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Abstract: A thorough analysis is made on monopoly pricing,
unfair competition and damage on the owners caused by the
shipping alliance; the future direction of the shipping alliance
and influence on port competition pattern is also analyzed,
finally the countermeasares that the Chinese shipping
companics shall take arc given.

Keywords: shipping alliance, monopoly, unfair competition, port
pattern

The hasic characteristics of container transportation are: first, large-
soale 5hlps have obvious scale ecconomic effect; second, as an
important part of the legistics services, their products cannot be kelp
long in storage so that their marginal cost i very low, which makes
the space wtilization rate become the kev point for each shipping
company’s carnings. [t seems difficult o cvercome the dilemma
hetween scale cconomy and space utilization rate within a shipping
company, but it has been precisely solved by the shipping alliance
through port complementation, shipment  coordination, shipping
space swap, information sharing and other co-operations, This is the
fundamental reason for the popularite of the shipping alliance since
1990, From the competitive strategy; the provision of differentiated

scrvices to raise the income is a feasible option, but the difference of

raritime transport services is limited. Though the "Daily Maersk” has
achieved certain results, the Maersk exeoutives also adoat thar ot s
difficult to find the service differentiation in the shipping field, In the
curzent extremely bad market environment, the control cost 15 the
onbv choice far the shipping company to make. and it is the shipping
alliance that can sobve this problem, The P4 Alliance proposed last
year has caused a major shock of the industry, and some shipping
companics fear that the super P3 Alliance will, through the monapoly,
press their market space and the relevant government administrative
departments worry that P3 Alliance will cause an unfair competuton,
On June 17, the Ministry of Commerce rejected the proposal of the
P3 Alllance, and it came as a cemporary reliel to the industry To s
astonishment, July 10th, Maersk announced that it would form
another alliznee named the 2M Alliance with Mediterranean Shipping
Comparey (MSC). TU seems that the relevant shipping alliance wAill
continue to be a hot topic: Will the shipping alliance result in unfair
competition? s it possible that the scale the shipping alliance, if large
enough, has a monopoly? In this paper, tries are made to answer the
questions from another perspective.
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1. The shipping alliance will not monopolize pricing,

The internastionzl container transportation market will produce
alliances such as 2M, Gb and CEYHE from the market patierns, The
2Me capacity will not exceed 30% of market share, from which the
menopaly pricing cannot arise because there are still two ather major
competitors, Moreowver, 1n the 2M Alliance, the two companics set
their gwn prices respectively, there will be different pricing strategies
for different cost structures, and therefore, a consistent price can not
be formed. Generally speaking, prices are abways affected by sapply
and demand, in the current market environment of excess capacity,
the possible price rise because of the alliance can not be expected, and
the shipping allisnce gains its competitive advantage only by lowering
costs, At the same time, the shipping alliance helps the shipping
aperation improve i1s elficiency and is space utilization rate, which
exacerbates the market excess capacity to 4 certain extent, so that ina
short teem, the overall freight rates can anby be going down. In a long
terrm, the alllamce will make the owners have less intention 1o
purchase ships, and therefore, it will bring about positive effect on the

price rise

Some people sav that the freight rates are likely 1o rse after the 26
Alliance 5 mature enough 1o possess a monopoly power I the
current markel environment, we can not see its possibilite Onee the
price gets up, its marker share will be Enﬁing, because it 15 covetously
eved by all the rivals. If the price really gets up some day, the cause s
not the monopaly but the change of the market supply and demand.
The benefits that the XM Alliance gains by reducing the cost will be
divided, transferred in part to the owners (price reduction) and kept
in part for themsehes.

2.The shipping alliance will not cause any unfair competition.

In the current market environment, the three major shipping alliances
have the absolute advantage Lo oecupy the markel space, so small
companics may he sgueered out of the top three main routes. But
because the freight rates the shipping alliances offer are much lower,
their services are more extensive and their shipping schedules are
much denser, all of these are not against the normal market
competition sules. The pricing of cach ship company is decided by
many [actors, but finally it will be tested by the market. Any company
has to obtain its competitive advantage through the market, so the
rise and fall of the price has nothing 1o do with the value judgment,
The shipping alliance and large-scale ships have reduced the nodes of
the regional transperation hub ports and increased the space of
feeder services, which small shipping companies will have Lo make use
of for survival. The survival of the fittest is the rule of the market, but
not taking the advantage of the government or the anti-monopoly law
to counter after the falure in the normal competition. Ronald Coase
said: "] was tired of the anti-monopoly lawe I prices rise, the judge
savs it is a ‘'monopoly pricing’; if prices fell, he will say it s 2
‘predatory pricing’, if prices stavs unchanged,” he will then sav it is a

@ NERERLT ETAEES

EHMEHSIHE T, —AKAETEY 8 T st
HipEm, SRAESE T EESE KRN, BHT
RUZEEE At LR TS TR, MEmmh &, 5
e mEER RS, BIERFAHESEN, 5848 3]
HAATSESFMHE. BRAGAFNENHEERER
. REHE LW, AdTEEEERES, T
FEIFCAETR A A S AN U A A AR
RIS HE OB s eRel, SRR AT RN, IR A
Rz 2 = W R Ar a7 B o s W AR 0 W SRk, TR W AR
EEFRMEMREREHEANY RENHLERE. P8
R “WYEEEEHEHET. Bk, &
iR RS . BT, REE e .
firis A%, WL Qe " . MERESEE, S22
MRS LS " AR ER  RERFIHNEIE—H
R

@ MERANEEERANFIE

MASHEREIRM MR ER, EudmEMEaesa
RN S N B AR, AR
HH T H . BEE B A R AR A [ b A A
kR e mHE ST, ASBEIMIXILE, Madd
ELC S IEN AR A 1 E R GRS, B CR B
MEHSFEEN. zRREGE LB ET A RAT
iEE, EEAT eSS bR 20135 E LR, M) RET
oA L (T e sk (P A AT, S R e L A
AT a0-40% BEEE, BARRTHRINBERANAHRSE
W, S THREN LA S, mEREREEE DAL
AESE LeBLATALAN AT & L0-15% e $E, M4 ARAEd 87
B, AR ILT L BT TR SEEE BN AR
FRLEE B A N BRI L AR, (HRTEN MM TR E 2 E
#. AEWETY. Bl EsEk R,

& IiEE AR E AL B AT B

MR B R A IR A R R L. T B BBk
BT, RESEENTREREHTRE,. REERK
MR R B R T RS TR R, EERE—BE
BL. FIa, oMo B ET SRR A S RGE R AL,

e

‘collusion pricing”, From the international experience, the monopoly
changes are often "te be justified”, and completely unable to find the
imternal logic consistency

3. The shipping alliance 15 the biggest benefit for the owners,

From the development of container transport history, the greed driven
ship companies have been constantly making large ships and hoping
to abtain excess ]':rn.l"its, but unfortunately always hurt them, The
reality as can be seen @5 the conladner (reight raves are going down
because of technical progress and of lange vessels and other factors. In
the financial crisis of the past few wvears, shipping enverprises in the
edge of life and death have to provide ultea low-cost seraces for
shippers and support the cconomic recovery with great dedication,
The shipping alliance not only makes shipping companies operate at
lowver costs, but also is more lkely to give benefits o owners. Since
2015, the shipyards have undertaken & large mumber of vessels with
preen fow carbon as a gimmick, If the enerpy consumption af these
vessels can really save up to 30-40% less than the existing ships, the
ships of low cfficiency will be quicklv climinated in the future and
support Uhe markel price rise, If the energy consumption of these
ships in operation can only save ap to 10-15% less than the existing
wh'lps, the Tuture shipping market FECOVETY will be Tar maore distant, In
the near Tuture, dozens of 3B ships of 18000 TEL will be launched,
Although they are able to greatly reduce the cost of 4 single container,
they are poisonous to the excess capacity market The stagnant
shipping market s the greatest benefit for the owners.

4. There exizts a possible split within the shipping alliance.

The 28 Allisnce is & loose form of business combination. Without
either of alliance pariners' consents, some business may not be freely
carried out, and if either of the alliance members losses part of ats
independence and flexibilivy of operations, it may lose some business
opportanities. At the same time, when the other partner seeks 1o
maximize its profits and set the price of its own, it often cannot take
into account of equality and efficiency and then the cracks will arise
inside of the alliance. If the specified benefiv distribution scheme
within the allisnce is not fair the alliance members be greatly affected
tor make their full play thus making the alliance lose its vitaling. The
unfair benelis distribution is te matn cause 1o break up the alliance,
Moreover, their specific respective operating characteristics, enterprise
cultures and management svstems mav alse discourage the alliance
from operating for a long time, When the shipping market enters the
boom perind and the cost is no longer the key factor in the shipping
competitiveniess, the shipping alliance will weaken the intermal
coheston and may dissolve itsell.

Generally speaking, the shipping alliance can improve the operational
efficiency; and its organization cost is far lower than that of merging

10
11



AL Rl T 5 A R AR, TR ST I R
HARBHNEN SR RSN, Wi LB R
AR R RIR, EEREREEG. BERE~ENF
HARMRARLSE, BEFNRENLE. TH, Bk
fERFHEENE. ol TR B AR E AP 520 o] BE L
BRHp s AT, SitEmsil ARTEE, paf
SEAIE 4 F TR DS et BRT, RUEE G RO A R RER 4
FLEG I ] R

HARE, BRI S s, UG
b2l o e 1 b T e o R S R |
St FAYRER A SUE . B el el
9 A& 1 E A B LR R T AU 3, 009 T AR S
s & B A #PE A Al S SR AR T i e A A
SIFTF- R e Bl S M, B AT R P iz SRRl
.

@ MIER RS EEFOBORD

FHWAWA, BEREMHN Tz rLaAmERE
LORFW SR, R RS & AR S T A R e
AFAFE S . Hsk, Flia w5 A 2 W E K
Fo R EMCE BTV R B O L Bk
eElZ B EEE, RESRAA ML HTE
. WG MNER, SHEERNE ST E R
sy iR RS Sk RE A7 A T B Y o ) T R

IEERER 5 KT FERNER LS KA, ST TRitEs
TR R, A O p s nsE,  CEA
08, g BT BN TERE I EI G R, SRR
[ Gt e O B S AR et

@ E2EHMNIRE S AMEREKIE

i 0 v B AR W ek A B0 R R FRET
Ay M N2 S E s
T REECTORE TR, A B B AR,
BEREN. WrERmERFine. “RNEM~HE
I8H" o ERE RSP ME AT “ 2" 0k A2
EFEA SRR L R AR A AREHERNR
EENRA R XeREA - BLeEEiEe, ERERTE
s

several enterprises, so it is the best organizational form in the current
economic and social conditions. The organizational advantape is fully
embodicd in its flexibility of heing free to go forward or hack our, but
a reluctant merger 5 made [or the so called scale, the mewly merged
organization cost may completely enpulf any benefit the scale
economic effect produces by merging. The visible example @5 the
merger between Smotrans and C5C,

5. The ._ﬂhippi,ng alliance will breed a new port pattern.

A viewpoint thinks that the shipping alliance has a larger market
share compared with a single company before, so it will be ina very
stromg position i the contract negotation with docks. In facy, the
relationship between shipping companies and terminal companics is
not as you think: the larger in scale a compary is, the larger voice it
will have. The reason why the dock company is unable to ask s price
iz hecause of the competitions from the surrounding similar docks,
The loss of volce from terminal companies is more due 1o the decline
of price-asking space resulting from the dock excess capability than

due to the stronger voice from shipping companics,

Large scale vessels running along the Asia and Burope routes and
Pacific routes will rhangr the lavowt of trunk parts and feeder ports,
and then the port centralized trend is to be strengthened. The
"Matthew effect — the strong stronger, the weak weaker in the part
arcas will be more outstanding, and the opportunities for the new
ports to surpass the old will become more impozsible.

6. There is no convincing evidence for the anti-monopoly;

Why iz the EL antitrust red line set at the 40% but not ar sny other
figuee? 1s the market share red line same for different industries,
different countrics  and  different development  stage?  Microsoi
occupies JU% of the market, but we have not seen that it stops its
innovation and enterprising and asks an arbitrary price out of the
market. The classic words of Bill Gates are "¥e have onlv 18 months
away  from bankruptoy”, Why  does  the enterprise with  such
"maoncpoly strengih” in the operating svstem keep making innovations
to meet the conrumers' needs? Why does it not sit enjoving monopobr
interests? This is beeause it will be ltkely to be surpassed by the new

ance it sLops going forwand.

The Ministry of Commerce rejects the proposal of P3, continues 1o
employ  the long-time used supervision, namely the proactive
regulation and supervision, In the background of the transformation
af government functions today, the government mapagement s
switching to the negative list management and te the regulation and
supervision in process and afterwards, so the rejection on P3 s
contrary Lo the tansformaton of government functions,  The
European and Amencan governments have relessed the proposal of
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P3 from the point of view of supervision afterwards. It is only when
the meonopoly is prowved o be true that the punishment shall be
exercised. Seowe can not prohikic the alliance only for it may result in

monapoly

7. Chinese shipping companies will still have their own wavs
oL,

The moment the shipping industry alliance tide has been rapidhy
rolling forwards, China shipping companies neither hope that “ant-
monopoly law’ will kinder the tides nor look up to the government's
serting up any foreign entry barriers, If the conszant trend of the open
market 18 not geing o change, the giobal division of labor brought
about by the free trade and the open market will abways be an
initiative to promote the human welfare, and so we should noet
backtrack in the face of the industry downturm, What Chinese
shipping companics should de is to increase its competence and make
even greater efforts i their services that are better than their
competitors. And at the same tdme, we may also follow suit w
participare in other alliances to deal with the challenges, and develop
actively the innovative service modes and operation maodes 50 a8 o
have the opportunity to lead the market trend and don't always follow

behind ather companies struggling for survival
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CONTAINER TRANSPORT: STRUCTURE IMPROVED
AND PERFORMANCE BETTER THAN LAST LEAR
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In the first half of the vear, the demand in the international shipping
market did not shew any obvious growth, the excess capacity
situation continued, and the freight rates stll fluctuated generally st a
Lo tewel, In the market downtarn, the performances of seven Chinese
container transport [isted enterprises were quite satisfied, Compared
with the performances of the first half of last year when two of them
were [n the black and five had a deficit, four of them are in the black
while three have a deficit in the first half of thizs year. So the business
environment is better than that of last year

The business performances have turned better

Aceording to the semiannual report, the first half of the vear, C5CL
(601866.5H) has achieved an operating. Income 17,550,000,000
RME, a yearon-year increase of #.7%, and realized 2 net profic of
460,000,000 RMDB attributable to the owner of the parent company:

Its performance has been preatly improved compared with the same
period |ast year when a loss of 126600000 RME was recorded.

In the fiest half of the year, Orient Chverseas fUDj-l-ﬁ.HK} has achieved
an operating income of 3,224, 000000 LISTY in s comtainer transport
husincss, an increase of ¥,04% compared with the ﬁgun: SOTR0C0000
USD of the same period last year. and realized an operating profit of
135,000,000 LISLY, o preat increase of 6%6.55% aver the same period
last vear's deficit of 22 630,000 LISTY, S0 it has once again returned

to the steadfast operating road.
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In thie first half of the year, Wan Fai Lines (2615 TW) has achieved
an operating moeme of 31411003000 NTD, a growth of %.63%
aver the same period last year's record of 24,646,000,000 NTD, and
achieved a profits of £,737,000,000 MTD, a sharp growth of 21 8.50%
compared with the same period last year's 352,000,008 NTD.

In the first half of the year, SITC International (01308 HK) has
achieved an operating income of 503,000,000 USEE in its container
transport business, a slight increase of 5.79% compared with the same
period last year's 271 (00,000 USD, and realized an operating profit
of 30,280,000 USD, an increase of 66.47% compared with the same
period last year's 18,190,000 USD

In the four profitable enterprises, Crrient Overseas and ¥Yan Hai Lines
have reported a huge profil growth of over 200%. In addition, in the
unprofitable enterprises, China Oeean Shipping (60191%.8H) and
Yang Ming Marine Transport (2609 TW) have narmowed their loss,
Only Evergreen Marine (2603.TW) has reported itz loss in the
expansion,

In the frst hali of the vear, China Oeean Shipping has obtained a
revenue of 21428000000 RMB in its container transport and
related businesses, a year-on-year increase of 5.3%, realized an
operating profit of =536, 000,000 BEMB and a net profit of a net profit
of =144, 200,000 RMB attributable to the parent company owners,
which narrowed the loss compared with the same period last vears -
223,600,000 BMB, and the loss has been narrowed.

In the first hall of the vear, ¥Yang Ming Marine Transport has obtained
an operating income of 38 886,000,000 NTD in its container
transport business, a growth of 11.06% compared with the same
period of last vear's 53,02 1 00LGOG NTTY, and achicved an operating
profit of 168300000 NTD, which shapely narrowed the loss
compared with the same period of last vear's <8 985,000,000 NTLD,

In the first half of the wear, Evergreen Marine has obtained an
aperating income ol 68,024.000,000 NTD in lis container transport
husiness, a 5]ight decline rnmpmwl with the same period of last year's
68,132 000,000 NWTD, and achicved an operating profit of -
5,489,000,000 NTD, which took a tumn {or the worse compared with
same period of last vears -4, 121 000,000 NTD,

The increase of freight volume is sped up,

According to the last year's semiamnual report, the container transport
demand was not improved sig'n.it'im.m]}' for these fsted enterprises,
and the freight turnover dropped signdficantly for Orient Overseas and
CHCL, Though the rise of woelume was recorded for China Ocean
Shipping, the main cause is thar its capacity increased. Theretfore, this
vear has seen the great improvement o fregght volome for each of the

Company

In the first half of the yvear the freight volume of Crient Owverseas is
2,803,350 TEU, a year-on-year prowth of 10%, a 5% rise in delivery
rate and an increase of 4% in the overall income, .-‘l.m'rrding to the last

year's semiannual report, the freight volume went down greatly in the
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Puacific routes, the Asia European routes, the Atlantic routes in 2012,
with only the Asia Burope zone routesthe Australia Asia moutes
gaining a rise of 1%, This year's semiannual report shows thar the
freight volume grew 6% in the Pacific routes; 16% in the Asia Europe
routes for & pradual economic recovery has been occurring in the
European countries, which has brought about an  increase in
inventories and benefits; a growth of 12% in the Asia zone routes'the
Australia Asia routes; but & derrease in the Atlantic routes.

In the first half of the year, China Ocean Shipping has achicved the
carrying capacity of 4.48% 330 TEU, a year-on-year growth of 9.2%.
The main reason is that the capaclty layout has been adjusted, the
route network npqimiir,r:s;l, the investment inta the emerging markits
increased, the resources of high value added poods expanded and great
efforts made Lo creale more income —earning space,

In the first half of the year, one of the main reasons why 5ITC
International hag oblained an increase in il internstional business
income i8 that it freight turnover has reached ¥66,2000 TEU, o
prowth of 4.1% compared with the same period of last vear's 736,000
TEU,

In the first half of the vear, CSCL has obtained a freipght container
volume of 3953300 TEU, a vear-on-vear growth of 1.4%. On the
basis of consolidating its domestic market share, CSCL has made 2
reasonable allocation of internal trade routes for its transport capacity;
andd at the same time, according to the market demand, it has fexably
adjusted its capacity lavour for its foreign trade routes, which has
brought about a freight volume growth of 3.2% in foreign trade
routes. Ameng them, the freight volume of 649 100 TEU was along
the Paciflc routes, an increase of 1.4% compared with the same period
of last year's 6401000 TEL, 760300 of TEU along the Eumopean-
Mediterransan routes, an increase of 5.3% compared with the same
period of last year's 722,000 TEU; 931,600 TEU along the Asia
Pacific routes, an increase of 6% compared with the same period of
last year's 878 600 TEL; 1,562,400 TEU along the domestic routes, s
decrease of 38 compared with the same period of last vear's
1,623,500 TELL.

Fuel cost has dropped generally

The semiannual reports of Orient Overseas, China Cwean Shipping,
C5CL, Wan Hai Lines and other freight transport listed companies
show that they owe all their improvements of achievements to the
eifective control of costs,

In the frst hall of the yvear, Orent Cheerseas transport capacity has
obtained a vearon-vear growth of 3%, its freight volume a vear-on-
vear increase of 109, bur its fucl cost & vear-on-vear decrease of § %,
This relates much to the current lower o1l prices, for the ol in the frst
half of the yvear is about $593 per ton on average, bul it was 3626 per
tan at the same peried last yvear On the hasis of this, Ovient Chverseas
can effectively control its foel cost and thus its shipping costs.

In the first half of the year, China Ceean Shipping's fucl consumption
has fallen 10.5% and fuel expenditure fallen 17.5% by putting more
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vessels and slewing down their speed and other fuel zaving measures
such as centralived purchase while its selfsupporting capacity and
freight volume were both growing compared with the same period,
which contributes a lot to its cost control and loss reduction.

In the first half of the year, the cost of CSCL's vessels and voyages is
5769 000,000 RMB, a vearonsyear declime of 15.5%, which is
mainly due to the decrease of fuel expenditure, Its fuel expenditure s
3499, 000,000 EMB, a vear-on-vear drop of 20.4%. A slight decrease
of the international oil prices will give rise to 6.2% of consumption
unit-price decline. In addition, it keeps strengthenimg the oil saving
measures, and so s fuel consumption has reduced 153.2% year on
Yoar,

I the first half of the yvear, Wan Hai Lines has benefited from the fuel
price decrease and Jower freight fucl costs, so its operating profit has
increased 21E.30%. Wan Ilai Lines believes that the international
shipping market s continuing to recover, the G of other countries
are on the rise except that of China, and the freight volume of the
Asinn region is booming, In the first half of the vear, the freight rate
alomg the coastal waters keeps rising slightly, In addition 1o the
gradual slight decrease of fuel prices, its fuel cost has reduced $22 per
ton, which has broughet about a stgnificant rise of its benefit.

The structure of freight capacity is optimized.

In the first half of the vear, the shipping market is better than that in
the same perfod last year and in addition to the [ower fuel cost, the
structure of the freight capaciuy bs optimized.

In the first half of the year, C5CL bas kept optimizing and adjusting
the fleet structure. In the first six months, it has received six new
vossels of 100000 TEL!, thrown a lease of and declared worthless the
old and the high fuel consuming vessels, and leased high performance
ones at lower prices according to the fleet structure and route
management demands,

In the first half of the year, Yang Ming Marine Transport has further
implemented the concept of green shipping, continued to promote the
upgrading of its vessels, made efforts to cptimize the structure of the
fleet, so it average boat ape turned out be only 7.07 years, which is
betrer than the industey average age of 107 vears, With the coming
of fifteen vessels of 14000 TED in the future, Yang Ming Marine
Transport will, in the operating costs and the vessel enenry efficiency,
gain some advantage in competition,

In the first half of the year China Ocean Shipping has sped up the
demolition of the ald vessels and building the new and adjusted the
fleet structure. Despite the increase of non-business expenditure
brought about by vessel dismantling, it will help improve the overall
management of the fleet competition through the implementation of
the out-of-commission of old vessels and the custom-making of
encrpy-saving and efficient ones, the decrease of its own average boat
ape, the ship oil saving, the improvement of environmental protection
and further optimization of the owerall capacity structure. Before
March, China Ocean disassembled twelve container vessels, and in
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Mav and June, its eight vessels were out of commission including four
container vessels

In the first half of the year, with the delivery of the vessel of H452
TEU and another of 14000 TEU joining the fleet, Evergreen Marine
has planned o adjust the fleet configuration from May, putting L type
vessels into the Pan Pactfic routes. In the main routes such as the Asia
European routes and the Pan Pacific routes, the unit cost
competitiveness of Evergreen Marine fleet will be further improved.
According to its planning, some fleet upgrading plans for American
west and east routes are scheduled to be released in May

Tt is n;p-;:rtr;d that E.\ri:rgm:n Marine would introduece L type vessels in
the Chinua-Pacific southwest routes, and the new fleet configuration of
six wessels of 8,452 TEU and one of 8,073 TEU would se satl on May
20 from Gingdao Port, herthing at ports such as of Shanghai, Ningha,
Los Angeles, Oakland and Tokyo and then returning to Clingdao.
Evergreen Group started itz new shipbuilding plan in 2000 when the
shipbuilding price was reasonable, custome-made thirty type L ships
and rented five of 8,800 TEU and ten of 13800 TEU. For further
optimization of the structure, with the CKYHE Alliance Fleet
demands, Evergreen Marine recenthy signed a leasing of 10 vessels of
14000 TEU. With these new vessels coming, it will gradually return
those at term, which will make its fleet much yvounger and moree
elastic in scheduling its routes.

I the first hall of the year, although the seven freight transport listed
enterprises have cbtained recovery performances and their freight
volume, fuel costs and capacity structures have been satisfactory in
performance, the freight rate remains in the doldrums and the
imbalance between supply and demand and other stubborn problems
still exist. Though CSCL gained some profirs, it is mainly beeause of
the sale of its relevant assets. We alse need to be cantious w whether
the freight market continues o pick up in the seconsd hall of the vear
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LARGE VESSELS GIVE BIRTH TO A NEW COMPETITION PATTERN

/A CRE AR RN
By Liu Jun (Shipping trade Gazelts)
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19000 TEU

18000 TEU

In August eight yvears ago, Maersk Line's "Elmar Maersk® a vessel of
13500 TEW made its debut in Odense Shipvard, Denmark, and it had
become the world's largest container ship at that time

In Julv one vear ago, Maersk Line's "Macrsk Milke Kinney Muller” a
vessel of TRODD TEL was put into operation in the Asian-European

routes, and it became the world's larpest container ship then.

In Movember this vear, CSCL's vessel named "CSCL Sea World" of
19000 TEL will be put into operation, and thus it will become the
world's largest

The fact that the shipping market will maintain in the long run & low
growvth and larger and langer, more and more container ships will come
into betng will become a new and normal trend i the market. How to

deal with it, sarvive and develop in it?

Then in the mext tem years, the Shipping Guild will die and the
shipping affiliation body will flourish again, Maersk Line that has
never alipned has now turmed [rom the P3 network te ZM, so the
dlliance of the market lesder has sent off an obvious signal. Then G6
Conperative Route further covers the Pacific routes; Evergreen Marine
has joined CKYH, which then becomes CEYHE; the single CMA
CGM has to join hands with C5CL and Arabis Shipping so that OF

COMES iRt 'rmihg. The new partern of competition haz appeared

Shipping companics keep asking for the answer.
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The four major leagues begin to show their initial prosperity

On September 10, CSCL released an announcement saving that it
would seek an alliance called "Ocean Three" (03} with CMA CGM
and Arabia Shipping in the Asia Europe routes (including the
northwest Burope, the Mediterranean Sea routes) and the Pacific
routes {including America east and west routes).

Hang Ming, an analvst from Haitong Securities, believes that the
three partics with O%= large container vessels put into two main
routes of America and Europe are expected to have the capacity of
providing services of eight runs per week and of seven runs per week
respecrively in the Asiz Europe routes and the Pacific voutes. In the
long run, the formation of 03 will aveid the "steaight fight" situation
faced with CSCL and the other two shipping companies in the
alliance era, The close cooperation is much higher than CSCLs
edisting cooperative forms, and the three parlies are expected Lo
impronee efficiency and profitshiline throngh the integration of route
reSOUTCES,

5o far, the shipping market has been initially shaped: Maersk Line
and Mediterranean Shipping forms 2M; APL, Hapag Llovd, Hyundai
Merchant Marine, MOL, Nippon Yusen and Odent Owerseas
constitutes Gdf; COSCO, Kawasaki Steamboat, Hanjin Shipping, Yang
Ming Marine Transpott and Evergreen Marine builds CKYHE; CMA
CGM, CS5CL and Arabia Shipping makes O3, The four major leagues
begin to show their initial prosperity.

The four major leagues include seventeen global shipping companies,
neatly all the container shipping companies in the world except Zim
and Hamburg Suad.

Professor Xu fianhea from Shanghal Maritime Univeristy says to a
Shipping Exchange Bulletin reporter that there are two options in the
future for Zim and Hamburg Sud if they do not consider the merger
and acguisition: W seek cooperation and join the alliance or transform
themsebves into regional carmiers. "If they do not have the ability to be
global carricrs, it is most suitable for them to find their own positions
and then they sull can survive well” However, il they even consider
joining the alliance, they will have to act in accordance with the will
af others, "Members of the 2M and O3 have FB00D TEL ships, ie., it
is impossible to join them if you do not possess the same steed vessels.
Therefore, it is more possible for Zim and Hamburg Sad o join Gé or
CRYHE!

As for the compettiveness of the four major leagues, Xu Jianhua
believes that there is & "great deference” bevween them, In general, 20
iz the most powerful and 0F ix the least in freight capacity put in the
theee main routes. "But we cvaluate the competitiveness not only from
the peneral scale of transport capacity and the average capacity size
but also from the cose relationship, time and other factors”

Xu Jianhua says that M s thie clozest in its relationshap, since the
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two parties have signed a ten-yedr joint venture contract covering
three global trunk routes. Therefore, there is no doubt thae it is the
strongest for their long term nose-te-tail cooperation. G6 hope Lo
cover three global trunk routes as 2ZM do, and it should further
enhance its competitivencss if obtaining the approval from the
relevant regulatery authoriies. CKYHE is a loose alliamce; its
members may apph for withdrawal half a vear in advance, so there is
little binding an its members, o addition, its route coverage is smaller
only in the Asia Europe routes and two Asia east routes in
cooperation. Although it is freer for o single famiby enterprise in
decision-making and management, this will weaken the
competitiveness of the alliance. O3 has a preliminary cooperation
period of 2.5 years, which can be automarically renewed when the
period is expired on the basis of the agreerment of the mermbers, if any
member wants to secede from the allisnce, it must apply six months
in advance, and in contrast, CKYHE is closer in cooperation. Bur the
routes in cooperation do not ncude the Atlantic routes, so the route
coverage is inferior to 20 and Gé.

Will the shipping market alliance speed up the oliparch agerepation?
In this regard, Deputy Director Zhang Wenguang, from Chinese
International  Law Academy of Social Sciences Institute of
Internatiomal Economic Law Besearch Odffice, savs to a Shipping
Exchange Bulletin reporter: "No, it won' t. The market is changing all
the time. [t s full of ups and desns, T all depends on whether they
can enhance their business abilities. The future shipping market will
certainly be in a form of diversification to reach a new equilibrium "

It s up to HAPAG-LLOYTY to make & choioe: to build large vessels or not.

Speaking of the competitiveness of the lour major leagues, Xu Jianhua
says "Possessing large vessels is actually competitive. 1 think that
vessels of 18000 TEL and the above can be referred o as large
vessels, I aecording to this delinition, at present only five companies
have such ships: Maersk, MSC, CSCL. Arabia Shipping and CMA
CGM (which owns a vessel of 17700 TEU, nearly up to the
standard),*

Hu Jianhua analyses that a shipping company with large vessels is
deferemt in mentality from one without them. "The companies with
large vessels do not want 1o share the benefits of scale cconomy with
other shipping companies, unless they themselves have such ships,
though the companies without lange vessels hope to share the benefits.
Why is the industry sure that CMA-CGM will choose CSCL and
Arabia Shipping for cooperation? The answer is very practical is elear,
for the three parties all have larpe vessels.

As for the present development tendency of the four major leagues in
the shipping market, Xu [ianhua says: "If the a shipping company
announces to costome-make a vessel of [BOO0 TEL and above, it

means that the league members are deférent in options in custom-
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making wvessels so that a single member comes out to custom-make
such a wessel. [t-also means that the member is to quit and the
alliance may be reorganized.”

Xu Jianhua thinks that the most unstable of the four major leagues 1s
Hapag lovd at present. The German company "is unable 1o hold itself
hack to expand the scale” from point of view of its the process of
imerging CSAM There are a lot of rumors in the market, saving that
Hapap Noyd hopes to seize Llevd Hamburg and even seeks to acquire
an Asian shipping company "t is very clear that Llovd's merger of
C5AY is primarily for the purpose of listing, Then, after the listing, it
must seek the further development. so it 15 possible to order vessels of
1BOM0 TEU and-above. Once owning such ships, Hapag Llovd is
likely 1o seek a new alliance so that the exdsting alliance pattern will
change.®

How Lo make the choice to build or not 10 build large vessels? Zhang
Wenguang thinks that each shipping company is a main body of the
market, and each need make its own decision according to its own
situation. This is the role of the market cconomy. "Operating in
accordance with the law, the survival is the Gttest As E-business's
competition with the store, whoever has the lowest cost and provides

the best services will be able to pain more market share.”

Xu [ianhua thinks that theee are two grace perlods at present until
2016 by then all shipping companies will face two challenges: the first
hig challenge is that all the vessels of 18000 TEL and above being
built will be puat inte the market: the second challenge is that Panama
Canal will finishing being widened and so those without large vessels
will bear a lot of pressare,

The influoence will spread onto other related industries.

In fact, with large vessels of 10040 TEU turming into a new norm in
the shipping market, other related industries will have been changing
qUietiv.

For the Fanama Canal ship investors and owners, the present time has
become a suffering period and they have to decide on what path 10
follow in the future. The upgrading of the container ships munning
alung the the Asia Europe routes will have been completed, the
current malnstream ships will be above 13000 TEL, and part of
B000~1 TEU type ships will be put into the Pacific routes, After the
Panama Canal is widened, part of the 13000 TEU mav even be cast
o the Pacific routes, Therefore, the rentals of ships running aleng the
Panama Canal are gradualby declining at present. When the rentals are
difficult to restore, these investors and owners are afraid 10 maintain

their operation,

Moaore and more large contaimer ships will make shipping companies
select ports with more individualized approaches. Xu Jianhua says: At
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present;, Maemsk Line's ships of I8000 TEU hawve a total of 23
columns of containers in front and at back, and only five ports have
bridge cranes high enough and arms leng enough to conduet the
loading and unlpading." In addition to the infrastructure such as
bridge cranes, the shipping companies will attach more importance to
Uhe factors such as the hintedand contaimer amount, the geographical
lncation and the integrated logistics service system in selecting their
named ports in order to gain maxirum benefits of scale, Therefore,
the plobal port development will present an obvious differentiztion
state in the future, and thus there will exist global hub ports and
regional hulb ports, and many will become more feeding ports,

As for the shipbuilding industry, the South Korean shipbuilders have
seized the opporunity in this roeund of super lamie container
shipbuilding orders, and the Chingse shipbuilding enterprises are
ciatching up, In early Scptember, Shanghai Waigaoqiao Shipbuilding
held the dockyard ceremony for its construction of the first ship of
15000 TEU. This is the larpest contdiner ship currently under
construction in China. We should enhance oursebves 1o be able 1o
adapt to market demands, continue to carry out  technical
innovations, improve the R&D strength and product  quality,
accelerate the master of the core technology and fecus on developing
and building enviconmeni-fnendly and energy saving green ships, so
that we can not onby obtain more orders but also improve our

competitiveness,

In addition, more and more financial institutions in China can be
seen in the upsurge of the super larpe contaimer ship construction, For
example, the banks such as Bank of Communication and Minsheng
Financial Leasing have participated in the financing for building
container vessels of 16000 TELT. With the huge financial advantage
combined with the favorable opporiunity of the present bottom ship
price, China's financial institutions have, with the upsurge of building
super lamge  wvessels, bepun to enter  the international  shipping
financing field and establish their competition advantage. In order to
reduce the risk, China's financial institutions will currently select the

world's top shipping companies as their financing objects.
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ENHANCE SUPPLY CHAIN MANAGEMENT
LEVEL AND ESTABLISH SUPPLY CHAIN PLATFORM

MSERE
By Gu Xin
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Supply chain management came into vopue since the 90z of 20th
century and becomes the key for organizations to be more
competitive in global market, So, what iz supply chain and supphy
chain management? Supply chain is a functional network chain that
centers around core enterprises, integrates supplices, manufacturers,
distributors, retailers and end users, which begins from purchasing
raw materials, producing semi-finished products and end products, o
delivering products to consurners by sales network through controlling
information flow, logistics flow and capital flowe Supply chain
management is a kind of integrated management idea and method,
implementing such functions as planning and controlling the logistics
from suppliers to end users, Seen from the angle of a single enterprise,
it means the action an enterprise takes by improving the relationship
between upstream and downstream supply chain, integrating and
optimizing the information flow, logistics, as well as capital flow in
supply chain to make the enterprise more competitive,

Yantian Port is one of the links in the port supply chain where it
locates, being a comprehensive logistics bady combining loading and
unloading, storage, transshiprent and distribution. In terms of
transportation in and out of the port, there are sach fast transport
channels as Yanpai Highway and Pingyan Railway In terms of
warehousing and storage, there are high-end comprehensive logistics
service aveas like Modern Logistics Center, In terms of information
technology, there are such services as "Wesinfo" and "Direcs Teain®. The
establishment of Yantian [niegrated Bonded Area will promote such
high-end logistics business as distribution processing, commerce/trade
services and bonded multimodal transport, ete. Increasing the ability
of Yantian Port and its supponing logistics f{acilities is beneficial for
harnessing  Yantian Port's position in port supply  chain and
accelerating the establishment of 2 supply chain platform.

In light of the wnderstanding of the significance of supply chain
management, Yantian Port Group held 2 special teaining class on
logistics and supply chain management in Zhejiang University from
I3 1o 21 September. The training introduced the knowledge of
logistics supply chain management, supply chain financial maode,
buiiding of supply chain partnership and information utilization, as
well as the policies for integrated bonded areas in multiple
dimensions. The 90 trainees benefited a lot from the training and put
forward their own points of view about how Yantian Port should
upgrade management and build supply chain platform in the age of
supply chain, either from a macto ar micro angle.
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OUR THINKING AND CHOICES
IN THE ERA OF SUPPLY CHAIN

IR (REESEERAA
By He Ping {Yantian Port Logistics Go., Lid.)
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Last year, a report entitled "Shenchen logistics Sector has Stepped
into supply-chain Era " was published in Shenzhen Commerncial Diaily
Based on the views of local supply fiems and world-renown logistics
firtns, this repart showed that more and more {irms have interest in
supply chain, and thst more and more firms will benefit from
integrating into the global supply chain,

In the era of supphy chain, firms are facing the same problems, while
sharing the same vision. It's most important to think and analyze, in
order 1o find out & suitsble way of growth. From the perspective of the
port logistics, how could Yantian Porl integrate into world sapphe
chain, after 30 vears' development?

1. What's the enviromment mow!

Mowadays, with the mpld growth of plobalization and the theary of
supply chain management, modern ports have entered the sapply
chain era. Based on the port, the off-dock ing‘jsti:.li seclor is
undergoing a significant phase for strategic shift,

However, port logistics is closely related to international teade, and
the structure of port logistics supply chain must be in sceordance with
the country's international trade status-guo and trend of
development. As the adjustment of industry policy taking place, the
rise of industrialization in southeastern countries and the return of
manufacturing to developed countries will bring stagflation or even
backward in export. Firms in port-logistics industry which live on
export are faced with the homogenization of competition in low end,
They will see a decreasing profit trend and that’s what logistics in
Yantian Port will be facing in the futune.

Hewever, international trade is powening ahead, which can be seen
irom the below.

1.1 Mew policies in boosting trade

On the exccutive meetings of the State Council on 29 September,
Frime Minister Li Kegiang promoted the export stimulas measures,
abming al boosting Ltade and deepening the opening of the market,
Firsthy, import of high-tech equipment and key parts should be
encouraged, Sm‘.ﬂnd.'l}r, we should focis more on the import of high-
end services, which involves research and development, energy
conservation or environmental protection. Thirdly, except keeping
import of key resources stable, imports showuld be increased
concerning beef, mutton and aquatic product, which is closely related
i peaple’s lives. Fourthly, admindsteation on import should be made
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more convenient. Last but not least, the import trading platform
should be built, in order to hoost import by the new cross-hoarder o-
eornmerce. In additien, fitms should be encouraged to set up sourcing
network and channels overseas,

1.2 Yantian Port container throughput and import laden boxes
variables in recent vears

1.3 What is Ningbo Bonded Area doing?

In February, 2014, the project of impori-food supply chain, funded by
China Awiation Industry Group, swung into operations in Nihgh-n-
Bonded Area, Meanwhile, the 0.7 1-billion-yuan logistics center
project funded by China Merchants Logistics {Hong Kong) also came
into service.

In March, 2014, the Z-billion-yuan Zhongring-Mingbo Global Supply
Chain Management Center was set up, which will serve as the hase of
the future international logistics and supply chain business, electronic
product processing and assembly, e-commerce platform for import
commedities and the research center of supply chain technology:

Last vear, there were 31 new c-commerce firms in Ningbo Bonded
Area, in which 11 were listed as the pilot cross-border e-commerce
firms. Supported by this éccommerce base, Ningbo Bonded Ares will
build the pilot platform in e-commerce, so as become the larpest e-
commerce hase of fast moving consumer goods import.

The industry pattern is under quicthy transition, On one hand, in
export trade logistics supply chain, with supply stagtlaticn, we
compete fercely in low end and strugple to survive; on the other
hand, with import developing rapidly, mare and more port logistics
enterprises focus on building the supply chain browght by import
teade. And the enterprise endoubtedly plays a leading role in building
the supply chain. This is the era where port logistics enterprises are.

Then there comes the guestion, why are domestic enterprises fond of
structuring import supphy chain?

2. Where arc we?

The thought of supply chain is that every enterprise will be integrated
into supply chain, no matter single chain or network structure, every
enterprise is a part of supply chain, and in the continual “integrating”
and “integrated® process, to make the overall interests greatest
However, in a partial supply chain system, there is always a dominant
enterprise which plavs a leading role,

2.1 Who dominates supply chain berefits disteibution?
Let us get ve know the participants of port supply chain:
Core enterprises in port supply chaing generally they are large and

strong third party logistics enterprises, e.p. lanpe ports and shipping
enterprises, international freight forwarding companies. These
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enterprises have many container sources, competence and rich
experience  in sup[.:!}? chain management, occupying dominant
position in port supply chain,

Port logistics enterprises: including enterprises providing warchousing
andl storage, handling, transshipment, distribution, circulation,
processing and other logistics services in port and hinterland,

Operators of other means of transportation: besides  waterborne
transportation, other main means of Lransportation includes moad,
rathway, pipeline, ctc. As for container transportation, moad and
raifway are main means of rransportation to and from paort,

Port authoritics: mainly refers to customs, commodity inspection and
other institutions which affect clearance efficlency.

Inland nedes: including buvers, shippers, dey ports ete. in hinterland,

It is obvious that core enterprises in port supply chain dominate
supply chain benefits distribution.

2.2 Why do they dominate?

Terminals get revenue from shipping companies generated from vessel
herthing, and export supervised warehouses and bonded warehouses
benefit from international freight forwarding with the introduction of
cargoes, In the supply chain system of export-led trade, compared
with domestic logistics enterprses, why s it easier for international
third party logistics enterprises to capture core positions and have the
right to distribute supply chain benefits? In fact, this s determined by
markel, ecause main parts of this market are overseas, it is difficult
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for dommestie third party logistics enterprises to caplure the market,

Of course, with the development of Internet information technology,
international end- users have stronger ability to control supply chain.
Meanwhile, end-users segment their supply chains 1o contral
procurement cost, and some international procurement enterprises
find logisties suppliers directly at portofldeparture. Furthermore,
some new forms of trade constantly pop up, sayv, cross-border e-
commerce: In export trade logistics supply chain, domestic enterprises
gradually have more opportunities to reach end-user markets,

2.3 Where are we now

In supply chain system of eéxport-led trade, considering the
participants mentioned above, at present, we are still in the second
tier, i.e. port logistics enterprizes. In intermational logistics supphy
chain, we are not core enterprises and cannot determine the
distribution of supply chain interests.

T obtain the rght to distibure interests, it is necessary to take
control of the end-user market. [t s easy w understand why domestic
enterprises are fond of building the supply chain for import trade.
Daomestic import enterprises form the end-user customer market in
the chain, and they have the rght to decide which shipping company
to use, whether to entrust freight forwarding and what kind of
insurance to buy, etc, It is casier for us to control the market
compared with international logistics enterprises due 1o culture and
gecpraphical Bactors.

3. Where are we going?

When under favorable droumstances, seel for profits, and when
under unfwvorable circumstances, plan it out. Having known the
development trend of the industry and our position in it, in a
changing situation, how can we seize the epportunity and plan it oul,
so as to ultimately benefit from it?

3.1 Does the stage matber?

A good actor needs good acting skills, but a good stage is of equal
importance for an actor, Likewise, a good platform is needed for a
business's sound development and optimal allocation of all husiness
elements.

"Mingho Pattern” in wine trade is an example: the market svstem is

made up of sapply chain, specialized market and electronic trading
platform with the trading center as the core, And the supply chain
includes  customs  declaration, bonded warchousing, logisties,
distribution, ete,, building a trading platform for international sellers
and domestic buyers, Integrating all kinds of eclements, with
professional service platform, the Ningbo Bonded Asea can conduct
imported wine clearance and inspection efficiently with low cost,
having obvious advantages of all ports across the nation.

Drepending on the market demand in hinterland, with a specialized
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market as a point of breakthrough, integrating port, land resources
and pu]:l-l'u: relations and seizing the opportunity of Yantian Inteprated
Bonded Area, we are fully capable to build supply chain platform.
And huilding the platform is our top priority, which will lay selid
(oundation for us wo capture core positions in the upstream of supply
chain.

3.2 How can we be Mol of the industry?
We must excel to become Mol of the industry

From the perspective of supply cham, we must have power to
integrate k:y logistics enterprises, How can we have the power? Firsthy
by imnovation and application of  information technology, also, we
shall have relative centrol over the market we are located.  We must
increase  investment in information  svstem, new  technology
application and innowvation and market cultivation and exploration to
seize opportunities amd harness our positions, If we cannot
significantly identify ourselves from other logistics enterprises, and if
we do not have obvious competitive advantages compared with other
logistics enterprises, how can we be the leader?

Yantian Port has achfcved miraculous growsh with chirty years'
development. Now it has 16 container berths with a total quay length
of 7,883 meters and a vard area of 373 hectares. It is able to provide
over 100 weekly shipping services. Moreover. the warchouses adjacent
i the port cover (Lb4 million square meters. In the new era, we will
power ahead with sirengths and resilience, and we will seize the
opportunities and meet the changes and challenges with every ounce
of creativity, thus to harness our established positon in the industre
We are convinced that Yantian Port will have a more promising future,
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LOGISTICS TRANSFORMATION BY BREAKING STEREOTYPE

—ON THE WAY OF GROWTH FOR TRADITIONAL WAREHOUSING
ENTERPRISES TO MODERN LOGISTICS ENTERPRISE AT YANTIAN PORT

MRIETE (RABMERHERELAE)
By Tao Xu Jdin (Yantian Port Logistics Co., Ltd_ )
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It is the time of stupendous changes,

Witnessing the possibility that Nokia may withdraw from the
stage of mobiles and Sony's cxpectation on a net loss of 23
billion yen (approximately 21 billion US dollars) in fiscal year
2014, ir's inevitable to feel affected. When compare these sad
stories with the global success of Iphone 6 or the eve-catching
listing issue of Alibaba, we sece the need pondering over the

success of such enterprises,

"Break the pattern by involving innovative minds." This is a
must to the development of each and every enterprise. The
earlier this implantation starts, the better it will turn out, Only
in this way can the enterprises sustainably maintain healthy
Sysiems four grrm"lh, and so does the indusiry,

For years, traditional warchousing enterprises have given people
the image of low tech and low profit. It has become the obstacle
getting in the way of development, At this time, it takes our
innovation, combined with numerows data, to create a new set
of logistics concept fitting the time under the foundation of

resources, technology and contact,

I Challenges Traditional State-owned Warehousing Enterprises
Have to Face:

I. Lack of Variety in Business Trpes

Modern logistics system includes 7 functional subsvstems: transport,
safekeeping, packaging, handling, dispacching. distribution processing
and information processing, For the traditional storage enterprises,
mostly the businesses are composed of safekeeping and handling, and
some of them will onlv go further with transport. Under the asset-
light strategy. thers are not many state-owned warchousing enterprises
in Shenzhen which possess the warehouse resources, and at the same
time, possess also the vehicles themselves, Only for a small number of
companies have their own team of transport, and Shenzhen
Electronics Logistics Limited is one of them. As for the rest of the
companics without their own team, they tend to rely on outsowrcing,

On the information processing aspect, the warchousing enterprises in
Bonded Arca will install the data procossing system of oustoms
declaration as required. And many of these companies have also
installed warehouse management svstem (WMS) in order Lo manage
the safekecping, positioning, handling, cte. Same WMS could open
ports for customers cooperating with forwarding companies’ software
platform, so that customers could inspect their goods freely whenever

they are
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The dispatching range of warehousing enterprises in Shenzhen is
corfined to the Pear] River Delta, centering Shenehen, Dongguan and
Huirhow. There is only a few enterprises could take the advantage as
their transport relies on cutsourcing, and that they hove limited
resourees and customers.

Distribution Processing s the general term describing the simple
aperation of packaging, partition, calculation, sorang,  marking,
fabeling and assembly Warchousing enterprises mainly can provide
services of value-added business like sorting, marking, labeling and
assemblv. Also, thev can further provide customers with Standard
Operation Pracedure {SOF), buving eelevant equipment, and hiring
specialists. On 22 January 2014, the State Coundil has officially
approved the plan of Shenehen Yantian Port Integrated Bonded Arnea
(YIBA), establishing the foundation of future  development  of
processing.

Above all, most of the traditional warehousing enterprises still cannot
form an integration system with the seven subsystems, in which the
interaction and s systematization concept can achieve  the
aptimization of logistics form

2. Limited [¥stribution of Busincss Neowork

Traditional warchousing enterprises indicate those affibated to the
arganizations such as commerce, resources and food under the
planned economy And they went through transformation and the
change of svstem to become today's  traditional warchousing
enterprises, Yet, influenced by historic reasans, they are centred in one
or two districi(s) soleb:

The development of market economy has enlarged the room for
production and distribution. Internet companies have prown faster
since the Big Data has become part of our lives. People's shopping
habit has shifted from offline te online, Only for the integrated
logistics network svstem could ensure high efficiency of distribution

and supply of materials.

Om 28 May 2013, Alihaba Groap, Intime Retail Group, Fosun Capital
Group, Forchn Group, Express Group, 5TO Express, YT Express, ZTO
Express and Yunda announced with related financial institutions that
Chinasmart Logistic Network (OSSN} has officiallv started and that
the Cainize Metwork Technology Co., Ltd has been established. The
sell-deprecating narme of "Caindao” atms the oppesition which s 1o
ereate a socialized logistics platform rhrough 5 to H wears and to
deliver any goods in the country within 24 hours,

Cainian Network focuses on the development of TSN through various
models, such as selt-development, joint development, cooperation and
tranislormation in order (o provide the country a socialized warehouse
facilities network,
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3. Low-level Informatization and Electronization

Given the lack of business type and the limited distribution of
network, low level informatization and electromization has resalted
among the traditional warchousing enterprises

Business partners mav need related logistics and flow of information
sooas o make the process of distribution, positioning, serting,
receprion, storing, delivery, ete. Nowadays, it is rather impomant o
ser the cooperation of logistics and flow of information. Recently the
information technology has developed inoa rapid speed. GPS, EDI,
Bar Code and BFID have been used commonly in the logistics field,
This shakes the foundation of the traditional ones which rely on
solely. management  experience. Yarehouses manages  information
system, dispatching and distribution svstem, users' messages system,
EDInternet system, electronic pavment svstem, GPS, and decision
supporting system as well improve the efficiency of the whole logistes
sveLem,

With such technology, real-time ingpection and positioning can be
achieved, so there will be a better managerment, That means lguidity
can he more flexible. Also, the turnover rime ovele can he shortened,

In addition, the investment can be in a better wse.

Take Cainkao as an example. They claim w be using the wp Internet
tcrhnn]ngy to establish an open, IAnFpaTent amd shared data
application platform in order 1o provide top services to various
enterprises such  as e-business  enterprises, logistics  enterprises,
warchousing enterprises, Third-party Logistics providers, and supply
chain services providers. In this way, they aim to support the value-
added development and upgrade of logistics industry. By building
O8N, Cainige can deliver high-speed information processing, and high
efficiency by decreasing the flow of production information and
pocds, Some people repard this as a revolutionary logistics mode,

4. Lack of Variety in Storage Functions

The Munctons of traditional warchousing  enterpnses are  simply
providing storage services, safekeeping and mabntenance; which can
onby satisfy 2 part of users’ logistics demand. This certainly cannot
provide wsers a full-scale coverage and integrated services
requircments, not to mention the personalized desipn for users such
as confirming warchouse autlets, setting storage strategics, undergoing

ElUrEgt ma.na:,;i:m::nt, and !-H.\".il'ig LL'U‘TEF;C fee,

It is the abjective requirement for the market economy ta achicve the
diversification of warchouse functions for further development of the
swstemn, which means that seevices [unctions, services perlotimance,
competition ability, and socialization will be improved by this,
Warchouses will no longer be simply o place for storage, but also take
the responsibility of classifving, picking, sorting, processing,

a7
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packaping, and sales agency [t will become the center of business flow
and logistics. Nowadavs, developed countrles like America and Japan
have hasically turned  warchouses into center of  distribution,

processing and dispatching.

Abowve all, traditional warchousing  enterprises which  originally
provided simple storage, transport and packaging will be replaced by
modern logistics services which combine informatization, integration,
systematization, networking and value adding all together As maone
modern logistics enterprises appear, it poscs preat challenges to the
traditional warehousing enterprises. That's why iUs an inevitable move
for the old ones to transform.

IT Possibility to Shift from Traditional Warchousing Enterpriscs
to Modern Logistics Enterprises

The transtormation will. be the most likely to succeed, and the
advantapes are the followings:

1. Functional Advantage of the Business

Given that the traditional warchousing cnterprizes must have
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strengths among those seven subsystems, they do not need to start
from the beginning, so that the entey barrier may be lower than the

athers,

2. Rich Existing Resources for Transformation

The equipment and facilitics can basically be used in the new form of
business, and the existing land and warchouses resources are our
largest advantages, That's why we do not bave Lo invest much on L

3. Possessing Management Experience which is Suitable for China

Modern logisties and traditional warehousing enterpnses belong o
the same industry With the existing experience, surely it will
puarantes a gquicker adjustment rather than tryving to enter a hrand

new industry.

4. Rich Customer Resources for Transtormation

With years of experiences. warchousing enterprises have established
their owin customer groups, Through upgrading ity business, the
enterprises are able to satisfv customers' |3rrmnr\!izn:! and diversiticd

needs.

&, hd‘.'an'la.};l: of Network Resources

[hring the long-time management, warchousing enterprises have
established their own collaboration network and  also groups of
customers over the country Such rich contact provides a strong

foundation for networking of logistics business.

[T Transformation and Upgrading of Traditional Warehousing
Enterprises into Modern Logistics Enterprises at Yantian Port

1.Full Scale Integration of Lopistics Resources

Thraugh the logistics platform, Yantian Pore Group (the Group) teies
to reform and integrate the internal resources and its functions, as
well as the flow process of business, Through stock-swap, menrer and
acquisition, the Group focuses on upgrading the existing logistics
resources into high-end ones and aims o become the leader in the
industry. As a result, it ds expected that the supporting swstem for
logistics will be improved and income from value-added services can
be increased.  Meanwhile, it will be easier to develop inteprated

services b wsing such platform.
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2, Systematization and Metworking of Logistics Platform

Under the g‘u':dann:r of the Group, cach company ]'m'rmnntd their grm!s
on the development of systematization and networking. Take the
Yantian Porl International Information Co., Lid as an example, who
suggested the overall development as the goal There will be an
implementation of ERP CRM, inteligent park, OA, network
engineering, video conferencing and other information management
svatems for the sharcholders and the husiness: ecosvstem, [t will
provide Yantian Port's business ecosvitem and its supply chain an
ernerging platform and products, such as cross-border e-commerce,
supply chain finance, commedity trading, and wvarious one-stap
integrated platform for supphy chain and so0 on. We believe thar under
the support of both the hardware and software. the door of
development of modern logistics enterprises will be opened

The Modern logistics Center 1x used for creating an applicable
aperating system for the Big Data time, Led by the [T department, we
collected and organized the existing plans and programs from each
production unit, incuding work order management. EDN operations
management, consolidation management, warehouse management,
operations of laden containers, billing management modules, in order
to make the logisties chain more Qattening.

Abowe all, they provide a sophisticated platform and space for the
development of modern logistics enterprises,

3. Development of High-end Logistics and Precise Integrated Logistics
Services

With the adjustment of the international division of labor and trade
stracture and the growth of the domestic markes in China, the
proportion of both import and export of goods in Yantian port arca
have seen a continued growth, The timing of transforming  the
traditional logistics enterprises to madern ones has come, [n this way,
it is possible to develop international trade, international logistics,
international transit, distnbution, procurement, entrepot trade and
ather high walue-added services, Meanwhile, the domestic econamy
has shifted from guantitv growth to quality growsh, and @t provides
opportunities for high-value integrated logistics services,

4. Driving the Transformation and Upgrade of Traditional
Warchousing Funcrions by the Estahlishment of YTRA

The establishment of the YIBA, which was approved by the State
Council on 22 January 2014, provides an important apportunity for
the development of the high-end logistics industrye YIBA is an
advanced form of bonded economic region in China, Lo support the
inreraction herween the bonded arez and thie pon, Ies establishment
will boost the upgrade and integration of the Customs Supervisory
Zone and promote the growth model of "balanced development of
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import and export”. This is a strong support to port operations,
interiational procurement and distribution, business services and
honded  multi-medal transport and other kinds of high-c.nri port
logistics and trade, which will play a key rpole in boosting the
development of port logistics secior

The projects leading by Global Logistics and Trade Centre of Yantian
Port Modern Logistics Centre aim te attract influential imternational
companics, such as third-party logistics companies with strong supply
chain management ahilitv and plobal network, as well as procurement
and distribution institutions of multinational firms. Based on these,
the honded commodity display and import trade business of wine,
refrigerated  agricultural products, medical equipment and precision
machine tools so a: to build an integrated lopistics and trading
platform for imports in Shenzhen and South China,

5. Collecting Internal and External Wisdom

Since the end of 2013, the Group has held meetings and
hrainsrorming sessions to listen o the voice of the staff and collect
ideas from them. It led to the formation of a vanety of practical
solutions and plans for legistics compandes, reform and innovation in
port and neework. The plans which have been approved are now in
[ull swing.

The L}rnup alsn hosted rrainings of c-commerce, preject management,
logistics and supply chain management for related personnel, so that
they can expand their hordzens and gain know-how which is benelicial
for professional development,

Under the background of world economic change, the ]ugi.siii:s
companics face teansition from traditional warchousing companies o
the modern logistics enterprises. We shall power ahead with strength
and resilience in the field of new logistics. We hope that under the
leadership of the Group, new concept of logistics can be introduced in
order to harmess our strength and o break new ground for the
industry
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ON TRANSFORMATION AND

UPGRADING OF LOGISTICS ENTERPRISES
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By Xie Zhangsheng (Yantian Port Logistics Co., Ltd )
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The throughput volume of Fantian Port has maintained a high growth
rate since its inception, making it one of the four largest decp-water
ports globally: By end of 2013, its container throughput amounted to
108 million TEW, aceounting for 47.539 per cent ol the Shenzhen's
market share in 2013, Therefore, it has risen to be the largest single
container terminal of the world, As the economic globalizanon
continues o develop, mew technologies and business models are
brought out by the internct information technology rovelution,
logistics industry faces both opportunities and challenges. Mew
technalogies and the precision management methods of the supply
chain are widely used, providing manufacturers and distributons
diversified and specialized services of low-cost and high-efficiency,
guiding the manufacturing industry to foous on its core services and
promoting the optimization of the division of labor within the
commerce industry. The modern logistics system characterized with
new technologies and management models are taking shape. In the
future, the gradual development of the trend of global procurement,
production and distribution along with the accelerated shift of the
international industries and rapid development of the service trade
calls Tor a group of competitive multinational logistics companies
which participate in international division of labor in greater depth,
with the aim to provide convenient and high-efficient logisties
channels with major trading partners and adjacent countries, form an
international logistics center with global influence and o come out

better in the ever more intense international competition.

Based on the target of constructing a modern logistics imduostnal
system and supported by supply chain management, the application
af new technologies as well as the construction of informatizaiton,

logistics companies at Yantian Port will promote the integration of
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Functions and the range of services with regard to traditonal logistic
companies atd accelerate the transformation and upgrading processes
toward modern logistics companies and supply chain management
enterprises, They will also strengthen the efforts o develop such
services with high added walue as logisties linance and order
management so as to promote the extension of the high-end section of

the industry value chain.

The Current Situation of Logistics at Yantian Port

According o the original livour plan, Yantian Port centers itself on
developing  nternational  logistics  industry by accelerating  the
development of such functions as container (ransportation,
transshipment, warchousing and storage, FCL and LCL. Most of the
logistics companies adjacent to the port are lick of competitiveness as
they operate in the form of resources renting and provide only one
pattern of service. They are not the third-parcy logistics companies in
its true sense. The homogeneity competition prevails among logistics
companies in the area, causing low utilization rate of resource
allocation, The lack of cooperation among all the companies leads to
the lack of a leading company and industrial duster with strong
competitiveness, The main function of a port iz the collection and
distribution of cargos, which is also the core competitiveness of
logistics companics. Therefore. they need to define the directions and
aims for development by taking into account the developroent trend
of the port.

Transformation and Upgrading of Logistics Companies

According to the present situation of the companies in the pom area,
thev should make breakthroughs in the following aspects to achieve
transformation and upgrading,

1. We shall promote the building of the consumer-oriented
information platform for supply chain services, The present logistics
information managing system focuses more on the desling of
consumers’ orders, paying little attention te the commencial and
supply chain information among matching service industries. On the
internet, an open and huge plarform, participants can share their
data, information and rmesources and build up a supply chain
information service platform among companies through the cose-loop
of such parts as orders, manufacturing, transaction and logistics, thus

integrating all parts of the sapply chan together to give a one-stop
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service experience to customers. The new supply chain information
services system will provide crossindustrial and  eross-eegional
inteiligent services ta the companics, ':tn:ngthrn the conmection and
information-sharing  among  transportation management  system,
logistics order handling svstem, the thied-party payment platform, E-
port system as well as varicus commaeitics trading platforms, in order
to promote the information sharng among supply chain companices

and enhance the competitiveness of the invl.'lu-su'}r as a whole,

2. We shall develop and apply new technologies. Since logastics s the
outcome of social and econsmic development, modern logistics
manigement needs to develop and atilize more advanced technologies
along with the socal and  economic development. The new
technologies may include the barcode technolegy, RFID, EDM, GPS,
D5 and ITS However, at present, logistics companies still adopt
traditional handling method, leaving preat room for improvement
with regard o the efficiency in the whele handling process of the
cargos and the safety supervision, For instance, companics can reby on
the development and application of new technologies to improve their
service quality and management level in a short time so a5 10 excel
other companies in the market. Logistics companies need to improve
its coding management system by applving such labeling or intelligent
labeling technologics as barcoding and intelligem labeling, promote
the development of such technologies as the Intermet of Things, cloud
computing, bip data and mobtle internet and their application in areas
af the trace of goods, online wansit management, autotuatic
distribution and intelligent distribution.

3, We shall integrate resources to promote innovations in such arcas
as supply chain finance and cross-border e-commercial trade with the
logisties service brands as the leading factor. Companies' strategies will
eenter mare on the forge of brands, To serve this end, companies can
adopt service outsourcing and service management (o make use of
resources during the processes from purchasing o marketing more
efficiently, so that companics can rely less on its own resources and
meet customers’ increasing needs. Under the backpround of the big
data, it requires the application of the sapply chain service
information system o integrate |1n|a.1fn-rm.ﬁ with resources. It serves as
the first step of the concern for user experience and also the
presupposition for the realization of standardized services, Logistics
can reach in-depth unitization with customers other than providing
such simple services as stovage, transportation and loading and
unioading by the construction of supply chain service information
system and the reform of the intelligence and informationization
levels of the system. Logistics companies need to enhance the design
of business modes that bear deeper connection with customers o
provide customers with one-package solutions for supply chain,
including the handling of the flow of CATEDS and capital, What's more,
internet supply chain companies should make 1ta key goal to achieve
productive utilization of customers' cash flow. Among all the
innowative areas in the future, the company which comes out on top
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in the finance area will become the winner of the market.

As Chinese people's income has increased by a large margnn, their
consumption needs are also improved and diversified, which give birth
to cross-horder c-commerce transaction, & new consumption trend, Tt
it known to all that the imports of commaodities need to pay tarff,
added value and consumplion duties and the retail price will be twice
ar even more than twice of the export price for it still need to add the
warchousing and storage cost and benefits allocated o different
distributers, In the era of buving poods directly {rom overseas websites
and purchasing on a commission asis, the one who has an ample and
good supply of goods and favorable prices can stand firm in the
markel. Aleng with the development of the cross-border e-commerce,
the end users will be faced with a market in the form of an internet
that is worldwide e-commerce. The source of poods and marketing
channels, the bottleneck for buying goods directly from overseas
websites and purchasing on a commission basis will no longer exist,
and the core competitive edge to the e-commerce business will be on
the solution of logistics supply chain, manifested in such added-value
aspects as storage management, transnational distribution and supphy
chain finance management. Logistics industry now has 2 close
relationship with c.commerce. The prosperity of the e-commeroe
industry promotes the development of logistics. The lack of matching
logistics services can restrict the development of c-commierce, and vice
versa. In fact, logistics industry has been standing along with the e-
commeree rather than staving behind the latter Logistics companies
that provide qualified, highly-efficient services and  high-gualiey
experience to users will enhance the brand's competitiveness;
otherwise it may ruin a brand, To build cooperation with an excellent
Ingistics company is cracial for brands to open up new markets, The
Future model for logistics companies in the transnational e-commerce
business will be to build up a professional procurement team i local
countrics to provide one-stop logistics services to e-commercial
business partners with the support of supphy chain management, and
Lo provide customers with better services inm such aspects of the
product design, the design and implementation of logistics plan,
information support for supply chain and supply chain finance.

For modern logistics companies faced with intense market
competition and chapgeable market demands, providing customers
with aoptimized wvalue-added services and meeting customers'
sophisticated and personalized needs are crucial for their
development. They can only achiewe growth and prosperity by
upgrading their services continuously, Economic  globalization
promoies the resource allocation to expand from the latitude of a
factory, an area and a country to the latitude of the whole world.
Logistics companies will play a more and more important role in
internatinnal trade and glohal resource allocation by the application
of modern transportation methods and new technologies and the
adoption of fine logistics management and integrated supply chain
information management services which lower the lngistics costs and
improve efficiency As an emerging  industry, logistics will enjov
unprecedented opportunities brought by economic plobalization and
will attract more attention from the world.
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To understand the risk of supply chain finance service, it is necessary
ta grasp the essence of supply chain finance service,

1. What is supply chain finance?

Generally it refers to the bank provides its customers, namely, core
enterprises with financing and cther settlement and financial services,
offering loans ta these customers' suppliers, or paying advance
pavments and  providing inventory financing service for their
distributors. Briefly speaking, it is a financing pattern that the bank
connects core enterprises with their upstream and  downstream
enterprises and r-ﬁ]:n'ng fiexible financial products and services,

Mo matter from the perspective of the bank or enterprises being
serviced, supply chaim finance is a kind of service innovation which is
mainly reflected by its "overall marketing concept”, which s
depending on the core enterprise, the bank provides overall financing
solutions for the whele supply chain including the core enterprise and
its upstream and dewnstream enterprises. Onginally, ander traditional
banking, mainly mortgage loaning, maranteed loaning, and credit
loanang, and many enterprises cannot obtain financing from the bank
due o the lacking of mortgage assets. lacking of guarantor and being
not Jarge and strong enough e get credit loans. This  sendce
innovation binds supply chatn enterprises with the core enterprse,
with their positions in the supply chain, they can obtdin financing
from the bank. from which both supply chain enterprises and the
hank benefit

A present, enterprises can partially substitute banks to do supply
chain finance business

2. Five patterns of supply chain financing

There are many kinds of supply chain finance, from which five
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2.1 Provide financing service for core enterprise's upstream
enterpriscs

2.1.1 Accounts receivable financing

Generally, enterprises mortgage or factor recognized accounts
receivable to the bank and the bank finance small and medium
suppliers by paving consideration. The bank recognizes small and
medium suppliers’ accounts receivable because the ultimate payer of
this account receivable is core enterprises, the return is guaranteed
and the bank wunderstands the background and transaction of both
parties. For example;

4. Communications equipment manufacturer A signs agreement with
[Tuawei, the core enterprise, and sends poods worth [0 million to it;
b. after receiving and accepting the goods, [luswei gives accounts
receivable documents to the hank and confirms that it will pay the
hill in the future; ¢, A applies to the bank for factoring this [0-million
aceounts receivable; d. based on the application, the bank offers funds
to A after deducting commission charge according to a certain lending
rate; e, Huawei pavs the accounts recemvable to the bank directhy in its
asccount period.

2. 1.2 Inventory lnancing

Generally, enterprises finance from the bank with movables, such as
materials, work-in-process and finished goods, in real trade between
eore enterprise and its upstream and downstream enterprises ss the
pledge, During the operation, third-party logistics {3PL} cnterprise
Enters a8 i |'¢gu§amr and the bank, the borrower and the |1‘|gi.51"i{'.1
enterprise sign a tripartite indenture, For example:

a. Small enterprise A, Bank B and 3PL enterprise  signed a tripartite
indenture. A sends findshed gpoods sworth 10 mallion o the warehouse
designated by B under C's regulation; b. after confirming the pledge, B
gves a certain line of credit according to the set pledge rate, say, 70%,
c. C andits the minimum amount, abowe which the pledge can enter
and exit freely, d. A pavs deposit to B when pledge needed is below
the sbowve minimum amount: e B sends bill of lading to A and
instructs C to send cormesponding amount of pledge to customers. £
repulators of C accept the above bill of lading and deliver goods
sccording to B's instruction,

2,13, Owder financing

Based on real business with the core enterprise, supplicrs finance from
the hank by morgaging goods supplying for the core enterprise and
core enterprise’s accounts receivable, It is a combination of accounts
receivable financing and inventory financing mentioned abowe, 1
won't claborate more here,

2.2 Financing pattern of core enterprise’s downstream
distributors

221 lactorv-distritnitor-bank pattern {advance payment by thres
prarties)

Distributors, core enterprise and the bank signed tripartite indenture,
under which the bank provddes directional closed financing for
distriburars, core enterprise delivers goods to distributors secording o
the bank's instruction, and distributors take delivery of the goods,
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Ceenerally, core enerprise’s repurchase commitment is regarded as
jruaranice measurne. For instance:

A, Dhstributor A and automoebile factory B osigns purchase and sale
contract of 20 million yuan, and applies for tripartite advance
pavment financing to Bank C; b C audits B's credit and  signs
repurchase and guality guarantee agreement with B: ¢ © confirms the
ratio by which A pays deposit, say, 30%, acconding to which A pays 6
million vuan as deposit d. © signs acceptance draft with B as the
pavee or pavs B 20 million vuan; e B deliver goods to A and gives
ownership documents, cog. autamobile certibicate to © for regulation;
fowhen A accomplishes selling and needs (o pick up the goods, A
supplements money to O and C gives ownership docaments (o A

202 Factory-distributorwarchouse-bank pattern (advance payment
by four partics)

Compared with the above pattern of advance payment by three
partics, cargo monitoring by logistics enterprises is added, T won't
cover 1t here.

3. How to control the risk of supply chain finance

Supply chain finance 15 different from real estate mortgage loans and
single enterprise loans in that it involves more enterprises, and that
the loaning operation takes longer time, and that movables are hard
to mortgage, et Therefore, risk control is vital Here 1 will give my
understanding of risk control briefly.

3.1 Judge from the industry prospect

Supply chain finance is mostly hased on the trust in core enterprise’s
funds and power, and the recognition of goods liquidity and wvalue,
Therefare, industry should be considered fiesthe [f an industry is in
recession, then its core enterprises are umable o help themselves,
making their commitments hard 1o fulfill; when the price of pledged
goods deops sharphy or hasd to handle, banks will encounter risks of
lacking enterprise deposits and pledges cannot be used ta repay loans,
which will bring about loss. For example, in previous years, stecl price
decreases sharply, and many problems asise in stecl trade financing, as
a result, at present banks in Shenzhen rarchy provide financing service
for stecl business.

3.2 Consider the business relationship between companies in a

supply chain

In some supply chaing, ep., sutomobile mandfacturing, the core
enterprise has a close relationship with its upstream supplier and
downstream distributorn, and the manafacturer manages upstream and
downstream enterprises rather well, then this kind of supply chain s
swmtable for supply chain financing.

I the relationship bevween core enterprise and s upstream and
downstream enterpriscs is purchy market teansacting, or the core
enterprise is extremcly stromg, with its products best selling or
monopalistic, and wnwilling to help enterprises to finance, then it is
not suitable to do supply chain financing

3.3 Choose 3PL companies with good credit, competence and
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standardized manapgement

Ag poods are flowing, choosing 3PL companies with  good
performance, Le, warchouse and logistics companies, can avoid goods
being transferned, warchouse receipt being repeatedly morgaped and
other risks.

3.4 Control transportation risks

Consider whether transporation is accomplished by core enterprise,
or whether the third party carrier has sufficient qualification; whether
transit risks and loss responsibilities are clear; the consignee of bill of
lading or the receiver indicated by consignment note should be the
hank. Choose strong and reputable transporation company can also
prevent goads being stolen and reduce the risk of goods replacement
by transportation companies and loan companies.

3.5 choose suitable pledge
The pledge should have following characteristics:
5.3.1 Clear ownership

It should enable the bank dispose of the goods without other third
party claimang fights. When pledging movables, the pledgor shoald
provide muovalile property ownership certificate, say, added-value tax
invioices, freight invoices, et

4.5.2 Steady price

Commodity whose price fluctuates violently is not suitable o be
pledye, hecause firsthy more work should be done to mark 1o market.
Secondly, it takes time to handle and thirdly, the price is easy to tall
below the puarantesd loan.

3.5.3 Strong liguidity

It showuld be casy for the bank to disponse of and scll. Generally the
pledge is hasic materials, strategic materials, bulk materials, erc,

3.53.4 Easv to store
3.6 Staff risk
It includes twe aspects:

3.6.1 Staff lacks of strong sense of responsibility, leading to megligence
or mistake, like

documents are not fgarously made, mistakes are made in examining
documents and Inspecting goods and so on.

3.6.2 Staff colludes with external personnel, conducting document

fnrgr_ry, repeating p]odgc, embezzlerment and nther i]]cga.'l deeds,

It is difficult to completely prevent staff risk. Generally the risk can be
reduced  through tnternal control  svstem mmprovement, personnel
rotation, moral education, et

In a word, supply chain finance is a relatively new financial service,
and its operation and risk control need to be improved gradually, We
still have a long way to go in this regard,
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