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III. VALUE-ADDED SERVICES OF LOGISTICS CENTRES IN PORT AREAS 

A. Evolution of port function 

According to the modern concepts, there are three stages of port development, which 
are determined by port development policy and strategy, differences in the method of 
approach, scope of the port’s activity and expansion level, and the port’s activity integration 
level.  

 

Table III.1. Evolution of port function 

 First generation Second generation Third generation 
Start period: Before 1960s After 1960s After 1980s 

Principal 
cargo 

Conventional 
cargo 

Conventional cargo and 
bulk cargo 

Bulk and unit cargo 
containerization 

The port 
development 
position and 
development 

strategy 

Conservative 
junction point of 
the sea and inland 
transportation 
 

Expansionism 
transportation and 
production centre  

                

Industrial principle international 
trade base chain connecting 
transportation system 
 
 

Activity 
scope 

 
 

(1) Cargo 
handling, 
storage, 
navigation 
assistance-pier 
and 

(1)  + 
(2) Cargo type change 

(distribution 
processing), ship 
related industry - 
enlargement of port 
regions 

(1)+ (2) + 
(1) Cargo information, cargo    

distribution, logistics activity 
– Formation of the terminal and 

distribution centres 
 
 

Structure 
formation 

and specifics 

-  Everybody acts 
individually in 
the port 

- Port and its 
users maintain 
informal 
relations.  

 
 
 
 

-  Relations between port 
and its users become 
more close 

-  Emergence of the slight 
correlation among port 
activities 

-  Negative cooperation 
relations between port 
and self-governing 
community 

 

-  Formation of the port 
cooperation system 

-  Trade and transportation chain 
concentration in the port 

-  Relations between port and 
self-governing community 
become more closer 

- Extension of the port structure 
 
 

Character of 
the 

productivity 

-  Invention of 
the cargo 
distribution 

-  Individual 
supply of the 
simple services 

-  Low value 
added 

 

-  Invention of the cargo 
distribution  

-  Cargo processing 
-  Complex services 

 -  Increase of the value     
a    added 

-  The flow of the cargo and 
information 

-  Distribution of the cargo and 
information 

-  Combination of the diversified 
services and distribution 

-  Value added 
 
 

Core factors   Labour/capital         Capital Technology and know-how 

Note: Modified from UNCTAD, Port Marketing and the Challenge of the Third Generation Port, 1992.
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(a) First generation port 

 Until 1960, ports played a simple role as the junction between sea and inland 
transportation systems. At that time, the main activities in the port region were cargo handling 
and cargo storage, leaving other activities extremely unrepresented. Such a way of thinking 
severely influenced related persons in the government and local administration. Also, it even 
influenced persons related with the port industry, so it was considered that it was enough to 
develop and invest in only port facilities, as the main functions of the port were cargo 
handling, storage and navigation assistance. It was for these reasons that important changes in 
transportation technology were neglected. 

(b) The second-generation ports 

The second-generation ports are those built between 1960 and 1980, and had a system 
comprising of government and port authority, so the port service providers could understand 
each other and cooperate for mutual interests. The activities in these ports were expanded 
ranging from packaging, labeling to physical distribution. A variety of enterprises have also 
been founded in ports and hinterlands. Compared to first-generation ports, the second-
generation ports have a characteristic that freight forwarders and cargo owners had a tighter 
relationship. We can say that the second-generation ports had begun to notice the needs of 
customers, but when it came to keeping a long-term relationship with customers, they took a 
passive attitude. 

(c) The third-generation ports 

From 1980, container transportation has been developed quickly, and the new 
intermodal transport system emerged. The activities of production and transportation have 
linkage to form an international network. The former services function has been enlarged to 
include logistics and distribution services. The environment protection facilities are becoming 
more important, so the ports are developing closer relationships with those in their 
surrounding neighborhoods. Compared to the past, today’s port authorities are focusing on 
efficiency rather than effectiveness. In the third-generation ports, the needs of customers were 
analyzed in detail and port marketing has been actively engaged. 

B. The changing role of ports: from traditional services to 
value-added logistics services 

These days, the commercial success of a port could stem from a productivity 
advantage in traditional cargo-handling service, from value-added service, or from a 
combination of the two. Productivity advantages come mainly from economies of scale and 
economies of scope, suggesting that the most productive ports will be those that are equipped 
to handle large cargo volumes and/or significantly reduce unit costs through efficient 
management.  

Shippers and carriers select individual ports not only based on their cargo handling 
service capabilities, but also on the benefits they are capable of “delivering”. Unless a port 
can deliver benefits that are superior to those provided by its competitors in a functional 
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aspect, port customers are likely to select ports based merely on price. This fact raises the 
question of how a port can achieve value differentiation. 

In the 1970s, almost every port provided the same basic package of services to almost 
every customer. Nowadays, however, it is more difficult for ports to compete on the basis of 
cargo-handling service. There has been a convergence of technology within cargo-handling 
service categories. This means that though new technology may sometimes provide a window 
of opportunity for productivity improvement, in many cases that same technology is also 
available to competitors. It is no longer possible to compete effectively on the basis of basic, 
traditional functions. Thus, there is a need for ports to seek out new means of gaining a 
competitive edge. 

The late 1980s saw the emergence of major changes. Customers began to ask ports to 
provide a greater variety of services. Providing value-added services is a powerful way for 
ports to build a sustainable competitive advantage. Shippers and port customers are becoming 
increasingly demanding. Customers now tend to look at value-added logistics services as an 
integral part of their supply chain. As a result, ports must attempt to satisfy these needs by 
offering differentiated services. This poses a particular challenge for port management.  

Studies show that the most successful ports are those that not only have a productivity 
advantage in cargo-handling services, but that also offer value-added services. Thus, there are 
several available options for ports to choose from, as shown in the simple matrix in figure 
III.1. 

Figure III.1. Matrix of competitive advantage 
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The ports providing traditional services in the bottom left hand corner of the matrix 
are indistinguishable from their competitors. The only option for such ports is to move to the 
right side of the matrix, toward productivity-advantage leadership, or to move upwards, 
towards value-added service leadership. We have found that there continues to be a need for 
ports that provide the basic, traditional cargo-handling function, and that there continue to be 
many customers for such services. Perhaps it is for this reason that many ports in developing 
countries still concentrate on improving their productivity with regard to traditional port 
functions. 

However, it is clear that, in the future, there will be fewer ports that prosper only in 
this area. Rather, we will see the dominance of superior service leaders that possess both a 
productivity advantage and a value-added service advantage. In between traditional service 
ports and superior service ports are the leading-edge service ports. These are the ports that are 
on their way to becoming superior service ports.  

A number of ports have responded to this trend by focusing on value-added services 
as a means of gaining a competitive edge. In this content, value-added service refers to the 
process of developing relationships with customers through the provision of an augmented 
offer, which may encompass many aspects of value-added activities, as we will see later in 
this chapter. 

Ports can experience synergistic benefits from the logistics centres to provide value-
added services. It is advantageous for a port to also be a logistics centre, since the logistics 
centre can attract cargo that can be shipped through the port. There is a positive correlation 
between cargo flows at the logistics centre and the number of ships calling at the port. In 
other words, the cargo attracts the ships, and the ships attract the cargo. The port benefits by 
generating increased revenue and creating jobs. The port can profit not only from the logistics 
centre itself, but also from the increased flow of cargo through the port. Thus, an ideal port 
should provide a diverse range of services that are highly integrated. As such, there is a need 
to seriously consider the increasing importance of ports in logistics management. 

C. Logistics efficiency and economic impact 

Logistics is a procedure to optimize all activities to ensure the delivery of cargo 
through a transport chain from one end to the other. The comparative efficiency of a country’s 
trade logistics chain is of vital importance in enhancing competitiveness of its industry and 
commerce. In this regard, international differences in trade logistics efficiency determine in 
large extent the efficiency and sustainability of the economies. In developed countries such as 
the U.S. and Japan, logistics costs are about 10 per cent of GDP.8 For some less developed 
economies, these costs exceed 30 per cent. Moreover, these differences among countries 
appear to be widening. 

According to the European Logistics Association the logistics costs in relation to 
annual turn over can amount to more than 30 per cent in the food industry, 27 per cent in the 
metal industry, 23 per cent in the chemical industry, 15 per cent in the automotive sector 
                                            
8 For detailed explanation and methodologies of calculating national costs in the U.S., Japan, and Republic of 
Korea are provided in Appendix 1. 
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(Juhel, 1999). The per centages may differ from country to country and industry by industry, 
but many of the critical cost factors are influenced by public policy. 

The logistics chain consists of activities that facilitate the movement of goods from 
supply to demand. As many such activities require the use of ports, port authorities have 
taken a particular interest in the various port activities involved in logistics.  

Logistics costs are not limited to costs consumed in carrying out logistics activities. 
Rather, they should be understood as all costs input into a given logistics system for the 
provision of logistics service. 

As can be seen in figure III.2, raising the level of logistics service from (S1) to (S2) 
requires an increase in logistics costs, from (C1) to (C2). 

However, as shown in figure III.3, when the overall efficiency of the logistics system 
is increased from logistics system (A) to logistics system (B), a higher level of service can be 
provided ( -> ) at the same cost level (C ), or the same level of service ( ) can be 
provided at a lower cost ( C ->C ).  

A B A A

A B

S1 S1 1 S1

1 1

In general, logistics systems improve not by lowering logistics costs, but rather by 
achieving better service level (c*, s*), at a lower cost level, by shifting the costs-service curve 
itself (A->B). 

Figure III.2. The Relationship between Logistics Costs and Logistics Service 
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Figure III.3. The Direction of Improvement in Logistics Systems 
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For Singapore, the leading regional and international logistics hub in Southeast Asia, 
the logistics industry providing value-added service is a strategic business sector. The 
logistics industry contributed an estimated 7 per cent to Singapore’s GDP in 2000, and 
employed 5.1 per cent of the workforce9. Logistics centres are also the backbone of 
international trade and logistics, which are the key drivers of Singapore’s economy. 

The port of Rotterdam has been phenomenally successful in attracting European 
Logistics Centres (ELCs) and related economic activities into the port area. Although 
logistics centres have not been considered in the traditional internationalisation model, they 
certainly should be considered an important step in the overall internationalisation process. 
When analysing the amount of foreign direct investment in the period 1960-1993, Jagersma 
(1994) concluded that most ELCs could be placed between the phases ‘location of trade 
offices’ and ‘location of production centres’ in the development model. He also concluded 
that on average one ELC resulted in 3 extra indirect foreign investment projects in the 
Netherlands (of more than US$ 5 million). This result shows that logistics centres in ports of 
the ESCAP region will help hosting economy’s overall internationalisation patterns and 
strategies of global companies. 

ELCs are often forerunners for the establishment of other international activities in 
The Netherlands, such as head offices, shared service centres and call centres. Many of the 
foreign firms that had established an ELC in a port of the Netherlands later decided to move 
their European headquarters, customer call centres, and training and R&D centres there. 
According to the survey by the Holland International Distribution Council (2001), this has 
been the case with 51 per cent of the ELCs set up in the Netherlands. See figure III.4, which 
gives an insight into the spin-offs from ELC developments in terms of other international 
business functions in the Netherlands. 

The reverse is far less frequent-only 17 per cent of ELCs were created following the 
establishment of other international activities by the companies concerned. This is one of the 
important reasons why the logistics centres have been a major contributor to the high 

                                            
9 Data was provided by Trade Development Board, Singapore in a study visit in 2001. 
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economic growth rate of the Netherlands amidst the intense competitiveness of the European 
market. 

Figure III.4. Developments in ELC’s international activities 

Figure III.4. Developments in ELC’s international activities 
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Source: HIDC, The Netherlands: Excellence in integrating supply chain capabilities, 2001. 

D. Functions of logistics centres 

The advanced ports around the world have continuously emphasized the function of 
logistics centres mainly due to the high degree of global production and the need for value-
added logistics (VAL) services. These trends in international logistics strongly suggest that 
the trend toward VAL in the ESCAP region is likely to continue into the future. Some ports 
are already modifying the warehousing function to include the VAL functions when they 
develop new ports or reshaping existing ports. 

Logistics centres can be classified into three different categories or generations. It is 
based on the scope and extension of logistics activities as in table III.2.  Logistics firm in 
logistics centre behind a port area are able to perform basic value-added service and carry out 
other value-added logistics services at the same time. That is, logistics centres provide not 
only traditional activities such as storage, but also value-added logistics services such as 
labeling, assembly, semi-manufacturing and customizing. Logistics centres combine logistics 
and industrial activities effectively in major port areas to create country specific and/or 
customer specific variations or generic products.  

When logistics centres are grouped together in a common dedicated area, it is 
sometimes called a Distripark (distribution park). Therefore, a Distripark is a large-scale, 
advanced, value-added logistics complex with comprehensive facilities for distribution 
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operations at a single location, which is connected directly to container terminals and 
multimodal transport facilities for transit shipment, employing the latest information and 
telecommunication technology. Rotterdam in the Netherlands, Bremen in Germany, and 
Singapore are examples of this kind of arrangement. Container ports are generally a preferred 
choice to set up Distriparks, since they are already closely located to various inland transport 
facilities and a highly skilled workforce.   

Table III.2. Logistics centres evolution 

 

1960s-1970s 1980s-early 1990s Mid 1990s –present 
  Materials management 

Distribution Services 
(national/global) 

 Bonding Import clearance 
Bonding 
Inbound transportation 

Receiving Receiving Receiving 
 Cross-docking Cross Docking 
Storage Storage Storage 

Inventory management and control 
Shipment scheduling 

Order processing 
Reporting 
Picking 

Order processing 
EDI Reporting 
Picking 

Orders processing 
EDI Reporting 
Picking 

Order assembly 
(Re)packaging 

Order assembly 
(Re)packaging 
Stretch-shrink-
wrapping 

(Product)subassembly 
Order assembly 
(Re)packaging 
Stretch-shrink-wrapping 

Palletizing/unitizing 
Label/mark/stencil 

Palletizing/unitizing 
Label/mark/stencil 

Palletizing/unitizing 
Label/mark/stencil 

Shipping 
Documentation 

Shipping 
Documentation 
Outbound 
transportation 

Shipping 
Documentation 
Outbound transportation 
Export documentation 
FTZ operation 
JIT/ECR/QR services 
Freight rate negotiation 
Carriers/route selection 
Freight claims handling 
Freight audit/payment 
Safety audits/reviews 
Regulatory compliance review 
Performance measurement 
Returns from customers 
Customer invoicing 

Source:  Ernst F. Bolten, Managing time and space in the modern warehousing, Amacom, 1997, p. 19. 
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Both logistics companies and shippers agree that value added services in logistics 
centres are important in supply chain management, and this tendency is expected to continue 
in the future. Figure III.5 shows that value-added logistics (VAL) services encompass far 
more roles and functions than the existing services. In many cases, these services overlap or 
include third-party services, such as inventory management, inspection, labeling, packing, bar 
coding, order picking and reverse logistics etc. The pressures of VAL services in the logistics 
chain have increased the demands of logistics centre behind port areas.   

Figure III.5. VAL service of logistics centres in port area 
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The main VAL activities are:  

• Receiving goods, breaking shipments, preparing for shipment, returning empty 
packaging 

• Simple storage, distribution, order picking 
• Countrylizing and customizing, adding parts and manuals 
• Assembly, repair, reverse logistics  
• Quality control, testing of products 
• Installing and instruction 
• Product training on customer’s premises 

 
Assembly: “Assembly” is often cited as the semi-manufacturing function of logistics centres 
behind port areas.  With a decrease in the travelling frequency between factory and 
warehouse, the shipper's interest in assembly activities seems poised to increase considerably. 
Supporting this trend, a new type of logistics centre, called a “manufacturing type 
warehouse,” is emerging throughout the world to provide assembly facilities for customers 
dispatching cargo. 
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Packaging: Logistics centres have been introducing packaging functions as well. 

Localizing and Customizing: In international logistics, shippers are placing greater 
emphasis not only on the quality of goods but also on customer needs and country 
requirements. Recognizing this new shipper’s demand for customizing some shippers have 
resorted to providing these services by offering unique offers.  

Installation and instruction: Recently, installation and instruction services have emerged as 
important functions in logistics centres. Shippers have either independently or jointly 
designated some space in the logistics centres for installing goods at the warehouse, which 
they have received from the suppliers. Some logistics centres have also become involved in 
education and instruction and turned themselves into similar customer service centres for end 
users.  

Quality control and testing of products: Recently, logistics centres have been providing 
quality control and product testing services in addition to assembly services. Quality control 
and product testing services are expected to prosper both globally and domestically.  

Product training on customer’s premises: Increasingly, customers are demanding that 
logistics centres provide product-training services on their own premises. This trend is 
particularly noticeable in the case of electronics companies. Customers are using logistics 
centres to offer more flexible service offerings and reduce the cost of personnel training.10  

Bonded exhibition: To increase the distribution function, especially for bonded products, 
port authorities should examine the possibility of building exhibition facilities. It should be 
said, however, that the exhibition should be arranged systematically so as to avoid their being 
confused with warehouse facilities. 
 

Different types of logistics centres have been constructed in many ports in the ESCAP 
region for each purpose (See figure III.6).  

The Port of Singapore is often cited as a role model for a large-scale logistics centres 
within the ESCAP region. With an increase in trade volume and ever increasing 
transshipment cargoes, the role and functions of logistics centres seem to be inclined toward 
pure logistics functions such as storage, assembly, labelling, exhibition, etc. Large-scale 
logistics centres allowing limited manufacturing functions in addition to pure logistics are 
being operated in Singapore to provide satisfaction for customers. They are typically 
equipped with large scale warehouses, storage facilities, and assembly and processing 
services. Recently, Korean ports have been introducing this type of logistics centres as well.  

Meanwhile, many ports in China and Kaohsiung Port of in Taiwan province of China 
have allowed production and manufacturing functions in Free Trade Zone areas near to ports. 
Recognizing the new emphasis on technologies and trade expansion, some FTZs have 
resorted to targeting attempted to attract leading-edge technologies and foreign investment by 
offering manufacturing, trade, logistics and distribution.  

                                            
10 An example of product training services provided by a logistics centre is Ryder's training services for Xerox. 
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Figure III.6. Development phases of logistics centres in port area 
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In Japan, the use of value-added service facilities in port areas has been on the rapid 
increase, featuring a prominent and prevalent port development pattern. Beginning in the late 
1970’s, when the Port Island 1 was developed in the Port of Kobe, the development of 
logistics centres spread widely in other countries of the ESCAP region. Since the mid 1980s, 
China have constructed logistics centres behind port areas due to the increasing demands for 
international logistics sites, which conventional ports had difficulties coping with.  

Although the level of services provided and the size of logistics centres may differ 
somewhat among ports in the ESCAP region, there are recent signs that this trend is gaining 
more and more momentum. For example, the development of logistics centres in Port of 
Tanjung Pelepas, Port of Kaohsiung in Taiwan province of China, and the Subic Bay Freeport 
in Philippine has already gained great attention from the parties concerned. 

Table III.3 compares major logistics activities performed at port logistics centres in 
selected economies of the ESCAP region. 
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Table III.3. Comparison of the activities at logistics centres in the ESCAP region 
 

Economies Major functions 

Singapore 
Storage, processing, assembly, classifications, consolidation, 
transshipment, labeling, packaging, inspection, etc. 
Manufacturing is partially allowed. 

China 
Manufacturing, storage, processing, assembly, consolidation, packaging, 
labeling, exhibition, sampling. 
Export and import, intermediate trade, finance, and logistics. 

Hong Kong, 
China 

As a free port, all functions are allowed, including 
manufacturing, storage, processing, assembly, classification, 
exhibition, sampling, and transshipment. 

Export Processing Area Manufacturing, processing, assembly, 
packaging, and labeling. 

Science Industrial Area Research and Development, manufacturing 
support, and education for high-tech products. 

China 

Taiwan 
Province of 

China 
Special Area 

Trade, warehousing, and transport for building 
international logistics centre in Asia-Pacific 
region. 

Foreign Access Zone 
Storage, classification, inspection, testing, 
processing, assembly, labeling, packaging, and 
exhibition of imported goods. Japan 

Free Trade Zone 
Manufacturing, assembly, processing, storage, 
inspection, testing, transformation, packaging, 
labeling, export, and exhibition. 

Korea Material handling, storage, exhibition, distribution, processing, repair, and 
other international logistics activities. 

Source:  Korea Maritime Institute. 

 
E. Factors influencing the site selection of logistics centres 

As the trends of globalization and trade liberalization have progressed, the cross-
border movement of capital and technologies has increased substantially, on both a global and 
regional basis. To cope with this trend, nations and sub-national entities, primarily cities, are 
accelerating their efforts to attract foreign capital and technology. However, global firms base 
location decisions on a multitude of critical factors. 

Traditional location criteria have emphasized cost-based variables such as economies 
of scale, transportation cost, and factor cost advantages. Nowadays, however, regional 
infrastructure and local skills are given a great deal more weight than in the past. Non-
economic variables such as social and institutional characteristics are also considered 
important in selecting the best location. 

A recent survey focusing on the identification of location determinants for high-tech 
manufacturers asserts that a global hub for high-tech and logistics activities should satisfy the 
following factors (requoted from O’Brien (2001)): 

• A community desire to have a comprehensive hub development strategy 
• Existence of comparative cost advantages 
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• A favourable fiscal environment 
• Existing high-tech manufacturing industry base 
• One-stop-shop local marketing organization that proactively promotes the location, 

supported by appropriate literature and materials 
• Appropriate incentive packages for foreign investors 
• Supporting infrastructure at all terminal facilities 
• Supporting human resources development programmes 
• Pool of high-tech research and development institutes 
 
A comprehensive list of the basic criteria and policy issues in the selection of sites for 

logistics centres can be found in table III.4. The key criteria in selecting logistics centres are: 
IT port infrastructure, land prices, skills of labourers, wage levels, information technology 
aspects, quality of supporting cities, and whether or not the port’s hosting country has flexible 
institutional schemes. In practice, since such factors are considered as basic requirements for 
logistics centres, companies weigh these criteria when planning the construction of logistics 
centres. See Box III.1. 

 

Box III.1.  Location factor of a distribution centre of Hershey Foods Corporation 

Hershey Foods Corporation, a leading global manufacturer of quality chocolate 
and non-chocolate confectionery and chocolate-related grocery products, employs 
distribution network consisted of a mix of large distribution centres, smaller regional 
distribution centres and overflow warehouse. Recently, Hershey successfully and fully 
implemented a new mega distribution centre. In selecting the best location that was 
enough handle a 1.2 million square feet warehouse and that could accommodate 
potential future expansion of 300,000 square feet of warehousing space plus a 250,000 
square feet light manufacturing operation, Hershey considered the following as 
important factors: 

 
• Transportation infrastructure that could support a high volume of inbound and 

outbound freight; 
• Labour availability, because the fully staffed distribution centre would employ 

more than 600 employees; 
• Land cost; 
• Taxes; 
• Distance from the logical centre point of distribution; and  
• Existence of wetlands or other environmental restrictions. 

Source: Ken Miesemer, Starting up a World-Class DC, WREC, 2001. 
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More than 6,700 foreign global companies have operations located in the Netherlands. 
The Netherlands has been very successful in attracting business headquarters, distribution 
centres, and call centres of foreign global companies. In fact, among the estimated total 955 
European Logistics Centres (ELCs), more than half of all American and Asian ELCs are 
located in the Netherlands. 

As host to the majority of ELCs in Europe, the Netherlands may provide useful 
lessons for countries in the ESCAP region to learn from. In order to find the major factors 
that global companies considered when choosing to locate in the Netherlands, we 
investigated 67 companies appearing in the publications of the Netherlands Foreign 
Investment Agency. The companies were broken down into three groups: companies which 
operate ELCs (20), companies operating European headquarters (27), and companies 
operating call centres (20). 

The most common attributes for these companies are listed in table III.5. The 
difference appears to not be statistically significant among the three response groups. 

Table III.4. Factors influencing the site selection of logistics centres 

Factors Main features 
Port infrastructure • Adequacy of port facilities 

• Spaciousness of port area 
• Availability of feeder vessels 

Land/Land prices • Availability of land 
• Affordability of land prices 
• Low rental fees for land 

Labour • Availability of English speaking port workers 
• Availability of specialized technicians 
• Availability of trained or nor-trained technical labours 
• Labour costs in distribution center 

Technology/Information • Level of port information service 
• Supply of information infrastructure 

Market factors • Distance between port and hinterlands 
• Distance between port and major cities 

Related industries • Ease of access to parts and raw materials 
• Distance between port and industrial complex 

Back-up city • Existence of large consumer city behind port areas 
• Quality of workers in DC 

Institutional factors • Incentive programmes offered by host country 
• Simplicity, ease and efficiency of administrative procedures needed 

in operating distribution centres 
• Financial assistance in constructing distribution centres 
• Free trade system and related law provided by the host countries 

Connecting transport 
System 

• Airport access to provide speedy linkage between the distribution 
centre and major markets 

• Effective land transport system 
• Establishment of feeder service (hub and spoke system) 

Source:  Korea Maritime Institute. 
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For the companies operating logistics centres, the most frequently cited features are:  

• Central and strategic location in relation to the European market 
• Highly skilled and productive labour force with exceptional work ethic 
• Developed logistics and transport infrastructure, and excellent connections to 

foreign market 
• Language skills in a variety of languages 
• Strong professionalism of the logistics industry 

In addition, factors such as “friendly international business environment” and “support 
from central and local authorities” also play a major role in this group’s location decisions. 

Table III.5. Factors affecting business location in the Netherlands 

Factors DC HQ CC 

Clustering of related and supporting industries 
Central and strategic location 
Superior international business environment 
Efficient and professional logistics industry 
Highly productive labour with work ethic 
Multilingual work force 
Flexible regulation and favorable tax incentives 
Flexible labour system 
Assistance by government dept. operating in a business manner
Superb infrastructure well-connected to foreign markets 
Sophisticated telecommunications infrastructure 
Convenient access to ports, airports, railways and roadways 

2 
6 
5 
5 
7 
6 
3 
4 
5 
6 
2 
3 

6 
16 
12 
1 
14 
15 
4 
3 
6 
5 
4 
9 

5 
7 
6 
- 
8 
17 
1 
4 
3 
1 
8 
- 

Total 20 27 20 

 
Source:  Il-Soo Jun, A New Paradigm for a National Development Strategy: Building a Logistics Centre in 

theast Asia, Korea Transport Institute, 2001. Nor
Note:  DC, HQ and CC represent distribution centre, headquarter, and calling centre respectively.  
 

The Netherlands is an attractive country for other business functions as well as ELCs. 
Integration of business functions like Customer Relationship Management, logistics and 
service is the key to success when it comes to achieving excellent supply chain performance. 
Many companies choose the Netherlands as their European base for these functions because 
of the business integration skills of the Dutch, combined with the country’s excellent 
information and communication technology infrastructure. In addition, the importance of the 
Dutch logistics sector results in industry knowledge flowing into the Netherlands from abroad 
as foreign companies rely the Netherlands as a basis to realize their European expansion. 
Examples include the EHQ of North Americas logistics service providers and logistics 
software suppliers. 

 33 



VALUE-ADDED SERVICES OF LOGISTICS CENTRES IN PORT AREAS 
    

For companies operating European Headquarters (EHQ), “central and strategic 
location” was the most frequently cited factor. In addition, “multilingual capability of 
workforce” and “highly productive labour” also appeared to be major criteria. Other key 
factors contributing to this group’s decision to locate in Netherlands were proximity to hubs 
such as the Port of Rotterdam and the Schiphol Airport, as well as ease of access to highways. 

F. The establishment of free trade zones to strengthen logistics centres in port areas 

Nowadays the increasing number of logistics centres and free trade zones (FTZs) in 
ports around the world explains the important role of ports in terms of their logistics function. 
New port functions, compassing logistics centres and FTZ have been having a profound 
effect on the port industry in the ESCAP region, as major ports rush to utilize these new 
logistics systems.  

In order to lead global logistics within their respective regions, logistics centres such 
as those in Netherlands, Singapore and Hong Kong have consistently expanded their logistics 
facilities such as ports and airports. Using such facilities as a base, they have actively 
established free trade zones as part of their efforts to consolidate and centralize logistics 
management. These countries, each of which is a major regional logistics centre, have 
become favorite locations for global firms. 

Free trade zones are generally defined as secured areas adjacent to ports in which 
goods can be stored for prolonged periods without Customs duties, excise tax or inventory 
tax being paid on the goods.11 FTZs allow the goods owner Customs entry at its discretion, 
and complete access to the FTZ at all times. Customs Service appraisal and classification of 
the goods can be done either at entry to the FTZ, or at open exit into the market, whichever 
the manufacturer prefers. Duty is paid only when the goods are released into the territory. 
There is no limit on storage time. At no additional Customs expense, a FTZ operator may 
store, sell, exhibit, break up, repack, assemble, distribute, sort, grade, clean, mix with foreign 
or domestic goods, destroy, label and manufacture within the FTZ. 

The main advantages of a FTZ are usually obtained from: 

• Employment generation, direct and indirect12:  
• Foreign exchange earnings, as an added value is usually of export goods; 
• Increase in export competitiveness; 
• Increase in utilization of domestic resources, services, and capital for export 

generation; 
• Increase in potential for technology transfer; 
• Increase in foreign capital investment; 
• Training of domestic labour in new skills; 

                                            
11 Goods can be manufactured in the FTZ, with waste left behind. Duty is paid only on the saleable product 
imported after final assembly at the FTZ. Other charges are saved because the goods owner may discard sub-
standard goods without having to pay duty on them. The same applies for shrinkage, evaporation, seepage, 
damage, accountable loss, etc. 
12 Total employment generated usually exceeds direct employment by a factor of 4. 
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• Transfer of management know-how; 
• Development of marketing/sales opportunities for free zone and domestically 

manufactured products; 
• Increase in entrepot/transshipment trade; and 
• Increased banking business. 

Although most FTZs in the world have more or less the same objectives, for examples, 
attracting foreign investments, promoting industrialization, creating job opportunities for 
local labour, and gaining access to foreign knowledge and technology, the economic benefits 
of free zones to host countries vary with the form of FTZs. 

It is common to achieve a value added or 50 to 80 per cent of which about 70 per cent 
is retained by the host country. In other words, a free port activity with a value of imports of 
$10 million will usually contribute $3.5 to 5.6 million to the economy of the host country 
(Frankel, 1982). The Korea Maritime Institute predicted that FTZ designation at Busan and 
Gwangyang ports would create as much as US$1.3 billion in added-value revenue and above 
15,000 jobs by 2011 (see table III.6). 

Free trade zones have made substantial contributions to the development of modern 
export-oriented industries in countries like Singapore, Republic of Korea, Taiwan Province of 
China, Malaysia, Philippine, Sri Lanka, and Hong Kong. They are credited with accelerating 
the industrialization of newly industrialized countries. In general, employment generation and 
new foreign exchange earnings were achieved. 

Different forms of FTZs are developed in response to particular government’s 
objectives and policies. Several types of FTZs are usually distinguished, as shown in table 
III.7.  

Table III.6. Economic contributions of FTZs in the Republic of Korea 

 Busan Gwangyang 

Free trade area (thousand square metres) 

Port zone (thousand square metres) 

Adjacent port area (thousand square metres) 

Employment generation (jobs) 

VA creation (million US dollars) 

5,785 

4,463 

1,322 

5,280 

 470 

4,430 

1,917 

2,512 

     10,000 

 900 

Source:  Korea Maritime Institute. 
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Free Ports 

Free ports are free zones that cover a lager physical area, typically an entire port city. 
Free ports often combine the characteristics of free trade zones(FTZ), industrial free 
zones(IFZ), and enterprise zones(EZ). Perhaps the most famous have been the city-states of 
Hong Kong and Singapore. 

Commercial Free Zones 

Commercial free zones also developed out of the trading activities of port cities, but 
with more limitations and controls than a free port. The main objective of a commercial free 
zone is the promotion of trade, and most commercial free trade zones function as adjacent to 
ports, airports, or other international transportation hubs. 

The physical facilities of commercial free zones are generally simple warehouses and 
economic activity is trading-oriented. A leading example of this kind is the Jebel Ali Free 
Zone in Dubai. 

Enterprise Zones 

In these zones various incentives such as reduced taxes, regulations, and low-cost 
financing of investments, land, and the like are offered to expand employment, export, and 
import substitution. 

Export Processing Zones 

EPZs, also called industrial free zones are a relatively recent free trade zone 
innovation. While sharing the same fundamental characteristics of the free trade concept, 
EPZs are explicitly designed to facilitate production of goods and services for export market, 
rather than simple transshipment activities. 

Industrial Free Zones 

Area or industrial estates outside customs barrier adjacent or near a port, which offer 
duty free movement of goods, in and out of zone, as well as fiscal, regulatory, and tax 
incentives. Usually used to encourage establishment of export industries by domestic and 
foreign investors. 

Special Economic Zones 

China introduced the Special Economic Zone (SEZ) concept in 1979 as part of its 
“open door policy” which consciously used the SEZs as proving grounds for market –
oriented economic reforms. Although patterned after the EPZ and free port concepts, SEZs 
feature several important differences, first, they cover a much lager territory than any EPZ 
and most free ports, from 15 square kilometres to 23,000 square kilometres, secondly, they 
allow a broad range of economic activities, and thirdly, they offer differential incentives 
among the various projects. Lastly, strict controls are placed on sales of SEZ goods into the 
Chinese custom territory, even upon full payment of import duties and taxes. 
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Hybrid Models 

Several countries have allowed for the creation of hybrid zones, which combine 
features of two or more of the types listed above. The most common combines an industrial 
EPZ model with a commercial free zone. 

There are currently 845 free trade zones that offer comprehensive logistics and 
production capabilities (UNCTAD, 1999). Selected export processing zones in selected 
economics in ESCAP region are listed in table III.8. Particular attention should paid to China 
which began expanding its logistics facilities through large-scale foreign capital inducement 
and developed a free trade, adopting a free trade zone system to ensure the free trade of 
global firms. In case of China, a large number of special economic zones (SEZs) had been 
established since 1970s and foreign investment incentives were granted to 'coastal cities' to 
stimulate economic growth and trade development. For example, special economic zones had 
been established in Fujian and Guangdong provinces in the late 1970s and in the cities of 
Shenzhen, Zhuhai, Shantou by the end of 1980s (see table III.9). China has transformed many 
port areas into modern FTZs, and existing ports have equipped themselves with large FTZ 
areas, providing customers with one-stop shopping services that guarantee both industrial 
activities and logistics activities in the same place.  

In addition, economies in the ESCAP region such as Japan, Singapore, Hong Kong, 
and Chinese Taipei have already established free trade zones in ports and developed several 
logistics centres in the FTZs in order to provide value added service and strengthen logistics 
function of the ports. For example, Yokohama Port Cargo Centre in the Port of Yokohama, 
Distriparks in the Port of Singapore, ATL Logistics Centre in Hong Kong and several 
distribution centres in Kaohsiung port were developed for the purpose of strengthening 
logistics function of the port.  
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Table III.7. Types of free trade zones 

 Freeport 
Special 

Economic 
Zone 

Industrial 
Free 

Zone/EPZ 

Information 
Processing 

Zone  

Financial 
Services 

Zone  

Commercial 
Free Zone Enterprise Zone

Physical 
Character-

istics 

Entire city or 
jurisdiction 

Entire 
province, 
region or 

municipality 

Industrial 
Park 

Part of city or 
"zone within 

a zone" 

Entire city or 
"zone within a 

zone" 

Warehouse 
area, often 
adjacent to 

port or airport 

Part of city or 
entire city 

Economic 
Objectives 

Development 
of trading 

centre and 
diversified 
economic 

base 

Deregulation; 
private 
sector 

investment in 
restricted 

area 

Development 
of export 
Industry 

Development 
of 

information 
processing 

centre 

Development 
of off-shore 

banking, 
insurance, 

securities hub

Facilitation of 
trade and 
imports 

Development of 
SMEs in 

depressed areas 

Duty Free 
Goods Allowed 

All goods for 
use in trade, 
industry or 

consumption

Selective 
basis 

Capital 
equipment 

and 
production 

inputs 

Capital 
equipment Varies 

All goods for 
storage and 
re-export or 

import 

No 

Typical 
Activities 

Trade, 
services, 
industry, 

banking, etc.

All types of 
industry and 

services 

Light industry 
and 

manufacturing

Data 
processing; 

software 
development; 

computer 
graphics 

Financial 
services 

Warehousing, 
break-bulk, 
packaging, 
distribution 

All 

Additional 
Incentives 

Simple 
business 
start-up; 

minimal tax 
and 

regulatory 
restraints 

Reduced 
business 

taxes; 
liberalized 

labour 
codes; 

reduced 
foreign 

exchange 
controls 

Profits tax 
abatement 

and 
regulatory 

relief; 
exemption 

from foreign 
exchange 
controls 

Demonopoli-
zation and 

deregulation 
of telecoms; 

access to 
market-
priced 

INTELSAT 
services 

Tax relief; 
strict 

confidentiality; 
deregulation 
of currency 

exchange and 
capital 

movements 

Exemption 
from import 

quotas 

Zoning relief; 
simplified 
business 

registration; local 
tax abatement; 

reduction of 
licensing 

requirements 

Domestic 
Sales 

Unrestricted 
within 

freeport: 
outside 
freeport, 

upon 
payment of 

Full duty 

Highly 
restricted 

Limited to 
small portion 
of production 

 
Limited to 

small portion 
of production 

Unlimited, 
upon 

payment of 
full duty 

 

Other Features 

Additional 
incentives 

and 
streamlined 
procedures 

Developed 
by Socialist 
countries 

May be 
extended to 

single-factory 
sites 

    

Examples 

Hong Kong, 
Singapore, 
Bahamas 
Freeport, 
Batam, 
Labuan, 
Macao 

China 
(Southern 
Provinces, 
including 

Hainan and 
Shenzhen) 

Ireland, 
Taiwan, 

Malaysia, 
Dominican 
Republic, 
Mauritius 

 Labuan Jebel Ali, 
Colon, Miami  

 
Source: Subic Bay Metropolitan Authority. 
Note:  Single-point free zones are omitted from the table because they can include industrial, warehousing, 

information processing, or service-sector operations.  
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Table III.8. Selected free trade zones in the ESCAP region 
Economy Zone features Economic performance Industrial organization 

 Number and type of 
zones Main types of incentive Total estimated 

employment Main investor countries Main sectors Labour laws Workers’ organization 

Bangladesh 
2 public EPZ; 3 public 

and 1 private EPZ 
under construction 

10-year tax holiday, duty-free 
imports and exports 2.2 milliona

Republic of Korea, 
Bangladesh, Japan,  
Hong Kong (China) 

Garments, 
leather, shoes, 

electronics 

EPZs –exempt from Industrial 
Relations Ordinance 

EPZ-trade unions and 
strikes prohibited 

China 6 SEZs, 34 ETDZ Duty-free imports and 
exports, tax rebates 

18 million in 
foreign-

invested firms 

Hong Kong (China), 
Taiwan Province of 

China, Japan,  
United States 

 All labour laws apply Single trade union 
(ACFTU) 

Fiji 1 Tax Free Zone Tax exempt 15 000 Fiji, Australia. Singapore Garments, food   
Hong Kong, 

China 
Entire territory:  

Free Port None  United Kingdom, China, 
United States Electronics Labour laws apply Trade unions active 

India 7 EPZs 5-year tax holiday, duty-free 
imports    

Labour laws apply, EPZs are 
“public utilities” in terms of 

Industrial Disputes Act 
 

Indonesia 26 EPZs 12-year tax holiday, duty-free 
imports and exports  Japan, United Kingdom, 

Singapore  Labour laws apply Trade unions active 

Islamic Republic 
of Iran 

14 SEZs, Free-Trade-
Industrial Zones 

15-year tax holiday, duty-free 
imports and exports    Labour laws apply  

Malaysia 15 Free Industrial 
Zones   Japan, Singapore,  

United States  Labour laws apply with some 
except. for pioneer industries 

Restrictions in electronics 
and pioneer industries 

Nepal 1 EPZ Export industries are tax and 
duty free   Garments   

Pakistan 4 EPZ; 9 new zones 
planned 

15-year tax holiday, duty-free 
imports and exports    Not all provisions of labour 

laws apply  

Philippines 110 EPZs approved, of 
which 56 active 

4 to 8-year tax holiday, 
duty-free imports and exports 609 000b Japan, Philippines,  

United States 
Electrical 
machinery Labour laws apply Trade unions present 

Singapore    Singapore, Japan,  
United States 

Electronics, 
chemical Labour laws apply Trade unions present 

Sri Lanka 6 EPZs 
10 to 20-year holiday for 

new, large export projects or 
thrust industries 

Estimates 
range between 

90 000 

Republic of Korea,  
Hong Kong (China) 

Apparel, 
services, 
rubber 

Labour laws apply 
No trade unions present, 

zones have employee 
councils 

Thailand 
3 Investment Zones, 5 

EPZs and several 
specialized EPZs 

3-year tax holiday, duty-free 
imports and exports  Japan, European 

Community, United States 
Electrical 
appliances Labour laws apply Trade unions present 

Viet Nam EPZs 4-year tax holiday, duty-free 
imports and exports      

Source:  UNCTAD.    
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Table III.9. Major FTZs in China 

 

FTZ Areas (square 
kilometres) Location 

Sanghai FTZ 3.28 Waigaoqiao, Pudong, Shanghai 

Tianjin FTZ 5.0 Near Tianjin FTZ 

Dailian FTZ 1.25 Located at Eastern part of the Dailian Economic and 
Technology Development Area 

Shatoujiao FTZ 0.3 Shatoujiao City 

Futon FTZ 1.35 Hanging Port 

Guangzhou FTZ 1.4 Eastern part of Guangzhou Economic and Technology 
Development Area 

Zhangjiagang 
FTZ 

4.1 Eastern part of Zhangjiagang Port 

Haikou FTZ 1.93 Jinpan Processing Area in Haikou 

Qingdao FTZ 2.5 Western coast of Jiaozhou 

Ningbo FTZ 2.3 Northern part of Beilin Port 

Fuzhou FTZ 1.8 Mawei Economy and Technology Development Area 

Xiangyu FTZ 2.36 Xiangyu Economic Special Zone 

Shinto FTZ 2.3 Shantou Economic Special Zone 

Total Areas 29.9  

Source:  Korea Maritime Institute. 
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