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editor’s view

Adidas’s woes in India
In India Supply Chain Asia is blessed with a
number of excellent correspondents across the
nation, who impart to our readers many of the
best logistics stories around. India is a tough
nation to crack, its regulations and infrastructure
pose unique challenges – and yet it is a market
that promises so much. Much of what we write
about in these pages is centred on supply chain
visibility and collaboration. In India, there has
been one major breaking story that highlights
some of the difficulties of operating there if the
model chosen to break the market is not entirely
secure and visible.
The year 2012 should be a banner year for
German sportswear giant Adidas, what with the
Euro 2012 football championship and the London
Olympics just around the corner. However,
the conglomerate has become embroiled in a
disastrous situation in India.
After discovering some “commercial
irregularities” in the Indian segment of subsidiary
Reebok, Adidas is talking about shuttering up to
300 Reebok stores in India. These irregularities
have slashed €125m from Adidas’s global
profits so far.
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Adidas will do away with its ‘minimum
guarantee model’, which paid franchisees a
guaranteed sum irrespective of their financial
performance.
However, the company has been withdrawing
this unprofitable model, and is opting for cashand-carry, where the stock is sold to franchisees
without taking back unsold inventory. Under this
model, the firm paid franchisees a guaranteed
sum irrespective of their financial performance.
The franchisee model running for the last few
years was not right. This was partially because
some stores were picked up on very high rents.
Local reports towards the end of May suggest
the entire supply chain for Reebok India has
come to a halt, due to non-payment of dues from
the company to franchisees and distributors and
in return they are refusing to supply fresh stocks.
A nasty standoff has occurred.
Meanwhile, Adidas Group has called on the
Indian authorities to launch a criminal probe into
the commercial irregularities at Reebok India.
The Reebok saga is yet another example for
logisticians to decry a lack of visibility in the
supply chain.
How best to operate in India is something our
correspondents will continue to tell readers in the
forthcoming issues of this magazine.
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president’s Message

Fulsome forum
Supply Chain Asia will be hosting our 8th
annual Forum from 28-30 August 2012 at
the Grand Copthorne Waterfront Hotel in
Singapore this year.
Looking back at our first event held in
Bangkok in March 2006, we have come
some way in achieving our own style of
connecting the logistics and supply chain
community through open sharing and
discussion.
This year’s event will feature some

focused discussions:
– Innovation Forum. This session is
specially designed for companies
to share innovative processes and
solutions and the challenges involved
in adopting such solutions. We plan
to assemble up to four companies for
this session.
– Shippers Dialogue. The Shippers
Dialogue is created as a platform
for manufacturers and cargo owners
to share their personal challenges,
expectations and needs involved in
managing supply chain and logistics
in Asia.
– Leadership Roundtable. A panel of
senior supply chain and logistics
executives will come together and
explore issues and opportunities
affecting service providers, shippers
and supporting vendors in the industry
in Asia over the next 12-18 months.
The leadership roundtable will provide
a rare glimpse into the strategic

mindset of supply chain movers and
shakers in Asia.
In August, we plan to announce the
formation of a formal structure in Supply
Chain Asia and turn ourselves into a
professional body to serve the industry needs
here in Asia. Several other initiatives relating
to Talents Development and Knowledge
Expansion will also be launched during the
Supply Chain Asia Forum 2012.
We look forward to welcome many of
our community members back to Singapore
from 28-30 August. You can find out more
about the event at www.supplychainasia.org/
events/scaf2012.

Paul Lim
Founder/President, Supply Chain Asia

Executive Committee Members
Advisory Council
Dr Mohd Amin Kassim, Dy MD, Century Logistics
Mr Mahendra Agarwal, MD & CEO, GATI
Mr Vijay Anand, Oracle, Senior Director, Oracle
Mr Jeff Baum, SVP, Manhattan Associates
Mr Neeraj Bhargava, Regional Logistics Procurement
Director, Johnson & Johnson Asia Pacific
Mr Vittorio Favati, Independent
Mr Allen Fukada, Vice President, Commercial Development,
Asia Pacific, DHL Supply Chain
Mr Mike Gildea, CEO, SEA, Agility Logistics
Mr Raymond Heman, Head of Procurement, Asia Pacific,
Eastman Chemical
Mr Torbjorn Karlsson, Managing Partner,
Heidrick & Struggles
Mr Richard Loretto, Executive Director, Commercial &
Supply Chain, AVON
Mr Tony Lugg, Vice Chairman, TAPA Asia
Dr PN Mukherjee, Director, Vivekanand Education Society’s
Institute of Management & Research (VESIMSR)
Mr Peter O’ Brien, Head, Asia Pacific Supply Chain
Practice, Russell Reynolds Associates
Mr Frank Paul, MD, Commercial, SC Asia Publications
Mr Michael Proffitt, Strategic Advisor & Consultant
Mr Vivek Sood, MD, Global Supply Chain Group
Executive Committees
Infrastructure, Real Estate & Ports
Mr Vijay Anand, Oracle
Mr Pelham Higgins, Macquarie Goodman Japan
Logistics Fund
Mr James Sung, Director, Business Development, Mapletree
Logistics Investment Trust
Mr Benny Woenardi, Cikarang Dry Port

Mr Abhishek Rao, Independent
Technology, Equipment & Solutions
Mr Xavier Perello Pairada, SSI Schaefer
Mr Pari Annamalai, JDA Software
Mr Darren Lo, Softwise
Transportation & Networks
Mr Kam Poh Yuen, Oracle
Mr Travis Wong, Baker Hughes
Mr Durairaj Veeraiyah, BASF
Mr Raymitra Bhundhoombhoad, Leo Links
Mr Zuhaimi Mohd Nor, Western Digital
Security & Compliance
Mr Tony Lugg, Vice Chairman, TAPA Asia
Ms Rosalind Lim, CEO, Dyzle Asia Pacific
Talent & Leadership Development
Mr Darryl Judd, Logistics Executive
Mr Torbjorn Karlsson, Heidrick & Struggles
Mr Nigel Moore, Logistics Executive
Mr Neil Morrison, Stones International
Mr Peter O’Brien, Russell Reynolds
Research & Innovation
Professor Mark Goh, The Logistics Institute Asia Pacific
Mr Shawn Tay, Hewlett Packard
Dr Balan Sundarakani, University of Wollongong in Dubai
Materials Management, Manufacturing & Procurement
Mr K H Goh, Analog Devices
Mr Raymond Heman, Eastman Chemical
Mr Ian Manning, National Starch

Mr Sharuddin Razie, Western Digital
Mr Raymond Tan, Spansion
Young Professionals Advisors
Mr Akash Agarwal, GATI
Mr Ang Tian Teck, StickySpy
Mr Peter Chiong, Harley-Davidson
Mr K H Goh, Analog Devices
Mr Koh Jin Kiat, Harley-Davidson
Ms Christine Lee, DHL
Mr Travis Wong, Baker Hughes
Mr Shawn Tay, Hewlett Packard
Mr Caleb Tan, Lenovo
Academy @ SCA Board
Professor Mark Goh, NUS
Mr Koh Jin Kiat, Harley-Davidson
Mr Raymond Heman, Eastman Chemical
Mr Peter Chiong, Harley-Davidson
Ms Christine Lee, DHL
Mr K H Goh, Analog Devices
Mr Travis Wong, Baker Hughes
Mr Y Y Leow, Crocs Asia
Country Partners
Mr Nayeem Hossain, Bangladesh Supply Chain
Council (Bangladesh)
Mr Sanjay Goel, GTC Corporation (India)
Mr Darren Lo, Softwise (Malaysia)
Mr Shiekh Abdul Hai, Abdullah Fouad (Saudi Arabia)
Mr Peter Barbut, AITT (Sri Lanka)
Mr Philip Tsou, GLCT (Taiwan)
Ms Quyen Nguyen, Vietnam Supply Chain
Community (Vietnam)

Supply Chain Asia Magazine (MICA (P) 062/02/2012) is published by SC Asia Publications, a partner of the Supply Chain Asia industry community. All rights reserved. No part of the publication
may be reproduced without prior permission from the publisher. For subscription and other enquiries, please visit www.supplychainknowledge.asia
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When Teamwork Counts
Collaborative, Just-in-Time
Problem-Solving

Visit: www.worldcourier.com

A Shanghai-based Tier 1 automotive supplier in grave need of 125
kilos of components from a Méxican plant turned to World Courier for
an eleventh-hour solution. Within an hour of the call, a special courier visa was being arranged in México, stand-by couriers had been
contacted, back-up routings designed and alternate flights booked
in case of cancellations. After verifying that the parts were in stock,
the driver departed México City for the lengthy 200-kilometer drive
and pick-up. From México, the courier flew to Los Angeles where the
parts were re-packed in transit to meet differing airline baggage allowances, then on to Hong Kong and Shanghai. The client’s service
level expectation was 60 hours. World Courier delivered in just 36.
Teamwork at its best.

developments

Global supply chains still at risk: Marsh
White paper launched as automotive
sector grapples with another key
component shortage
Despite a number of wake-up calls from
last year’s catastrophic events, many
organisations still lack complete visibility
into their supply chains and remain
vulnerable to the next disaster, according
to a new whitepaper published in mid-April
by insurance giant Marsh.
Many risk managers are also still not
adequately familiar with the tools that are
available to help them mitigate their supply
chain risk and improve resiliency, including
insurance options, Marsh said in the report,
Supply Chain Resiliency: How Prepared Is
Your Organization?
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Last year’s devastating earthquake,
tsunami, and nuclear event in Japan and
devastating floods in Thailand resulted
in significant business interruption losses
due to the impact these events had on key
suppliers. Companies in the electronics,
semiconductor, automotive, and many
other sectors were affected with many not
yet completely recovered from these and
other events.
“Even after repeated warnings about
the fragility of supply chains, too many
organisations continue to focus on efficiency at the expense of resiliency in the
end-to-end design of their supply chains,”
said Gary Lynch, Global Leader of Marsh
Risk Consulting’s Supply Chain Risk and
Resiliency Solutions Practice, and one of
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every
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chain
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This fire in Germany on March 31 has
sent the world’s automakers scurrying for
alternative sources of resin

the authors of the report. “Many organisations also continue to suffer from a lack
of collaboration between business leaders
and risk managers, adding unnecessary
complexity and sophistication to supply
chains.”
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Trackside
China’s timetable for intermodal
rail needs to speed up, argues
Jason Jiang
Government statistics out this April show
that logistics still account for 18% of all of
China’s GDP, a very high figure, more than
twice the costs in the US, for instance.
This is in no small part down to the
preponderance of trucking over rail.
Rail is by common consent the most
efficient mode to shift containers from
ports, and yet the levels of rail usage vary
massively around the world.
Rail is more environmentally friendly
than roads, and leads to guaranteed delivery
times, where as roads are often the victims
of congestion and trucking is expensive.
China is the world’s most important

from end
to end.
and deliver on
time every day...

centre of containerisation. For China,
estimates suggest just one in ten boxes
arriving or exiting its shores is moved
on rail, as opposed to 40% in the US.
Admittedly this is an improvement over
five years ago by around three percentage
points, but it is not enough, especially as
demographics ensure a huge sea change
in the geography of China’s manufacturing
zones as factories are increasingly moving
west.
Historically the increasingly huge
demand in passenger railway transport
has always taken priority in China’s rail
development and this has brought around
acute shortages in freight rail capacity as
well as congestion on China’s highways.
“China Rail is severely short on
capacity. Consequently priority is given
to transportation of natural resources
and passengers. Commercial freight by
rail is growing in demand, but supply

That’s
about it.
In a nutshell.

is constrained. Inland China export
manufacturing only really began for the
last few years. As a result, the container
infrastructure, such as depots and wagons,
is not quite in place and is trying to catch
up,” says Peter Tan, marketing director for
APL Logistics in north Asia.
“Having high speed rail is expected to
significantly increase capacity - many key
OD pairs are dual tracked and higher speed
hence more turns. This will be beneficial
to inland shippers who are time sensitive
and have larger shipping volumes,” Tan
continues, adding, “Trucking is expensive
and has reliability issues.”
Beijing has committed to grow rail
container volume from 3.2m teu to 10m
teu. To fulfill this growth the Ministry Of
Railways (MOR) decided to construct 18
rail container logistics centres at strategic
locations across China, nine of which are
now operational.

Not a weak
link in the
chain
These are the faces of
UTi. They represent just a
few of the thousands of
professionals in over 60
countries, in every major
market and industry
vertical, delivering client
centric supply chain
services and solutions
to our clients. Our
people collaborate with
our clients to deliver
value to their businesses,
competitive advantage to
their supply chains, and
the assurance they need,
knowing that on our team,
there’s never a weak link.
To find out more visit us at
go2uti.com.
May/June 2012 Supply Chain Asia
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Cathay
mothballing
by Jason Jiang in Dalian
Cathay Pacific decided in April
to park one of its older freighters
due to rising high fuel prices
and a gloomy market outlook.
“Fuel prices remain at
crippling highs and our cargo
business still shows no sign
of any sustained pick-up, the
recent turmoil in the euro zone
reinforces the fact that the
world is still balancing on a
knife edge,” Cathay Pacific
chief executive John Slosar said
in a newsletter.
The B747 freighter is
currently under maintenance
in Xiamen and will probably be
parked in California, director of
cargo Nick Rhodes said.
In March, the Hong Kongbased airline reported a 61%
decline in net profit for 2011
due to rising fuel costs as
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well as softer demand for its
freight services, and expects
continued weakness for its
cargo operations in 2012. For
last year, Cathay Pacific’s fuel
costs, which accounted for
over 40% of its total operating
costs, rose 38% to HK$38.9bn
(US$) from HK$28.28bn in
2010.
Cathay Pacific reported a
10% drop in cargo operations
for March and has predicted
even worse cargo volume for
April.
Cathay Pacific has a total
of ten 747-8 freighters on
order and the first aircraft was
delivered in November last
year.

also known as Visakhapatnam,
a major port city on the south
east coast of India to Dubai
with immediate connections to
Europe and the US from June
this year.
Vizag is one of India’s main
fishing ports and also contains
a Special Economic Zone.
Depending upon potential
cargo volumes, NAKI Air
is ready to operate two to
three freighter services from
Vizag to Dubai. NAKI Air has
indicated that it will carry
pharmaceutical products, sea
food, fresh vegetables and
fruits, automobile products and
other export items from the port
city.

Vizag link

Ningxia
airline launch

NAKI Air Cargo, a full-service
charter cargo provider based in
the US and Dubai, is going to
offer freight services from Vizag,

The Civil Aviation Administration
of China (CAAC) is expected
to give approval to the
establishment of Ningxia Cargo
Airlines, the first air cargo
carrier based in West China.
Ningxia Cargo Airlines has a
registered capital of RMB120m.
Shanghai Chongda International
Freight Co, which holds 40%
of the equity, is the major
stakeholder. Shan’xi Tongyang
Investment Management,
Shan’xi Xiangyu Logistics Co,
Xi’an Huijie Logistics Co, and
Shan’xi International Air Freight
hold 25%, 20%, 10% and 5%
respectively.
The new cargo carrier is
expected to use B737 and 747
freighters and it plans to use
pilots and MRO professionals
from Turkish Orex Orbit Express
Airlines.
Ningxia Cargo Airlines will

be based in Yinchuan Hedong
Airport. The airport handled
237,000 tons of cargo in 2011,
a growth of 16.7%.

Chongqing
Down Under
Chongqing’s booming IT sector
and growing automotive sector
has brought the city great
attentions from international
cargo carriers, On April 20,
Qantas Freight launched a
weekly cargo service which will
link the metropolis with the US
and Australia to provide easy
access to its burgeoning laptop
industry.
“It is the fourteenth
international regular cargo
airline opened by Chongqing
Airport, and the first freight
route in Mid-west China to be
linked with Australia,” said
an official from Chongqing
Airport.
“This service also
strengthens Qantas Freight
Enterprises’ freighter program
by improving aircraft utilisation
and adding network reach
across mainland China,” Qantas
Freight Enterprises Executive
Manager Lisa Brock said in a
statement.
“With the addition of
Chongqing, Qantas Freight
Enterprises will market freight
capacity to nine ports in
mainland China, including
Shanghai, Guilin, Haikou,
Hangzhou, Ningbo, Shantou,
Guangzhou and Beijing,” Brock
added.
International air freight
volumes at Chongqing are likely
to exceed 100,000 tonnes this
year.

maritime

KPIs for
container
shipping
Drewry Maritime Research
and CargoSmart Limited have
entered into a cooperation
agreement that will introduce
a wider range of container Key
Performance Indicators (KPIs)
to help importers and exporters
benchmark their carriers’
service levels.
Drewry will incorporate
the additional KPIs into a new
quarterly report, the details of
which will be announced later
this month.
“The new container KPIs
will add value as they will
measure performance at
the box-level, which is more
important for shippers than
at the ship-level,” said Philip
Damas, director at Drewry.
  “Measuring KPIs is critical
for shippers to optimise their
business operations,” said
Kim Le, director of CargoSmart
North America.
The new KPIs will monitor
not only the performance
of the physical port-to-port
shipping operation, but also
the performance of commercial
processes, as well as regional
inland transport performance
and port dwell times.
Drewry was the first
company to introduce, in 2006,
independent schedule reliability
KPIs and spot container freight
rate benchmarks. Six years on,
Drewry intends to bring more
transparency, accountability
and comparability in other key
aspects of container carrier
performance, through its
partnership with CargoSmart,
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providing like-for-like, regular
assessments of carrier industry
performance and quality over
time.
“Drewry’s reporting over
recent years has indicated
that only 60% to 70% of
containership sailings arrived
on time, with carriers only
recently deciding to provide a
guaranteed standard of service
with compensations for delays,”
Damas commented. “In a
service industry, we believe
that it is important that buyers
know what standards of service
and performance they can
expect from the carrier industry
– whether good or bad - and
what it means in terms of valuefor-money and the cost of failed
performance.”
Many large importers and
exporters today already measure
various performance metrics for
the carriers they use. The new
industry KPIs provided by Drewry
and supported by CargoSmart
will provide a comparative,
standard assessment of the
performance of the carrier
industry as a whole and of
carriers unknown to shippers,
which is not otherwise available
even to large shippers.

Drewry will disclose
information on the new
industry KPIs soon, once the
first phase of analysis has been
completed.

Prepare now
for 22,000 teu
ships
The remarkable supersizing of
container shipping in the past
decade has presented plenty
of infrastructural problems
for terminal operators and
these are only likely to grow,
delegates attending the recent
TOC Asia in Hong Kong were
told.
Supply Chain Asia has seen
a model and blueprint for a
22,000 teu ship developed in
Korea, and now APM Terminals
are planning their ports with
this ship type in mind.
APMT’s crane & engineering
services’ managing director,
Halfdan Ross said: “While none
have been ordered yet, studies
have been completed on the
feasibility of constructing

APM Terminals is readying for ever larger vessels

containerships with a 22,000
teu capacity so planning for
crane and other infrastructure
support to accommodate such
vessels and their container
volumes is a very necessary
exercise for any major hub port”.
As of February 1 there were
153 containerships on order
with capacities in excess of
10,000 teu, including 20
of the 18,000 teu capacity
EEE class vessels ordered by
Maersk Line, the first of which
is expected for delivery next
year. There are currently 121
vessels of 10,000 teu capacity
and above in service.
“There are issues of
structural stiffness, weight,
v is ibility and wi nd l oad
which all must be taken into
account with cranes of such
dimensions, along with the
question of upgrading existing
equipment or installing new
cranes entirely” explained
Ross.
“The point is that ultralarge vessels are already in
service, and even larger vessels
will follow, and so the time to
prepare the necessary terminal
and quay infrastructure is now,”
concluded Ross.

supply chain

Vietnamese
checklist to
become more
competitive
A seminar in Ho Chi
Minh City studies what
the nation needs to do
supply chain-wise
Officials at a seminar in Ho
Chi Minh City last month
underscored the urgent need
for supply chain development
in several sectors, including
electronics, textiles and
garments, electronics, leather
shoes, and automobile and
motorbike manufacturing.
At the seminar organised
by the Ministry of Industry
and Trade (MoIT) and the
Multilateral Trade Assistance
Project III, Le Trieu Dung,
deputy director general of the
MoIT’s Multilateral Trade Policy
Department, said there was
a need to improve the supply
chain to increase added value
for major export industries as the
nation steps up to truly become
the alternative manufacturing
destination to China.
Having a better supply chain
would also help negotiations
in the upcoming free trade
agreement (FTA) talks between
Vietnam and the EU. It would
also be important for the FTAs
already signed with China,
Korea, Japan, New Zealand
and India.
Truong Thi Chi Binh,
direc t o r o f I n s t i t u t e f o r
Industry Policy and Strategy’s
Supporting Industry Enterprise
Development Centre, said
a good supply chain was
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especially needed in the auto
and motorbike sector because
it had seen more added value
than other sectors.
“In the manufacturing
sector, 90-95% of added value is
from the supply chain (including
raw materials, research, design
and manufacturing), and the
support industry. Assembly for
finished products only accounts
for 5-10% in the value chain.”
When Vietnamese
businesses supply products to
a multinational corporation,
these products will enter into a
global supply chain.
“However, to meet the
demands of multinational
corporations, Vietnamese
enterprises are advised that
supply be based not only on
price and quality but also
production capacity in a long
term,” she said.
Support industries are
critically important for Vietnam
to participate in the global value
chain. Like developed countries
such as the US, Germany
and Japan, Vietnam needs to
develop an automobile sector
that can generate increased
value added throughout the
supply chain.
The supply chain in the
manufacturing sector remains
weak, partly caused by heavily
reliance on foreign imports of
raw materials. For instance,
the rate of local raw materials
in the manufacturing sector is
only about 10%.
Every month, about 5,000
units of Innova automobiles are
produced in Indonesia, but only
1,300 are made in Vietnam.
The price of Indonesia-sourced
Innova automobiles is $4,000
less than that in Vietnam.
Vietnam imports more raw

materials from Asean countries
than Indonesia, plus there is a
higher logistics fee and tax in
Vietnam, increasing the sale
price. This has lowered the
competitiveness of the local
automobile sector.
Vietnam was urged to learn
from experiences in Thailand
and Malaysia in developing the
auto and electronics sector.
For instance, Thailand offers
preferential policies for locally
sourced component production,
while Malaysia develops zones
for electronic components
production.
The Vietnamese government
also should pay more attention
to attracting foreign-invested
small- and medium-sized
enterprises to meet the demand
for local supply.
The government also needs
to offer financial preferential
treatment to help the
development of the support
industry.
Dang Phuong Dung, general
secretary of Vietnam Textile and
Apparel Association, said the
textile and garment sector faced
heavy dependence on imported
raw materials.

Machines, chemical
substances and dye are also
mostly imported, leading to
a supply chain that is not
effective. There is also a lack
of linkages in the distribution
and retail network.
Currently, Vietnam needs
about 400,000 tonnes of cotton
every year, but domestic supply
can meet only 3,000 tonnes of
demand.
“Even though export
turnover is high, added value
would be small if there is not
an effective supply chain,” she
noted.
Dung suggested that the
government could boost export
turnover by providing financial
support for a raw materials
trading centre and more help
to the support industry.
Nguyen Thi Tong, vice
chairwoman and general
secretary of Vietnam Leather
and Footwear Association,
said an improved supply chain
would allow companies to deal
with challenges related to
production, suppliers, retail,
inventory, sales, product check
and delivery and warehouse
operation, among others.

We will find the ideal storage solutions for you
Efficient space utilisation using the right storage solutions can
effectively increase pallet capacity by up to 100%! Contact us,
we will show you how to compress your storage with a costeffective and efficient storage system.

SSI SCHAEFER · regionalmktg@ssi-schaefer.sg · www.ssi-schaefer-asia.com

Container Shipping

Carrier
discipline helped
force through
a number of
surprisingly
solid rate
increases for the
liners in the first
four months of
2012. Now the
age old spectre
of greed looms
to ruin their hard
work, writes Sam
Chambers

Steady as she goes

R

ecent regular rate rises have surprised many given how
hugely bloated the container shipping sector is. However
impressive the increases might have been, analysts are
universal in their caution on the outlook. The volatility the industry
is suffering from is unprecedented.
In quick review, as the world economy hurtled towards the
abyss, container shipping made record profits in 2007, yet in
2009 it suffered its greatest losses ever. This, in turn, was sharply
– and bizarrely – turned around in dramatic fashion in 2010 when
liners managed record profits via clever limited fleet deployment.
Nevertheless, the ongoing rush of giant newbuilds coming out
of shipyards in Korea and China contributed to last year’s poor
performance, another massive swing into the red with Drewry
Shipping Consultants estimating liners lost $5.2bn collectively last
year, while Alphaliner was even more pessimistic, saying the sector
shed $6.3bn last year, with just four of top 22 lines managing to
stay in the black.
Successive rate rises have fuelled guarded optimism. Average
rates from China have jumped 36% in the first three and a
half months of this year, the fastest increase since the China
Containerized Freight Index was established in 1998, according
to HSBC.
Average global container rates will rise 9.8% this year overall
after dropping 16% in 2011, according to Nomura Holdings.
This has seen more and more ships cease idling and the active
capacity of the global fleet towards the end of April hit a record
high of 15m slots.
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After a rise from a low of 0.5% in June 2011 to a peak of
5.8% in mid-March, the idle fleet is shrinking again. The idle
containership fleet has dropped sharply from 913,000 teu in
mid-March to 723,000 teu as of 9 April.
Sixty-two new containerships have been delivered so far in
2012, representing a total capacity of 455,000 teu. Of these
new ships, 23 are larger than 10,000 teu. This capacity increase
has been partly mitigated by increased scrapping of older
tonnage, with 55 ships (93,500 teu) sent for demolition so far
this year. Alphaliner believes that as much as 200,000 teu could
be scrapped in 2012, but this will still remain a fraction of the
delivered capacity, which is expected to reach 1,388,000 teu. That
additional capacity, coupled with weakening demand, jeopardises
the recent rate increases carriers have made stick, and others they
have in the pipeline, Alphaliner said. Growth in demand at main
container ports slowed to 5% in the first quarter, it noted.
All these rate rises have had some wondering whether in this
topsy-turvy container world we might be in for a bumper year, like

Average global container rates will rise 9.8%
this year overall after dropping 16% in 2011:
Nomura Holdings

Container Shipping

2010. Think again. “With the rate hikes seen in recent weeks,”
Macquarie said in a recent report, “they are hoping that 2012 is
2010 all over again. We believe this is unlikely given the excess
capacity and the balance sheet woes that will lead to focus on
cash flow over profit.”
Macquarie was honest in its predictions for this year describing
predicting rates as a “crap shoot” but did warn: “We believe the
industry continues to have a singularly poor track record in capacity
management.”
It was a collective belief among leading operators, especially on
Asia-Europe, that capacity had to be scaled back if rates were to
be pushed up this year. Two of the biggest lines, Maersk and CMACGM, took the decision in February to scale back their exposure on
this tradelane by 9%, helping pave the way for rate increases.
"We have to stop trying to outgrow each other," Soeren
Skou, CEO of Maersk Line, said in Singapore last month. "Our
focus for this year and in the coming years will be on restoring
profitability."
"Shipping lines have been victorious in raising rates this year
because they have exercised discipline," maintains Jee Heon Seok,
an analyst at NH Investment & Securities Co in Seoul "They're
reaping the benefits of working together and that could mean
annual profits."
"Any sudden emergence of greed among carriers is a risk,
Johnson Leung, a Hong Kong-based Jefferies Group analyst, said in
an April 16 note. That could undermine the "dramatic turnaround"
seen this year because of capacity discipline, he said.
Within days of Leung’s pronouncement it became clear
that greed was back. Container line analyst Lars Jensen,
of SeaIntel, said capacity injections on Asia-Europe now
exceeded the capacity removed by Maersk Line and CMA
CGM in February, amounting to 16,700 teu a week.
Recent capacity increases on the busy trade lane injections
primarily came from the announcements of two new services by
Evergreen, China Shipping and Zim.
This is dangerous times for containerlines to lose discipline
with many players still on a financial knife edge.
Ocean carriers could face a short-term funding call of up to
$20bn in 2012 as they are not generating sufficient cash to cover
interest payments and meet capital requirements, according to
container market analyst Alphaliner
Four carriers surveyed displayed high liquidity risk with
negative EBITDA cash flow and gearing levels of above 200% at
the end of 2011.
Yang Ming, Hyundai Merchant Marine, Hanjin and Zim are
rated high-risk.
Despite the poor liquidity outlook for some of the leading
carriers, none are likely to go bankrupt this year as operating
margins have improved rapidly since January and stakeholders are
expected to continue to support lines in the event of a continued
slump, according to Alphaliner.

Evergreen’s bargain
charters
Taiwan's Evergreen Line, the last major line to hold
out from the 10,000 teu rush, said in April it will
charter 10 ships with capacities of 13,800 teu.
The Taiwanese carrier signed a memorandum of
agreement to lease the ships from Korea Infrastructure
Investments Asset Management Co, a subsidiary of
Korea Development Bank. The ships will be built by
South Korea's Hyundai Heavy Industries. Deliveries
are set to begin in the fourth quarter of 2013.
At a reported $115m per ship, these vessels are being built
incredibly cheap, around 33% from peak prices in 2008.
"In the face of increasing pressure brought by high oil
prices on shipping companies, these new vessels will
significantly enhance Evergreen Line's competitiveness,"
the company said.

Evergreen founder, Chang Yung-fa, was always reluctant
to pay above $10,000 per slot for a newbuild. What he is
getting with this deal are, by quite some way, the cheapest
giant box ships to date
"Evergreen has been working on this for a while and
jumps to head of pack with this," one container shipping
analyst told Supply Chain Asia.
The newly announced charter deal follows recent orders
for a total of 30 new ships with capacities of 8,800 teu.
Evergreen is making a late surge to climb back up the
ranks. A decade ago, just Maersk was larger than it, now
it languishes in sixth place worldwide.
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FMCG

Multiple
sourcing
options
Russel Beron reports from the
recent Annual Prime Source
Forum in Hong Kong

W

ith rising costs and tightening
capacity in traditional low-cost
or low-wage manufacturing hot
spots such as China and Vietnam, where
to source is one of the biggest questions
for executives in the global apparel and
footwear industry.
Some see China as the end of the
line for low-cost sourcing; others see
alternatives in newly developing countries
in Asia such as Myanmar and Cambodia
or in the Americas, such as Columbia or
El Salvador. The answer of what’s next is
not black and white though. What is clear
is that there is little room left to squeeze
suppliers already operating on tiny margins
and that efficiency, optimisation and
collaboration are the keywords that will
guide the apparel and footwear industry.
This article provides a summary of
key issues discussed and debated by
senior executives in the global apparel
and footwear industry at the Annual Prime
Source Forum event, held in April 2012
in Hong Kong.

Low wages don’t cut it
If there is one certainty for the apparel
and footwear industry, it is that production

16

Supply Chain Asia May/June 2012

costs are increasing due to inflation, wage
rises and commodity price fluctuation.
For an industry that has relied on these
variables to improve margins, this is a
wake-up call.
Certainly there are places where wages
are low, but in shifting manufacturing
there are other risks including higher
infrastructure costs, capacity and training.
According to Roger Lee, chief operating
officer of TAL Apparel Ltd, shifting
manufacturing in the short term to save
costs doesn’t always make sense. “In
order to be cost efficient, you need to have
a strong management team. You need to
be there a minimum of five years.” TAL,
which designs and manufactures garments
for retailers and brands such as Brooks
Brothers, Calvin Klein and Debenhams,
is focusing on optimising its labour force
through better training and efficiency such
as improved audit standards. “We are able
to train a worker in a single skill in 30
days, something which used to take three
months,” commented Roger Lee.
This view was echoed by other retail
executives such as Veit Geise, vice president
of Asia Sourcing for V.F. Asia Limited, the
sourcing arm for V.F. Corporation, a $9.5bn

apparel and footwear manufacturer with
brands such as Timberland: “There is no
way wages will come down again. There
is a dual responsibility on both the retail
side and with the manufacturer to increase
efficiency. We have been able to increase
efficiency by 40%.”
In fact wages are only part of the
equation. “Labour prices in footwear
account for just 20% [of the total] - but
we seem to have lost sight of the remaining
80%. We don’t seem to see the bigger
picture,” commented David Hampson,
country manager, The Jones Group, Nine
West Footwear. Hampson pointed out how
reducing the number of people on their
production lines in China, by building in
greater efficiency is just one way to combat
rising labour costs.

China: to stay or go
There are a range of views, but no straight
answer as to the question of whether the
apparel and footwear sector has a future in
China. From an infrastructure point of view,
China has distinct advantages over most
other low cost sourcing destinations and
few can beat the scale and efficiency levels.
But driven by government policy towards

FMCG

“

Labour prices in footwear
account for just 20% of the total but we seem to have lost sight of
the remaining 80%

”

higher value manufacturing, inflation,
rising wages and worker shortages, China
is not what it was.
Another issue to consider about China
is the developing domestic market, which
for global retailers and brands is a plus if
they can sell domestically, but a threat as
their suppliers develop their own brands.
“Our biggest partners are building local
brands and when they do, their capacity will
diminish. We need to get out of China, but
we need a good option,” said Fred Butts,
managing partner of One Source Apparel,
an apparel sourcing agent.
Certainly this view is shared by many
in the apparel and footwear industry. V.F.
Asia’s managing director, Thomas Nelson,
declared that while currently just over half
their manufacturing is located in China,
“We are pulling out of China.”
So where else is there? For some,
Vietnam is the “one” in a “China plus
one” strategy, but Vietnam has similar
issues to China with rising inflation and
wages costs along with poor infrastructure
and manufacturing capacity which may
be maxed out. Myanmar is the latest
hot destination, joining Cambodia and
Indonesia as options, but each with their
own sets of issues. The Americas, including
countries such as Brazil, Mexico, El
Salvador and Columbia are also options
with advantages in being closer to the
hungry American consumer. But it is safe to
say that there is no one country that will be
the next China. The more likely scenario is
as one speaker put it, “China plus many.”

Let’s work together, better
Given the environment of rising costs and
the finite number of low-cost sourcing
destinations, the apparel and footwear
industry does seem to recognise that
greater efficiency in operational processes
and collaboration is the long term answer.
“Instead of searching for the next China,
the important thing is collaboration. If there
was better collaboration between ourselves
and our customers, it may be easier to
reduce the initial markup than trying to
look for the last penny or the lowest wage
country. Our price has now dropped to a
level where it cannot go down any more,”
said Henry Tan, CEO and president of
Luen Thai Holdings Ltd, a leading garment
manufacturer which mainly produces in the
Philippines and China.
On the plus side, all the key players,
the brands, retailers, trading agents and
suppliers all appear to recognise that
greater collaboration should be top on the
agenda. Craig Dana, managing director of
Ann Taylor Sourcing Far East, echoed this
view “Now that all of the margins have been
squeezed we need to all work together to
take costs out since the consumer is not
willing to pay more.”

Greater collaboration and efficiency
through optimising business processes,
shortening lead times and building
visibility in the supply chain are all viable
alternatives to the treadmill ride of looking
for lower costs. As Michael Fralix, President
and CEO of [TC]2 , put it, “Technology has
allowed supply chains to become shorter
and shorter.” Fralix works on the cutting
edge of manufacturing technology and
he highlighted a future where additive/
subtractive manufacturing will make it
possible to produce a shoe or a pair of
shorts through a printer.
While this future might still be a long
way off, in the meantime retailers and
brands have tools at their disposal which
can bridge people and processes to make
the industry sustainable in the long term
without having to squeeze more out of lowcost countries and workers.
To put things into perspective, the
concerns the apparel and footwear industry
are facing now are not new. Maybe what’s
changing is that as major players in the
apparel and footwear industry see how
collaboration and efficiency make business
sense, they are more willing to commit to
invest in the change.

Five indicators of global
apparel and footwear sourcing
1.
2.
3.
4.
5.

Costs will keep rising and there is no more room to squeeze margins.
There is no next China, but there are some decent alternatives.
Efficiency is the best weapon to fight rising costs.
Retailers and manufacturers need to work together to create efficiency.
Optimising supply chain processes should be a top priority.
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Supply Chain Asia Logistics

亚洲供应链物流奖

A chance for glory
Balloting now underway for the 11th
Supply Chain Asia Logistics Awards
The 11th Supply Chain Asia Logistics Awards is going to be held
in Singapore this year. Join us now as our online balloting is
started.
Organised by Supply Chain Asia magazine, this world-class
international event is held annually and brings together more than
300 senior professionals from the regional and global supply chain
and logistics industry.
A transparent voting process ensures winners of the Supply
Chain Asia Logistics Awards can claim to be the very best in their
sector.

You can vote online at
www.supplychainknowledge.asia
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Goodman Group
Goodman Group is one of the world’s largest integrated
property groups that owns, develops and manages industrial
property and business space globally. We invest in business
parks, office parks, industrial estates and warehouse and
distribution centres. We also offer a range of property funds,
giving investors access to our specialist services and property
assets.
Our presence in Greater China started in 2001 via our
involvement in the Shanghai Business Park. Our footprint
was expanded in March 2005 with the establishment of the
Hong Kong office. Today, we have four offices in the region
with 300 employees.
In August 2009, Goodman embarked on new strategic
relationships with China Investment Corporation (CIC) and

Canadian Pension Plan Investment Board (CPPIB) aimed at
further strengthening the logistics platform in Greater China.
CIC committed to a US$500m hybrid securities investment
in Goodman which together with options that it holds would
give it an 18.2% stake in the Group if converted. A new joint
venture was formed with CPPIB to own and develop logistics
properties in mainland China.
With total asset under management of approximately
1.6m sqm, we are one of the largest logistics space providers
in Greater China. In addition, we are managing two unlisted
real estate funds in the region, the Goodman Hong Kong
Logistics Fund and the Goodman China Logistics Holding,
which are valued at approximately US$1.5bn and US$250m
respectively.

www.transportlogistic-china.com
Highlights of 2012

www.tl-c.cn

展会亮点

One-stop overview of leading transport and logistics
service in Asia
一站式浏览亚洲领先物流服务商
Update latest trend of transport and logistic in China’s
12th Five-Year Plan (2011-2015)
了解第十二个五年计划(2011-2015)中物流业的最新趋势
Outstanding corridor to China’s market, easier way to
strengthen your business in Asia
探索中国市场的出色平台，强化亚洲商务的便捷之径
Meet the industrial leaders face-to-face; brainstorm the
latest industrial topic with key players
直面业内领军人物；探讨最新物流话题
Get top-class industry insights at official supporting
program
同期活动助您获取独到见解
Exhibitors Highlight

部分展商预览

(Rank by registration order
／ 按报名先后排序)
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Categories and criteria
Hall of Fame*
Supply Chain Visionary of the Year*
Supply Chain Manager of the Year - Consumer Electronics*
Global 3PL of the Year
(The category is open to logistics service providers with a global
network)
• Size and scale of global network
• IT know-how and systems
• Level of customer service
• Client partnering/track record in understanding and collaborating
with customers
• Launch/upgrade of new products and services on an ongoing
basis to match market demand
• Reliability of service and value for money
• Level of knowledge of developing Asian markets
• Approach to sustainability and CSR issues
• Approach to security and risk management

Asian 3PL of the Year
(The category is open to logistics service providers that have
originated in Asia or The Middle East and have their global
headquarters in Asia or The Middle East)
• Size and scale of network
• IT know-how and systems
• Level of customer service
• Client partnering/track record in understanding and collaborating
with customers
• Launch/upgrade of new products and services on an ongoing
basis to match market demand
• Reliability of service and value for money
• Level of local knowledge of developing Asian markets
• Approach to sustainability and CSR issues
• Approach to security and risk management

The Green Supply Chain Award
(The category is open to shippers and supply chain service
providers)
• Nominated organisations should outperform any generally
accepted official national and/or global environmental guidelines
covering the industries in which they operate.
• Nominees should have implemented substantial new measures
to improve and develop their environmental record over the past
year. Details of these measures should be publicly available.
• Nominees should be generally recognised as making sincere and
deep efforts to fully integrate environmental awareness into all
areas of business strategy and operations.
• Nominees should have a clearly defined environmental policy
with objectives supported and implemented from the very top
of the organisation.
• Nominees should have a track record of directing suppliers and
business partners towards better environmental standards.

20

Supply Chain Asia May/June 2012

The Supply Chain Innovation Award
(The category is open to shippers and supply chain service
providers)
Nominees for The Supply Chain Innovation Award will be requested
to submit a white paper/case study detailing an innovation in
supply chain operations. White papers will be passed to the panel
of Awards judges who will choose the outright winners in each
category. Please note that Innovation is the focus of the Award,
which is open to companies of any size.
The Award is intended to recognise a lasting and high value
innovation in supply chain operations.
Nominated companies should be those that have over the past
twelve months undertaken one of the following:
• A significant restructure of supply chain processes and/or
operations leading to major value gain for the organisation in
terms of cost savings and efficiency gains and improved customer
service.
• Successful completion of a major supply chain/logistics project
with unique and specific challenges within the past twelve
months. Results of the project should be quantifiable and
should represent an innovation in the practice of supply chain
management.
• Application of a new or existing technology (or technologies) in an
innovative manner resulting in major value gain for the business
in terms of cost savings and efficiency gains and improved
customer service.

Shipping Line of the Year
(The category is open to Asian and global container line
operators)
• Size and span of network
• Schedule reliability
• IT know-how and systems
• Level of customer service
• Client partnering/track record in understanding and collaborating
well with customers
• Launch/upgrade of new products and services on an ongoing
basis to match market demand
• Reliability of service and value for money
• Approach to sustainability and other CSR issues
• Approach to security and risk management

Air Cargo Carrier of the Year
(The category is open to Asian and global air cargo carriers)
• Size and span of network
• Reliability of service and value for money
• Range of specialised products and services available
• Reliability of guaranteed services
• IT know-how and systems
• Level of customer service

events
• Launch/upgrade of new products/services on an ongoing basis
to match market demand
• Ability to handle specialised cargo
• Approach to sustainability and other CSR issues
• Approach to security and risk management

Container Terminal of the Year
(The category is open to container terminals located in Asia)
• Competitiveness of handling charges
• Level of customer service
• IT know-how and systems
• Size of liner network
• Capacity for electronic business procedures
• Quality of storage and distribution facilities
• Overall efficiency of facilities
• Ability to handle specialised shipments
• Security standards

Air Cargo Terminal of the Year
(The category is open to air cargo terminals located in Asia)
• Level of customer service
• IT know-how and systems
• Overall terminal efficiency
• Airline network coverage
• Quality of ground transportation links
• Handling charges
• Ability to handle specialised shipments
• Launch/upgrade of new products/services on an ongoing basis
to match market demand

• Approach to CSR and green service initiatives

Airfreight Forwarder of the Year
•
•
•
•
•
•
•
•
•
•
•

Size of service network
Level of customer service
Timeliness and reliability
Range of value-added services on offer
Cost of services
Partnering initiatives with air cargo carriers
Standard of warehouse facilities
Application of IT in service delivery
Knowledge of local markets in Asia
Approach to sustainability and CSR issues
Approach to security and risk management

Seafreight Forwarder of the Year
•
•
•
•
•
•
•
•
•
•
•

Size of service network
Level of customer service
Timeliness and reliability
Range of value-added services on offer
Cost of services
Partnering initiatives with shipping lines
Standard of storage and distribution facilities
IT know-how and systems
Knowledge of local markets in Asia
Approach to sustainability and CSR
Approach to security and risk management

* The top three categories are not open for online voting, they are
decided by a senior editorial panel.

Kerry Logistics
Kerry Logistics is Asia’s premier logistics service provider
with a strong focus on China. With its base of operations in
Asia and a strong focus on China, Kerry Logistics consistently
deliver the best logistics solutions to make its customers
successful.
Based in Hong Kong, Kerry Logistics has offices in 23
countries with over 16,000 employees and a transportation
fleet of 8,000 vehicles. Its core business encompasses
integrated logistics, international freight forwarding and
supply chain solutions. By owning and managing 3m sqm of
logistics facilities, it provides customers with reliability and
flexibility to support their future expansion and long-term
growth.
In Greater China alone, it has 12,000 employees,
6,000 vehicles, 260 business centres serving 1,600 cities,

2m sqm of logistics facilities, 700 operating licences and 300
customs brokers.
In Asia, Kerry Logistics has built an ASEAN-wide crossborder road transportation network by linking Singapore,
Thailand, Vietnam, Cambodia, and Laos directly to Kunming
and Shenzhen in Western and Southern China, providing
customers with effective long-haul trucking as well as sea-land
and air-land services.
Today, Kerry Logistics is serving a vast majority of Fortune
500 companies. Our target markets include electronics &
technology, fashion & lifestyle, food & beverage, FMCG,
industrial & material science, automotive, and pharmaceutical
& healthcare.
Kerry Logistics Network Limited is a wholly owned subsidiary
of the Hong Kong-listed Kerry Properties Limited.

Co-Primary Sponsor
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dialogue

Sam Chambers catches up with Kevin Lam, director of freight, Eastern China, Kerry Logistics, to
discuss the changing demands for fashion in Asia

The rise of Chinese consumers must be having quite an effect
on this business?
There is an expansion of fashion product sales in developing Asian
markets such as China and many of the international retailers
opening stores there to cater for the growing middle classes.
As the internet spreads and incomes increase, Chinese
consumers, not only from the first tier cities but also from
the second and third tier cities, are becoming increasingly
sophisticated in their purchases. Chinese consumers who could
afford luxury brands were quick to take them up as a badge of
wealth and status. Seemingly overnight, Chinese consumers
became familiar with dozens of brands.
At the same time, the e-commerce B2C model of online sales
emerges in China at a very fast pace, therefore we foresee that
in the long term, B2C will take a substantial portion of the entire
market. Consequently, there will be growth in that industry’s use
of parcel services.

Followers of
fashion
How are demands for fashion logistics changing in Asia?
Increasing demand from retail outlets for ready-to wear garments
helped pave the way for fast fashion in Asia, and there are lots of
“fast fashion” foreign brands who have stepped in to meet this
demand, also retail outlets show the brand’s requirements on the
reverse logistics and return management, therefore the logistics
requirement is much higher than the traditional need.
The rise of middle classes in China led to huge demand of
fashion and luxury goods, to save cost and reduce the logistics
time, most of the foreign brands will outsource the value-added
services to their 3PL. Kerry Logistics offers a wide range of post
production services ranging from Garment-On-Hanger, price and
security tagging as well as inventory management.
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Fashion stores demand the highest levels of flexibility and
speed from their logistics vendors. How does Kerry Logistics
go about delivering this?
In operating delivery for fashion stores, we ensure to use our
self-owned delivery resources including vehicles and drivers. We
well realise that the high qualified “last mile delivery” is the key
point for 3PL to meet fashion stores requirements on the attitude,
flexibility, on-time, and fast responding.

Increasingly fashion companies have moved away from China
to other destinations to make their goods — has this been a
problem from a logistics infrastructure point of view?
This is an opportunity in the fashion logistics supply chain.
Although the country of origin has been gradually moved out from
China due to the increasing labour and material costs, however
most of the popular manufacturing countries are those developing
countries such as Vietnam and Cambodia, which have beneficial
import trading agreements with China. Logistics operators who
have built their distribution network in these countries will benefit
from it.
Through Kerry Logistics’ road transport solution KART with
head office based in Bangkok, we have developed an extensive
road transportation network which covers over 200 major cities in
China and the ASEAN markets, connecting Singapore, Thailand,
Vietnam, Cambodia, and Laos directly to Kunming and Shenzhen
in Western and Southern China. Our network provides customers
with effective long-haul trucking as well as sea-land and air-land
services in these geographically challenging areas.

PORTABILITY.

BECAUSE CONTAINER HANDLING SHOULDN’T BE TAKEN LIGHTLY.
When you need to make light work of tough jobs, Hyster® container handlers give you the reliability and durability to easily work through your
toughest duty-cycle. Where loading, unloading and container movements are absolutely vital, Hyster® container handlers are designed to
withstand the critical time and operational demands placed on them. So when productivity matters most, make your first port of call Hyster.

™
Is a Registered Trademark

hyster.com

dialogue

Sam Chambers interviews Mark Pearson, global
managing director operations consulting at
Accenture
Last year was a tough one in Asia for natural disasters and
subsequent supply chain challenges. What can manufacturers
learn from the Thai floods and Japanese tsunami?

Mr Organisation
As China becomes an ever-greater consumer, what are the
knock-on supply chain challenges?
The challenges may be many but the market opportunity can
be great. But, to get to your question: The supply chain should
be adapted to address local challenges, including demanding
customer requirements and inconsistent manufacturing supplier
performance. Companies also should be aware of any exposure
related to contractors, which also can lead to issues in areas
such as corporate social responsibility or non-compliance with
regulations.
Companies expanding into China will need to build an effective,
integrated distribution capability that links their world-class ports
with consumption areas to help overcome infrastructure challenges.
As they do so, they will want to incorporate the country’s rapidly
developing rail network capabilities into their distribution channels.
Failing to address their distribution requirements could result in
higher than necessary costs and unreliable distribution channels.
And, given the diversity of the operating environment in China,
companies should develop effective, localised distribution
networks that are also scalable.

24

Supply Chain Asia May/June 2012

Natural disasters are just one of the reasons companies have
come to recognise that they should plan for the unpredictable
in their operations. When events such as these occur, it can be
helpful if companies have already thought through some of these
eventualities and identified alternative responses. Some of this
occurs as a result of scenario planning.  
However, the reality is that supply chains developed over the
past decade were built to be reliable, cost-effective channels
but they were inflexible. Today, companies find that they need
to swiftly respond to permanent volatility, whether it is the result
of a natural disaster, fluctuations in commodity prices or stock
markets, or currency prices rising and falling -- sometimes like
a yo-yo. And, the potential for volatility grows with the size of a
company's global footprint.
Organisations should have the ability to anticipate and mitigate
risks from natural disasters or otherwise. The speed of that response
is critical. But response time hinges on a company's ability to
proactively identify high-risk events and to decide whether to design
the organisation to flex to those known risks. Most companies have
a lot of work to do in this area. Our research last year found that
only 11 percent of our global respondents actively manage their
supply chain risk. And, only 18 percent had formal supply chain
risk management systems in place. And, less than 20 percent had
made their executive team responsible for this function.
Clearly there is work to do in this regard. The good news is
that companies understand they need to make changes, and top
performers are taking steps to address operational shortcomings.

Rising fuel costs are here to stay: how can supply chain
providers be effective in being transparent about these costs,
and yet remaining profitable?
Fuel costs are just part of the equation. Dynamic organisations
can protect margins based on their decisions about where to
produce and how to deliver their products by managing the total
cost, as well as the pricing for their products or services. Some
organizations are moving to a regional model to reduce the number
of miles that products need to travel, but regional models must
also consider the total cost to serve the customer.
It is safe presumption that rising costs will be over the long
term. Research work done by Accenture indicates that rising fuel
costs could impact supply chain behaviour and fundamentally alter
distribution networks. Providing for maximum modal choices will
enable supply chain networks to function at their best.

dialogue

Regional ambitions
What are your aspirations for Toll in Asia-Pacific?
Obviously the Toll vision is for us to be a leader in the
logistics industry within the Asia-Pacific region, and
also have the global connectivity for our customers
moving their goods into the areas in Asia. Our focus
is pretty much the Asia-Pacific region, and we see
that as a point of difference when compared to
some other global supply chain companies who are
traditionally involved in Europe and the Americas.
We actually have got more than one hundred years
of history here in the Asia-Pacific region.
We are in China now with a business acquired
in 2006, Anda Logistics, which is now called Toll
Global Logistics. Within that business we have
about 2,400 employees, they’re spread out with 32
branches and regional distribution centres within
China and very much involved in FMCG. We are
offering both the in-country china logistics solution
and also offering all our customers the ability to ship
through our supply chain into or out of China for their
import and export requirements

How much have you grown in China in the past
five years?
Our business in China has been reasonably steady.
We have focused our business on realigning our
strategy to our global customers. It probably has
grown about 10% to 15% year-on-year. We have
deliberately held back any significant growth
because we re-engineered that business to be not
only a domestic provider of logistics services, but to
be also a domestic provider of logistics services that
is part of a larger global capability.

Jason Jiang chats with the CEO of Toll
Global Logistics, Wayne Hunt

As Asians become greater consumers how does
your supply chain skills/requirements change?
Our focus has shifted from looking at Asia-Pacific as
just resourcing countries to very much a recognition
that domestic demand is on the move up and our
customers are looking for us to be able to move in line
with them as they pursue domestic market growth.
We wish to provide quite varied and responsive
supply chain capabilities in those countries to assist
our customers to meet growing demand.

Manufacturing in Asia is moving to different
destinations — inland China, Bangladesh,
Vietnam, etc — what supply chain challenges
does this bring and how is Toll prepared for this
transformation?
We currently have a distribution network that
encompass 1,600 cities and towns within China.
As the move inland is occurring, it is not something
new to us, we already have relationships in these
regions and currently we are now looking to
establish ourselves further inland and some of that
establishment is by organic growth, and some of
it will come from other opportunities like depot
development.

What are the three things your clients are asking
for most in 2012?
They are asking for end-to-end supply chain, quality
in services, quality in delivery in full and on time, and
they are asking for flexibility to be able to scale up
and down in line with surges in demand.

What sectors/areas are you still looking to invest
in?
Currently in China, we have had in front of the
Chinese government for the last nine months an
application for acquiring a partnership in a well
established privately owned vehicle distribution
business within China. Our automotive focus and
expertise that we have from Australia, we have been
transferring into the Asian region as well.
We continue to invest significantly in all of our
focus areas across China and India and Thailand,
and obviously Singapore and Australia.
May/June 2012 Supply Chain Asia
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Advanced partnering
up and down the supply chain
Accenture and i7 teamed up recently to survey
the growing importance of open innovation

T

he ability to innovate is invaluable.
Even if companies seldom pioneer
new products or services, they usually
are more successful when innovative
business processes, technology applications
or customer engagement strategies are a
high priority. Innovation, in other words,
is as much about new ideas as it is about
new stuff.
In the 21st Century, innovation has
assumed even greater importance. Shorter
product life cycles put greater emphasis
on “the next new thing.” Growing levels
of commoditisation make it harder (and
more important) to stand out. More than
ever, customers and investors are drawn to
companies that do things differently.
These realities help explain why Open
Innovation (OI)—leveraging cross-enterprise
collaboration to enhance and accelerate the
generation and implementation of new
ideas—is getting so much attention. Open
Innovation is not a new concept; the term
was introduced by Henry Chesbrough in
2003. However, Open Innovation’s roots
are far deeper, including everything from
Co-creation (coined by C.K. Prahalad
and Venkat Ramaswamy in 2000) to
Brainstorming which likely dates to the
dawn of man.
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Still, there is plenty that is new
about Open Innovation. For one thing,
Open Innovation has prompted a real
shift from more-or-less random teaming
to manageable and often measurable
end-to-end processes—using consistent
approaches to organisational structure,
behaviour, processes and tools to “bring
the outside inside.” According to Dr
Chesbrough, “Open innovation is a
paradigm that assumes that firms can
and should use external ideas as well as
internal ideas, and internal and external
paths to market.”

Insights on Open Innovation
Not long ago, Accenture and i7, the Institute
for Innovation and Competitiveness (created
by ESCP Europe) launched a research
project to understand 1) how companies are
applying Open Innovation and 2) how OI is
perceived and conceived around the world.
Twenty companies were closely examined,
with detailed case studies developed on
each entity’s innovation journey. Referring
back to the study’s two primary missions,
Accenture and i7 found that:
1. Open Innovation is driving real
changes—helping companies innovate

Closed Innovation Principles

Open Innovation Principles

• The smart people in the field work for us.

• If we create the most and the best ideas
in the industry, we will win.

• To profit from R&D, we must discover it,
develop it, and ship it ourselves.

• External R&D can create significant value:
internal R&D is needed to claim some
portion of that value.

• If we discover it ourselves, we will get it
to market first.

• We don’t have to originate the research to
profit from it.

• The company that gets an innovation to
the market first will win.

• Building a better business model is better
than getting to the market first.

• If we create the most and the best ideas
in the industry, we will win.

• If we make the best use of internal and
external ideas, we will win.

Figure 1: Core principles of Open Innovation
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“

Companies need to see Open Innovation not as something special
that only special people can do, but as something that can become
routine and methodical, taking advantage of the capabilities of every
employee.
A. G. Lafley, former CEO, Procter & Gamble

”

more, faster, greener and sometimes
cheaper. OI also is key to reducing
risk, leveraging scarce resources and
(paradoxically) improving companies’
intellectual property protection.
2. Companies have widely varying
conceptions of OI and how it applies
to them. 68 percent of interviewees
practice “topic-oriented” Open
Innovation, which means they have
defined precise, company-specific
innovation agendas and have specific
objectives in mind when scouting for
external partners. Other variants are
“partner-oriented” Open Innovation
(basing innovation decisions on
specific partnerships the company
has found successful in the past)
and “fully open” Open Innovation
(welcoming any partner that offers
opportunities to break the mold in a
way that is potentially advantageous).
An exemplary practitioner of the
latter is Procter & Gamble, which has
created formal and largely unbounded
mechanisms for encouraging Open
Innovation.

Customer Lifestyle, Open Innovation “will
be the standard way of thinking, acting
and working.”

Innovation and the supply chain
Accenture and i7 found that companies’
relationships with suppliers are one of
the areas most directly affected by Open
Innovation practices. These relationships
involve companies of most sizes (from
start-ups to large companies), industries
(chemicals, pharmaceuticals, high-tech and
consumer goods were frequently identified),
and activities (purchasing, packaging,
order management and logistics). In some
cases, in fact, suppliers were deemed the
primary source of innovation—the entities
that often accept the investment and the
risk of new components to be included in
a product. Our researchers also found that
procurement departments frequently take
the lead in Open Innovation initiatives.

Again according to Chesbrough, “Suppliers
are one of the best potential investors for
a new venture.”
In the researchers’ report, several
companies stood out as Open Innovation
leaders in the supply chain space.

Manufacturing/Logistics Innovation:
Logoplaste
Logoplaste, a Portuguese manufacturer of
rigid plastic packages for food, beverages,
personal care products and household
care products, says it embraced Open
Innovation after several years of exposure
to customers’ online Open Innovation
platforms—most notably P&G and Unilever.
A good example of the company’s supply
chain success is its Hole in the Wall model:
Logoplaste plants are set up near customers
so that logistical issues are minimised
and the former’s products can be easily
incorporated into the latter’s manufacturing
processes. Leveraging its proximity,
Logoplaste also works with customers to
develop innovative types of packaging. In
November 2007, one customer, Arla Foods,
won two Food Manufacture Excellence
awards and Logoplaste’s contribution to
reductions in packaging volumes was
a key factor. For Arla Foods, having

Another research finding was that Open
Innovation should not be seen as a
substitute for in-house innovation. To
take full benefit of innovations achieved
by involving external partners, companies
must also rely on their own specific
competences.
Lastly, Accenture and i7 learned that
the most innovative companies are those
that have made Open Innovation part of
their normal business operations. This tells
us that Open Innovation is far more than a
management fad. According to Katja van
der Wal, open innovation director at Philips
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Companies today are more
dependent on collaboration to
make innovation happen

”

Logoplaste on-site means that “the supply
chain is greatly streamlined—eliminating
distribution costs and improving the
associated environmental impact of having
to transport empty bottles.”

Product Design Innovation: Kimberly
Clark de Mexico
During research interviews, the head of
innovation at Kimberly Clark de Mexico
S.A.B. de C.V. (paper-based consumer
products) emphasised the importance of
building a win-win situation with Open
Innovation partners. A good example
is the company’s work with Velcro on
an innovation for Huggies diapers. The
two sides developed a second fastener
for a closing system. Both companies
dedicated a team to the project for two
years. The partners were safeguarded
by a non-disclosure agreement and both
brands were advertised on the final product
packaging. In addition to benefiting from
increased sales, Kimberly Clark de Mexico
acquired new know-how, while Velcro
gained valuable exposure in a different
market application.

Packaging Innovation: Danone Baby
Nutrition
Danone Baby Nutrition has developed a
successful product in collaboration with
one of its packaging suppliers: “eaZypack”
is a composite box that includes a double
compartment and an integrated spoon in
the lid. This enables the mother to portion
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the infant formula while carrying a baby
in one arm. eaZypack’s UK launch with
the Cow & Gate brand was a success and
the concept has since been rolled out in
many countries with other Danone Baby
Nutrition brands. Danone spokespeople
note how important it is to 1) develop an
Open Innovation approach that focuses
on specific consumer needs or market
challenges, and 2) find partners that can
bring new benefits or solutions.

New Product Innovation: The TARBAM
project
The Total Appearance Research BYKGardner AkzoNobelMerck (TARBAM)
project was launched to develop a product
for precisely measuring the colour and
texture of a car’s paint. Toward this end,
AkzoNobel provided better colour and
texture matching, BYX brought paint
and coatings experience, and Merck
contributed specific quality control and
texture measurement expertise. The highly
successful project resulted in the creation
of a portable device that does multiangle colour and texture characterisation,
colour measurement and evaluation of
visual sparkle and graininess. All three
companies benefited by acquiring new
skills for reducing design and production
costs, slashing time to market and boosting
sales.

on collaboration to make innovation
happen. This is where Open Innovation
comes in—recognising that, in an age
of endlessly increasing specialisation,
“advanced partnering” is the best way to
innovate. Moreover, innovation is clearly
most fruitful when collaboration extends
not just to other companies and business
partners but also to individuals (experts,
retirees, end consumers) and research
organisations (universities, private labs).
In addition, Open Innovation needs to span
internal departments: R&D, manufacturing,
marketing and, of course, supply chain
management.
The bottom line is that the greatest
rewards accrue more and more often not
just to the premier innovators but to the
best collaborators. And Open Innovation is
increasingly seen as the path to exceptional
collaboration. Summing up the benefits
identified by participants in the Accenture
i7 project, Open Innovation can:
• Shorten time to market.
• Shield against the negative impacts of
copycats.
• Help companies manage and even
mitigate risk.
• Improve intellectual property (IP)
protection by driving clarification and
enforcement of each partner’s rights.
• Promote a sustainability agenda,
particularly when Open Innovation extends
to civic or community involvement.

Doing what it takes to innovate
Today more than ever, innovation is a
top strategic priority. In fact, 62 percent
of executives questioned in a survey
separate from the Accenture/ i7 effort
said their business strategy is “largely”
or “totally” dependent on innovation.
But what is different today is that, while
companies are more and more dependent
on innovation, they are also more dependent

And of course, Open Innovation
enhances companies’ innovativeness.
Because innovation is rooted in an economy
of quantity, companies that innovate more
frequently and effectively increase their
chance of market success. Open Innovation
is clearly about collaboration, but simple
mathematics can explain its fast-growing
attractiveness.
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4 is the new 3
Bernhard Frauendoerfer, ceo of ISC
Far East, argues that Asia is ripe for
plenty more 4PL action

“

The main reason
preventing the adoption of
the 4PL model in Asia-Pacific
has been that it requires a
fundamental paradigm shift
for business operations

”

T

here is no “one size fits all” formula
for success in the supply chain. This
is a fact faced by many businesses,
especially since the recession in 2009,
when tried and tested “best practice”
solutions fell apart after being faced by
uncertain demand, rising fuel prices and
cost pressures; issues that persist today.
Coupled with the tsunami in Japan,
floods in Thailand and other natural
disasters worldwide causing supply chain
disruptions, it is clear that innovation in
the supply chain is required to ensure
fast response. Agility and flexibility will be
paramount in building the supply chain.
One such innovation – 4th Party Logistics
(4PL), a concept that has seen success in
Europe and America, especially through
these turbulent times, is beginning to take
shape in Asia–Pacific.

Why is Asia lagging behind?
The main reason preventing the adoption
of the 4PL model in Asia-Pacific has been
that it requires a fundamental paradigm
shift for business operations. Instead
of outsourcing parts or all of the supply
chain to many logistics providers, they will
be outsourcing the entire supply chain
management to just one service provider
(the 4PL), who will in turn outsource the
actual operations of the supply chain to
many logistics providers. The fundamental
idea is that the business and the respective
4PL service provider concentrate on doing
what they do best. For the business,
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it is in creating, marketing and selling
their products. For the 4PL provider, it is
optimising the supply chain.
Additionally Asian businesses had not
needed to focus on improving efficiency
in their supply chains in the past, as their
human resource costs and raw materials
costs were low. As the Asian economies
have improved, their costs have increased
too, challenging Asian businesses to
increase their effectiveness.

To 4PL or 3PL?
Nowadays, some of the bigger 3PL providers
offer supply chain services where they
operate the entire chain as a single point
of contact. How is it then different from a
4PL? By definition, a 4PL provider is an
independent, non-asset based integrator
that plans, steers and runs all aspects of
a client’s supply chain. The key word is
“independent”. Unlike 3PL providers who
own assets such as equipment, vehicles,
warehousing structures, terminals, orderpicking facilities, etc, 4PL providers are
independent of assets. Having assets
creates a bias during the provision of
services. The 3PL is forced to ensure
that their own assets are being used to
maximum effect, as it impacts their bottom
line, even if there are more suitable options
for the customer. On the other hand, the
4PL provider, being free of assets, selects
the best available logistics providers to
handle various operational elements of
the supply chain. Contracts are generally
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short term and are monitored daily. If a
better service becomes available, the 4PL
can switch providers, thereby keeping the
client’s needs at the forefront of operations
and remaining agile.

How does the 4PL model work?
A 4PL provider serves as an integrator for
the supply chain. Immediately after taking
over, there is a reduction of workload and
headcount requirements, as the client only
needs to interact with the 4PL who handles
all aspects of the supply chain – suppliers,
service providers, customs, tax rules and
regulations, etc. In this manner, a 4PL
provider is able to implement operational
processes to identify and eliminate cost
centres and facilitate a re-engineering
of the supply chain where necessary.
As such, a 4PL provider’s partnership
with a client often results in a two-way
knowledge transfer (both operational and
technological), providing the client with
valuable business intelligence and knowhow on how to use it properly.

Overcoming challenges through
cooperation

“

The 4PL model is built to
be agile, flexible and facilitate
change throughout the supply
chain

”
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The greatest challenge to achieve supply
chain flexibility, according to research
conducted by PRTM Management
Consultants on Global Supply Chain Trends
(2010 – 2012) is demand volatility and/
or poor forecast accuracy. This is tricky to
execute, especially in today’s unpredictable
market. It involves cooperation among
multiple stakeholders, especially in sharing
knowledge. To gain a clearer understanding
of the 4PL model, let us look at a potential
scenario.
You create, manufacture and sell toys
to major toy retailers around the world.
Thus far, you have a fixed schedule where
you send toys to your customers over a
fixed interval of time to replenish stocks

(e.g. every week). There happens an
incident where one of your toys undergoes
a dramatic decrease in demand. With most
businesses, when this happens, the product
remains in the warehouse and the shelves
in the customers’ store. However, the next
batch of goods would have arrived as per
schedule, resulting in excess inventories in
the warehouse and the order to stop future
delivery is given. The time lag has impacted
the bottom line negatively, through storage
costs and reducing the amount of storage
space for other profitable products.
As an integrator, a 4PL provider works
with suppliers and customers daily through
an integrated IT infrastructure, knowing
exactly when a product’s demand has
dropped. The moment a change in demand
is noticed, it is immediately flagged
and the 4PL responds with appropriate
measures to ensure sales are not missed.
In effect, the 4PL takes over the role
of the process owner for a collaborative
planning, forecasting and replenishment
(CPFR) model.

What the future holds
The supply chain industry is poised for
change and innovation. Organisations need
to be able to reduce costs and streamline
their supply chains in terms of efficiency
and agility in order to remain competitive
in an unpredictable economy. Also, as
wages continue to increase in China,
other countries like Vietnam and Thailand
are emerging as manufacturing hubs.
A key differentiating factor between
supply chains in the future will be how
soon they can capitalise on opportunities in
new markets. The 4PL model is built to
be agile, flexible and facilitate change
throughout the supply chain of the
business, making it a key contender as a
model to adopt in the future for the supply
chain industry.
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Business
visibility

Lars Fischer, managing
director of Softship Data
Processing in Singapore,
tells readers why IT
investments can make
the difference between
profit and loss

is vital for
survival

I

magine selling a product and not
knowing if that sale would eventually
lead to a profit. The basic rule of
running a commercial business is that the
sale price should be greater than the cost
of manufacturing the product or delivering
the service. But getting a true handle
on costs is less easy for more complex
business operations. Time and time again,
we see liner operators lose control of the
costs involved in transporting containers.
In simple terms, when they (or their
agent) take a booking they are unable to
calculate – at the time of booking – if that
order is likely to be profitable. And, more
importantly, they cannot optimise cargo
bookings to ensure each voyage is operating
at maximum profitability. In this period
of depressed freight rates, lower cargo
levels, high operating costs and paperthin margins, knowing the profitability per
consignment is essential.
One factor contributing to this lack
of visibility is often the sheer number
of IT systems installed within a carrier’s
organisation and its network of agents.
IT has become indispensible to our workday
lives and often a carrier has accumulated
a range of applications – all working
well at their individual tasks - but not
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communicating with each other. This has
led to a communications gap.
Modern shipping software is modular.
This means that a carrier (and its agents)
may select which applications they need
to automate certain processes within
their business. They do this in the
knowledge that each module seamlessly
integrates with the others to facilitate
a flow of information across the
company. Data need only be input once
thus reducing duplication, errors and
confusion.
In a comprehensive software package
comprising a number of modules, variable
costs per shipment are retrieved from a cost
database and applied as estimated costs
to the booking. Information on volumes
taken from the customer at the time of
booking are automatically married with
this existing data to provide analysis
and profitability assessments for each
consignment. And, as the voyage progresses
and actual costs become known, real-time
up-dates can be delivered. Intelligent
software will also provide transparency
and control over space management
onboard to manage the allotment of
container slots and ensure maximum
vessel utilisation.

Recognising that replacing established
and disparate software applications in a
single activity is both costly and interrupts
business, a less daunting alternative
offered by many cutting-edge software
houses is to build up a service orientated
architecture. This requires a middle layer
of technology and letting that layer take
on the challenge of communicating and
interpreting the data flow between the
various existing software applications. This
layer effectively de-couples the applications
from each other and allows software to be
replaced in phases.
It is not just the bookings process
that can be streamlined through software
automation. Intelligent carriers are using IT
to maintain track of their container stock,
to handle the container repair cycle and
to manage their invoicing, demurrage and
detention processes.
When software is fully integrated,
workloads are significantly reduced, cost
savings are realised and efficiency increases.
And by feeding all that knowledge into
a business analysis application, full
transparency across all activities can be
achieved. It is this facility that enables
the carrier to make those vital profit or loss
decisions.

Panel Discussion

Supply Chain Asia magazine & Messe-Muenchen International present two panel discussions at
Transport Logistics China, Shanghai
June 6th, 9:30 - 11:00 Cold Chain
11:30 - 13:00 China Domestic
Michael McCool (AT Kearney)
Pamela Lin (LVMH)
Brian Miles (SSI Schaefer)	Johnny Wu (Schneider Electric)
Port of Dunkirque
Holger Stoelker (Weiss-Rohlig Taiwan)
Tim McLellan (Preferred Freezer Services)
Rick Leo (CEVA)
The conference room will be N1-B2, 160 seats. Contact frank.paul@supplychainasia.org for more.
Mark Millar is the Moderator for both sessions.
Mark Millar leverages 25 years of global business experience, including ten years in greater China,
to develop and deliver enlightening keynote speeches and to provide Consulting, Education and
Recruitment services that create value for clients by empowering performance improvements in
their supply chain ecosystems.
COLD CHAIN:
Supply Chain Asia run a 90 minute panel discussion on the Cold Chain sector in China. This definitive and
objective feature will look at all aspects of Cold Chain development in the market including key market
drivers; the current approach to the industry by national and local government, key private sector players
and leaders in Cold Chain systems and technologies, and prospects for foreign and domestic investment in
the sector.

China Domestic:
For supply chain and logistics players, 2011 has brought a greater focus on China as both a manufacturer
and engine of economic growth. With policies to build domestic consumption and rebalance the economy
away from reliance on exports and investment, brand-owners and logistics service providers are working to
develop more efficient domestic China supply chain and distribution systems to serve new, potentially huge
interior markets. Executives are also looking more closely at locating more supply chain operations away
from coastal areas were labour and real estate costs continue to rise, while tax and other incentives to move
inland expand and logistics infrastructure improves.
A joint collaboration between Asia’s leading supply chain publication, Supply Chain Asia Magazine, and
Asia’s largest logistics conference and exhibition, Transport Logistic China, will host a China Domestic
Logistics Panel at the Transport Logistic China 2012 conference in Shanghai.
With an expert panel of speakers, the discussion will cover continuing structural and administrative problems
with goods distribution in the market; specific distribution challenges faced by retailers and brand-owners;
recent and incoming measures from government aimed at improving supply chain and logistics operations,
and the attraction and challenges of relocation of supply chain operations and facilities away from coastal
areas.

Regional Focus - EU

Shining a light on
European trade
Despite the Euro crisis, the European Union
remains a target market for many manufacturers
across Asia. EU regulations and decisions have
therefore an impact on Asian traders and their
supply chain, as Catherine Truel reports

T

he INTEGRITY research project ran from 2009 to 2011 with
the objective to improve the visibility, reliability, and security
of international intermodal door-to-door supply chains. After
having successfully experimented the system on more than 5,000
containers, the result is a comprehensive, open source container
tracking system that can be applied to any trade lane worldwide.
The project was run by a consortium, consisting of logistics
providers, cargo owners, terminal operators, Customs authorities,
software developers, and academic partners co-funded by the
European Commission.
In practice, the INTEGRITY approach was tested in international
door-to-door transport chains from China to Europe via the ports
of Yantian, Rotterdam and Felixstowe up to their final destination
by rail, inland waterways or road.
INTEGRITY developed its own open IT platform, SICIS (Shared
Intermodal Container Information System) to tracks containers
along the entire logistics chain by consolidating all relevant data
and events generated during the transport from a wide variety of
sources such as: the point where the container is stuffed, container
terminals’ operating systems, vessel AIS (Automatic Identification
System) transponder.
Furthermore when the container is equipped with CSDs
(Container Security Devices), SICIS uses that information for
increased tracking accuracy. CSDs send a ‘start journey’ message
when the container doors are closed, detect any tempering and
raise the alarm if the container is open without permission. During
the journey, CSDs send regular updates of the container position by
using GPS. During the SICIS demonstration, CSDs from the Chinabased supplier CIMC have been used, however any type of CSD can
be used with INTEGRITY IT platform. Furthermore, INTEGRITY
is the first project to achieve official approval by China Customs
of the usage of CSDs. While at sea, the container is tracked using
the position of the vessel from its AIS transponder providing an
accuracy of a few metres.
SICIS uses access rights under control of the owner of the
respective lane to grant access to relevant shareholders.
The project has shown that SICIS not only improves the
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Rotterdam port participated in a landmark open source container
tracking system
logistics processes but also achieves a win-win situation both for
industry and Customs authorities.
For the industry, real-time information sharing of various
parties along the supply chain results in an increased visibility
and makes processes simpler and more transparent optimising
the reliability of the overall supply chain. Customs organisation
benefit from receiving reliable information about the containers’
contents directly from the trade instead of via a series of agents.
They can perform risk assessments by accessing consignor and
consignee data early in the transport chain and for the trade this
potentially opens the “Green Lane”.
The consortium has now moved to project CASSANDRA,
aiming at improving both business execution and government
supervision. Exploring data sharing and a new approach towards
risk assessment, the project intend to deliver a tool to combine all
existing sources of supply chain data into an information pipeline
improving visibility for both businesses and governments.
On the Customs front, the EU-wide customs accreditation
programme has signed 10,000 Authorised Economic
Operators.

Pirate attacks
The EU has agreed
to allow EUNAVFOR,
the anti-piracy force
located off the coast
of Somalia, to attack
coastal targets in an
extension of current
measures to fight
piracy. EUNAVFOR
ships and aircrafts can now attack pirates’ bases on land.
Among the tactics reported to be planned is the damage
to the pirates’ logistics and fuel supplies.
Initial measures already in place such as attacking
pirates’ mother ships have already shown some encouraging
results with a drop in pirate attacks. This new initiative is
set to increase the pressure on pirates in the region with
additional steps to secure this trade lane.
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Regional Focus - EU

Modal upgrade

Ten major transport corridors to create an EU-wide
multi-modal network costing €31.7bn are slated for
completion by 2030

EU

transport ministers from the EU 27 member states
have agreed on a set of measures to improve the EU
transport network. The objective is to change the
region’s fragmented transport infrastructure into a cohesive regional
network. The proposed regulation still needs to be approved by the
European Parliament, meanwhile discussion on funding will start
to finance the project’s estimated cost of €31.7bn (US$).
The plan includes removing cross-border bottlenecks,
upgrading infrastructure and harmonising and streamlining crossborder transport operations. In practice, the project will rely on

common technical requirements, harmonised and inter-operable
across the network, for instance the harmonisation of charging
point infrastructure for electric cars across the EU.
The new plan will use 10 major transport corridors to create an
EU-wide network by 2030. The plan covers all modes of transport:
maritime, inland waterways, road, rail, air and intermodal to:
• Improve 35 major cross-border points to reduce bottlenecks
• Upgrade 15,000 km of railway line to high speed
• Connect 86 main European ports with rail and road links
• Link 37 key airports with rail services to major cities.     

Transatlantic trade agreement

O

n the trade front, the hot topic is the current EU-US
discussions on the possibility of a free trade agreement
(FTA). The two trading powers currently enjoy the benefit of
a partnership they would like to turn into an FTA. There is a growing
momentum for the project of a transatlantic FTA. Businesses are
hoping that a deal could be
reached within two years
and EU trade Commissioner
Karel De Gucht said an
agreement could be reached
before the end of 2013.
However, elections in the
US could delay the process.
A high level-working group
on growth has been created
during the EU-US summit
at the end of last year,
which is seen by business
leaders as a step toward FTA
negotiations.
The concept is that the two trading partners need to unite to
keep their leading competitive advantage while removing, from
other trading blocks, the possibility of playing the EU against the
US in trade disputes.
In terms of content, the ambition goes far beyond simply
eliminating all tariffs. The Transatlantic Economic Growth
Agreement (TEGA) is thought to be a new type of agreement
including much more than trade. In its concept it is quite broad
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including areas such as climate change, energy security or the
control of financial trading systems. More generally through this
new powerful trade block, it could introduce a set of standards
for the global economy.
However, beside the harmonious side of trade relations, lie
tensions and disputes.

Trade defence
instruments update
The EU is seeking to modernise its 15-year-old Trade
Defence Instruments (TDI) such as quotas or anti-dumping
duties without giving way to protectionism. It has opened a
consultation to look at how the current instruments could
be adapted to the modern, globalised world.
Trade defence instruments are used by companies
as a defence against unfair practices from international
competitors. This is critical for EU traders as the EU is one
of the most open markets worldwide. However, at the same
time TDI can have a serious impact on other stakeholders. A
measured and balanced approached is therefore critical.
The EU has many regulations and standards, only by
embedding them into the export strategy can one access
this rich market.

Regional Focus - EU

Battle in the
skies
The controversy over the EU’s aviation
carbon tax still fumes

T

he EU Emission Trading System (ETS) is still creating heated
discussions. The EU aviation industry is fighting the ETS
with an opposition campaign supported by aerospace groups,
some engine manufacturers and airlines expressing their concerns
about the new EU carbon tax introduced on January 1 this year.
This dispute has now the ingredients of a trade war. According
to Airbus some foreign airlines are not finalising orders for new
aircrafts and China and India reported considering taking retaliatory
measures. Furthermore, some foreign airlines have indicated that
if the regulation is too costly they will stop flying certain routes.
Looking at the technical aspect of the debate, the question
is whether the EU is exceeding its legal jurisdiction by charging
its carbon tax on the entire length of the flight instead of just the

European airspace. The question was put to the European Court
of Justice who ruled that the law does not breach international
agreements.
ETS opponents request that the EU carbon tax be put on
hold until a global plan for carbon emissions is agreed. However,
supporters are saying that the tax has been introduced after more
than a decade of unsuccessful discussions at the International
Civil Aviation Organisation (ICAO) on the reduction of the sector
growing carbon emissions.
Now it seems that discussions at the ICAO on proposing an
alternative plan have progressed swiftly and a report on new
measures is expected in June. The EU has already said it is prepared
to modify its legislation for an appropriate alternative.

Access to government
procurement markets

I

n another move to use its soft power the EU is planning to
improve access to worldwide government procurement markets
for EU firms. The proposal also ensures that within the EU,
both EU and non-EU companies have a level playing field when
competing for EU procurement markets.
As with many of its trading partners the EU is a signatory
of the WTO Government Procurement Agreement. Under this
agreement, countries have agreed to open their government
procurement, or at least certain sectors to tenders to foreign
suppliers. Furthermore, government procurement is often part of
bilateral trade agreements. However, EU traders are reporting that
most of the EU’s major trading partners are operating restrictive
public procurement practices.
The commission has for instance concerns about US
legislation favouring domestic firms, such as “Buy American”
measures. In addition, the Business Software Alliance, the

software industry organisation, has been reporting restrictions
in China and India.
According to the EU commission, the EU opens €352bn worth
of public procurement contracts to foreign bidders while the US
offers only €178bn and Japan €27bn.
“The EU opened up more than 80% of its public procurement
sector through multilateral and bilateral agreements. But our
partners apply a lot of protectionist measures - the US, Japan and
emerging countries where we have no secure access to tenders for
highways, urban buses, construction projects - all is closed,” says
Michel Barnier EU internal market commissioner.
He points out that 32% of US public tenders are open to
EU-based companies, 28% in Japan and 16% in Canada while
in China, Russia and Brazil the percentage is “zero.” “These are
completely closed markets. We are trying to open them up in a
reciprocal, fair fashion,” he added.
May/June 2012 Supply Chain Asia
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customs

rules to monitor financial transactions.
They might ask companies or their agent to
report suspicious transactions such as the
payment of a large invoice in cash.

Wider
compliance
Founder of International Trade
Instrument and Supply Chain
Asia magazine correspondent,
Catherine Truel, answers your
queries on Customs regulations
and processes

Our customers are sending requests for
compliance from an increasing number
of areas outside Customs and trade,
why?
The main two reasons are the move to
audit-based controls and the development
of legislations specially designed for a
globalised world and therefore affecting
international traders.

We are already working on Customs
and Trade compliance, what else
should we consider?
If you are already working on complying with
customs requirement at import and export,
rules of origin as well as export control then
a large chunk of the compliance work is
done. These are some new areas that might
come up:
Money laundering
In the same way governments are monitoring
goods crossing borders they are introducing
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Bribery
An increasing number of countries are
introducing anti-bribery and corruption
legislation. They often do not only cover
cash payments but can also catch agent
commissions. The UK regulation, for
instance, forbids facilitation payments.
Client entertainment
Linked to bribery legislation this is
designed to prevent the request or offer of
inappropriate hospitality.
Intellectual Property
This topic becomes relevant as soon as the
business wishes to licence its products or
services. Alternatively if the business is
producing or selling products or services
that belong to another company.
A highly complex area with two levels
of compliance. At the contract level, the
requirement of the licence agreement. At
the country level, compliance with local
competition and licensing regulations.

Exchange Controls
If the terms of the contract specify payment
locally in the local foreign currency,
the business might be subject to local
exchange control. Local compliance might
be required to obtain authorisation to
repatriate payment.
Carriage of dangerous goods
In most legal systems, a whole range of
compliance requirements apply to carriage
of dangerous goods. These goods will
require certain packing, specific stowage,
some specialised transport, marking and
labelling.
There are several sets of international
rules governing the transport of dangerous
goods so the business might have to comply
with various requirements.
Each mode of transport, air, sea and
inland waterway, road, rail, has its own form
of Dangerous Goods (DG) declaration.
If they are shipped by sea, goods are also
subject to Sea Freight Regulations from the
International Maritime Organisation (IMO).
When shipped by air, they fall under the Air
Freight Regulations from the International
Civil Aviation Organisation (ICAO).

How should we prepare?
Trade finance and letters of credit
It is critical to comply with the banks’
standing as well as the documentary and
other requirements of the letter of credit. It
is safer to agree precisely the documentary
requirement as well as the terminology
before the LC is issued. Then as soon as
the LC is received, check that all elements
of the LC match.
Insurance
Recent events worldwide have shown that
introduction of sanctions, sudden change
in government, in law, in licencing regime
can affect contracts. More widely, insurance
is an integral part of an international trade
transaction. However, it is important to
provide the insurance company with details
of commercial terms, destinations, volume
or risks.

Check and follow up on new regulation
New regulations, amendments, decrees
are constantly introduced. This can result
from a political event, an accident, an
international agreement being introduced.
What was illegal yesterday might become
authorised today and vice versa.
Keep record and build an audit trail
Do we have evidence we are compliant? This
is the best way to prove that the business
has put in place procedures and processes
to ensure compliance.
Train all staff
Particularly important, besides the
logistics department, are the sales and
procurement staff as by the very nature of
making contracts they are committing the
business.

book reviews

Snakes and
ladders: China from
medium to long
Paul French picks his way
through yet more China crystal
ball-gazing tomes

T

his issue features several books that
are bullish on China in the short
to medium term, but raise some
important issues about China’s long term
growth that anyone doing business with
the country should be thinking about.
These books argue that China has done a
pretty good job of creating a manageable
state capitalist system and of dodging the
worst effects of the current global financial
crisis but, however, that economic system
and that continued growth may be storing
up problems going forward.
First up, the big picture from veteran
Old China Hand and former editor of
Hong Kong’s South China Morning Post
Jonathan Fenby. Tiger Head, Snake
Tails: China Today, How it Got There
and Where it is Heading covers a lot of

Tiger Head, Snake Tails: China
Today, How it Got There and
Where it is Heading
Jonathan Fenby
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ground. Fenby’s argument is that China
has been a massive story for the last
couple of decades – economic growth,
accumulation of foreign earnings, creation
of a functioning banking and property
system, manufacturing powerhouse.
However, despite the government's fixation
on national unity (what he sees as the
"tiger head"), Fenby asserts, China is
really a mass of snake's tails. "There is
not one China but a hundred, a thousand
or a million."
Fenby looks at what unites the country,
holds it together and one of his main
answers is not the Party or language but
rather the successful creation of a modern
functioning logistics and distribution
system – he writes, ‘…the expansion of
transport and infrastructure has unified
the country logistically as never before.’ It
is this logistical growth that has allowed
cities and urbanisation to spearhead
growth and to interconnect in a way that
is not possible in many other emerging
markets such as logistically underdeveloped India or even much smaller
nations with less developed infrastructure
such as Vietnam or Bangladesh.
Fenby’s book is somewhat more
pertinent to those of us at the sharp end
of doing business in China than many
other recent over-arching studies of China.
Fenby is an economic and policy analyst
– he writes analysis for Trusted Sources,
a London-based consultancy examining
investment opportunities in emerging
markets. This means that when he looks
at China he sees beyond the political and
social aspects to the unifying powers of

book reviews

good distribution and logistics. Fenby is
right – good seaports, functioning airports
and the ability to transport goods to all
four corners of a country are ultimately as
important to national success as anything
else.
China’s infrastructure has at its heart
the system of roads – expressways,
highways, urban road systems and rural
roads. Roads are what connect the farmer
to the market, cities to cities and the
manufacturing areas to the ports they need
to ship out their goods. The shiny new
airports and the massive new container
ports get all the photo opportunities but
it’s good old tarmacadam roads that form
the sinews transporting the lifeblood of
China’s economy.
But China’s roads are filling up and this
presents both opportunities for domestic
and foreign car companies as well as posing
a major challenge to the environment and
successful urban planning.
Greg Anderson’s Designated Drivers
is a study of all that’s going on in China’s
automotive industry from an American
who first came to China to study the
phenomenon of the rise of the auto in the
PRC and is now a specialist in finance and
Chinese political economics. Anderson
traces the evolution of the post-Mao auto

industry through thirteen case studies.
Certainly significantly increased car
production and car ownership have been
goals of the Beijing government. Political
freedom is not on the cards but the
freedom to drive around (or perhaps more
often in increasingly car-choked cities
like Beijing and Shanghai the freedom
to sit in a traffic jam for hours!) most
certainly is.
However, Anderson sees the Chinese
auto industry as symbolic of a much larger
question – one that Fenby also tries to
answer as one of his “snake tails” – the
reasons behind the seeming success of
China’s state-led capitalism. Anderson’s
conclusion is similar to Fenby’s in actual
fact, namely that in many ways the
Beijing government has become its own
worst enemy, unable to choose between
industrial competitiveness and social

When China Rules the World: The Rise
of the Middle Kingdom and the End of
the Western World
Martin Jacques

Designated Drivers: How China Plans to
Dominate the Global Auto Industry
Greg Anderson

“

stability (Fenby’s "tiger head").
Finally, as we’re talking tiger heads
and snake tails it’s worth mentioning
that Martin Jacques’s When China Rules
the World is now available across Asia in
paperback. It’s a big book both in theme
and length. Jacques differs from both
Fenby and Anderson in that he believes
that, while the Chinese economy story is
a significant one, it is the political and
cultural effects of this growth that will
ultimately affect us all. However, there
are overlaps with our other two books.
Jacques writes, “The idea that China,
a huge country with a very long history,
will somehow be ‘like the west’, a clone
of us, is an illusion.” Both Fenby and
Anderson would probably agree with this;
the key distinguishing characteristics
of the modern China we all now have
to deal with are distinct from other
emerging markets – Fenby points out
that China’s infrastructure and logistics
are way in advance of any other emerging
market giving the PRC an unquestionable
economic advantage in this sphere while
Anderson argues that while China’s statecapitalist model has worked so far it will
need tweaking in the future to reveal
more of a market economy with Chinese
characteristics.
Ultimately these three authors and all
of us are dealing with one very big issue
that will perhaps define the first half (at
least) of the twenty first century – how far
and how fast will China continue to rise
economically and how will this growth be
accommodated by Beijing in political and
social terms to maintain stability in this
vast country? The tiger head has a myriad
of snake tails still to deal with.

It’s good old tarmacadam roads that form the sinews
transporting the lifeblood of China’s economy
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E

mirates SkyCargo, freight division of
the UAE airline, is busily expanding
its international network in a bid to
achieve the same leading status in cargo as
Emirates has on the passenger side. Central
to its ambition are claims that airfreight
links between Asia and the Americas are
fastest and easiest via its state-of-the-art
Cargo Mega Terminal in Dubai.
During the past couple of months
Dallas/Fort Worth (DFW) and SeattleTacoma (SEA) have became the sixth and
seventh points in North America to be
linked, via the Middle East, with SkyCargo’s
network of more than 100 destinations
worldwide. Daily flights from DFW and SEA
will offer trade ties “not only with the UAE,
but also with markets in parts of South
Asia, such as China, South Korea and
Japan, and numerous points throughout
Emirates’ extensive network in India and
Africa,” said a spokesperson.
A month earlier daily SkyCargo service
began on passenger flights out of Rio de
Janeiro and Buenos Aires, complementing
dedicated freighter service out of Sao Paolo.
Bellyhold cargo capacity on the Boeing
777ER widebodies is being marketed as
“the only non-stop (freight) service from
Rio de Janeiro to the Middle East - and the
fastest route to Asia”.
The Middle Eastern airline says it has
transported more than 25,000 tonnes over
the past year on the burgeoning trade lanes
between South America and points across
its global network.
Hub of Emirates’ global freight network
is the Cargo Mega Terminal at Dubai
International Airport (DBX), which opened
in 2008 as part of a massive redevelopment
of the UAE’s main airport. Covering 43,600
sq m, it is fully equipped with automated
handling systems, integrated computer
systems for easy tracking of consignments
and priority channels for express cargo.
SkyCargo claims it provides “the shortest
acceptance, delivery and transit times of
any major international airport” - at less
than 120 minutes apiece.
SkyCargo services are currently
available at 19 destinations throughout
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Emirates Skycargo
spans the globe
East Asia and Australasia – including
dedicated freight services at regional hub
Hong Kong as well as Shanghai, Singapore,
Taipei and Sydney – plus 20 in the Indian
subcontinent and Central Asia.
It only started calling Sydney seven
months ago but demand has been such that
an additional dedicated weekly freighter
service has just been added on this route.
“The demand for a bi-weekly service
is a good indication of Australia’s growing
importance as a trade partner to major
international markets,” said Emirates’
Cargo Manager, Australia, Greg Johnson.
Vietnam promises to be the next
Asian additon to the fast growing network,
with flights to Ho Chi Minh City due to
commence shortly. With the launch of
a daily passenger service on June 4,
Emirates SkyCargo will use the 240-ton
weekly belly-hold capacity of the aircraft
to stimulate trade between Ho Chi Minh
City, its Dubai hub and more than 120
other destinations.
Vietnam will be able to further develop
its import/export industry using the 17-ton
cargo hold of the wide-body Airbus 330-

200 operating on the route. From October
28, trade will receive another boost when
a Boeing 777-300ER takes over, providing
an additional 80 tons of weekly cargo
capacity.
“Vietnam is enjoying a period of growth
and by facilitating international trade with
businesses in the 73 countries we operate
to, Emirates SkyCargo looks forward to
helping it build on this momentum and
become even stronger,” said Ram Menen,
Emirates’ divisional senior vice president,
cargo.

“

Central to its ambition
are claims that airfreight links
between Asia and the Americas
are fastest and easiest via its stateof-the-art Cargo Mega Terminal
in Dubai
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