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Impact of WTO on China
China is a country that has attracted a significant amount of foreign direct investment (FDI) since the launching of its open-door policy in the late 1970s. FDI in China was estimated to be around US$50.6 billion in 2002.
  According to a research paper of the United Nations Conference on Trade and Development (UNCTAD), China and India are the present hot spots for FDI, followed by the United States, Thailand, Poland, the Czech Republic and Mexico. All countries are expected to intensify their efforts to attract FDI, reflecting the increased competition worldwide for FDI projects
. 

China wants to see the continued inflow of FDI into the economy to give impetus to its modernisation progress. Apart from being able to invest more freely in China, foreign investors in the manufacturing, trading and logistics industries expect there to be more efficient channels to move their commodities and transfer information along with cargo into and out of China.

Logistics Operations of Multinational Enterprises in China

China's trade surplus stood at US$30.35 billion in 2002. The growth in demand for logistics operations increases in direct proportion to the international and domestic trade of a country. The demand for transport logistics in China can be expected to increase therefore in close relation to the growth in China’s import and export trade.  

Multinational enterprises (MNEs) that are involved in production in China import raw materials or semi-finished goods into the country for the purpose of production or assembly. In addition to MNEs that are directly engaged in manufacturing, more MNEs are taking advantage of China’s huge manufacturing base by setting up offices in China to serve as one of their global sourcing centres. The top three chain store retailers in the world, i.e. Wal-Mart, Carrefour and Metro, all purchase products in China. Products purchased by Wal-Mart were valued at US$12 billion in 2002 and are set to hit US$15 billion in 2003. Carrefour spent US$3.5 billion in 2002 and planned to double that amount in 2003. Whenever goods are sourced, shipped, stored, or distributed in China, MNEs are looking for logistics management in China of a similar standard to that found in their other offices worldwide. 

Problems of Logistics Management
There are several important barriers to the development and expansion of the logistics industry in China. In particular, there is a severe shortage of experience in quality management and of a sophisticated logistics infrastructure in China. Underdeveloped 'information and communication technology' (ICT) infrastructure, fragmented distribution channels, severe regional protectionism, and difficult government regulations all create problems in logistics management. 

The severity of these infrastructure issues on for logistics has been slightly relieved as a result of the continued investment in the public and private sectors in China since the country’s adoption of the open-door policy in 1978. However, new and different logistics barriers became apparent to MNEs wanting to further expand their logistics operations in China in the late 1990s. These were: restrictions on foreign distribution, warehousing, and wholesaling; a lack of coordination between the central and provincial governments with regard to policies and regulations; the need for multiple approvals for most activities in logistics management to fulfil numerous rules and regulations; and the continued importance of personal and business relationships even though essential commercial legislation continues to develop and evolve.
 A recent survey concluded that the most significant transportation problem the lack of cargo-tracing services, which require the use of reliable and sophisticated ICT networks. 

In summary, China has much to gain from improving its logistics capacity. Morgan Stanley estimates that China spends 20% of its nominal gross domestic product (GDP), or US$215 billion annually on logistics. This compares unfavourably with total logistics costs in the US market which, at the end of 2000, were 10.1% of nominal GDP, or US$1,006 billion.
 If China could achieve the 10% benchmark of the USA, the potential savings would amount to approximately $108 billion per annum. 

Legal Environment of e-commerce in China 

The complexity of the legal regime is always an issue in logistics management in China. Laws relating to logistics management are enforced by more than one government ministry or bureau in China.
  Multinational logistics operators may spend months, if not years, applying for the necessary operating licenses and permits, which are issued by different government ministries, departments, or bureaus continued. Foreign direct investment into China can only be guaranteed if foreign investors are protected from bureaucratic red tape and the uncertainty of political risks by an increasingly improved legal framework.
  
Regarding the laws for e-commerce, the National People’s Congress (NPC) and the NPC Standing Committee are the highest bodies in China exercising the legislative power of the State. The State Council or relevant ministries can pass rules and regulations in connection with e-commerce to be applied nationwide. The people’s congresses of provinces, autonomous regions, and municipalities directly under Central Government have the power to enact local rules and regulations on e-commerce. The people’s congresses of cities where provincial and autonomous regional people’s governments are located, and the people’s congresses of relatively large cities may, with State Council approval, also formulate local regulations on e-commerce. Since the early 1990s, all Special Economic Zones in China have gradually acquired the legislative authority to enact rules and regulations on e-commerce
.

Apart from logistics centres and warehousing, all other sub-sectors of logistics are either regulated or heavily regulated. Regulated sectors are governed and monitored by more than one government body, making changes difficult and cumbersome. For foreign investors, these many “layers” in the legal system in China act as a serious barrier to logistics management. There are more than one hundred promulgated laws, and related rules and regulations on electronic commerce in China. In 2003, these were administered by more than twenty different governmental bodies in China, including the State Council, ministries, a working party of the State Council, administrative units, commissions, courts of judiciary, the People’s Bank of China, and local governments.

While the Internet, and the need to regulate e-commerce via the Internet, has made the process of drawing up new laws more complex, it is also the case that the uneven use of the Internet across China may itself prove to be a barrier to the countrywide management of logistics. A survey conducted by the China Internet Network Information Center showed that the number of web sites established in the different provinces and municipalities as at July 2003 varied greatly. Beijing, the capital, had the highest number of web sites in China at 97,850, i.e. 20.6% of all web sites in the country. This figure was 215.5 times that of Qinghai. The top ten rated cities comprised 81.4% of the total number of web sites in China. It is anticipated that it will take several years to improve the overall level of informatisation and capability of e-commerce throughout China.
Method of Research Study

Focus groups supplemented by a semi-structured questionnaire were used to gather data. A series of focus groups were conducted to solicit and explore the views and opinions of logistics operators in the Pearl River Delta with regard to legal barriers in e-commerce. Focus groups
 were employed because they gave a more in-depth perception about the topic than that possible from the direct mailing of survey questionnaires
.   The conduct of focus groups also permitted a better understanding of the basis on which the participants have contributed to the research. That is, it was possible to invite and obtain the contribution of participants with known involvement and expertise. If the study had opted for either a mail survey, or internet survey, it would have been more difficult to qualify the background of the contributors. 

Relevant information including an invitation letter, consent form and information letter in respect of the purpose of the study were sent directly to the potential participants. Participants were assured that their participation was completely voluntary and that they might withdraw at any stage from the focus group.  Individual contributions were kept as private, confidential and anonymous.  Consent forms were collected by pre-addressed envelope with stamps or during the focus group sessions. The sessions of the focus group were conducted in private. The identity of the participants appeared only in code form on the documents.   All the information collected was grouped, organized and presented in summary format. Notes were taken during the focus group sessions and the data was transcribed into a detailed report immediately thereafter. Data collected was edited and entered onto the researcher’s private computer for the development of case studies and further analysis.
Shipping and logistics companies were randomly selected from publicly available databases (see Table 1).

Table1: Organizations related to logistics and shipping in Hong Kong.


Name of Organization
Website or Email Address

1
Hong Kong Shipowners Association
http://www.hksoa.org/  

2
Hong Kong Marine Department, HKSAR
http://www.info.gov.hk/mardep

3
Hong Kong Container Terminal Operators Association Ltd 
www.hkctoa.com

4
Hong Kong Liner Shipping Association
roberto@comm-mgmt.com.hk

5
Hong Kong Logistics Management Staff Association 
http://www.hkssa.org.hk

6
Hong Kong Maritime Law Association
http://www.hkmla.org

7
Hong Kong Sea Transport and Logistics
Association Limited
http://www.hkstla.org 

The participants in the research study have substantial working experience in the logistics industry in the Pearl River Delta.  68.6 percent of the participants had more than five years working experience in the logistics industry and some 11.4 percent of the participants had more than twenty years working experience in the logistics industry.  
A breakdown of the roles of the focus group participants indicated that approximately 23% were involved in sales and marketing , 20% in strategy and management and 17% in information technology and systems , with the remainder  in legal and claims, operations, warehousing and human resource management. Almost one third of the participants were in each of the following age groups from 21-30, 31-40 and 41-50 years, with only 6% being over 50 years of age. 
Parts of the Findings of the Research Study:

Employment of E-commerce in Logistics Companies
Logistics companies utilized the internet primarily for communications with their overseas branch offices, within branches and for the provision of information to customers via their websites. Participants from all of the 7 MNEs in the focus groups reported that their companies made good and extensive use of electronic communications on the Internet with their business partners and customers. The area in which these logistics companies made least use of the internet was in the conclusion of contracts. 
However, there was a large variation in the responses about the amount of utilization of the internet in logistics management in the Pearl River Delta. One reason is the different nature of the businesses. Companies that had a limited number of transactions, for example maritime consultants, made little use of the internet whereas other companies with a large volume of transactions found that they could not cope effectively without it. Where use of internet was commonplace, its main use is to provide customers and potential customers with information whenever they accessed a site. Internet access allowed service information to be made available simultaneously to multiple customers 24 hours a day. Customers could also access private information about their consignments such as the location of the goods, stock level of inventories, arrival time of next deliveries and accounting information. 
Problems of E-commerce in the Pearl River Delta
In regard to the improvement of the law which would assist the development of e-commerce in logistics management in the Pearl River Delta, the areas of most concern among the participants were: legal barriers in electronic payment, electronic communication between the private sector and the public sector, and electronic communication between logistics companies and customers.
Participants indicated that they encountered a lot of problems with the rules and policy in relation to customs. One reason for this was that the rules and policies are very complex and the interpretation of these rules and policies is always not transparent to the eyes of the general public in the Pearl River Delta. Although electronic customs declarations first came in force in Dongguan
, then Shenzhen
 in the Pearl River Delta, one participant commented that: “The PRC customs officers tend to resist the electronic customs declaration because it reduces the existing power they currently enjoy.”
Conclusion

The development of the use of the Internet in the Pearl River Delta has grown rapidly with the help of the ICT market in China and the continued ingress of foreign direct investment. Taking advantage of the above phenomena, MNEs have continued to apply their global strategies in e-commerce to a wider and deeper extent in logistics management in the Pearl River Delta. 

The interpretation and implementation of existing policies and law in e-commerce in China have created a dilemma which threatens the further development of e-commerce as well as logistics management in the Pearl River Delta and other parts of China. The policies and laws for e-commence in some Western countries should be further studied in future research in order to see whether the lessons learnt in these other countries can be applied and adopted in China.

The competitiveness of the logistics operations of the MNEs in China will suffer from the consequences of these legal barriers and the inadequate management of e-commerce, and the attractiveness of investing in the Pearl River Delta will gradually lose out in favour of other places where the legal barriers to e-commerce are much reduced. 
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