Murphy and Daley, 1995). In colloquial
terms, they are usually small to medium-sized ‘shipping companies’ with particular

expertise on a particular corridor (Markides and Holweg, 2006).

The scope of services provided by the FF include but are not limited to: advising on
transportation and distribution, arranging cargo insurance on behalf of customers,
assisting with documentation for import and export, cargo consolidation or unitisation,
warehousing, transhipment and on-carriage of cargo, and arranging collection of cash-
on-delivery charges (Murphy and Daley, 2000).But an FF is not personally liable for his
or her service. Unlike an MTO, an FF acts only as agent for shipper or carrier to

connect the shipper with the carrier (SLA, 2008).

? Freight forwarder is sometimes called an international forwarding agent, foreign freight forwarder,
freight broker, freight agent or Ocean Transport Intermediary (OTI).
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TABLE 3.3: FREIGHT FORWARDER VS MULTIMODAL TRANSPORT OPERATOR

Roles FF MTO

Acting as an agent on behalf of the shipper of the goods or the carrier. v v
Acting as a contracting carrier and assuming carrier liability while not
performing the carriage himself.

Acting as the performing carrier.

Enter into a contract for carriage and insurance.

Accept delivery of goods.

Effect physical delivery such as providing storage and packaging.

Ensure the safety of goods while in his possession.

Prepare documentation.

Ensuring correctness and accuracy of necessary multimodal transport
documentation*.

Assumes all liability from the time he takes delivery of goods until the goods
are delivered to the consignee named in the transport document.

Ensuring that his standard trading terms and conditions are understood and
accepted by customers and sub-contractors.

When operating warehouses or delivery services, ensuring that adequate
security measures have been implemented to guard against theft, fire and -
other causes of loss or damage to cargo.

Responsible for the satisfactory performance® of his part of the contract -

AN NN NN RN

LN N N N N RN

AN

\

Note: *Not necessary but could be offered by FF as optional services.
Source: UNMT (1980); SLA (2008)

Referring to Table 3.3, it is clear that there are some overlapping characteristics of an
FF and an MTO. According to SLA (2008), an FF has the option to evolve as an MTO.
In the recent past, traditional FF usually offered value-added services such as customs
clearance, logistics management, information handling and special freight handling for
a particular niche freight service market on a particular corridor (Chandler, 1994).
According to Markides and Holweg (2006), recent volatility of freight forwarding
industry, such as the ever increasing demand for mode, time and cost flexibility, has
resulted in major consolidation and restructuring of the industry and has forced some
FF companies to become ‘extinct’ or to be taken over by larger freight companies.

Others have re-orientated their business.

As FFs are considered as service providers, it is not necessary for them to acquire any
form of infrastructure to operate the business. FF could sub-contract transport

companies’ equipments or facilities and combine them together to satisfy customers’

® Satisfactory Performance: is the minimum requirement MTO in receiving goods in good order and
condition and delivers them, in the same order and condition as received, to the named consignee of the
goods, within the prescribed transit time, including any planned connections, as he was engage to do.
Ideally, there should be no delay, not even at transshipment points (SLA 2008).
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need. With the breaking down of international trading barriers, an increase of
opportunities from global sourcing, off-shoring, and growing domestic demand in
emerging markets has benefited several FFs. However, at the same time, it also
increases the market competition through larger liner shipping or logistics companies
who offer a wider coverage of services compared with small to medium sized FF
companies. The FF would need to specialise a certain niche in the freight service
market to increase the likeability of industry survival. With the impact of globalisation

and constant changes of the market demand, the role of the FF has evolved (SLA, 2008).

When an FF acts as a principle, assuming full responsibility under a transport contract
through utilisation of its own equipment, they could be classified as an MTO (SLA,
2008). When an FF becomes an MTO, his or her control over the transport operation
(choice in routeing, rates and carriers) and scope for profit are increased, as well as his
responsibilities and liabilities (SLA, 2008). Another foreseen benefit for FF to become
MTO is the ability to centralise decision making process which provides the operator
with flexibility to match shippers’ changing requirements such as geographic markets,
competitor strategies, production cost (especially fuel), and transport technology
(Whitehurst, 2005). According to the ICC rules, an MTO can determine their own
standard terms and conditions of business and, therefore, liability (Faust, 1985; SLA,

2008). There are two main types of MTOs namely:

e Fleet-Operating Multimodal Transport Operator (FO-MTO) and
o Non-Fleet-Operating Multimodal Transport Operator (NFO-MTO).

Traditionally, FO-MTOs are usually ship-owners or air-carriers who only carry cargo
from terminal-to-terminal (i.e. port-to-port). However, due to the current
competitiveness of the freight market and the introduction of containerisation, many
operators have extended their services from terminal-to-terminal to door-to-door. MTOs
do not necessary have to own or operate all types of modes of transport (i.e. air, sea,
road, rail) but arrangements have to be made for shippers by sub-contracting that
particular segment (SLA, 2008). Examples of this type of FO-MTO are Hapag-Lloyd,
DHL, Evergreen Shipping, Maersk and FedEx.
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The NFO-MTOs are transport operators who do not own large transport equipment such
as ocean vessels or aircraft. They may possess some means of freight transport such as
trucks but these are not generally used in long distance haulage. Inland, sea or air legs
of the transport journey are generally achieved through sub-contracts of other transport
companies with ownership of vessels, trains or aircraft. This particular type of MTO is
usually classified as FF who has evolved itself to a NFO-MTO, offering MTSs,
assuming full responsibility for implementing a legitimate transport contract, while not
owning any means of transport (SLA, 2008). Examples of this NFO-MTO are Express
Mail Services (EMS) and domestic post offices.

Regarding the responsibility and liability of the MTO, when the Multimodal Transport
contract is accepted, the MTO becomes liable for loss of, or damage to, the goods only
when the goods are under his or her care (UNMT, 1980). In comparison to segmented
transport, the transfer of responsibility and liability only appears before and after the
possession of the goods from both ends of the transport chain (SLA, 2008; Hayuth
1987). The transfer of responsibility and liability from an operator’s perspective during

a transport journey is illustrated in Figure 3.4.

FIGURE 3.4: SEGMENTED TRANSPORT VS MULTIMODAL TRANSPORT
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Source: Adapted from Hayuth (1987)

The role of the MTO is signified with responsibility of transport activities and
coordination between shippers and consignees to ensure continuous flow or movement
of the goods along the best route by the most efficient and cost-effective manor, under
the shipper’s requirement of delivery (Banomyong, 2000). If goods are lost, damaged or

delayed during transport, the shipper can bring a claim against the MTO and not to sub-
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contracted transport service providers at any stage of the journey. The involvement of

an MTO in a typical transport chain is illustrated in Figure 3.5.

FIGURE 3.5: INVOLVEMENT OF AN MTO IN A TYPICAL TRANSPORT CHAIN

Country A - Country B
Cargo at Delivery
Shipper’s ( Multimodal Transport Operator ] To
Door " I Consignee
@': Involvement of MTO Involvement of MTO
Inland % Customs @ Main Transport Leg Terminal @ Customs Inland
Transport Clearance (Sea-Road-Rail-Air) Activities Clearance Transport
Export (Origin) | Import (Destination)

Source: Adapted from Banomyong (2000) and Hayuth (1987)

The establishment of a seamless working relationship with various Multimodal
Transport stakeholders reflects on the MTO’s service quality. Therefore, developing
sound working relationships with these intervening parties is considered as vital in the
movement of goods (Table 3.4). Positive relations also help the MTO remain
competitive, for example, being able to enjoy favourable rates with carriers. These rates
enable MTOs to be more competitive in the market (SLA, 2008). The concept of
relationship will be further elaborated in Chapter 4.

TABLE 3.4: MULTIMODAL TRANSPORT OPERATION STAKEHOLDERS

Carriers Non-Carriers Other Parties
e  Ship owners ¢  Container terminals e Banks
e Road transport ¢  Warehouses e Cargo and liability
operators ¢ Container freight stations, groupage/ insurers
Railways consolidation depots e Exchange control
Airlines ¢ Organisation attending to packaging, authorities
Inland waterway Customs clearance, import/export e Port operators
transport operators formalities, foreign exchange e  Customs authorities
transactions and other related e Government agencies
documentation such as trade
development boards,
health and safety
authorities

Source: SLA (2008)
Ever since the 1970s, door-to-door services have dominated the market for the delivery

of manufactured goods. Shippers and consignees appreciated the convenience,

simplicity, security and efficiency of MTSs and were prepared to pay for their benefits.
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Transport operators quickly recognised the market potential for integrated logistics and
transportation systems and move decisively into providing value-added services using
Multimodal Transport as a convenient framework (Kindred and Brooks, 1997). Value-
added services provided by an MTO are considerably greater than traditional FF. As the
liability of the MTO in transportation of goods increases, the flexibility of service
functions also increases in providing a wider range of logistics services (UNCTAD,

2003; SLA, 2008).

In summary, it is clear that the engagement of a Multimodal Transport operation goes
beyond a simple ‘arrangement of transport modes’ to ‘an integrated approach’ in
operation, management and control. Therefore, in the analysis of a transport system, a
Multimodal Transport operation must not be viewed solely as a transport-oriented
system but as an integration of social, economic and political systems of a region
(Banomyong, 2000). In a Multimodal Transport operation, a single MTO is hold
responsible for the entire transport journey. The competitiveness of the MTO in the
transport service sector will depend on the intellectual experience, managerial and
operational skills in making better use of the existing capacity and condition of each
specific linkage of the transport chain through MTSs offered, as well as on more

obvious elements such as speed or price.

3.2 MULTIMODAL TRANSPORT IN THE CONTEXT OF SERVICES

Traditionally, services provided by the MTOs are usually involved with container
activities such as: full container load (FCL), less than container load (LCL) and
consolidation services (SLA, 2008). However, due to market competition in the
transport industry, these services are often insufficient. The increase of service coverage
such as: the use of information and communication technology (ICT) and infrastructural
capability, security and safety, facilitation, legal aspects and market access has become
a rising phenomenon in the competitiveness of Multimodal Transport (UNCTAD,
2003). According to Banomyong (2000), MTO’s competitiveness is highly dependent
on his or her managerial and operational techniques in each specific transport links.
Thus, with overlapping characteristics of logistics services, a review of MTS is

provided hereunder with its attributes and its relation with logistics services.
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LOGISTICS SERVICES IN GENERAL

In the past, in most business-related literature, logistics operations were formally known
as physical distribution, which focuses on the outbound side of the logistics system
(Coyle, et al. 2003). However, as more functions have been integrated in to the
transport process, for example: complex forms of collecting, storage, transhipment and
value-added logistics activities, the concept itself has gradually evolved to include
inbound flows and internal systems e.g. in a manufacturing plant or retail distribution
centre. This increasing complexity has encouraged much greater use of information
technology to implement sufficient control of transport operations and inventory
management in acquiring effective and efficient results. According to Kent and Flint
(1997), the evolution of the logistics terminology falls into six eras, namely: (i) farm to
market, (ii) segmented functions, (iii) integrated functions, (iv) customer focus, (V)

logistics as a differentiator, and (vi) behaviour and boundary spanning (Figure 3.6).

FIGURE 3.6: EVOLUTION OF LOGISTICS AND TRANSPORT INVOLVEMENT

Era Major Major Transport
Chronological Order Influences Characteristics Evolution
Era 1: Farm to Market Agricultural Farm to market, Unimodal
(1916 — 1940) Econfmics transportation, steam engine Transport
Era 2: Segmented Functions N In-bound and out-bound transport, Intermodal
Military wholesaling, inventory, physical Transport
(1940 — 1960) l distribution, international combustion
Era 3: Integrated Functions  Industrial Total cost, systems approach, Combined
(1960 — 1970) Econi)mzcs integration of logistics Transport
Era 4: Customer Focus Management Customer service, inventory
(1970 - 1985) Sciince carrying, productivity, link node
. Information Multimodal
E'_'a S: Lo.glstlcs asa Technology Integrated supply, logistics channel, Transport
Differentiator Y v . globalisation, reverse logistics and
_ anagemen environmental logistics
(1985 — Present) Strategy g
Era 6: Behavioural and M i . Servi logisti
Boundary Spanning larketing ervice response logistics, Current
l behavioural aspects of interfirm, research
(Future) theory development
Social Science

Source: Adapted from Kent and Flint (1997) Wong (1997).

59




3 B THE CONCEPT OF MULTIMODAL TRANSPORT

From Figure 3.6, the evolutionary change of logistics has shown a similar pattern of
change to transport. Referring to UNCTAD (2003), traditional transport services are
often insufficient in meeting the current logistics requirement of trade. According to
Hayuth (1987), transport has for years been classified as a sub-function of logistics.
Schijndel and Dinwoodie (2000) addressed this, stating that the simplicity of
transporting goods from origin to destination is no longer sufficient when dealing with a
complete transport chain. According to Williamson et al. (1990), conventional logistics
activities could be divided into 4 functional groups namely: transportation, facility
structure, inventory and communication and information. Along the 23 specific
activities collected from various sources and illustrated in Table 3.5, 6 activities are
grouped under the transportation function. Traditionally, these are general activities
which are direct functions of physical movement. As for MTS, both similarities and

differences could be found.

TABLE 3.5: TRADITIONAL LOGISTICS VS MULTIMODAL TRANSPORT SERVICE

Functional Traditiona! Logistics Multimodal :l“ransport
Groups - Services Service
(Williamson et al. 1990) (UNCTAD 2003; SLA 2008)

¢ Inbound traffic ¢ Route Recommendation

e Qutbound traffic e Transport facilitation (Includes
Transportation e International traffic fnbounq, outbound and

e Carrier selection international traffic)

o Mode selection ¢ Container Freight Stations

o Public vs. private selection e Customs Liaison / Clearance

e Warehouse management e Terminal Recommendation

e Warehouse planning e Warehouse management

Facilities Structure o Distribution centre management
e Distribution centre planning
e Plant site selection

e Purchasing Return of Leased Containers

e Raw material inventory e Packing and Loading
Inventory e Work-in-process inventory

¢ Parts / Service support

e Return goods handling

o Salvage / Scrap disposal
e Material handling

Full Container Load (FCL)
Less than Container Load (LCL)

., e Packaging Consolidation
Communication & . .
e Order processing Documentation
Information . .
e Demand forecasting Booking Space
e Production scheduling Communication

Insurance Coverage

Source: Adapted from UNCTAD (2003); SLA (2008); Williamson, ef al. (1990)

60



3 B THE CONCEPT OF MULTIMODAL TRANSPORT

According to Table 3.5, services provided by MTOs may vary in accordance to the
system of administration at port area, inland terminals, modes of transport and country
of origin / destination. This is similar to logistics services, which are also determined by
geographical location and provider’s managerial and operational capability (Danielis, et
al. 2005). In comparison with traditional logistics, transport and MTSs, overlapping
properties could be found. According to UNCTAD (2003) and Hayuth (1987), other
functions such as: facilities structure, inventory management and communication and
information have been integrated within the MTS. Regarding the UNMT"’s definition of
Multimodal Transport, communication and information is one of the key enabler in
providing MTS from one country to another, as Multimodal Transport contract and

negotiation are required to be clearly stated before any actual movement of goods.

According to Banomyong (2000), Multimodal Transport is considered as an integrated
part of the logistics service provided by the MTO. Despite the different forms of
logistics and transport practiced today, transport decision-making elements such as
safety and social regulating, escalating customer expectations, increased globalisation,
improved technologies, labour and equipment shortages in MTS are dependent upon a
set of transport service requirements, which has created “an array of new challenges

and opportunities in the current business environment” (Stank and Goldsby, 2000:71).

Evidence from several large liner shipping and logistics service provider companies, i.e.
Maersk, Evergreen, Hanjin Shipping, NYK Line, P&O Nedlloyd and Yang Ming Line,
suggests that they see themselves as Multimodal Transport providers with integrated
logistics services activities to satisfy clients’ needs. Most importantly, such integration
of services allows them to sustain their businesses in the competitive market (Lebedev,
2009; Fremont, 2007). Moreover, Henstra and Woxenius (1999) has found that shippers
generally do not specifically demand special transport modes but rather transport
performance such as door-to-door service from the MTO. Nevertheless, these services
might vary in accordance to geographical location-to-location, economic development

of the country i.e. developed and developing countries, and other factors (Wong, 1997).

In relation to services provision, a firm ground of logistics literature has been
established for the past two decades with a particular focus on cost of delivered logistics

service and its sale/profit implications (Christopher, 1992; Kent and Flint, 1997,
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Emerson and Grimm, 1998). According to Lu (2000), the main purpose of most
logistics research was to indicate the importance of customer satisfaction through
implementation of logistics services which enables a company to reflect the market
conditions and to achieve competitive advantage. As MTO is providing logistical
services (Banomyong, 2000), logistics services will be reviewed in relation to
Multimodal Transport. Nevertheless, these various types of value are created from
various types of service activities. Considering the MTS as a form of service unit
provided by the MTO, value can be considered as results of shippers’ service
experience from discrete activities (Rutner and Langley Jr, 2000; Porter, 1985). Thus, it
can be argued that Logistics Service Value is created through implementation of MTS
(Figure 3.7).

FIGURE 3.7: PERCEPTIONS OF MULTIMODAL TRANSPORT SERVICE VALUE

Multimodal Transport | _ _ _ A_ e Logistics Service
Service Value

(Implementation)

From the shipper’s perspective, there are some overlapping characteristics of
Multimodal Transport with in a supply-chain framework. It can be derived that the
functions of MTS form one of the aspects playing a role in logistics and supply-chain
management framework. Therefore, some similarities in service attributes could be
found between them (Figure 3.8). Therefore, in this thesis, MTS will be defined as
“integrated logistics services provided by the MTO, including transportation, facilities,
and, communication and information functions in an international transport
operation.” To the best of the author’s knowledge, very little research has been carried
out in discussing MTS attributes; therefore, in order to understand the concept, a review
of logistics and transport service attributes will be undertaken in order to understand its

relevance and relationship to Multimodal Transport.
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FIGURE 3.8: SHIPPERS’ PERSPECTIVE ON MULTIMODAL TRANSPORT

Supply-Chain

Management Multimodal Transport

Source: Adapted from Banomyong (2000)

3.3 SUMMARY

This chapter has discussed the distinct characteristics of Multimodal Transport which
serve as a basis of transport system used in international transport operations. In relation
with logistics and supply-chain management, Multimodal Transport allows service
providers to optimise service with a consequent possible reduction of cost to the
company and to the economy in general (Faust, 1985). Regarding other existing
transport systems, a distinct difference which distinguishes Multimodal Transport from
the others is its requirement to integrate policies and regulations surrounding the
transport operations. The first and the second section of this chapter have sought to
clarify the Multimodal Transport concept and its evolution from a segmented industry
to an important and integrated component of global economic development. The next
chapter will investigate the related constructs from the research question and to develop

a conceptual model for the present study.
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CHAPTERIV

® SERVICE, VALUE AND RELATIONSHIP: (8

A CONCEPTUAL FRAMEWORK

Drawing on a prodigious body of knowledge in the literature review presented in the
previous chapter, the focus of this chapter aims to operationalise the constructs and to
transform them into specific hypotheses. The literature review in Chapter 3 has
addressed the foundation of Multimodal Transport Service and its relationship with
Logistics Service Value. In this chapter, constructs drawn from the research question
and the research framework will be examined and operationalised. The constructs are:
Multimodal Transport Service (MTS), Logistics Service Value (LSV), Relationship
Quality (RQ), Guanxi (GX) and Business Performance (BP). This chapter is mainly
structured into three main parts. The first part aims to conceptualise each of the
constructs through examination of previous studies. The second part is dedicated to the
specification and the rationale of the relationships between each construct along with
the proposed hypotheses. These hypotheses will be built upon the nature of the
structural relationships between MTS, LSV, RQ, GX and BP. Finally, synthesising
from the proposed hypotheses, a conceptual model will be introduced to allow

statistical analysis to be carried out in later chapters.

4.1 MULTIMODAL TRANSPORT SERVICE

As it is clear that Multimodal Transport is providing logistics services, and several
academic authors have been trying to provide key attribute-measures through
investigation of product / service offerings from various types of industries. Coyle, et al.
(2003) have used the so-called seven R’s to indicate these attributes through the
company’s ability to deliver the ‘right” amount of the ‘right’ product at the ‘right’ place
at the ‘right’ time in the ‘right’ condition at the ‘right’ price with the ‘right’ information.
Noted by Mentzer, et al. (2001), the definition of logistics service varies from industry

to industry and has changed as business environments have broadened to include
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several other operational aspects of logistics, such as packaging, third party inventory
management, bar-coding and information and control systems. La londe and Zinszer
(1976) relate logistics service to customer service as they are (i) activities to satisfy
customers’ needs, (ii) performance measures to ensure customer satisfaction, and (iii) a
philosophy of firm-wide commitment. However, it was argued by Mentzer, et al. (2003)
that these components were focused on the provider but not on the customer. They
believe that since logistics service is focused on customers, measurement of customers’
perception of value created for them by logistics will help to determine the quality of

service provided by the firm.

In an attempt to quantify service quality, Parasuraman, et al. (1985) developed a generic
instrument called the SERVQUAL model to allow service quality to be quantitatively
measured. However, it was argued by Bienstock, et al. (1997) and Mentzer, et al. (2003)
that SERVQUAL’s service dimensions (tangibility, responsiveness, reliability,
assurance, and empathy) may not be universally applicable across different types of
service. They believe that SERVQUAL’s emphasis is geared toward functional or
process dimensions which do not indicate the content validity of the service quality

construct, especially in transport. According to Bienstock, et al. (1997:34),

“... in a service context, where the service provider and the service customer
are physically separated and the service are directed at ‘things’ rather than
people, technical or outcome dimensions may be necessary for developing

valid and reliable service quality measurement instruments.”’

Building on the previous empirical research, logistics service has been widely explored
in terms of attributes. To the best of this author’s knowledge, little to no research has
explored MTS attributes. Therefore, in relation with MTS attributes a list of existing

logistics service studies are selected and examined (Table 4.1).

First of all, with international transport operations, a reputable transport company
would be essential in proving high levels of logistics service quality to the customer.
Among the pioneers of research in logistics service, Stock and Lambert (1992) had
stated the potentiality of firms in becoming ‘World Class’ company through

identifications of key attributes in logistics services. They assume that customer service
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is the major output in a logistics process in recognition of the role of logistics in
creating a reputable firm. Through examination of the Malcolm Baldrige National
Quality Award, 13 logistics service attributes were identified. As a result, 8 attributes
was found to be common across all industries (Table 4.2). This has indicated that

certain attributes may be uniformly important in all industries; others will be unique in

one or more industries (Stock and Lambert, 1992).

TABLE 4.1: CRITICAL REVIEW ON LOGISTICS SERVICE ATTRIBUTES

Author(s) Research Title Focused Industry / Samples
Stock & Becoming a “World Class” Office systems, furniture, plastic resin, image
Lambert Company With Logistics Service products, and videotapes.
(1992) Quality
Pearson & Service Priorities in Small and American shippers selected from 1991 Journal
Semijn (1999) Large Firms Engaged in of Commerce Directory of United States
International Logistics. Importers and Exporters.
Mentzer, et Developing a Logistics Service Defence Logistics Agency (DLA) in the United
al. (1999) Quality Scale States of America.
Lu (2000) Logistics Services in Taiwanese  Taiwanese shippers from Directory of National
Maritime Firms Association of Shipping Agencies.
Lai, et al. Measures for Evaluating Supply = Companies involved in transport logistics in
(2002) Chain Performance in Transport  Hong Kong.
Logistics
Lu (2003) The Impact of Carrier Service Top 300 firms in Taiwan (1998) from the ““List
Attributes on Shipper-Carrier of Leading Firms” published by the Board of
Partnering Relationships: a Foreign Trade of the Ministry of Economic
shipper’s perspective Affairs, Taiwan.
Lai (2004) Service Capability and 1176 Logistics Service Providers (LSPs) from
Performance of Logistics the member list of the Hong Kong Association
Service Providers of Freight Forwarding and Logistics Limited
(HAFFA) and from a list of LSPs published in
the Shipping Gazette.
Jharkharia &  Selection of Logistics Service International LSPs selected by direct contact by
Shankar Provider, An analytic network prospective providers, gathering information
(2007) process (ANP) approach from other logistics personnel, newspaper, and
business magazines, and corresponding with
contacts provided at various logistics
conferences.
Lu (2007) Evaluating Key Resources and Taiwanese maritime firms selected from the
Capabilities for Liner Shipping Directory of the National Association of
Services Shipping Agencies and Companies in Taiwan
(2004).
Yang et al. Assessing Resources, Logistics ~ Taiwanese shippers from the Directory of the
(2009) Service Capabilities, Innovation  National Association of Shipping Agencies and

Capabilities and the Performance
of Container Shipping Services
in Taiwan.

Companies and Members of the International
Ocean Freight Forwarders and Logistics
Association in Taiwan.

Source: Tabulated by the Author

66



4 W SERVICE, VALUE AND RELATIONSHIP: A CONCEPTUAL FRAMEWORK

TABLE 4.2: LOGISTICS SERVICE ATTRIBUTES IN WORLD CLASS COMPANIES

ATTRIBUTES
Accuracy in filling orders e Action on complaints
e Consistent lead times ¢ Information on projected shipping date

is provided when order is placed
e Ability to expedite emergency orderina e Accuracy of vendor in forecasting and

fast, responsive manner committing to shipping date

e Advance notice of shipping delays ¢ Length of promised lead times
Information of projected delivery date is ¢ Information on inventory availability is
provided when order is placed provided when order is placed

o  Ability of manufacturer to meet promised e Damage-free shipments
delivery date

o Length of promised lead time — emergency
orders

Note: Bold letters = commonly accepted as important attributes in all industries
Source: Adapted from Stock and Lambert (1992)

Pearson and Semeijn (1999) examined service priorities in small and large firms
engaged in international logistics. They indicated that, in certain basic aspects, logistics
service in small firms may be similar to that in large firms and that ‘reliability’ was
ranked first, followed by ‘transit time’ and ‘cost’. However, contrary to their
expectation that smaller firms would be cost/price conscious, while larger firms would
focus on quality, reliability and the availability for value-added services were preferred
over cost. Furthermore, it was found that cost was equally rated by small and large
firms. Regarding Multimodal Transport, reliability, time and cost are considered as
significant measures of MTS. According to Banomyong and Beresford (2001), these
three key measures are frequently exploited to assist routeing decisions in international

trade supply-chains.

Mentzer, et al. (1999) developed the Logistics Service Quality (LSQ) scale based on
Parasuraman, et al.’s (1985) SERVQUAL model. They refined the model through focus
groups for scale adjustment and by questionnaire survey development. The survey was
distributed to 16,920 customers of the Defence Logistics Agency. The LSQ scale
consists of information quality, ordering procedures, ordering release quantities,
timeliness, order accuracy, order quality, order conditions, order discrepancy handling
and personal contact quality. They tested the scale through eight market segments and
found that seven of them fit adequately. They emphasised that the developed LSQ scale
was not an operational approach that attempts to measure from the supplier’s
perspective. Rather, it was a measure of how the customer perceives the delivery of the

service.
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Based on the concept of logistics services and strategies, Lu (2000) investigated the
differences of service attributes between implemented logistics and non-implemented
logistics service attributes in Taiwanese maritime firms. Through statistical analysis, it
was found that value-added service strategy, and equipment and facilities strategy were
significantly different. Moreover, in both categories it was indicated that 9 out of 33
logistics service attributes were found to be regarded as significant for shippers. These
were: good financial conditions, high frequency of sailing, on-time pick-up, courtesy of
inquiry, prompt response to claim, good condition of containers, ability to provide
computer system for cargo tracing, ability to provide door-to-door service, and ability to

provide customs clearance service.

As Multimodal Transport aims to provide door-to-door services (UNCTAD, 1995),
services such as computer system for tracing, frequency of departure and on-time pick-
up are often used to ensure the reliability of MTS (UNCTAD, 1999; Islam, et al. 2005).
Similar to Lu’s (2000) logistics service attributes, UNCTAD’s report of Development
of Multimodal Transport and Logistics Services (2003) also highlighted that the
responsiveness to shippers’ service demand reflects the capability of MTO’s customer
service capability in terms of courtesy of inquiry, prompt response to claims, condition

of containers, just-in-time (JIT) and customs clearance services.

Lai, et al. (2002), building on Churchill’s (1979) paradigm of marketing constructs as
supply-chain performance measurements in transport logistics, a total of 26
measurement items were used to evaluate supply-chain performance in transport /
logistics-related companies in Hong Kong. These items were categorised into three
dimensions namely: service effectiveness for shippers, operations efficiency for
transport / logistics service providers and service effectiveness for consignees. They
have found that within these three dimensions, accuracy of documentation, response to
shippers’ requests, tariff flexibility and quality of data transmission are significant
logistics service measures. In addition, their results show that these attributes could pin-

point a particular attribute which needs improvement actions.

Lu (2003) sought to understand the impact of carrier service attributes on shipper-
carrier partnering relationships from a shipper’s perspective. He used statistical

modelling to measure the impact of service quality on shippers’ satisfaction and
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partnering orientation. The result has shown that time-related factors were significant
predictors of shipper’s satisfaction. Items that were used in measuring time-related
service attributes were: availability of cargo space, accurate documentation, prompt
response to claim, short transit time, high frequency of sailing, on-time pick-up,
reliability of advertised sailing, and service coverage. In Hayuth (1987), Kindred, et al.
(1997) and Wood’s (1998) research on Multimodal Transport, these service attributes
has been frequently referred to as responsibilities of a MTO in the commercial
arrangements of any particular Multimodal Transport operation; however, they have

never been explicitly measured.

Lai (2004) examined the service capability of logistics service providers (LSPs) from
the perspective of the resource-based view (RBV). RBV, originated by Wernerfelt
(1984), is an economic tool, which suggests that firm resources and capabilities are the
driver of competitive advantage. Twenty-four logistics service attributes were
developed to measure service quality of LSPs. The result indicates that LSPs can be
classified into four types according to their service capability, namely: Traditional
Freight Forwarders (TFF), Transformers (TMR), Full Service Providers (FSP) and
Nichers (NCR). It was found that each type of LSPs positions itself differently (Table
4.3). It was suggested that understanding of these service capabilities would be crucial

in understanding and identifying logistics service qualities.

Jharkharia and Shankar (2007) examined relevant criteria in selection of LSPs through
an analytic network process (ANP) methodological approach. ANP is a comprehensive
decision-making technique that includes multiple criteria in arriving at a decision. They
applied a nine-step ANP methodology on six selected shippers and identified their
rationale for selecting potential LSPs. The results indicate that a compatibility factor
between the shipper and the LSP was the most important determinant, followed by cost,
reputation and quality. In addition, they suggested that investment in long-term
relationships can be expensive but may help to reduce the risk of investment decisions.
In Paixao-Casaca, et al.’s (2009) research on logistics strategies for short sea shipping
operating as part of Multimodal Transport chains, similar attributes such as: relationship
policies, reputation, cost, service guarantee and reliability was also found as essential
competitive strategies. Thus, reflect the similarities of attributes between logistics

services and MTSs.
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TABLE 4.3: LSPS’ POSITIONING STRATEGIES

LSP Types  Positioning Strategies

TFF* “Cost leader” with focus on operational efficiency in freight forwarding

services.
TMR “Service expander” with focus on adding value by sharing resources between
customers (Purchasing / procurement, cross-docking, fleet management).
FSP “Service leader” by leveraging service capability to create superior service

performance.

“Niche Specialist” by specialising in particular value-added services and
NCR technology-enabled logistics services (i.e. track and trace, web-based linkages
and information system management).

Note:* TFF-Traditional Freight Forwarders, TMR-Transformers, FSP-Full Service Providers,
NCR-Nichers.
Source: Adapted from Lai (2004)

Lu’s (2007) investigation of evaluating key resources and capabilities for liner shipping
services has suggested that operational capability is perceived as one of the most
important dimensions, followed by customer service, human resource management,
information integration, pricing, purchasing, and financial management. Similar to Lai
(2004), the RBV theoretical framework was used to identify the logistics service
capabilities in liner shipping. He expressed the view that reliability of sailing,
availability of cargo space, on-time pick-up, courtesy of inquiry, space control,
container positioning, sailing schedule planning, information system, and financial
management, are all important drivers to determine the performance of an individual

firm.

In Yang, et al’s (2009) research of examining the relationships between resources,
logistics service capabilities, innovation capabilities and the performance of container
shipping services, twenty-four logistics service attributes were identified and
categorised into four groups, namely: value-added services, service reliability,
relationship building, and information integration and flexibility. With the employment
of a statistical modelling approach, they found that logistics service capability had a
significant impact on the performance of container shipping companies. Further, as
regards logistics service capability, attributes such as courtesy of sales representative,
accurate price calculation, long-term contractual relationship with customers, reliability

of booking space and accuracy of documentation were perceived as some of the most
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important logistics service qualities. It was found that various types of attributes, which
were deliberately framed to have significant impacts on logistics service, are slightly

different under various types of research criteria, agenda and methods.

A considerable body of literature in relation to the concept of logistics was found but
only a few publications are found in relation to Multimodal Transport or transport in
general. In order to capture the concept of transport service within the framework of
Multimodal Transport, contextual analysis of white papers (i.e. UNCTAD, UNESCAP,
ADB) was performed in parallel with logistics service-related journal papers (e.g. Lai,
et al. 2002; Lu, 2007; Yang, et al. 2009). According to the compiled list of services
(Table 4.4), they can be divided into three main groups: transportation, facilities, and
communication and information. Adapting this, grouping using the work of Williamson,
et al. (1990), these three main groups of services can be viewed as dimensions of MTS
which portrays the capabilities of MTOs. However, to the best of author’s knowledge,
these three dimensions have not been verified through any quantitative analysis.
Referring to the MTS attributes, some items are revealed to have similar characteristics.
For example, on-time pick up (item 2), transit time (item 3) and schedule reliability
(item 4) are all related to ‘time’. Furthermore, availability of booking space (item 7) and
frequency of schedule (item 8) might portray similar meanings. It is challenging to
decide which aspects to keep or eliminate. Therefore, these 25 items will be tested and

filtered through exploratory factor analysis (EFA) in Chapter 7.

This section has summarised the existing studies on logistics service attributes. It was
found that various attributes found in the logistics service literature could be closely
related with MTS. According to Banomyong (2000), there are several overlapping
activities found in logistics, transport and Multimodal Transport due partly to their
terminologies; but it should be noted that shippers’ service demand will lead to pursuit

of competitiveness in MTSs.
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TABLE 4.4: DIMENSIONS AND MEASUREMENT ITEMS OF MTS

Dimensions Measurement Items

MTS1) Accurate documentation

MTS2) On-time pick-up

MTS3) Transit time

MTS4) Schedule reliability

MTS5) Special cargo handling

MTS6) Consolidation

MTS7) Availability of booking space
MTSS8) Frequency of schedule

MTS9) Arrangement of door-to-door service

Transportation
[TRANS]

MTS10) Inland transport arrangement
MTS11) Warehousing service
MTS12) Customs clearance

MTS13) Insurance service

MTS14) Service coverage

MTS15) Tariff flexibility

MTS16) Payment flexibility

Facilities
[FACI]

MTS17) Cargo safety
MTS18) Advance notice of delays
MTS19) Quality of data transmission
Communication & MTS20) Cargo tracking
Information MTS21) Knowledge of personnel
[COIN] MTS22) Courtesy of inquiry

MTS23) Response to customer complaint
MTS24) Response to cargo claim
MTS25) Cargo or damage record

Source: Adapted from Williamson et al. (1990)

The evolving role of MTOs has blurred the definition of logistics service provider and
MTO (UNCTAD, 2003; Markides and Holweg, 2003; SLA 2008). Therefore, in this
thesis, MTS will be defined as services provided by MTO which not only include
management of container-related activities but also logistics services (i.e. customer
services, ICT, warehouse and inventory management), in an international transport
operation environment. A summary of important logistics service attributes gleaned

from previous research are presented in Table 4.5.
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TABLE 4.5: SUMMARY OF LOGISTICS SERVICE ATTRIBUTES OF SELECTED EXISTING STUDIES

Author(s) Stock & Pearson&  Mentzer Jharkharia
Lambert Semeijn etal Lu Lai et al. Lu Lai & Shankar Lu Yang et
4 Logistics Service Attributes (1992) (1999) (1999) (2000) (2002) (2003) (2004) (2007) (2007) al. (2009)  Total
1 Accurate documentation i . . ] o . . . . 9
2 On-time / consistence pick-up i . o ] . ° . . 8
3 Schedule reliability [ . ) . . . . . 3
4 Quality of data transmission {¢.g. EDI, e-mail.) . ) ° . . . . 7
5 Knowledgeability of sales personnel . ) . . . ) . 7
6 Response to cargo claim (oss / damage) [ J . . . . 6
7 Tariff flexibility ] U] . ° ° . 6
8 Price accuracy ° . ° . . . 6
9 Track and trace . L . . 6
10 Special cargo handling . ] . . . 6
1 Responsive to unforeseen events ° ) . . . . 6
12 Customise service (e.g. JIT) . . . . . . 6
13 Frequency of service U . ) . . 5
14 Warehousing U . . ° 5
15 Courtesy of inquiry J . . 5
16 Reliability of booking space . ) ° . 4
17 Reputation of operator . . . . 4
18 Customs clearance ) . . . 4
19 Consolidation . . . ° 4
20 Door-to-door service . . ° . 4
21 Collaboration with transport companies . . . 4
22 Global information integration L . ° 4
23 Information linkage with related operator ] ] ] 3
24 Inventory management . . . 3
25 Performance reporting ° . 2
26 Response to shipper’s complaint * s 2
27 Cross-docking . 1
2 Cargo safety . 1
29 - Advance notice of delays . 1
30 Long-term relationship !
31 Operational experience !
32 Insurance coverage ) 1
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4.2 LOGISTICS SERVICE VALUE

According to Rutner and Langley Jr (2000:78), Logistics Service Value (LSV) has been
defined as “meeting customer service requirements while minimising supply chain costs
and maximising partners’ profits.” For Mentzer, et al. (1997), LSV is an important
component of customer service, which provides competitive advantage in the market
place. According to Kent and Flint (1997), logistics has been a key source of strategic
advantage for firms. Firms are encouraged to understand the importance of material flow
integration and how it is linked to value creation, as a part of the firm’s objective. In order
to create value, it is crucial for service providers to match the requirements of customers
with his or her capability to provide service. Value can be understood in various ways and
it is important for firms to acknowledge its criticality. Regarding to the basis of the
logistics concept, the ‘value chain’ terminology was developed as a tool for competitive

analysis and strategy (Coyle, et al. 2003).

Pioneered by Porter (1985), value can be understood in two ways. Firstly, value can be
perceived as the amount of cost that buyers are willing to pay for a firm’s ‘output’ in
yielding its competitive advantage. If the perceived value exceeds its actual cost, a firm
will be profitable (Rushton, et al. 2007; Lu, 1997). Secondly, value is created by discrete
activities such as operational performances or market activities. In plotting these activities,
Porter categorised value activities into primary and support activities. As can be seen in
the illustration (Figure 4.1), inbound and outbound logistics were considered as the
primary component in contributing value to customers and to generate financial profits
for the company. Service, on the other hand, was regarded as an important component of
the value chain which marks the immediate output of primary activities (Porter, 1985;
Coyle, et al. 2003).

The concept of value has been approached from various different types of discipline
(Rutner and Langley Jr, 2000). Payne and Holt (2001) claimed that the concept evolved
from exchange, utility and labour value theories in the field of economic context, while
others argue that the concept was evolved from service and retail marketing (Ravald and
Gronroos, 1996; Woodruff, 1997). Under these various types of academic disciplines,
value appears to have different meanings. It is also used in fields such as mathematics,

ethics, music, physics and chemistry (Rutner and Langley Jr, 2000).
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FIGURE 4.1: GENERIC VALUE CHAIN
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According to Zeithaml’s (1988) research, the term ‘value’ was very difficult to define due
to the variety of meanings held by her interviewees. Based on her research, four implicit
meanings of value were found in her exploratory study, which could be generalised with

other types of academic settings (Table 4.6).

TABLE 4.6: CUSTOMERS’ PERCEIVED MEANING OF VALUE

Value is... Equates with...

Low price, Salience of price

What ever I want in a product, Economist’s definition of utility
The quality I get for the price I pay and, Tradeoff

What I get for what I give. Ratio of attributes

Source: Adapted from Zeitham] (1988)

In an attempt to define the concept of value, Liu (2006) categorised value into three areas
namely: (i) consumer consumption value, (ii) customer value and (iii) perceived value.
Consumer consumption value was defined as a customer’s post-purchase experience
which provided them with symbolic, hedonic and rational consumption value of
satisfying their need during the process of product or service usage (Hirschman and
Holbrook, 1982). In Sheth, ef al.’s (1991) proposed theory of consumption value, five

dimensions are presented in explaining consumer choice behaviour, namely: functional,
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conditional, social, emotional, and epistemic (Table 4.7). They have claimed that not all
dimensions are always significant with all situations, but the theory could be applied in a

wide application of consumption value related research.

TABLE 4.7: FUNCTIONAL SUB-VALUE OF CONSUMPTION VALUE

Dimensions Definition Measured on...

The perceived utility acquired from an alternative’s
capacity for functional, utilitarian, or physical performance.
Functional An alternative acquires functional value through the Choice attributes
possession of salient functional, utilitarian, or physical
attributes.

The perceived utility acquired by an alternative as the result
of the specific situation or set of circumstances facing the
Conditional  choice maker. An alternative acquires conditional value in Choice contingencies
the presence of antecedent physical or social contingencies
that enhance its functional or social value.

The perceived utility acquired from an alternative’s
association with one or more specific social groups. An
Social alternative acquired social value through association with Choice imagery
positively or negatively stereotyped demographic,
socioeconomic, and cultural-ethnic groups.

The perceived utility acquired from an alternative’s

capacity to arouse feelings or affective states. An Feeling associated with

Emotional alternative acquires emotional value when associated with .
. - R . alternative
specific feelings or when precipitating or perpetuating those
feelings.
The perceived utility acquired from an alternative’s Questionnaire item
. . capacity to arouse curiosity, provide novelty, and/or satisfy  referring to curiosity,
Epistemic .
a desire for knowledge. novelty and
knowledge.

Source: Adapted from Sheth, et al. (1991)

In terms of the business market, perceived benefit and perceived cost are commonly used
as a main determinant for customer value (Anderson, et al. 1993). Anderson, et al.
(1993:5) defined customer value as the “perceived worth in monetary units of the set of
economic, technical, service and social benefits received by a customer firm in exchange
for the price paid for a price, taking into consideration the available suppliers’ offerings
and prices.” As for Woodruff (1997:142), customer value was defined as “customer’s
perceived preference for and evaluation of those product attributes, attribute
performance, and consequences arising from use that facilitate achieving the customer’s
goal and purpose in use situations.” It is clear that customer value expands on the idea
that value consists of a mental comparison or trade off between benefits that a customer

received and costs that a customer pays (Lin, 2006).
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“

Zeithaml (1988:13) defines perceived value as “...consumer’s overall assessment of the
utility of a product based on perceptions of what is received and what is given.” Followed
by Zeithaml’s (1988) definition of perceived value, Lin (2007:113) defines value as “the
result of customer’s overall evaluation of the benefits gain by the customer (from a
product or service) and the costs (money, time, efforts, and energy) that he/she paid.”
Furthermore, Monroe (1990), defines perceived value as a trade-off between quality or
benefits that customer perceive in the product or service related to the sacrifice they
perceive by paying the price. In essence, perceived value relies upon customer’s

evaluation from the offering through the interrelationship between perceived price and

evaluation of quality.

For Rutner and Langley Jr (2000) value was defined in two ways: (i) value is that quality
of a thing according to which it is thought of as being more or less desirable, useful,
estimable, important, and (ii) value is a fair or proper equivalent in money, commaodities,
etc. for something sold or exchanged; a fair price. Their definitions are mainly focused on
the business aspect and it was found that these definitions refer to exchange or monetary
unit and non-corporeal nature or idea of value. They have noted that since value is
regarded as an intangible element, variations in meaning found in various literatures may
present a problem in precisely quantifying the terminology (Rutner and Langley Jr, 2000).
This may lead to the use of substitute concepts in defining or describing value such as

quality and satisfaction.

The use of quality is a common substitute for defining or describing value (Mentzer, et al.
2001; Zeithamal, 1988; Parasuraman, ef al. 1985; 1988; 1994; Rutner and Jangley, 2000).
However, in the context of marketing, quality and value are related but not identical
(Zeithamal, 1988; Foggin, 1991; Rutner and Langley Jr, 2000). According to Zeithaml
(1988), the concept of value has a higher level of abstraction than quality due to level
individualistic traits. Furthermore, unlike quality, value involves a trade off of ‘give’ and

‘get’ component.

According to Rushton, et al. (2007), a number of key ‘value’ advantages in differentiating
a logistics service provider includes: tailored service, distribution channel strategy,
reliability, responsiveness, information and flexibility. The value criterion in this research

examines services that enhance profits for the final product and the firm’s ability of
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maintaining competitive advantage. Langley Jr and Holcomb (1992) have discussed the
role of value as one of the key issues in logistics management. They suggested that in
order to establish a competitive edge, achieving customer satisfaction in both internal and

external of the firm through examination of comparative net value is essential.

Underlying the report by UNCTAD (2003) cost is ranked high as one of the key stimuli in
generating competitive advantage. However, according to Lambert and Burduroglu
(2000), cost analysis alone might fall short in measuring value provided by services. Cost
analysis tools, such as total cost analysis would only portray financially oriented metrics
which would reinforces the view that logistics is simply a cost centre (Lambert and
Burduroglu, 2000). According to Lambert and Burduroglu (2000), the most common
options for measuring value are: customer satisfaction, customer value-added, total cost

analysis, profitability analysis, and strategic profit model and shareholder value.

According to Lambert and Burduroglu (2000), LSV which focuses on customer
satisfaction was originally developed in the marketing literature. In Naumann’s book,
Creating Customer Value: The Path to Competitive Advantage, referred by Lambert and
Burduroglu (2000), expected customer value are measured by perceived benefits over
perceived sacrifice. Furthermore, they have stated that customer satisfaction is
accomplished by providing value to customer beyond price. As price contributes as one
component in assessment of perceived sacrifice in the evaluation of expected customer
value, perceived benefits are composed by product and service attributes (Bhatnagar and
Teo, 2009). As both Multimodal Transport and logistics are providing services, critical

understanding of customers will allow firms to obtain competitive advantage.

Woodruff and Gardial (1996) associated logistics value with consequences and attributes
to visually portray the definition of logistics value through means-end value hierarchy
model (MEVHM) which has been used in marketing discipline. Such a structure of
logistics value can be considered as hierarchical, hence the customers’ thought process
were conceptualised as being ‘top-down’ rather than ‘bottom-up’. Built on the research
done by Woodruff and Gardial (1996), Mentzer, et al. (1997) verified the hierarchical
relationship of logistics value, consequences and attributes in their study. They have

found out that customers only seek attributes as a means to achieve their already desired
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benefits (consequences) which are determined by their already established values. In this

case attributes are typically used to describe or measure the product or service.

In Hensley and Sulek’s (2007) study of customer satisfaction in a multi-stage service,
value was largely influenced by customer satisfaction. Similar to Christopher (2005),
value is not created by purchase of the product or service but on promises of what it will
deliver. According to Rutner and Langley Jr (2000), logistics value are added whenever
an activity in essential. They have addressed that value is created through time and place
utility, which implies that if goods or services do not arrive at the right time or at the right
place, no value will be created. In understanding of the complexities facing supply-chains
and logistics, customer value-added has become one of the most common measures of

logistics value (Christopher, et al. 2009).

Through a comprehensive review of logistics value, a subtle definition of logistics value
has been just as difficult to define as the term ‘logistics’. For example, customer service is
often defined as a component of, or used as a substitute for, logistics value (Mentzer, ef al.
1997). Based on types of industries and their responses to identification of key
operational components, definitions of logistics value vary from one company to the next
(Mentzer, et al. 1997; Rutner and Langley Jr, 2000). For years, several academic authors
have been trying to encapsulate ‘value’ in logistics (Porter, 1985; Johansson, et al. 1993;
Mentzer, et al. 1997; Rutner and Langley Jr, 2000; Coyle, et al. 2003; Christopher, et al.
2009). Service value in both logistics and marketing context is very similar due to both
are regarded as output of customer service which could incur at any stage of a product or
service usage (Langley Jr and Holcomb, 1992; Parasuraman and Grewal, 2000; Cronin, et
al. 2000; Lin, 2007).

According to Sweeney and Soutar (2001), the term value and satisfaction can easily be
confused, especially in practitioners’ literature. They argued that these two terms are
distinct from one and other in three ways. Firstly, value could occur at various stages of a
process while satisfaction only occurs in post-process. Secondly, value can be generated
without any ownership of the product or service while satisfaction is generated as a result
of post-purchase and post-use. Lastly, value is conceptualised as a multidimensional
construct while satisfaction is treated as unidimensional construct, due to the assumption

that it varies along a hedonic continuum from unfavourable to favourable. Therefore,
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value is different from satisfaction. Furthermore, Sweeney and Soutar (2001) used
statistical analysis to identify the dimensions of value in retail marketing. Through
repeated process of reliability and validity test, four value dimensions were found to be
significant in explaining value, which were: quality, emotional elements, price and social
dimensions. However, they excluded epistemic value (novelty aspect of a product) and
conditional value (conditional effect of a specific situation on value perceptions) due to

statistical insignificancy of the data. These values are defined as:

o Emotional value: the utility derived from the feelings or affective states that a
product generates,

o Social value (enhancement of social self-concept): the utility derived from the
product’s ability to enhance social self-concept,

o Functional value (price/value for money): the utility derived from the product due to
the reduction of its perceived short term and longer term costs, and

e Functional value (performance/quality): the utility derived from the perceived

quality and expected performance of the product.

Based on Zeithaml’s (1988) definition of value in a form of ‘give’ and ‘get’ components,
Cronin, et al. (2000), portrayed value into two direct measures which were included in the
survey to capture the value construct: ‘value of this facility’s service’ and ‘compared to
what [ had to give up, the overall ability of this facility to satisfy my wants and needs.” As
a result of comprehensive model testing, they have found that there is a significant impact

of service quality on behavioural intensions through service value.

Regarding the value framework of Sweeney and Soutar (2001), Wang, et al. (2004),
adapted the four dimensions of value by replacing ‘functional value’ (price/value for
money) with ‘sacrifice’. Through their customer focus group discussions and exploratory
factor results, they have found that the use of monetary terms alone as a single dimension
would be insufficient. Other non-monetary factors such as time, effort or energy may play
an even more important role than price alone (Zeithaml, 1988). Thus, with ‘sacrifice’
acting as what is given up to acquire or consume a product (monetary and non-monetary),

a better understanding can be reached.
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It was noted by Wang, et al. (2004) that the study conducted by Sweeney and Soutar
(2001) was based on the purchase of a durable good rather than a service. In their model,
epistemic value (novelty aspect of a product) and conditional value (refers to the
conditional effects of a specific situation on value perception) were excluded due to
statistical insignificancy. They have argued that the understanding of customer value
through product value, service value, employee value and image value, proposed by
Kotler (1997), was not totally convincing due to the basis of understanding which was
derived from the firms’ rather than the customers’ perspective. Compared with Sweeney
and Soutar (2001), they have added some measurement items, such as: ‘Consistent quality
is well made’, ‘the firm keeps us better informed of new services’ and ‘the offerings of
this firm make me feel confident’ to fit with their research context. With a total of
eighteen measurement items, it was found that all dimensions have significant impact on

behaviour intensions.

According to Langley Jr and Holcomb (2000), the fundamental nature of service value in
the logistics context shares a similar foundation to service value in the marketing context
where service providers are trying to meet or exceed customer requirement through
customer services. However, in terms of measurement, most LSV literature focuses on
the quality or process aspect rather than behavioural (Mentzer, et al. 1999; 2001; Ulaga
and Eggert, 2006; Collier and Bienstock, 2006). As is reflected above, there is no single
method or measurement scale that can capture all the facets of Logistics Service Value.
As suggested by Rutner and Langley Jr (2000), the measurement of value will change
accordingly to ‘what’ it is that a researcher wants to measure. The current research adopts
Langley Jr and Holcomb’s (2000) perspective of Logistics Service Value with value
measurements from Wang, et al. (2004) and, Sweeney and Soutar (2001). In terms of the
measurement for value, customer perceptions of value are adapted to encapsulate the

behavioural aspect of the shippers provided by the service operators.

Based on the work of Sweeney and Soutar (2001), four dimensions of value were adapted
namely: functional (quality and price) value, social value and emotional value. However,
the functional value of quality and price are merged into one because it was argued that
functional value should reflect the “utility derived from the perceived quality and
expected performance of the product or service” (Wang, et al. 2004:172). Therefore, the

dimensions are reduced to three. Thus, based on the framework of Sweeney and Soutar
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(2001), the measurement items of were adapted from Wang, ef al. (2004). According to
the central question of this research, the measurement items have been amended to fit the

context of Multimodal Transport as shown in Table 4.8 below.

TABLE 4.8: DIMENSIONS AND MEASUREMENT ITEMS OF LSV

Dimensions Measurement Items

LSV1) Services provided by the MTO are reasonably priced.
LSV2) Services provided by the MTO offer value for money.

FF;S;?]M LSV3) The MTO provides good service for the price.
LSV4) Services provided by the MTO are appropriate, when
price and other costs are considered.
LSV5) The MTO delivers superior service compared to other
Social transport corr}panies. '
[SOC] LSV6) Services provided by the MTO are of a high standard.
LSV7) Services provided by the MTO are consistent.
LSV8) Services provided by the MTO make us feel confident.
LSV9) The MTO has a good working relationship with us.
Emotional LSV10)The MTO responds to our service needs promptly.
[EMO] LSV11)The MTO visits us when needed.

LSV12)The MTO keeps us better informed of new services.

Source: Adapted from Sweeney and Soutar (2001), and Wang, et al. (2004).

4.3 RELATIONSHIP QUALITY

Regardless of the types of businesses or accuracy of service performance, without
effective relationships, efforts to manage the flow of materials and information across any
type of channels are likely to be unsuccessful (Lambert, et al. 2004). Referring to the
previous chapter, establishment of a seamless working relationship with transport
stakeholders reflects an MTO’s service quality. Therefore, development of a positive
relationship would allow both shippers and MTOs to obtain competitive advantage
through favourable rates and secured customer base, respectively (SLA, 2008). Perhaps
one of the most important issues for Multimodal Transport is the involvement of
relationships in the establishment of transport networks and operations. A successful
relationship ensures proper input from the beginning to the end and allows stakeholders to
use their expertise in any transport journey (TRB, 1999). Reviewed in the previous
chapter, an MTO is considered as a service provider. Therefore, similar to any other type
service providers, the cost of loosing relationships with the customers will inevitably

affect the profitability of the services provided by them (Athanasopoulou, 2009).
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In several service related studies, the importance of personal interactions or relationships
is recognised as an important means of getting satisfied customers (Athanasopoulou, 2009;
Tate, 1996; Crosby, et al. 1990, Parasuraman, et al. 1985). According to Coyle, et al.
(2003), forming ‘partners’ in supply-chains is one of the most important ingredients to
supply-chain success, which allows the whole supply-chain to be integrated as a single
organisation. Furthermore, they have pointed out that, in the context of logistics or
transport, ‘partnerships’ and ‘relationships’ are often used interchangeably. Regarding the
definitions provided by Collins Cobuild’s English dictionary (Collins Cobuild, 2009), a
partnership is defined as “a relationship in which two or more people, organisations, or
countries work together as partners” and relationship is “a way in which two people or
groups feel and behave towards each other”. According to these definitions, the term
partnership is clearly much more committed in the business context and is more intimate
than a relationship. Addressed by Rushton, er al. (2007), a traditional adversarial
relationship between two parties may see each other as competitors, which might result in
a ‘win-lose’ situation. On the other hand, a relationship between two parties is intimately
bound with each other with a shared vision and goal. In another words, this type of
association is seen as a ‘win-win’ situation in which both parties gain more from the

relationship than from the adversarial style (Rushton, et al. 2007).

The development of successful and mutually beneficial relationships has drawn the
attention of researchers for the past few decades (Athanasopoulou, 2009). When it comes
to the measurement of relationships, Relationship Quality is often used to conceptualise
the dimensions of the construct. The study of Relationship Quality was pioneered by
Crosby, et al. (1990) and later matured in marketing research. According to
Athanasopoulou (2009), the conceptualisation of the construct was mostly found in

business-to-business retail and service-related studies.

As pointed out by Gardner and Cooper (1994), relationships may come in various forms
which may significantly differ from one to the other. For example, traditional business-to-
business relationship is different from partnership-style relationship. When considering
the length of time and benefits and burdens, partnership-style relationship is more
involved than traditional business-to-business relationship (Gardner and Cooper, 2004).
Partnership could be defined as a relationship between two parties in a logistics channel

which involves in sharing of benefits and burden over some agreed upon time (La Londe
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and Cooper, 1989). According to Tate (1996) and Lu (2003), a partnership resembles a
‘marriage’ between two individual firms involves high level of trust and commitment.

Thus, such partnership is considered as a form of relationship which evolves over time
(Tate, 1996).

In today’s highly competitive environment, Multimodal Transport companies have been
trying to secure customer loyalty through development of long-term relationships with
their customers rather than the traditional ‘transactional’ relationships (TRB, 1999).
According to Athanasopoulou (2009), it is five times more expensive to acquire new
customers than to keep existing ones. For example, companies would need to put more
effort in advertisement to gain trust from new customers, compared with the existing ones.
Therefore, development of successful and mutually benefited relationships will allow
Multimodal Transport companies to gain loyal customers (shippers) and as well as to
increase profitability. The concept of Relationship Quality is derived from theory and
research in the field of relationship marketing in which the goal is to convert indifferent
customers into loyal customers and to strengthen already strong relationships (Crosby, et

al. 1990; Berry and Parasuraman, 1991; Rauyruen and Miller, 2007).

According to Crosby, et al. (1990), Relationship Quality from the customer’s perspective
is achieved through the ability of a service provider to reduce perceived uncertainty.
Therefore, a high Relationship Quality relies on the service provider’s integrity and
consistency in providing satisfactory services for customers (Crosby, ef al. 1990). In the
work of Crosby, et al. (1990), Relationship Quality is viewed as a higher-order construct
composed of at least two general dimensions, trust and satisfaction. In their research, trust
is defined as a confident belief that the service provider can be relied upon to behave in
such a manner that the long-term interest of the customer will be served. Whereas,
satisfaction is defined as an emotional state that occurs in response to an evaluation of
customer experiences (Crosby, et al. 1990). By using these two dimensions in the
measurement of Relationship Quality, they have found out that there is a significant
influence on the customer’s anticipation of future interaction with the service provider.
Their result indicates that Relationship Quality serves as an indicator of health and future

wellbeing of long-term service sales (Crosby, et al. 1990).
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Building on the research by Crosby, et al. (1990), Wang, et al. (2004) argued that there is
no consensus on which dimensions make up Relationship Quality. Similar to
Athanasopoulou’s (2009) literature review on Relationship Quality, there are no agreed
measurements in portraying the dimensions of Relationship Quality. In Wang, et al.’s
(2004) research of integrated framework for customer value and customer-relationship-
management performance, they have considered customer satisfaction and brand loyalty
to be the two main components in maintaining a long-term relationship. Brand loyalty
was defined as behaviour of an individual who consumes the same brand consistently
over a period of time. According to Zeithaml, et al. (2004), brand loyalty tends to
strengthen the relationship between service providers and customers which eventually

contributes to the financial performance of a firm.

Furthermore, in Johnson’s (1999) research on strategic integration in industrial
distribution channels, Relationship Quality has been conceptualised in terms of trust,
commitment and absence of opportunism. In his research, the level of interaction and
association are found to be the key drivers in between two parties (i.e. buyers and sellers).
Inline with Wang, et al. (2004), Relationship Quality was found to be an important

strategic asset and competitive tool which affects financial performance of individual firm.

According to Lages, et al. (2005), it is important to develop a measure of Relationship
Quality as it can build or destroy in an exporting-related business relationship. In this
work, they have adopted the organisational behaviour perspective of Relationship Quality
which consists of information sharing, communication quality, long-term orientation and
satisfaction. The RELQUAL (Relationship Quality) scale was proposed to assess the
Relationship Quality in an exporting context. Based on the statistical result, there was
empirical evidence that Relationship Quality is strongly associated with various
dimensions of performance and it is seen as a core of export marketing practice (Lages, et

al. 2005).

From the literature, Relationship Quality has long been accepted as an important pillar in
management studies (Sinkovics and Roath, 2004; Athanasopoulou, 2009). Due to the
current highly competitive environment, the development of successful, long-term and
mutually beneficial relationships has attracted not only the attention of business owners

but also researchers (Athanasopoulou, 2009). The three dimensions which appear to be
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commonly used are trust, commitment / loyalty and satisfaction. Other dimensions, such
as: power (Naude and Buttle, 2000), adaptation (Woo and Ennew, 2004) or social bond
(Lang and Colgate, 2003) have also been used as dimensions of Relationship Quality,
however, not as frequently as trust, commitment / loyalty and satisfaction. Even though
there have been a variety of measurements items used in the studies of Relationship
Quality, there are certain variables that are used only in services studies (Athanasopoulou,
2009). Furthermore, Athanasopoulou’s (2009:601) noted that Relationship Quality is
mainly focused on the “progression of relationships through time and time is seen as
continuous, not episodic”. Thus, according to the literature, the only area of convergence
is the three major dimensions of Relationship Quality, namely: trust, loyalty and

satisfaction.

The concept of Relationship Quality is derived from theory and research in the field of
relationship marketing in which the goal is to convert indifferent customers into loyal
customers and to strengthen already strong relationships (Crosby, et al. 1990; Berry and
Parasuraman, 1991; Rauyruen and Miller, 2007). Therefore, in this research the three
dimensions of Relationship Quality are: trust, loyalty and customer satisfaction. Recalling
from the work of Crosby, et al. (1990), the two dimensions of Relationship Quality are
trust and customer satisfaction. However, this was derived from a salespersons’
perspective. It was argued by Wang, et al. (2004) that the work of Crosby, et al. (1990)
was based on an individual’s perspective of service, and loyalty should be added to allow
two parties to build and to maintain a long-term relationship. According to Wang, ef al.
(2004), the two dimensions which portray Relationship Quality are loyalty and customer
satisfaction. Based on these arguments, the three dimensions which portray the
Relationship Quality construct are: trust, loyalty and satisfaction. The items were adapted
from Wang, et al. (2004) and Crosby, et al. (1990). According to the main research
question here, the items measurement items have been amended to fit the context of

Multimodal Transport as shown in Table 4.9.
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TABLE 4.9: DIMENSIONS AND MEASUREMENT ITEMS OF RQ

Dimensions Measurement Items

RQ1) The MTO can be relied upon their promises.
RQ2) We find it unnecessary to be cautious in dealing with the MTO.

[Tgﬁl;tr] RQ3) The MTO is trustworthy.
RQ4) We do no suspect that the MTO will withhold certain piece of
critical information.
RQ5) We feel we are loyal to the MTO’s offerings.
Loyalty RQ6) The service offered by the MTO is our first choice.
[LOY] RQ7) Even with more choice, we will not choose other service
providers.
. . RQ8) The service offered by the MTO always meets our expectation.
Sat[lgf:;t]lon RQ9) We are satisfied with our current MTO.

RQ10)The services offered by the MTO always meet the desired level.

Source: Adapted from Wang, ef al. (2004) and Crosby, et al. (1990).

4.4 GUANXI

Discussions of relationship types have been widely explored in various logistics and
transport texts (e.g. Athanasopoulou, 2009; Lu, 2003; Gardner and Cooper, 2004).
However, when it comes to Guanxi, only a handful of studies could be found. In several
marketing-related studies, the network of Guanxi portrays the reality of how a
relationship is established in Asian countries (Szeto, ef al. 2006). In most literature, a
relationship is often classified in term of time, i.e. long-term and short-term relationship
(Coyle, et al. 2003; Lu, 2003). However, within the Asian business context, there is this
ambiguity of transactional behaviour in between shippers and service providers (Lee and
Humphreys, 2007). Reflecting the research objective of this research, Guanxi is
considered as different from, but at the same time, related to ‘Relationship Quality’ in the

western context.

The Chinese phrase ‘Guanxi’ has been widely discussed by both Asian and Western
academics with the majority of them being ethnically Chinese (Wong and Tjosvold, 2010;
Yeung and Tung, 1996; Lee and Dawes, 2005; Cai, et al. 2010; Davies, ef al. 1995; Lee
and Humphreys, 2007; Leung, et al. 2005). Often in western literature, Guanxi is
regarded as a sordid form of favouritism and nepotism which are either not worthy of
investigation or difficult to assess, especially in the area of data collection (Yeung and
Tung, 1996). However, with the economic ascendancy of China, several investors were
drawn by the attraction of China as a low-cost manufacturing base for consumer and

industrial goods (Lee and Humphreys, 2007). Therefore, given the reality of the Chinese
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market, engagement of the Guanxi network has become an important basis for gaining
competitive edge and reducing conflict in the global trade environment (Szeto, et al, 2006;
Wong and Tjosvold, 2010).

Guanxi is a rather ambiguous term to define, as it features other dimensions such as trust,
affections, favouritism and social networks (Wong and Tjosvold, 2010; Cai, et al. 2010,
Chen and Chen, 2004; Gold, et al. 2002). The word Guanxi (pronounced as ‘gwan-shee’)
refers to the interpersonal relationship or connections that can be applied not only to
kinship and friendship relationships but also to social connects, such as dyadic
relationships (Lee and Dawes, 2005). For Lee and Humphreys (2007), Guanxi is a
parallel to the concept of supply management, which involves mutual obligations,

assurance and understanding in a long-term perspective and cooperative behaviour.

Similarly, in Wong and Tjosvold’s (2010) definition, the terminology has the pervasive
beneficial effects in creating a critical quality relationship. Cali, ef al. (2010) refers Guanxi
to networks of informal, personal relationships and exchanges of favours that dominate
business activities found in China and other East Asian countries. In Gold, et al.’s (2002)
definition of Guanxi, they added elements of humanity to otherwise cold transactions
between businesses which has arguably both positive and negative connotations. Guanxi
is often determined by “feelings and emotional bonds among two parties”, forming the
“basis for a gradual transition from being considered an outsider, as opposed to an
insider, so that a long-term close relationship can be established and developed” (Yang
and Wang, 2011:492). Some may see it as an act toward a company’s, or in a macro
perspective, a country’s rampant corruption through a sordid form of nepotism (Yeung
and Tung, 1996; Gold, et al. 2002). However, no one has doubted its potential benefits of
gaining important sources of information, ease of facilitation in labour and physical
resources, as well as encouraging relations with local governments and to the building of

image and reputation (Lee and Humphreys, 2007; Wong and Tjosvold, 2010).

The motivation for building a positive Guanxi is to bridge the gap between two
individuals (Wong, 2007). Guanxi is a crucial social and institutional force which is
embedded in virtually all spheres of social life found in Chinese societies (Gold, et al.
2002). At the firm-level, Guanxi is used as a corporate culture that emphasis on the

relationships between business partners or individuals for achieving mutual benefits in the
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long run (Lee and Humphrey, 2007). According to Luo and Park (2004), Guanxi are
commonly used to improve performance in international joint ventures through
development of trust. In terms of transport, Guanxi is commonly used as a web of
informal networking which can to be very effective in minimising transportation
problems (Ta, et al. 2000). For example, in the research by Ta, et al. (2000), the quality of
transport custom services in particular parts of China are dependent on a firm’s ability to

exercise Guanxi.

Despite the growing attentions of market opportunities in China, research evidence has
shown that doing business in China can be very difficult (Davies, et al. 1995; Wilson,
2003; Handfield and McCormack, 2005). Even though in regions such as Special
Economic Zones in China or Industrial Parks in Thailand, has tried to downplay Guanxi
and tend to rely on formal contracts. There are still several closed economic regions
which are inclining to engage in informal collaborations to enhance performance through
Guanxi (Cai, et al. 2010). Especially for foreign companies entering a collectivistic
country such as China or Thailand, lengthy negotiation process from the investors are
often dismayed by the local partners (Davies, et al. 1995). This may lead to operational
delays from complicated bureaucratic processes to completion of simple documentation.
As Guanxi originates from a collectivist society, it is deeply embedded in the mindset of

Chinese communities (Gold, et al. 2002).

Another central concept of Guanxi is the networking ability which can be an importance
source of information on market trend and business opportunities (Kiong and Kee, 1998).
According to Davis, et al. (1995), critical information on government policies, especially
regulations and restrictions, can be gathered through informal networks. Furthermore,
Guanxi opens doors for individuals to approach influential figures (Kiong and Kee, 1998).
In Davies, Leung, Luk and Wong’s (1995) research on the benefits of Guanxi, there were
two noticeable benefits which arose in respect to the smooth running of routine business
operations, namely: source of information and source of resources. These two distinct
benefits have lead to securing information about government policies and securing
administrative approvals. In comparison with a conventional relationship, exchange or
network, Guanxi has several distinguishing features which set the concepts apart from
each other (Table 4.10). Nevertheless, a subtle understanding of the terminology will help

to clarify the underlying logic and concept of Guanxi.
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According to TRB (1999), MTS is considered as a strong predictive factor of
Relationship. Their study has shown that the level of relationship in between two parties
is based on the evaluation of the services. Meixell and Norbis (2008) have stated that
shippers choose to enhance their relationships with the transport service providers based
on the ability to focus on continuous improvement, ability to handle special needs and
emergencies, willingness to meet cost goals, strong technical capability and an
established safety programme. Based on the discussion provided above, it is clear that the
shippers’ experience of the services provided by the MTO will affect the quality of
relationship between them. Thus, the author argues that Multimodal Transport Service
Value will affect the relationship between shippers and MTOs in turn fine-tuning the

research model for this study (Figure 4.2).

FIGURE 4.2: DEVELOPMENT OF THE RESEARCH MODEL (I)

Business
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Note: Further development of the research framework is shown in dotted lines

The widespread belief of Guanxi among Asians or Asian-alike peoples has, perhaps,
exceeds the importance of price or quality (Yeung and Tung, 1996). In the research done
by Yeung and Tung (1996), they have clearly stated that the Guanxi concept was heavily
influenced by Confucian societies. Previous literature has suggested that the development
of Chinese culture and society is partially driven by the Confucian thought which
includes political, social and religious elements and meanings (Hall and Ames, 1987;
Gold, et al. 2002; Lieberthal, 2004). In the West, the Confucianism concept is often
viewed as a unified political philosophy, but in China the true understanding of the
concept is more nuanced and prominent (Kiong and Kee, 1998). From the Western
management point of view, Guanxi shares many common features of ‘relationships’.
However, there are cultural issues which have been closely embedded with the Chinese

peoples’ way of understanding ‘relationship’.
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TABLE 4.10: DIFFERENCES BETWEEN RELATIONSHIPS AND GUANXI

Relationships

Guanxi

Nature of
construct

Social networks that an individual
builds

A form of social ties and
connectiveness popular in Chinese
culture

Cultural context

Well established individualist, well
legal and professional institutions.

Collectivist-familistic, family bonds
above all other social bonds and
loyalties.

Operating rules

Conscious social accounting
involving cost-benefit analysis and

An in-group approach the views an
individual as part of a web of social

(i.e., norms) consideration of alternatives before relationships, strong in-group
acting. favouritism.

Initial formation Mo§tly by m.dmduals thr.ogg.h their P.atemal in nature, born in family and
social behaviours and activities. villages.

Mostly through increasing social

Through increased social activities

h and o Lo
Growt‘ activities of the individual. and network growth, expandable by
extension
transfers.
Operating Trust and social norms that drive Favouritism and reciprocity that
mechanism and cooperation and commitment. drive commitment and loyalty.
processes

Social capital
(source of)

Voluntary association of individuals
or firms with complementary skills,

loosely organised, infrequently done
and exceptional.

Kinship and variants, tight social ties,
often done and becomes a norm.

As corporate

Seldom used.

Important source for entrepreneurs
and firms that do not have other

resource
resources.
. Few and weak, typically stay at the Can be strong because it obliges all
Relational . )
benefits interpersonal level. in the network to help, can be

transformed to corporate level.

Shared values in
network

Some common value but often not
enforced to converge.

Strong, at times may be enforced to
converge.

Interfirm agreements and contracts.

Reciprocity, indebtedness, and gift

Maintenance Being fair and even. giving. Deepen through accumulated
process .o
obligations.

Daily use Occasional. Frequent and in many facets of life.
Interdependency, the ability to Bounded solidarity; ties based on:
provide others with reward and Ascribed traits (kinship, native

Antecedents obtain profits in return. place), Achieved characteristics

(same school), shared experience
(long march).

Positive effects

Sustain commitment through trust
and norms in uncertain environment.
Fairness and openness to build strong
relational commitment.

Respect/face (prestige, status),
privileged access to information and
resources (accomplish tasks), sustain
in uncertain environment.

Negative effects

Uncertainty because of open
competition and cost of
disengagement.

Bribery, corruption, obstacle to the
rule of law, and overdependence
which might lead to domino effects.

Transferability
and duration

Limited transferability, heavily
dependent on the identity of each
party and can be withdraw/disengage.

Organic process, transferable,
bounded solidarity and can be passed
from generation to generation.

Source: Adapted from Gu, et al. (2008).
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Ambler (1995) argued that, in order for a foreign investor to achieve business success in
China, the understanding of Chinese culture would be the most fundamental and the
critical step. As the Chinese cultural values are largely shaped by the Confucian ethics
and philosophies, individual judgements and decisions are largely driven by social
considerations and are collectively oriented. This regularly creates conflicts and
misunderstanding when business East meets business West (Martin and Larsen, 1999).
Furthermore, with the unsystematic structure found in Confucius’s writing, it is extremely
difficult for non-Chinese orientated individuals to understand the concept systematically.
According to Smith (1973), the simplified concepts of Confucian social ethics revolve

around the cultural tenets provided below:

Ren: Can be closely defined as love, goodness, benevolence, man-to-man-ness and
kindness. The concept of Ren provides a guideline for the state of empathetic practice of

internalised accepted norms (Hall and Ames, 1987; Gold, et al.2002).

Yi: Can be closely defined as fitting and righteousness. The concept of Yi resembles an
unwritten law of reference accepted by the general population. Under Confucius study,

the concept of Y7 helps identify the goodness of an individual or vice versa (Smith, 1973).

Li: Can be closely defined as etiquette. In Confucius’s teaching, Li defines the obedience

of an individual’s action in the circle of social relationships (Smith, 1973).

Xiao and Ti: Can be roughly defined as filial piety and brotherly love. The concept of
Xiao and Ti is considered as the main pillar of Confucius’ teaching. It resembles the
loyalty and obedience of an individual towards members of the family, especially parents

(Smith, 1973).

Zhong and Shu: Can be closely defined as loyalty and empathy / reciprocity / forgiveness.
Underlying the principles of Confucius, Zhong is interlinked with Li and Yi. In light of
these concepts, a person has to internalise these virtues to ideally represent the loyalty of
an individual towards commanding people (i.e. parents, senior). The concept of Shu
defines the ‘common sense’ of an individual’s behaviour in the society. Shu reminds
people to reflect one’s action on others (Not to treat others what you do not desire) (Smith,
1973; Gold, et al. 2002).
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Confucius provided a sense of guidance of how people should behave and how wary they
should be to overstep their social places. Guanxi is an internalised and contextual set of
morals, has been argued to have the same effects on business in China as corporate law in
the West (Lee and Dawes, 2005). It has been argued to be the preferred option for
securing and organising business deals. Under the Confucius thinking, correct behaviour
is internalised through a set of morals and it is to be enforced with the use of shame rather
than law and power. This internalised system of ethics is generally accepted among
Chinese or Chinese-alike individuals, which provides them a strict framework of how
they would face strong public condemnation if breaking it (Ambler, 1995). The
internalised fear of ‘losing face’ is arguably one of the most important ‘fear’ factors that
influence the dynamics of an individual’s social behaviour in a Chinese society. The
importance of ‘face’ in Guanxi relates to the status of an individual’s social position

(Wong, 2007). The concept of ‘face’ will be further elaborated in the following section.

There are several virtues underlined by Confucius tradition which closely resemble the
concept of Guanxi. With the combination of the emerging concern of relationship
marketing and the ascending economic position of China, exercising Guanxi to gather
critical information and to accumulate the development of trust is considered the most
time-efficient and effective way to tap into the Eastern market (Martin and Larsen, 1999;
Millington, et al. 2006). Guanxi is often referred to as an alternative form of negotiation
and it is considered as a life learning skill which requires commitment and investment of

time in order to gain qualities such as credibility and trust.

4.4.1 THE ROLE OF GUANXI IN MANAGEMENT PRACTICE

In the management literature, Guanxi was identified as an asset in the corporate culture
within the firm level, which are dedicated to and used by the firm (Lee and Humphreys,
2007; Szeto, et al. 2006). Some research connects Guanxi with unethical acts in business
management (Yeung and Tung, 1995). However, argued by Szeto, ef al. (2006), many
Chinese individuals perceive the concept as the only efficient means to conduct business
in countries where business infrastructure is not yet fully functional. Furthermore, in
small and medium size companies, the concept of Guanxi plays a greater role than in
larger companies. This is due to the lack of substantial economic influence of small to
medium sized companies compared with larger companies. Thus, owners of these

companies were keen in maintaining positive Guanxi with their suppliers, customers and
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governmental officials (Yeung and Tung, 1995). It is to be believed that the use of
collective strength is more effective in bring about better results than individualistic

companies (Szeto, et al. 2006).

Under the management practice of Chinese executives, Guanxi is of a pragmatic
consideration where businesses are conducted within his or her own social networks
(Szeto, et al. 2006; Kiong and Kee, 1998). In another words, traditional reliance on
exchange of favours from siblings or friends is strongly expected. An overriding way to
view Guanxi in management practices is as a useful utility-oriented tool for people and
business (Su, et al. 2003). According to Bello, et al. (2004:63), “without Guanxi, a
foreign firm with a highly affordable, cost-effective logistic innovation can accomplish
very little with domestic Chinese organisations”. In Martin and Larsen’s (1999) research
on the key success factors for trade with China, language proficiency was also identified
as a key success factor for Western business. As mentioned, Chinese business
management is greatly influenced by collective culture. Thus, if language has become a
barrier for building Guanxi with Chinese or Chinese-alike counterparts, then it is most

likely that there would be little to no success in conducting business with them.

In summary, Guanxi plays a very important role in several management practices which
encourage trust and loyalty at a personal level (Lee and Dawes, 2005). It is mandatory
required to understand the impact of Guanxi on management practice in collective culture
environments such as China and Thailand. The desire of merchants to gain legitimacy in
the international companies, a greater system of trust and acceptance can be obtained

through the mechanism of Guanxi.

4.4.2 MEASUREMENTS OF GUANXI

Over the past few decades, the term Guanxi has received widespread attention in the
management literature, however, to the best of the author’s knowledge, standardised
measurement scales are yet to become available. According to Chow and Ng (2004),
Guanxi is an indigenous Chinese sociocultural construct which has been referred to in
several ways in academic literature. Some examine the understanding of Guanxi through
a macro perspective, i.e. culture and organisational institutions (Gold, et al. 2002; Chow

and Ng, 2004). Where as others refers it through a micro perspective, i.e. the importance
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(Yeung and Tung, 1995) and benefits (Davies, et al. 1995). Guanxi can therefore be

found in a wide spectrum of social environments.

Kiong and Kee (1998) use social foundations and organisational dynamics to illustrate the
concept of Guanxi in three dimensions namely; (i) personal control, (ii) personal relations,
and (iii) interpersonal trust. In their research, the practice of personalism has been found
in the way of how Chinese merchants do business. From the forty-two companies that
were interviewed, they found that under an intra-firm structure, role of personal control,
personal relations and interpersonal trust has been embedded in most people’s mindset in
decision making. According to Jiang and Prater (2002), Guanxi is able to assist
organisations to minimise risks, frustrations and disappointments when doing business.
Even with the movement of global economic expansion, “greater systems trust and
acceptance of legal-rationalistic procedures, have affected changes in business

principles” (Kiong and Kee, 1998:95).

Chow and Ng (2004) examined the characteristics of Guanxi based on interviews with
managing executives of companies in Hong Kong. They have found that the development
of Guanxi comes in the form of close and distant associates or family and close ties. Most
importantly, Guanxi provides a basis for development of close relationship but does not
guarantee the emergence of a viable network. The missing formula, suggested by Chow
and Ng (2004) in securing a viable network, is the development of ‘face’. The concept of
‘face’ is an important factor which influences the social dynamics and behaviour of
Chinese individuals (Wong, 2007). The concept can be described as building blocks of
Guanxi which requires consistence attention and maintenance. It is considered as an
important policing device of traditional Chinese culture which defines all one’s behaviour
in the social network (Schlevogt, 2002). In another words, if an individual has a low
status in the society, then he or she would not expect to have a high social interaction with
individuals of higher social positions (Chow and Ng, 2004). According to Schlevogt
(2002), social pressure is used to ensure conformity through eliciting shame (loss of face)
which is thought to be more consequential for a Chinese manager than for a western one.
It is considered to be very difficult to rebuild ‘face’ once it has been lost; therefore, such
behaviour can lead to the destruction of Guanxi (Kumar and Worm, 2002). Therefore,

‘face’ is considered as an important pillar of Guanxi.
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Similarly, Lee and Dawes (2005) identify the three components of Guanxi namely: affect,
reciprocal favour and face, through interviews with Chinese managers from Hong Kong
companies. Inline with Chow and Ng (2004), in a collective society, Guanxi can be
visualised as layers of an onion where the core represents the family and the layers

around it would be relatives, friends and so on (Figure 4.3).

FIGURE 4.3: THE GUANXI CIRCLE

So on...

(i.e. friends of friends)

Level of obligations to guanxi

Source: Adapted from Lee and Dawes (2005).

Lee and Dawes (2005) adopted the view that Guanxi consists of three dimensions: face
preserving, reciprocal favour and affect. They argue that the production of Guanxi
simultaneously creates human feeling and material obligation, therefore, the inter-
relationship among these dimensions are to be bounded together as a syndrome. It is to be
noted that “Guanxi unifies what Western bourgeois relationships separate: material
exchange and affectionate feelings” (Lee and Dawes, 2005:33). For example, in the West,
a ‘business is business’ and its not to be intervened with affections but in the East,
especially China, business and affections go together. According to Lee and Dawes
(2005), the three dimensions were treated as a second-order factor' of Guanxi. The three
dimensions were used as sub-factors of Guanxi and it has showed a significant fitness
index. It was proven that these three emotional associations are mixed within business
relationships and it is more effective to treat business partners as friends because

friendship facilitates business deals.

! Please refer to Chapter 5: Methodology for in-depth explanation.
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Inline with Lee and Dawes (2005), Leung, et al. (2005) had demonstrated that business
and Guanxi have a strong inter-relationship which can be explored through the structural
equation modeling (SEM) technique. They have claimed that in long-term basis,
individuals within a Guanxi network are committed to each other by a hidden norm of
reciprocity, which involves equity and exchange of favours. Therefore, a positive Guanxi
will lead to an increase of service satisfaction, commitment to a relationship and conflict
handling capability. Three dimensions of Guanxi have been utilised namely: face,
reciprocal favour and affect. Measurement of the item has shown a high factor loading
except for ‘the salesperson sometimes presents (non-expensive) souvenirs to us’ in the
‘affect’ dimension. According to their findings, they have claimed that in Chinese culture,
people tend to avoid sensitive questions which might lead to suspicion. Therefore, this
measurement item was retained. Furthermore, Guanxi between two parties (i.e. sellers
and buyers) acts as an institutional support which is also adapted as a defensive barrier

against outsiders (Leung, ef al. 2005).

Regarding the development of the Guanxi framework, Buttery and Wong (1999) have
identified four key constructs through the historic and cultural background of Chinese
society namely: dependence, adaptation, trust and favour. These key constructs reflects
the value and structure of the Chinese society which are developed through various stages
of relationships. Furthermore, in their model of the perception of Guanxi, the outcome of
performance and Relationship Quality is heavily built on the dependency of the quality of
Guanxi (Figure 4.4).

FIGURE 4.4: PERCEPTION OF GUANXI

Dependence Adaptation Trust Favour
Guanxi Quality
Performance Relationship Outcomes

Source: Buttery and Wong, 1999.
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Apart from how companies could capitalise on, or benefit from, Guanxi to influence their
performance, there are also some potential disadvantages (Gu, et al. 2008). According to
Gu, et al. (2008), Guanxi is an alternative mechanism of social behaviour and will only be
‘activated” when the formal mechanism is found to be difficult to function. Their findings
echo the growth opportunity of a company through capitalisation of Guanxi found in
previous literature (Ambler, 1995; Davies, et al. 1995; Gold, et al. 2002). The potential
negative consequences of Guanxi, including personal indebtedness to an individual,
domino effect when firms within the Guanxi network fail, and collective blindness when
the market environment changes (Gu, et al. 2008). According to Gu, et al. (2008), the
three dimensions that were used to measure Guanxi are: trust, information and control.
The result of their research shows that Guanxi has significant affects on performance.
They have reinforced that the affects of Guanxi is not always positive but negative as well.
Guanxi is like a double-edge sword; on the one hand, it will enhance firm performance
through competitive advantages in a long-run; on the other hand, if misused then it might
lead to possible negative impacts in the context of structure loosening forces such as:
competition and technological turbulence (Gu, et al. 2008). In another words, ‘one man’s

gain is another’s loss’.

Similar to Gu, et al. (2008), Cai, et al. (2010) has investigated the effects of Chinese
companies’ institutional environment on the development of trust and information
integration between parties. They have claimed that Guanxi is the indicator of
relationships developed between buyers and suppliers which affect the level of
information sharing. They have used three item of measurement for gaunxi namely:
‘Business in this industry depends on good connections.’, ‘In this industry, Guanxi is very
important.’, and ‘Guanxi is a requirement for success.’ It is worth noting that, according
to their results, Guanxi has a significant direct impact on information sharing but not on
collaborative planning. In another words, Guanxi emphasises the promotion of informal

exchange of resources and information rather than formal or joint actions between parties.

More recently, Wong and Tjosvold (2010) used Guanxi and conflict management to
identify critical conditions, which facilitates effective collaboration between competitors.
They believed that a high level of Guanxi has pervasive beneficial effects on cooperative
approaches to deal with conflicts and to reduce the competitive approach to conflict. They

have claimed that with a low level of Guanxi, competitors were more competitive in their
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approach to managing conflict and thereby collaborated ineffectively (Wong and
Tjosvold, 2010). The measurement items that were used in their study were: ‘During
holidays or after office hours, members from the two companies have fun together’,
‘Members in the two companies invite each other for lunch or dinner’, ‘On special
occasions such as the completion of a project, members in the two companies celebrate
together’, and ‘Members from the two companies understand each other’s family and
work conditions.” SEM was used to analyse the collected survey data. Mirroring the work
of Gu, et al. (2008), they argued that Guanxi represents the interpersonal social activities
which has a considerable impact on most management-related dimensions. Thus, the
impact of Gaunxi does not only affect relationship-oriented dimensions but also service,
value and performance. Deriving from the discussion above, the author argues that
Guanxi would not only affect the quality of relationship in between shippers and MTOs,

but also the satisfaction level regarding service and value (Figure 4.5).

FIGURE 4.5: DEVELOPMENT OF THE RESEARCH MODEL (II)
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Note: Further development of the research framework is shown in dotted lines

Guanxi is a complicated measurement construct, which can be explored through
identification of its dimensions (Gu, ef al. 2008). The concept itself is considered as a
very important social structure in almost every realm of life, from politics to business and
from officialdom to street life (Lee and Dawes, 2004). It is clear that the concept of
Guanxi is commonly used as a catalyst of interpersonal relationships. According to the
literature review, the involvement of ‘face’, favour and affection has clearly defined its
measurable dimensions. However, similar to the measurement of Relationship Quality,

there are no standardised measurements for Guanxi (Athanasopoulou, 2009; Wong and

99



4 B SERVICE, VALUE AND RELATIONSHIP: A CONCEPTUAL FRAMEWORK

Tjosvold, 2010). Nevertheless, much of the measurements found in the literature review
are perceptual or derived from pragmatist views. In this study, the measurement items

were adapted from Lee and Dawes (2005) and Cai, et al. (2010), presented in Table 4.11.

TABLE 4.11: DIMENSIONS AND MEASUREMENT ITEMS OF GX

Dimensions Measurement Items

GX1) I think that doing business with a MTO depends on
good connections.
Importance of Guanxi  GX2) [ think that Guanxi is very important in dealing with a
[NBGX] MTO.
GX3) Guanxi is a requirement for success in dealing with a
MTO.

GX4) BothI and the MTO consider ‘face’ important.

GX5) The more respect we receive, the more ‘face’ we
have.

GX6) I give ‘face’ to the MTO, and they also gives me
‘face’.

Face
[FACE]

GX7) Iwill do the MTO a favour if they have done one for
me.
Reciprocal Favour GX8) The MTO will do me a favour if I have done one for
[FAV] them.
GX9) The MTO sometimes presents (non-expensive)
souvenirs to me.

GX10) The MTO sends greeting card to me when there is a
marriage, promotion, and so forth.

GX11) The MTO is my good friend, and we care about each
other wholeheartedly.

GX12) I like the MTO, and they like me.

Affect
[AFFECT]

Source: Adapted from Lee and Dawes (2005) and Cali, et al. (2010).

There are four dimensions of Guanxi used in this research. The first dimension is the
‘Importance of Guanxi’ which includes, ‘I think that doing business with a MTO depends
on good connections.” (item 1), ‘I think that Guanxi is very important in dealing with a
MTO.’ (item 2), ‘Guanxi is a requirement for success in dealing with a MTO.’ (item 3).
The first dimension was adapted from Cai, ef al.(2010). The remaining three dimensions
were: face (item 4 to 6), reciprocal favour (item 7 to 8) and affect (item 10 to 12). These
three dimensions were adapted from Lee and Dawes (2005). The reason why the current
research has merged these four dimensions in portraying the construct of Guanxi is
because in the context of supply-chain management, Lee and Humphreys (2007) have
indicated that the importance of gaunxi has a significant role and influence on

management practices. Their measurement of the concept was derived from a literature
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review of Confucius studies, organisational management and business studies. Pilot
studies were conducted via mail survey to electronics manufacturers in Hong Kong. The
result has shown that Chinese buyers place considerable emphasis on how proactive
suppliers are with regard to the development of their own capabilities and indications of
Guanxi to its desired level of performance. Thus, the ‘Importance of Guanxi’ dimension
will be added to the Guanxi construct along with the existing three. To evaluate the

fitness of the final construct, confirmatory factor analysis will be performed in Chapter 7.

4.5 BUSINESS PERFORMANCE

The term ‘Business Performance’ was defined as an analysis of both effectiveness and
efficiency in accomplishing a given task (Mentzer and Konrad, 1991). It is often used to
evaluate the productivity of a particular ratio of real output to real input (Neely, 1999). In
several academic papers, a dynamic range of performance measurements was found.
Regarding Mentzer and Konrad’s (1991) research on an efficiency / effectiveness
approach to logistics performance, the use of traditional performance measurement (e.g.
man-hours, equipment-hours or monetary value) provides a more comprehensive and
appropriate measurement for separate logistics activities such as transportation,
warehousing, inventory control, order processing and logistics administration. However,
Lai, et al. (2002), argued that traditional performance measurements are less relevant for
measuring supply-chain performance. Therefore, integrated performance measurements
are developed to evaluate service effectiveness for shippers, operations efficiency for

transport logistics service providers and service effectiveness for consignees.

Vickery, et al. (2003), used financial performance instead of traditional performance
measure because they argued that financial performance are ‘visible’ constructs which
has direct affect to customers through service attributes or relationships. Lastly, Flynn, et
al. (2010) has used Business Performance to measure supply-chain integration. They have
argued that, in the best interest of shareholder profit motives, an integration of financial
performance measurement with operational indicators, such as customer service and the
ability to respond to a changing environment are suggested. According to Neely (1999),
and Mentzer and Konrad (1991), performance measurement is a multi-faceted concept

and depending on the subject of research, it must be carefully considered.
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Regarding Business Performance, there are two common performance measurements
which are commonly used in academic literature: financial and non-financial
measurements (Hudson, et al. 2001). According to Hudson, et al. (2001), there are
significance differences in the structure and philosophy of companies on different scales.
Small and medium companies indicate that the dimensions of quality and time are critical
to ensure the levels of waste are kept low. As well as this, the dependency of customer
satisfaction is kept high to enable them to be flexible enough to respond to market
changes. Larger counterparts are more concerned with market share or market penetration
(Hudson, et al.2001). One of the most common constructs used in financial performance
measurement are profitability which measures return on investment (ROI), return on sales
(ROS), return on assets (ROA) and financial liquidity (Flynn, et al. 2010; Germain, et al.
2006; Johnson, 1999). As for non-financial measurement items, common measurement
items that were used are sales growth and market share (Narasimham and Kim, 2002).
The financial dimension of performance is found to be the basis of regular business level
management reviews regardless of the size of the company because it indicates the
feasibility of potential company or organisation growth (Brewer and Speh, 2000; Bourne,
et al. 2002).

Other than Business Performance, other performance measurements have also been
developed in the field of supply-chain and transport logistics (Lai, ef al. 2002). Lai, et al.
(2002) pointed out that supply-chain performance is an integrated performance measure
which focuses on the chain-wide area of performance, where in traditional performance
measure such as profitability or firm performance are less relevant for measuring supply-
chain performance since they are more individually focused. However, it is argued by
Vickery, et al. (2003), that supply-chain performance is considered to have indirect
relationships with certain items of performance measurement, whereas financial
performance has a direct relationship on certain items that are similar or identical to items
comprising Business Performance. Another type of performance measurement which

consists of similar measurement items to Business Performance is firm performance.

According to Narasimham and Kim (2002), firm performance is used to evaluate the
effect of supply-chain integration on the relationship between diversification and
performance. The overall firm performance was evaluated via sales growth, market share

growth and profitability. It is worth noting that in Narasimham and Kim’s (2002) research,
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the measurement items of firm performance are similar to the measurement items found
in Flynn, et al.’s (2010) Business Performance study in terms of financial (profitability)
and non-financial (sales growth and market share growth) aspects. Mirroring Narasimham
and Kim (2002) and Flynn, et al.’s (2010) research, the work of Droge, et al. (2004) on
the effects of internal versus external integration practices on time-based performance and
overall firm performance, the two macro aspects of firm performance are market share

performance and financial performance.

The measurement items used for market share performance are: market share and growth
in market share. As for financial performance, the measurement items are: return on
assets, return on investments and return on sales. In Flynn, et al’s (2010) list of
performance-related literature, a dynamic range of performance measurements was found
ranging from: operational performance, firm performance, marketplace performance,
productivity performance, logistics performance, financial performance, design
performance, logistics service performance, and business performance. It is worth noting
that in the work of Flynn, ef al. (2010), the measurement item ‘growth in market share’
was added in the financial performance measure to portray the Business Performance

construct.

In the performance literature, financial performance and Business Performance are found
to be very similar and are often used interchangeably in structural equation modeling-
based methodology research. This shows a lack of consistency in the construct of
performance measurement in research. Depending on the research question, a careful
selection of performance measurements is to be considered (Mentzer and Konrad, 1991).
Selection of appropriate performance measures is challenging due to the complexity and
interdependence of supply-chains (Flynn, ef al. 2010). In the current research, the author
wishes to use direct performance measurement construct (cash flow-related provision) as
a key factor in choice in selecting service providers (Crespo Marquez, et al. 2004). The
measurement items which were adapted from Flynn, et al. (2010) are presented hereunder.
According to the research question posed in this research, the measurement items have

been amended to fit the context of Multimodal Transport as shown in Table 4.12 below.
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TABLE 4.12: DIMENSIONS AND MEASUREMENT ITEMS OF BP

Dimensions Measurement Items

BP1) Growth in sales

BP2) Return on sales

BP3) Growth in return on sales

BP4) Growth in profit

BP5) Growth in market share

BP6) Return on investment

BP7) Growth in return on investment

Business Performance
[BP]

Source: Adapted from Wang, et al. (2004).

4.6 DEVELOPMENT OF HYPOTHESES

Based on the evolvement of the research framework, the following section examines the
relationships between each key constructs. Based on theoretical justifications drawn from
previous studies and the rationale of this study, then hypotheses are proposed and

operationalised (Figure 4.6).

FIGURE 4.6: FINAL DEVELOPMENT OF THE RESEARCH MODEL (III)
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4.6.1 MULTIMODAL TRANSPORT SERVICE (MTS: H1-H3)

From the discussion in the previous chapter, several linkages to logistics service attributes
were found which show that there are overlapping characteristics in between these two
concepts. The common linkages were: the requirement of knowledge of transport and
terminal requirements, skill in negotiations and satisfaction of customer requirements
(SLA, 2008). As the concept of Multimodal Transport is regarded as an integrated part of
logistics service provided by the MTO, logistics service attributes can be adapted to
empirically measure the service attributes found in Multimodal Transport (UNCTAD,

2003; SLA, 2008).
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Regarding the relationship between MTS and LSV, little published conceptual and
empirical evidence is available. By definition, LSV is frequently thought of in the context
something sold or exchanged (i.e. monetary exchange). Considering the MTS as a form of
service unit, it can be seen as a bodiless concept which is created from an exchange of
services between the transport service provider and the shipper (Rutner and Langley Jr,
2000). Based on the perception of the received services, shippers’ perceived value can be
regarded as an overall assessment of the MTS with regard to the conceptualisation of
value-for-money (Sweeney and Soutar, 2001). Furthermore, as value is created via
operation and services, MTS can be seen as discrete activities which will affect shippers’
service experiences (Porter, 1985). Therefore, in the present study, MTS provided by the
MTO will influence the value received by the shipper. Accordingly, this study
hypothesises that:

H1: Multimodal Transport Service has a positive effect on the shipper’s Logistics Service

Value.

As Multimodal Transport operation has become more integrated with logistics, MTOs are
challenged to seamlessly link and coordinate their own network of transportation mode,
routing options, supply-chain coordination, production, storage, finance and distribution
functions in order to achieve efficient relationships with their shippers (Rodinelli and
Berry, 2000). A significant body of logistics and transport literature regards relationship
as one of the most important criteria in achieving competitive advantages in business or
industry (Wang, et al. 2004; Lambert, et al. 1999; Crosby, et al. 1990; Berry and
Parasuraman, 1991; Rauyruen and Miller, 2007). As new customers is more expensive
than keeping existing ones, development of successful and mutually beneficial
relationships will allow companies to increase profitability under a competitive
environment (Athanasopoulou, 2009). TRB (1999) provided conclusive support for the
contention that MTS is strongly predictive of Relationship Quality. Their study has
shown that the level of relationship in between two parties is based on the evaluation of
the services. Therefore, if the MTO is capable of providing win-win solutions for
shipper’s problems then he or she is more likely to establish or to elevate its relationship

with them.
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Similarly, Meixell and Norbis (2008) stated that shippers choose to enhance their
relationships with the transport service providers based on the ability to focus on
continuous improvement, ability to handle special needs and emergencies, willingness to
meet cost goals, strong technical capability and the establishment of safety programmes.
This implies to the service attributes in which the MTO are capable of delivering.
According to Crosby, et al. (1990), as the goal of service providers is to convert
indifferent customers into loyal customers and to strengthen already strong relationships,

providing right services in meeting customer’s expectation is very essential.

Conceptually, MTS serves as an important means of evaluation for the development of
Relationship Quality. In another word, the more satisfied that the shippers are with the
services, a higher impact of Relationship Quality will be achieved. Thus, the author
argues that a positive impact of the Relationship Quality between shippers and MTO is
driven by an increased level of MTS. Accordingly, this study hypothesises that:

H2: Multimodal Transport Service has a positive effect on the shipper’s Relationship

Quality.

Although a strong relationship between logistics service attributes and performance has
been found over many years (Yang, et al. 2009), there is a longstanding debate on the
robustness of the item development in the construct itself (Lu, 2003). According to Liang,
et al. (2006), there are four main groups of service attributes, namely: response ability
and operation convenience, integrated service, transportation service, and price. Whereas,
in the context of container shipping services, Lu (2007) identified seven dimensions of
service attributes as: purchasing, operation, human resource management, customer
service, information integration, pricing and financial management. However, when
referring to the quantification of these dimensions, performance measurement is often
used as an output in measuring the efficiency and the effectiveness of these dimensions

(Neely, et al. 2005).

Referring to the literature of the RBV theory, there are basic assumptions that shippers
should have the capability to effectively make use of services provided by their operator
and to further increase their performance (Grant, 1991; Lai, 2004; Yang, et al. 2009). In

theory, RBV suggests that superior performance is dependent on how MTSs leverage
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resources of the service provider (Lai, 2004). Deriving from this logic, the ability to
properly allocate resources to satisfy the service needs of the shippers will largely
determine performance. It is worth noting that in performance measurement, companies
often adopt financial performance measures as the basis of regular business level

management review (Bourne, et al. 2002).

Regarding to the relationships between service capabilities and financial performances,
Shang and Marlow (2005) pointed out that the more satisfied the shippers are with the
service operator’s service capabilities, the better the company’s financial performance.
Furthermore, Lambert and Burduroglu (2000:2) claimed that “higher levels of service can
have a direct impact on customer’s financial performance through higher revenues as
well as lower costs as a result of the better service”. From a practical perspective, liner
shipping companies like Maersk are constantly trying to use their resource advantages,
such as their hub and spoke service network, to further exploit scale economies and to
improve their business performance (Fremont, 2007). Therefore, this study argues that
MTS will have a positive effect on Business Performance. Accordingly, this present

study hypothesises that:

H3: Multimodal Transport Service has a positive effect on the shipper’s Business

Performance.

In the light of the above discussion, the three hypotheses can be linked as illustrated in
Figure 4.7.

FIGURE 4.7: MULTIMODAL TRANSPORT SERVICE AND ITS KEY CONSTRUCTS OF

INFLUENCE

ey | 124 01 CYRCCE OO1

107









































































































































































































































































































































































































































































































































































































