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Highlights and Recommendations

Often presumed as simple services of physical freight movements, the Logistics Cluster has, in fact, a far wider scope including
complex and sophisticated service areas. Modern logistics focuses on the management of cargo and associated finance and
information flows where innovative services, technologies and concepts are widely developed and applied.

In 2012, the Logistics Cluster generated a direct economic contribution of value added equivalent to 3.3% of Hong Kong GDP,
an amount greater than the contributions of retail, accommodation and F&B services combined. Combining direct, indirect and
induced economic contribution, the logistics cluster contributed totalled 5.3% of the Hong Kong GDP. It also supported our
trading industry. The joint contribution of value added by the trading and logistics industries totalled a significant 24.6%.

Interviews with key stakeholders revealed the confidence of the industry in upholding the competitiveness of the Hong Kong
logistics sector. These stakeholders include airlines, shipping lines, port operators, warehousing & storage service providers, freight
forwarders, logistics associations and government entities. However, they were not without concerns.

Challenges

Despite the clear advantages of geographic location and its free port status, Hong Kong encounters bottlenecks such as
increasing operational costs and sluggish infrastructure development. Specifically, the logistics cluster in Hong Kong faces
the following challenges:

o Capacity bottleneck due to the pause of major infrastructure investments in the last decade;

. Increasing cost pressure as the price of real estate continues to surge and lack of dedicated land for logistics use;
o Labour shortage of both low-skilled workers and high-skilled professionals;

. Insufficient policy support for the logistics cluster; and

. Increasingly sophisticated competitors such as Singapore, Shenzhen and Shanghai.

Recommendations

An effective response to the challenges above hinges on strong support from the public sector — it is vital to driving sector growth
and improved competitiveness. The study, having analysed competitive advantages and growth opportunities, recommends
the following for the SAR Government to pursue:

. To re-define the policy responsibility in the Government structure to reflect the strategic position of the logistics industry as
a key economic driver of Hong Kong;

o To develop policies for the sustainable development and competitive growth of the logistics industries, relating to issues
including dedicated land, manpower development and collaborations with the PRD;

o To revive the Logistics Park Plan and to establish a management authority/corporation making reference to the business
model of the Hong Kong Science and Technology Park;

. To investigate the feasibility of relocation of the Kwai Tsing Container Terminals in the long-term to improve efficiencies;

o To construct the third runway at Hong Kong International Airport to maintain its leading position as the aviation hub of the
region.



A BEYREFTERRMER

Sustainable Development Study For The Hong Kong Logistic Industry A

1. T BRY

BHRDREE BN SEER e —  AREBTAERRCEAR LEEZEEZNAE  RLBVEHEBYRERAMEREEERE

BHYT AR -

AR EEHEBYREETRALRHONT - WIRE—RFNES  UREREBYREZERSEBCEBREBNRERNED » 624

RIBR A BRBNER ST -

2. HEBYRER

BARERERREE S RNEENMEMEERY - BRPERASDRIFHBIR  INRER B SIREH AR EANSM -
AMFEANEBYRERE=AFEEE (B 1) > BF 1) EWkE - TahEds —EXREe i) BRRIHES - 50|

EBLEHAME TS i) MREERT - TETETBHEMIKE BB RREM -

1 iR

BUTH B FT E RV R R

B R

Rz ~ KEE M ERR BB IR

SEERERE

AR

EENERED

BRENDHERE

ERMEERE

BIERED

ERRAYEE S+ KA ERYZER]

BEERRER

WRECERYS

(

© BYHEWR
© BESEPL

© BERBF-

© B BREREARERTE

- fEmEE K

HEBF B EE D HPORMER D

1. Study Objective

As one of the Four Pillar Industries in Hong Kong, the Trading and Logistics play a vital role in shaping the outlook of Hong Kong’s
future economy. There is an imperative need to establish a clear understanding of the logistics cluster and its service areas. The
Study aims to provide a compelling argument for a set of reforms which will enable Hong Kong'’s logistics industry to remain an
important economic pillar and ensure that the industry will be given the opportunity to optimise its unique strengths and maximise
its potential contributions.

2. The Hong Kong Logistics Cluster

Modern logistics concentrates on the management of information flows in the supply chain and the provision of value-added
services, where new concepts, technology, and innovative skills evolve.

In this Study, Hong Kong logistics industries cover three groups of activities (See Figure 1), namely, i) Transport Services, which
have traditionally performed well in Hong Kong; ii) Warehousing & Distribution, for which Hong Kong is facing challenges by
newcomers; and iii) Logistics Supporting Services, where Hong Kong is presented with new opportunities to thrive and prosper.

Figure 1 Logistics Cluster in Hong Kong
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Linkage of the Hong Kong Logistics Cluster

As shown in Figure 2, different industries are closely linked to each other within the logistics cluster. Many may functionally integrate
with other economic activities such as sourcing and procurement; production planning and scheduling; packaging and assembly;
and customs service. In particular, innovative technology has been widely applied to enhance logistics management functions in
Hong Kong, particularly for transportation and warehousing services.

Figure 2 Hong Kong Logistics Cluster and its Linkages
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Maritime Supporting Services

Ship Finance: The shipping industry is capital intensive, in which the finance function is particularly important. The ship finance
market in Hong Kong is well-established and highly competitive. Many of the world’s major shipping banks have a presence in
Hong Kong.

Marine Insurance: Marine insurance is vital to the shipping industry. It covers the loss and damage of ships and cargoes during a
voyage and assets such as terminals. Hong Kong has a wide range of international marine insurance service providers, offering
various types of marine insurance. As of September 2013, there were 84 authorised ship insurers in Hong Kong, of which 32 were
foreign insurers. Hong Kong is home to many international P&I Clubs (co-operative insurance associations), where members (e.g.
ship owners, charterers and operators) mutually insure each other for liabilities caused by personal injury, pollution and cargo
claims.
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Maritime Law & Arbitration: Maritime legal services cover both commercial shipping activities and maritime casualty. Hong Kong is
a major maritime arbitration centre in the region. The Hong Kong International Arbitration Centre (HKIAC) resolves shipping disputes
outside the courts through maritime arbitration under specific terms set out in an arbitration agreement.

Ship and Cargo Surveying: The surveyors’ clients include ship owners, charterers of ships, insurers and shippers. These surveys
are conducted to safeguard all parties from avoidable disputes and provide comfort to all parties involved. Where appropriate, the
surveyors will offer professional advice.

Public Governance

Transport and Housing Bureau: The Transport and Housing Bureau (THB) has policy responsibility for Hong Kong's transportation
and housing. In terms of transport, THB is responsible for the formulation of policies on matters relating to Hong Kong’s internal and
external transportation, including air services, land transport, maritime transport and logistics.

Marine Department: The Hong Kong Marine Department (MD) is the marine authority in Hong Kong. It has two principal functions;
the administration of the port and the administrative control of all ships on the Hong Kong Shipping Register. It is responsible for all
navigational matters in Hong Kong and the safety standards of all classes and types of vessels.

Ship Register: MD is responsible for maintaining the Hong Kong Shipping Register, which is now the world’s 4" top ship register with
gross registered tons of 80 million at the end of January 2013.

Civil Aviation Department (CAD) is the civil aviation authority in Hong Kong. Apart from the regulatory role, CAD also act as an air
navigation service provider and provides air traffic control services to all aircraft operating in and out of Hong Kong International
Airport and within the Hong Kong Flight Information Region (FIR).

Education & Industrial Support

Maritime Education: In Hong Kong, specialised courses in different maritime areas such as shipping, law, supply-chain management,
and transport logistics, are provided by various institutions of higher education.

Industry Associations: Industry associations represent the interests of specific stakeholders, facilitate discussion within the trade and
act as a communication channel between the trade and the government. Examples of associations include Hong Kong Association
of Freight Forwarding and Logistics Ltd (HAFFA), the Hong Kong Shippers’ Council (HKSC), the Chartered Institute of Logistics and
Transport in Hong Kong (CILTHK) and Hong Kong Shipowners Association (HKSOA).

Innovative Technology (IT)

Innovation and Technology are drivers for economic growth and industrial competitiveness, including that of the logistics industry.
Technology facilitates the smooth flow of goods, services and information, as well as integrates business processes across the
supply chain. Figure 3 shows the technology applications in transportation and warehousing.
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Figure 3 Connection between Modern Logistics and IT Services
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3. Logistics Policies Support

Policies relating to the Hong Kong logistics cluster can be classified into three periods (i.e., 2000-2004, 2005-2010 and after 2010)
as set out in Figure 4. It was not until recent years that the government regained its interest in developing the logistics industries with
an aim to enhance Hong Kong'’s overall competitiveness. The momentum persists and at present, some potential lands for logistics
use, including the possible reclamation sites, are currently under consideration.

However, existing policy support has not been focused on realising the full potential of the logistics cluster as a key driver to
Hong Kong’s economy. Detailed planning and specific development projects are yet to be confirmed, and after a long period of
suspension on logistics and land development, overall policy support for logistics in Hong Kong has been far from sufficient to meet

the industry needs, compared to that of other regional competitors, such as Shanghai or Singapore.

Figure 4 Summary of Policies Relating to the Logistics Sector since 2000
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infrastructure developments

Figure 5 summarises the existing and planned major infrastructure developments in Hong Kong. It parallels the market trends of logistics
concentration shifting towards the western part of the territory, mainly for synergising the growth of air and sea cargo volumes.

Figure 5 Existing and Planned Key Infrastructure in Hong Kong

* Cursani Inflasimciums
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Note: HSWC: Hong Kong-Shenzhen Western Corridor; XRL: Guangzhou-Shenzhen-Hong Kong Express Rail
Line; HZMB: Hong Kong-Zhuhai-Macau Bridge; WEL: Hong Kong-Shenzhen Western Express Line;
TMCLKL: Tuen Mun - Chek Lap Kok Link; TMWB: Tuen Mun West Bypass

4. Economic Contribution of the Logistics Cluster in
Hong Kong

Table 1 summarises the total economic contribution generated by the Hong Kong Logistics Cluster based on the 2012 data.
The total economic contribution generated, including direct, indirect and induced activities was an estimated HKD 107.9 billion,
accounting for 5.3% of the total GDP. It also helped provide 269,780 job opportunities.

Table 1 Economic Contributions of Hong Kong’s Logistics Cluster

Economic Contributions, 2012 Data Number of Persons Engaged Value Added( HKD Million)
Direct Contribution 183,200 67,100
% of Hong Kong Economy 5.0% 3.3%
Indirect Contribution 46,354 22,219
Induced Contribution 40,226 18,555
Total Contribution 269,780 107,874
Percentage in Hong Kong Economy 7.4% 5.3%

Source: Census and Statistical Department & Study Team Estimations
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5. Competitiveness of Various Logistics Hubs in the Region

Major logistics hubs in Asia such as Singapore, Shenzhen, Shanghai, Taiwan and Seoul are posing a potential threat to Hong Kong.
Direct competition is from Shenzhen, which shares with Hong Kong the same cargo hinterland, i.e., cargo generation to/ from the
Pearl River Delta region (PRD); Shanghai, which has positioned as the trading hub and financial centre for Mainland China; and
Singapore, which shares the same positioning as the regional hub for intra-Asia trades and as a transhipment centre.

Hong Kong being a city economy has an obvious limitation in terms of land and labour supply. As Hong Kong develops into a mature
economy the costs of land and labour are becoming remarkably high. While the Hong Kong logistics industries need to uphold a
critical mass to stay competitive, the comparison between Hong Kong and Shenzhen should not be based merely on volume and/or
costs. Logistics service providers should gradually move into service mix that requires high level of flexibility, reliability, safety, and
processing sophistication. The challenge for Hong Kong has been how to remain efficient whilst at the same time collaborate with
Shenzhen for optimising the use of land and labour in the PRD in order to provide more complex or comprehensive supply chain
solutions to the market.

Key Performance Indicators (KPI) Comparison of the Logistics Hubs

A total of fifteen (15) Key Performance Indicators (KPIs) of the logistics sector were identified based on extensive stakeholder
consultations to measure the competitiveness of the aforementioned logistics hubs. These KPIs are categorised into four groups,
namely Cost, Public Services, Infrastructure & Location and General Environment.

In summary, Hong Kong and Singapore are generally considered as highly competitive logistics hubs; while Shanghai and Shenzhen
are operating at a lower quality level. In particular, Hong Kong has an apparent disadvantage in costs, making it less attractive
especially to new comers. As such, Shenzhen may pose a threat to Hong Kong for sea exports which are mostly lower value cargo
compared to air and hence more sensitive to costs. On the other hand, Hong Kong and Singapore face competition in high value
added air cargo. Shanghai may not be an immediate threat to Hong Kong at present, but with its financial and logistics services
getting more mature, it could become a serious contender in the future.

Figure 6 Summary of the KPI Comparison
Cost

General Environment  Infrastructure & Location

Public Services
Ranged from least competitive to most competitive

O Hong Kong  ©Shenzhen O Shanghai Singapore
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SWOT of Hong Kong Logistics

Table 2 sets out the detailed SWOT (Strengths, Weaknesses, Opportunities, and Threats) analysis of Hong Kong as a logistics hub
and identifies the key issues that affect the development of Hong Kong's logistics industries.

Table 2 SWOT of Hong Kong Logistics

Strengths Weaknesses

*  Strategic location at the heart of Asia and the gateway to the *  Insufficient land for warehouse development

Chinese mainland
* High rental costs, typically with short-term tenancy and high down

*  Freeport payments
* No 1 airport for air cargo and No. 4 for sea cargo *  High labour costs
*  Flexibility — Combination of free port, airport and seaport *  Lack of warehouse workers (relative to China)

*  Efficient customs procedures *  Lack of appropriate logistics facilities
*  Simple and low tax regime with a corporate profits tax of 16.5% * Insufficient IT adoption (relative to Singapore)

*  Clean government and sound legal system, which offer good

protection to intellectual property right *  Lack of industry specific policies to promote the logistics industry

*  Free flow of capital and information

*  Highly qualified logistics professionals

Opportunities Threats

*  Growing domestic demand in Asia and mainland China *  Heated property market, surging land costs
*  Prominent intra-Asia trade * Increasing competitiveness of Singaporean logistics
*  Growing affluence — higher demand for high-value goods *  Mainland China hubs offer cheaper land, and are improving customs

and warehouse qualit
*  Would be accessible to western PRD through Hong Kong- 9 ¥

* Rising of new competitors with regards to aviation e.g. Guangzhou

Zhuhai-Macao Bridge (HZMB) under construction Airport and trading e.g. Shanghai FTZ

Stakeholders’ Feedbacks

Consultations

Consultations with the industry stakeholders were conducted, which covered airlines, shipping lines, port operators, warehouse
operators, freight forwarders, logistics associations and government units.

Bottlenecks of the Logistics Industries

Increasing Cost Pressure: The surge of land / rental costs in recent years has resulted in Hong Kong becoming one of the most
expensive cities for logistics businesses. As commented by the stakeholders, rental costs in Hong Kong were about 3 times as high
as those in Shenzhen. The high land / rental costs largely resulted in high operating costs.

Short-term Lease Contracts: Most of the leases tendered in the market were for short-term use. This makes it difficult for warehouse
operators to plan for a long-term development. As a result, warehouse operators are more reluctant to invest in facilities for operating
businesses.

Insufficient Labour Pool: It was commonly reflected by the logistics stakeholders that labour shortage existed in both low skilled
workforce and professional talents. In general, professional logistics-related trainings in Hong Kong provided by educational
institutes and trade organisations were considered insufficient, especially when compared to Singapore and Shanghai. Hong
Kong'’s high costs of living might have also discouraged international talents from entering the territory’s logistics industries.
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Lack of Policy Support: The industry did not have strong confidence in the long-term prospects of Hong Kong’s logistics industries,
which was in part due to the lack of policy support witnessed in the past decade. Contrary to the substantial development and
expansion plans proposed in other competing hubs, Hong Kong had no major logistics parks / ports / airport runways addition /
expansion completed in the past decade, which resulted in weakening confidence of the stakeholders, especially among the small
and medium enterprises (SMEs).

Inefficient Government Structure: In Hong Kong, the government currently responsible for logistics issues is the Transport and
Housing Bureau (THB). It was widely commented by the stakeholders that under the current government structure, various trade
andj/or logistics related departments do not frequently interact with each other. Therefore, establishing a dedicated department /
office / statutory body was requested to manage and promote the Hong Kong logistics industries as a whole.

6. The Way Forward

For the purpose of long-term sustainable growth, the logistics community, especially the SMEs requires a modernised logistics park
with sufficient and adequate space to accommodate comprehensive value added logistics services.

Potential Land for Logistics Use

To facilitate sustainable development of the logistics industries, a sizable and dedicated land for logistics use is crucial. Figure 7
details the six potential sites recommended by the government for logistics purposes. The main considerations for land selection are
(1) considerable size*, (2) low land premium, (3) close proximity to sea ports and the airport for intermodal arrangement, (4) easy
access to major truck routes and highways, (5) away from city centres or commercial districts to avoid urban traffics, and (6) easy
access from residential districts for attracting medium to low skill labours. Another reclamation site at Sunny Bay in North Lantau
currently under investigation with details yet to be known may also present another opportunity for logistics use.

*The considerable land size for logistics use is recommended to beat least 70 ha*1 in are centre port byHKU. The size was
estimated by pooling the preferred locations and sizes indicated by industry stakeholders through a survey. The potential land for
the logistics park would likely be more than 70ha as, in addition to meeting the current shortage, freight forwarders and warehouse
operators now operating in old industrial buildings with obsoleted facilities will also move into the new dedicated site. The figure of
70ha is merely for reference and a more thorough study is needed to determine the actual need.

1 “Hong Kong's Logistics Industry and Land Supply — An opinion Survey”, HKU & bpsglobal, Jul 2014
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Figure 7 Potential Land for Logistics Use

T T =
Y ‘h Shenzhen Gy o 4 9
L m o
A\ f __,J Hung Bhul Kiu
/. = Approwimate Tolsl Ares
- i ‘ BORa
Kong-Bhanzhmn o N i Tai ba
Eapris Link |
Lung Kwu Tan =o—THong Sham
Appeadimnie Tatsl Ares Wisborn Highway
200 - 300ha
i
Lisng Kuay o M.
F T Road Propossd Tusn Man T
Woatomn Bypass
e _q"
™ -
- P O ~y
N ¥ a. A= Erm T
Tumm Mun Wosi ™ """‘“-\ __.--"f-' B -'I_
K 5 B " 1
DTN -~ Proposed Tusn Mis - i Tuing ¥l Scuth Wasd
i Loy Kinke Limk o Approimpte Totol Area
; BG - 120ha
(Mot Lt ;r ." FTL
oy i - R
. 1 L
- & ] Sioneculoes == .. Chung
- Breige Appeoximate Telal Arsa
= Sdu Ho Wan | Fhilua
. ¥ Apprevienacs Temi Acma | h R
i 10 - 1D . S
} " L] el //r‘ g
— U ol
= _.-'i':J i & i i _ J}:-"

Source: BMT & Enhancing Land Supply Strategy, Hong Kong Transport and Housing Bureau

There are views that the 62 hectares earmarked for logistics use in Hung Shui Kiu should eventually give way for urban development
while other sites are either too small for providing long-term solutions, or currently occupied by other uses. Therefore, the most likely
choice would be Lung Kwu Tan/Tuen Mun West and Siu Ho Wan. Lung Kwu Tan/Tuen Mun West has an advantage of being close
to River Trade Terminal. Siu Ho Wan has widespread concerns of Chinese White Dolphins to overcome, but if the Government are
able to move the Siu Ho Wan Sewage Treatment Works and its utilities underground, the scale of reclamation needed and therefore
the potential environmental impact would be minimised significantly. This would then be a location with obvious advantages in
intermodal operations. Besides the aforementioned six potential sites, it is recommended that the government conducts further in-
depth studies to search for other possible sites to develop a logistics park.

A Business Model for Logistics Facilities

To alleviate the concerns of increasing rental costs and inadequate duration of lease, a business model with higher government
involvement (probably as a regulator) is preferred. Under the business model, the government may expand its role to become (1) a
developer — by investing resources in the form of land supply and/or upfront capital expenses injection; and/or (2) a manager — by
enhancing its regulatory position and monitoring the development goals and strategies, taking care of not only profit-making (as a
private corporation) but also public interests and social benefits.

We envisage such a logistics infrastructure / facility may follow a similar business model to that of the Hong Kong Science Technology
Parks Corporation (HKSTPC). A management corporation should be established by law to plan, develop and manage the assets.
In the long run, this corporation should be able to conduct its business according to prudent commercial principles and to become
self-sustained. The government would need to provide sufficient resources for the business to meet its operating expenses at the
initial stage before reaching its break-even point.
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Potential Relocation of the Kwai Tsing Container Terminals (KTCT)

The relocation of the current KTCT is also considered as a possible strategy for the long-term development. The idea of relocation
is based on the following:-

e The rapid growing period of Hong Kong Port was over. The relocation may not require much land but simply enough to meet the
critical mass for Hong Kong as a key logistics hub.

e Thedesignof KTCT was primarily for handling direct cargoes but over 65% of cargo served at the terminals now was transhipment,
which resulted in increasing inter-terminal movements. The industry longs for a new port design that can better accommodate its
current needs.

e |tis envisaged that more and more cargo will be handled by multi-transport (logistics) modes (e.g. air-sea, land-sea, river-sea,
etc.). The HKP should ideally be close to various infrastructures (e.g. airport, warehouses, depots, logistics parks, etc.).

e Over the year, Kwai Tsing has developed into a populated district. HKP should be located away from the cosmopolitan areas or
city centre.

e The nearby Kwai Chung is no longer a key production centre for Hong Kong.

Notwithstanding, the immediate challenge of relocating KTCT is to find a suitable site. This requires further investigations and
consultations comprehensively with the industry. Besides, the current terminal sites at Kwai Chung and Tsing Yi Basin could be
redeveloped for commercial and residential use, integrated with the community development in this district.

Manpower Enhancement

Issues on Labour Supply: The labour shortage in Hong Kong’s logistics industries has been rather significant. The shortage is taking
place in both low skill workers and professionals.

Improving Industry Image: It is essential to improve the image and the public awareness of the logistics industries in order to attract
new talents. This may requires government policies to (1) support educational institutes and trade organisations to provide logistics
training; (2) foster R&D in technology advancement; and (3) promote the logistics industries as high value added service providers
in order to improve the public image of the industries and the public awareness.

Policy Support

As discussed earlier, the government policy support for the Hong Kong logistics industries is insufficient. At the juncture of facing
severe competition and encountering business bottlenecks, Hong Kong is now experiencing a critical stage for its long-term
development.

In addition to the land provision and manpower issues, the following “Wish List” helps specify the sorts of policy support needed
for the stakeholders:

e To clearly define the policy responsibility in the Government structure to reflect the strategic position of the logistics industry as
one of Hong Kong’s key drivers of economy;

e To develop policies for the sustainable development and competitive growth of the logistics industries, relating to
o Dedicated lands for logistics use;
o0 Manpower development including promotion, training and education;
o A single window for customs clearance and related import/export practices;
o To promote e-logistics by providing an e-platform especially for SMEs and enabling paper-less documentation; and
o To seek potential cooperation with Zhuhai and Macao facilitated by the HZMB.

e To see to the completion of the third runway at the Hong Kong International Airport and to maintain Hong Kong’s leading
position as the air hub of the Region.








