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CHINA' S SHIPPING SECTOR EXPECTED TO CONTINUE

TO GROW IN THE SECOND HALF OF 2017
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By X Wanging Shanghai intarnational Shepping Rirsaarch Cantor
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The first half of 2017 has witnessed China'’s ports in a general upturm
with rising growth mates. Guided by the “Belt and Road” Initiative,
the u‘ulr:t‘l;#'u'_r metworks of the Yangtse River and coastal aréas ane
becoming denser, and the advamtages of inland and coastal water
transport are taking shape. With the domestic demand increasing, the
cargo throughput generated by domestic trade reached a recond high,
the growth rate being 7.7%. which is far above |.4%, the growth rate
of last vear Benefiting from this, in the first half of 2017, China’s
ports handled cargo throughput of 6.25 billion twons, a year-on-vear
rise of 7.5%, up by 5.3% compared with last year It is predicied that
in the second half, with the reoovery of domestic industries and
continual development of consumption market, the transpont demand
for bulk commaodities like coal and oil and industrial products will
remain high. Cargo generated by domestic and foreign trade will rise
but the growth rates may go down. On the whale, the projection
remains optimistic.
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Port companies’ prosperity reached a record high in six years

In Q2 2017, the prosperity index of China's port companies is
120,89, increasing sharply 1o the rather prosperous interval. The
confidence index of China’s port companies is 145.7 1, staving in the
rather prosperous interval, which means that port enterprises had
great confidence in operations. Although their profits were affected by
charging rates decline and operational cost rise, due to the dramatic
increase in throughput and berth use rate, pont companies still have
ol profits with adequate fowing capitals. Corporate finance s
becoming easier, so that assets and debis will continue  dropping.
which will bring rising demand for labor in ports.

In the first half of 2017, sizable ports handled container throughput
of 114.638 million TEUs, growing by 8.8% year-on-vear, a rise of

. 3% compared with last year's growth rate, which is the highest since

< BORWRSEAERTS )

201TSES0 —F 0, of [ O f ol Y B AU 4R B9 120,89
M R ETFEO R AW, o O ks IR
M5. 7108, M TFRRSEM, #oddSEaaetas
. BLRRU OO Ry R, GEE A LT EE O AR ok R AR
i —sEBem, (R R8T HE O ok TR ok B S 00 0 R AR
M, &4 RAWKSKIBELY, Mehttaml-bafl, &
Ak R W meE B, et IR RN, M b shi O
diah e RaHIn.

E2¢@EaOcLRSHECERESE
i 5
] ALY
bl 7 N 14571,
; =

$GeeeaeeaEegedaeeaaeaaaeadaddy
- BOFLESNEE —BOfSE0RE

200THE AR, G [H ML MERL L3 0 5 RO W 7 of B
11463. S TEL, 6 Lo M 48, 5%, M8 240 M W mtke. 34 B
Sra, WER201260 LU B bT . EUAA RN ek R
Kbk, RO EMEIAmME . 1= MB 0 e R T~
HEE RSy R ok B o B 90, eaFI 14 6% ER =R
MOl e e e W e Bk 1 1. o, AT HE AL
PEHIE A D A3, 8% i Sk . KR, KiE
MR R RN, 2.0%, 1 1%, HEFK

2012, Although container throughput rose rapidly, regional difference
is still very obvious. The growth mte of container throughput of
Shanghai Port and Zhoushan Port, Ningbo, which are in the Yangtee
River Delia, was 9.8% and 14.6% respectively; Guangzhou Port in the
Peard River Delta registered an increase of 1 1L9% in container
throughput. Influenced by Guangzhou Port, the growth rate of
Shenzhen was onlv 3.8%, And the growth rates of Qingdao Port,
Tiamjin Port and Dalian Port in the Bohai Rim was 1 8%, 2.2% and
1.19% respectively. Since many export-oriented enterprises gather in
the Yangize River Delta and Pearl River Delta, developed economy of
the hinterlands will stromgly support the ports, generating goods for
them, and throughput of these areas will enjov rapid growth, but
poris of the Bohai Rim will still grow at low rates.

It is estimated that in the second half of 2017, under the plan of
synergistic development of Tianjin-Hebei Poris, ports in the Bohai
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Rim will further eliminate homogencous competition, boost
wnrrglstu' development, enhance competivencss. And  with the
implementation of national strategies like “Xiong'an New Area”,
industrial development will help ports of Hebwed continue to grow.

It is expected that in the second hall of 2017, the recovery of global
economy will remain modest. Although developed economics enjoyed
sounid growth, and emerging cconomics varied in gronwth, the growth
of China's ports will benefit more from infrastructure investment,
consumption and trade of “the Belt and Road™ countries like
Southeast Asia, Judging by the development of “the Belt and Road”™
and global trade, China's ports will keep rising, In the perspective of
domestic situations, as the central government issued plans like the
promotion of 165 major projects for the = 13th Five-vear Mlan”, fixed
asset investment and industrial production are expected 10 keep
sicady growth, with new consumption patterns like e-commerce and
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020 making domestic consumption market continue thriving, it is
expected that in the second hall of 2017, China's port throughput will
continue to grow, no matter generated by foreign trade or by domestie
trade. But since in the same period of last vear the numbers were big,
the growth rate may fall. The overall situation will still be goosd,

China’s shipping sector expected o remain strong in the second
half of 2007

In Q3 2017, the recovery of China’s shipping companies will slow
down. According to China shipping prosperity survey, China shipping
prosperity index in Q3 2017 is expected o be 110.1 1, a drop of 4,37,
remaining in the relatively prosperous interval. And China shipping
confidence index in Q3 2017 is expected to be 124.24, a small rise of
2,59, in the rather prosperous interval, Shipping companies, port
companies and shipping service companies are expected to be all
above the prosperity threshold,
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1. Shipping companics are estimated 1o have stronger confidence

According to China shipping prosperity survey, the Prosperity Index
of Shipping Companies i estimated o be 113.24 in Q3 2017,
remaining in the relatively prosperous interval; the Confidence Index
of Shipping Companies would be 12251, increasing inte the rather
prosperous interval. Entreprencurs are confident in future markets.
The confidence index of dry bulk cargo shipping companies s
expecicd to increase 1o 141,56, 10 the rather prosperous interval, an
unprecedented high. Meanwhile, container compantes would have
better performances, with their prosperity  index expected to be
12023, in the mater prosperous interval.

2. Port companies are estimated o have sound performances
For Chinese port companies, the Prospenity Index in the O3 2007 is

expected o be 10954, in the slightly prosperous interval, which
means their operations would be pood. The Confidence Index is
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estimated to be 1440, in the rather prosperous interval. Entreprencurs
are aptimistic about the future. In the aspect of business indicators,
the throughput and berth use rate would continue increasing in the
next quarter, with abundant working capital, and profits would be
better.

3. Prosperity Index of shipping service companies projected to pick up

For shipping service companies, the Prosperity Index in Q3 2007 is
expected to be 106,53, staying in the slightly prosperous interval. The
Confidence Index is estimated to be 110.77, in the mther prospenis
interval, rising slightly compared with this quarter. Even though it is
difficuli to cut costs, loan delingquencies increase, and it is harder 1
finance, but as business volume and business reservation volume
continue to increase sharply, and charging rates continue 1w grow,
proofits would still be good.
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4. Shipping market may continue o have steady recovery in the
second half of 2017

In Q1 2017, BDI index kept going up and reached 1,300 in March,
However, since (2, BDI index has fallen to below 1000, Opinions
differ over the future trend of shipping market. What's the trend of
shipping market in the second half of 20177 To find out the answer.
China Shipping Prosperity Editing Room of Shanghai International
Shipping Research Center conducted a survev. The results show that
10.71% of the enterprises surveved thought that the general trend
would be good, and freight rtes would rise sharply, higher than last
year: 39.29% belicved that the market would experience temporary
rebound, and continue to recover steadily in the second half of 2017,
with freight rates being the same as last vear 10.71% thought that the
recovery had ended, and the market will see deep depression again in
the second hall of the vear, with freight rates much lower than last
year 39.29% thought that with too many uncontrollable factors, the
future market is difficult to predict.

o
10



IMPACTS OF GUANGDONG-HONG KONG-MACAO
GREATER BAY AREA ON THE INTEGRATION

OF PRD PORTS
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On April 11, Premier Li Kegiang met with Carrie Lam Cheng Yuet-
ngor at Ziguangge of Zhongnanhai. During the meeting, Li Kegiang
said that this year the central government would research on and
formulate the development plan of Guangdong-Hong Kong-Macao
Greater Bay Arca and implement a bond market connect between
mainland and Hong Kong, with the aim of further strengthening the
exchanges and cooperation between mainland and Hong Kong and
injecting new impetus into Hong Kong's development, The central
povernment will, as alwaws, support all the measures that are
beneficial to the prosperity and stability of Hong Kong, two the
complementary and mutual beneficial relationship between mainland
and Hong Kong, and o the maintenance and elevation of Hong
Kong's status as one of the three centers, It means that Guangdong-
Hong Kong-Macao Greater Bay Avea will be the "Xiongan New Area”
of Pearl River Delea.

At the forefront of China's reform and opening up endeavor and as an
important economic engine, Guangdong-Hong Kong-Macao Greater
Bay Arca includes nine cities, namely Guangzhou, Shenzhen, £huhai,
Dongguan, Huizhou, Foshan, Zhongshan, Jiangmen, Zhaoging, and
two SARs, Hong Kong and Macao, It covers an area of 56,000 square
kilometers, with a population of over 60 million people. In 2016, the
GDP of the Greater Bay Area amounted o 9,33 trillion yuan (around
1.3 willion U.S. dollars), among which Hong Kong made up 2,21
trillion vuan, ranking the first, with an annual growth rate of 3.8%,
Guangzhou made up 1.96 willion yuan, ranking the second, with an
annual growth rate of 8.35%, to be followed by Shenzhen, which was
1.95 trillion yuan, a growth rate of 9.0%.

Prominent Features of Guangd.ung-Hnng Kamg—Mal:a.n Greater
Bay Area

From the development of other international bayv areas, it can be seen
that the lavout and construction of ports always goes first, o be
followed by the rational distribution of industry in the whole bay

RO E HE A RES, N Y. &
BIkiE. WHEAEGE, HE UK FERHEN. 8, =
W, FEBSEEEERE. BE. 6. T, kKE
BT eHE, MWHERER A EFE, BT, R,
M. FRFE. BRilgE. BEM. L. SO0, b, SERR1LE,
M TR T X % 4 T, B X i ) R kR
FEdR S, WEl.

F1: 2016FERBEASESEOSHE

A0 M
(5W) | OBTEU) | (BME) | (BTEV)

HiE#E | 25670 1958 25644 2007 EiE

O | 21419 2406 21724 2421 B

MR
I## | 54356 1886 51892 1740 BE\EEAE
A
miEEEE
RS 14534 364 13100 336 BE\REAE
b R ANL
R
HiEE 11779 165 11238 133 5. mik
A 2306 26 2917 26 wanait
T ] G581 318 G056 299 M

FuiE | 6731 136 7325 134 BB

ey AR
T 7923 173 7525 151 P

i 3237 71 2925 70 WIEEEE
i 9.02 B

&it | 161086 7512 154346 7317

TUR
11

F e

area, The construction of Mew York Bay Area (Port of New York and
New Jersey), San Francisco Bay Area (Ports of 5an Francisco and
Long Beach), and Tokve Bay Area (integrated port group of Tokyo,
Oraka, and Kobe) all followed this pattern. Similarly, Guangdong-
Hong Kong-Macao Greater Bay Area (Ports of Hong Kong, Shenzhen,
and Guangzhou) can also be regarded as a result of the trend of
integrative layvout of ports. Compared with other international hay
areas, the Greater Bay Area has following features:

First, it has many ports and the ports are highly homogeneous. Mew
York Bay Area has three ports (New York, Connecticut, and New
levsey), San Francisco Bay Area has three ports (Los Angeles, Long
Beach, and Auckland), and Tokyo Bay Area has six ports (Tokyo,
Yokohama, Kawasaki, Chiba, Kisarazu, and Yokosuka), while
Guangdong-Hong Kong-Macae Greater Bay Arca has eleven ports
(Hong Kong, Macao, Shenzhen, Guangzhouw, Donggoan, Zhubai,
Huizhou, Foshan, Jiangmen, Zhongshan, and Zhaoging). In contrast
with the ports in Tolkyo Bay Area that have different functions, the
ports in Guangdong-Hong Kong-Macao Greater Bav Area are highly
homogenous (See Chart 1),

From Chart 1, it can be seen that Hong Kong, Shenzhen, and
Guangzhou are big ports that can handle over 10 million containers;
Hong Kong. Shenzhen, Guangzhou, Dongguan, and Zhuhai are big
ports that can handle over 100 million tons of cargo; coal constitutes
a relatively large proportion in the cargos handled by Guangzhou,
Dongeuan.  Zhohai, and Huizhow; and  Shenzhen, Guangzhou,
Dongguan, and Huizhou are the main ports that handle
petrochemical and liquid cargos. In comparison, there is clear division
of function among the ports in Tokyo Bay Area. Tokyo and Yokohama
focus on container business; Kawasaki concentrates on crude oil, ore,
and coke business; Chiba mainly handles oil, steel, and petrochemical;
Kisarazu focuses on ship building and repairing: and Yokosuka is a
naval port.

Second, the ports in the Greater Bay Area compete to be an
international shipping center, leading to overlapping construction and
ferce market competition. Currently, Guangzhou shows strongest
interest in  becoming an international shipping center. While
Shenzhen and Hong Kong are ports mainky handling foreign trade
containers, 60% of Guangzhouw's container handling capacity comes
from domestic trade, and its occan-going services are much less than
those of Hong Kong and Shenzhen, only accounting for 20% of that
of Hong Kong and 27% of that of Shenzhen (See Chart 2),

Ar the same time, Guangzhou is the fastest one in building new ports.
The Phase 11 of Nansha Port has been fully operational this vear, and
until the end of 20016, the exoess capacity of the container terminals
im Pearl River Delta reached 13.58 million TEU. According to the
current growth rate of newly increased container generating volume in
Pearl River Delta, which is 3% a year, it will take more than 15 vears
for the Phase 11 of Nansha Port to reach saturation (all the newly
increased container volume goes to the Phase 111 of Nansha Port).
Besides, the construction of the Phase IV of Nansha Port, which was
mapped out in the new port planning, has been launched, and it will
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imcrease the capacity by 4.8 million TELL

Thirdly, compared to other international bay areas, Guangdong-Hong
Kong-Macao Greater Bay Area differs greatly in regulations and laws
(due to the “onc country, two systems” policy). Besides, the
integration level is relatively low; the ports in Hong Kong and Macao
obtain investment from private-owned enterprises while those in
Shenzhen from Hong Kong and directly state-owned enterprises; the
rest of ports in the Pearl River Delta (PRI are invested mainly by
local state-ovwned enterprises and private-owned capital also in favour
of port investment in this region. The ports mainly handle containers
and share the similar cargo catchment area, Consequently, division of
work and function is not clear acoss the ports, The region also
witnesses vicious competition and ovedapping investrent. Al of
these contribute to the lack of interaction among the ports.

Impacts of Guangdong-Hong Kong-Macao Greater Bay Area
Planning on the Development of PRI Ports

Fiestly, the planning advances integration of ports in the PRI region.
The Pearl River Delta is at the forefront of China’s reform and
opening up endeavor. As labor and land costs rise, industries in the
vegion have undergone upgrade and transformation. The plan is o
build the bav arca into a PRI version of “Xiongan Mew Area”, which
is also the 2.0 version of the industrial development of PRI region.
At the same time, the ports also embrace the opportunity of
reconstruction.

Secondly, the establishment of the bay area is conducive to classify
the ports of PRI region based on their levels and functions and thus
o forge an imtegrated whole, To be specific, by consolidation and
sharing of resources, ponts with diverse levels and functions, can act as
an integrated whole to connect with businesses in the bay anea based
on their specific functions and positioning,

Thirdly, the establishment of the bay area will generate a new
eoordinating institution, The existing international bay areas are run
largely in the mode of capital operation, but a coordinating institution
is needed for the development of the Guangdong-Hong Kong-Macao
Greater Bay Area. As an  organization integrating  planning,
imvestment, operation and management, it will involve not only in the
terminals and berths, but also the port traffic network, off-dock
industries, cultivation of shipping market, supply of human resources,
capital market operation and other aspects. Upon the completion of
the port integration, the Guangdong-Hong Kong-Macao Greater Bay
Area will enjoy preater potential than those in San Francisco and
Tokyo.

Envisioned Functions and Roles of Ports in Guangdong-Hong
Kong-Macao Greater Bay Area

l. Hub ports plus international shipping centers. Port of Hong Kong:
mainly provides foreign trade container handling and international
cruise ship services, with its cargo mainly generated from
international tramsshipment and from eastern and western
Guangdong, It will continue to expand its market sharve in the high-
end shipping services like shipping insurance, chartering and so on.
Port of Shenzhen: with its businesses focuses on foreign trade
container handling and international cruise ship services, it will
advance the development of on-dock container mil in Yantian Port,
Manshan Port and Dachan Bay Port. Its cargo catchment areas are
mainky eastern PRD region and areas along Beijing-Kowloon railway
and Guangehou-Meizshou-Shantou raibway. The mission of Shenzhen
Port is to support Hong Kong's development of high-end shipping
services and contribute its share in building the Hong Kong-
Shenzhen-Guangehou shipping center. Port of Guangzhou: with its
businesses focuses on domestic tradeforeign trade container handling
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as well as Ro-Ro services, petrochemicals handling and shipbuilding,
its cargo source is primarily from western PRI region and areas along
Beijing-Guangchou  railway  and  Guangehou-Meizhou-5hantou
railway, It will also support Hong Kong's development of high-end
shipping services and contribute to the establishment of the Hong
Kong-5henzhen-Guangzhou shipping center.

2. Feeder ports plus basic ports. Port of Dongguan: mainly handle
domestic trade containers, intra-Asia foreign trade containers, general
cargo and petrochemicals as well as intra-Asia shipping services for
foreign trade {(to satisfy the demands of Dongguan’s manufacturing
sector), with cargo source largely from Dongguan. Its function is to
support  the development of Hong  Kong-Shenzhen-Guangzhou
shipping center. Port of Zhuhai: mainly handle ore, coal and
petrochemicals as well as domestic trade containers, with cargo source
largely from arcas along Xijiang River. Its function is also to support
the development of Hong Kong-Shenzhen-Guangzhou  shipping
center, Port of Huizhon: mainly handle coal and petrochemical with
cargn catchment area based in eastern PRD region. The three ports
can all be built inte feeder ports plus basic pores, for example, Port of
Dongruan can be cstablished as a hasic port for intra-Asia shipping
services; Port of Zhuhai can be built as a basic port for ore
transshipment; and Port of Huizhou a basic port for coal handling
SCrvices.

3. Supporting ports, Port of Macao, Port of Zhongshan, Port of
Jiangmen, Port of Foshan and Port of Zhaoging mainly serve the role
as supporting ports to handle cargo from the hinterland of Port of
Hong Kong, Port of Shenzhen, Port of Guangzhou, Port of Dongguan
and Port of Zhuhai.

Envisioned Functions and roles of Ports in Guangdong-Hong Kong-
Macao Greater Bay Area are as follows: Port of Hong Kong, Port of
Shenzhen and Port of Guangzhou are at the center of the circle as
other ports revelve around them; Port of Dongguan, Port of Zhuhai
and Port of Jlangmen are at the second laver of circle that receive
benefits from the spillover effect of the three ports at the centre; Port
of Zhongshan, Port of Jiangmen, Port of Foshan and Port of Zhaoging
are at the third laver of circle. They supplement the businesses of
ports at the center and the second laver of circle and facilitate their
development.
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