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INTRODUCTION

Growing wealth, globalization, a decline in export-led manufacturing and
government stimulus measures are all driving shifts in China’s economy and in turn,
the country’s logistics sector. Since China opened its logistics sector in 2006 in line
with WTO, foreign companies have lined up to enter the market. The environment
they entered in the early years was immature relative to that of their own countries
and filled with challenges such as high infrastructure costs, a workforce that didn’t
understand the role of logistics in adding value to a multinational operation, and a
market focused largely on price as a decision driver.

To gain a better reading of China’s logistics climate, the Global Supply Chain Council,
in partnership with FM Logistic, conducted the Warehousing and Transportation
Survey in the spring of 2009. The survey results support what many of the Council’s
community have suggested in their writings, presentations and informal comments:
The logistics sector is aligning rapidly with global standards.

One of our two key findings shows that service quality is now valued more highly
than price. And efficiency, as measured by the cost of logistics as a percentage
of sales, may also be higher than what is commonly believed about the sector in
China. The average of our respondents’ reported costs, about 10%, is much lower
than commonly cited estimates of China logistics costs as a percentage of GDP.
While our sample in this survey is not representative of the China logistics sector as
a whole (an English-language survey is by definition skewed toward international
companies, which likely exhibit more operational efficiency than totally local
entities), this finding points at something potentially dramatic: China’s logistics
sector may in fact be far more efficient than common assumptions hold. This
finding clearly deserves more investigation.
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RESEARCH METHOD

We surveyed the Global Supply Chain Council’s member base and greater
community, and received 125 valid responses. Eliminating incomplete answers from
our analyses, we asked for responses in a variety of formats, from multiple choice
and open-ended responses to rankings on a one-to-five scale. An indication of the
interest of our respondents in this research: 70 of them provided their names and
contact details, in exchange for the full data from the survey.

Nearly half of the valid responses came from supply chain or logistics directors
or managers, with an additional 15% coming from managing directors, general
managers or chief representatives. Survey respondents represented a wide range
of industrial sectors—20% from the logistics services and equipment category, and
11% each from the automotive and retail/distribution sectors. The high tech and
electronics, industrial equipment, electrical and appliances, clothing and textile,
food and beverage, and healthcare sectors were also well represented.

We asked a number of questions aimed at gaining an understanding of the
operating environment, and others aimed at understanding the strategies and
perceptions likely held by leaders in the supply chain sector. The following sections
of the report are arranged accordingly.
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Respondents by Role
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THE OPERATING ENVIRONMENT

The commonly cited figure of logistics costs in China is approximately 18% of GDP,
significantly higher than costs in Europe and North America, which are estimated
to be in the range of 8-10%. Our survey’s finding that logistics costs as a percent of
sales are about 10% is startling; it suggests that China’s logistics climate may have
shifted even more dramatically in recent years than previous research indicates.
Our surveyed companies report efficiency levels comparable to those in Europe or
North America.

Warehouse/distribution center costs represent the largest single logistics cost
for our respondents, several percentage points more than outbound customer
transportation costs. A look into two of the best-represented industry sectors (auto
and retail) reveals that those from the auto sector report ten percent less ‘outbound
customer transportation’ than those from the retail sector report, and substantially
more intra-company transportation costs—reasonable, since an auto-sector entity
is moving greater weight and volume around inside the organization.
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Transportation Mode @A =:

Not surprisingly, trucking is dominant (68%) among the various transportation
modes offered as choices. Factoring out two industry sectors (auto and logistics
services/equipment providers — together nearly one third of our total respondents),
trucking becomes even more dominant (75%), while ship declines to less than 10%.
Auto sector respondents indicate that more than 50% of their transport is by ship
(by far the largest ship users by sector), no doubt reflecting not only the volume of
export-oriented production in the sector, but a vehicle’s weight, which eliminates
air transport as a viable option. Logistics services and equipment providers indicate
a heavier use not only of ship (25%), but also of air transport (21%), likely reflecting
the export-oriented nature of their sector.
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Distances Covered to Deliver Goods i %:

As with transport mode, the auto sector stands out in terms of distances covered
to deliver goods, with a substantially higher percentage of long-distance transport,
no doubt reflecting that auto manufacturing is concentrated in fewer but larger
manufacturing centers, while other sectors source and deliver from a much larger
number of manufacturers, more widely dispersed and therefore closer to end
users.
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in the Coming Two Years

R A 4 4 SR I

Better performance (cost, speed, quality) in existing network

TEIA W28 SR FEUF ISR OfeAs, %, s rso)
41% Nationwide network 4= [E78 75 2\ M 4%

28% Expanding beyond Tier Il and Tier Il cities [ — =3l i #h 5K

Bypassing wholesalers and distributors—going direct to retail points
St AN T LT 1) R i
21% Reducing the number of contractors (such as 3PLs) J&/bA&MR Cinsh =57 Wi)

21%

Other HAt

6 supplychains.com



STRATEGIES & PERCEPTIONS & B&#n /8%

To get a sense of where China’s logistics industry is headed, it’s important to
understand what industry players think about their current situation, and what they
plan to do about it in the future.

When asked about their China expansion strategies in the next two years, our
respondents leaned strongly towards the development of a nationwide network
(41%) - see "Distribution Strategies" chart on page 6. Only 28% indicated a
desire to ‘expand beyond tier two and tier three cities,’ indicating that companies
represented feel they can achieve sufficient nationwide coverage without having a
presence in every single town. The desire to develop a nationwide network was no
more or less popular with the supply chain/logistics directors and managers than it
was with our respondents overall, but these directors/managers who also manage
a smaller total warehouse footprint in China were more likely to choose ‘nationwide
network’.

Nearly two thirds of all the individuals responding indicate that they seek better
performance in their existing network, but only 21% of total respondents selected
‘reducing the number of contractors’ or ‘bypassing wholesalers and distributors’
as strategic goals. We may assume then that while our respondents are aiming at
improved performance, 3PLs, wholesalers and distributors can breathe easy—their
services are still viewed as necessary.
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Top 5
Warehouse

[Locations

Shanghai
Nearby Suzhou
Beijing
Guangzhou
Shenzhen

Desired Locations for Warehousing/DC 8 £ i ith/ e i ch b B 4%

We've long known that Shanghai is a focal point for such facilities. A full two thirds
of the respondents say that that they use or plan to use warehousing or DC facilities
in Shanghai, and another 21% indicate nearby Suzhou (no doubt in part because
of the geographical location of the Council’s mainland China office). Beijing and
Guangzhou were chosen by 35% each, while Tianjin and Shenzhen were chosen by
27% and 23%, respectively. One interesting result: as many people said Chengdu
(23%) as they did Shenzhen, another indication of Chengdu’s growth as a regional
center rivaling Chongqing, which was chosen by only 10%.

‘Space utilization,” ‘lack of scalability/flexibility’ and ‘waste management and
environment’ are seen as key weaknesses in facilities in China. ‘Security and
safety’, ‘area for truck movement,” ‘number of loading doors’ and ‘clear height of
the building’ are seen as relatively less weak. Since ‘safety and security’ ranked
higher than even ‘price’, and second only to ‘service quality’, in our question about
what decision-makers value most in selecting a 3PL, it seems that, while safety and
security is of high importance, our respondents don’t see a major issue with it in
the current environment—a surprise to us given the horror stories we often hear
about the safety/security risks in the environment.
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Satisfaction with Existing Service Providers 3R EREFHE B AIERHEE:

Three fourths of our respondents say that they are at least satisfied with their
current 3PL. Particularly interesting: one in three of those dissatisfied manage less
than 5,000 square meters of warehouse space, compared with one in five of those
managing 5,000 square meters of warehouse space or more. And only four of the
supply chain/logistics directors/managers report dissatisfaction. Professional focus
and responsibility seems to drive ability to select and manage 3PLs successfully—
dedicated directors and managers in the supply chain/logistics field, or those
responsible for large warehouse footprints, seem less likely to face issues.

What’s more, two thirds of those who are dissatisfied say that ‘service quality and
professionalism’ is the cause of their dissatisfaction, with ‘price’ and ‘inability to
adapt’ far behind (about 40%) as reasons for dissatisfaction. ‘Price’ wasn’t even
a clear second choice. One explanation is that customers negotiate for low-end
prices but then expect high-end services, but the dramatic gap our survey reveals
is consistent with developments in the service sector economy overall: service
providers who remain focused on price are lagging market expectations—and
market opportunity. Moreover, 100% of those who report dissatisfaction and
manage a larger warehouse footprint indicate that service quality is the primary
cause of dissatisfaction, and all of the dissatisfied supply chain/logistics directors
and managers indicate service quality as a primary reason.
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Criteria Used to Choose a Logistics
Service Provider
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SUMMARY &%

Two findings stand out from among many other interesting ones:

- Service quality, compared to price, is substantially more important among
decision-makers;

- The industry may well have achieved a level of efficiency, and therefore value such
efficiency, much higher than commonly believed.

These findings are yet another indication that the China-specific logistics sector is
globalizing, and therefore expecting increasingly global standards of service quality
and efficiency. We believe that 3PLs and other service providers therefore have
a window of opportunity to shift their focus to such quality and efficiency, and
not just attempt to compete on price. We also infer from the results that service
providers who are willing to perform at global standards need not fear that they’ll
be marginalized. On the contrary, decision-makers indicate that their expansion
plans do not include bringing logistics in-house or cutting back on the number
of suppliers they use. Bottom-line: service providers who are able to offer global
standards of performance have a bright future in China.
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FM Logistic

3 West Guangzhou Road, Taicang EDZ, Jiangsu Province
Tel: +86 (512) 8889 8666

Fax: +86 (512) 8889 8604

www.fmlogistic.com

Global Supply Chain Council

Unit A, 10F, Block 2, 543 Xin Hua Rd., Shanghai
Tel: +86 (21)

Fax: +86 (21) 6091 1054

Email: info@suppylchains.com
www.supplychains.com

FM LOGISTIC is a leading European based logistics company providing a high
standard of warehousing, distribution and transport services in high growth
markets such as Central and Eastern Europe, through the company’s own network.
With a long term commitment to China, since 2004 FM has been investing in
a domestic logistics network to support the needs of major multinational fast
moving consumer goods companies. This network already includes three large
high grade warehousing platforms and a regional transport hub network.
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The Global Supply Chain Council is an industry association headquartered in China, with the mission of driving supply
chain excellence through information, events and benchmarking of best practices across industries. The Council
publishes both CHaINA Magazine and a Vendors’ Directory and reaches a community of over 65,000 supply chain
professionals in China, India and Vietnam.

VTR The Global Supply Chain Councilft: —MPlbiss, M HIBAE I, LABIUIENBE R 7 Ay, BROLRIEqs I,
Pl (L, S BRER S RABE. P HRCHaINA R RN H %, S U S0, B 65000
SR




