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If the shipping bottleneck
continues, it will significantly affect
supply chains. Ongoing surging
logistics costs are not beneficial to
local economic development, and
such costs are ultimately passed
on to consumers.
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The ports of Long Beach/Los Angeles in the United States have been
experiencing heavy congestion, and large numbers of containers are
stacked up, waiting to be unloaded
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The global logistics industry is
facing a labour shortage. The huge
demands generated from booming
e-commerce businesses are driving
the logistics industry to adopt smart
logistics solutions.

he logistics industry supports the movement of cargo from Hong

Kong and the world. With its large capacity and low cost, maritime
transportation has always been the first choice of the cargo industry.
Currently, more than 80% of global freight volume is transported
by sea. However, the pandemic triggered the biggest crisis in the
shipping industry in more than 65 years. Over 350 cargo ships were
once stuck outside major ports around the world, waiting to be
unloaded, all the while costs were increasing significantly. The United
Nations warned that if ocean freight rates continue to rise, they would
stimulate global inflation and impede the progress of economic
recovery.

Imbalanced container supplies cause a tenfold increase in
shipping costs

The severe epidemic situation has led to the imposition
of lockdown measures in the United States, Europe and major
manufacturing countries in Southeast Asia, such as Thailand and
Vietnam. Ms Elsa Yuen, president of the Hong Kong Logistics
Association, explained that various major ports were only able to
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operate on a limited scale, resulting in a pile up of containers
at ports. The turnover speed of containers was affected,
which led to a shortage of container supplies. As Yuen
explained, “The shipping rates were unprecedented during
the pandemic, and the price of containers spiked from
USD 2,000 pre-pandemic to USD 20,000.” There have also
been intangible costs, such as delays in cargo transportation
and demurrage and detention charges in terminals, which
have greatly increased the burden on businesses.

Unsettled shipping bottleneck

As the problem of port congestion continues, alternative
transport methods have been sought. Yuen indicated that
some businesses that originally shipped cargo by sea
had to consider air transportation during the pandemic:
"However, the cargo capacity of air transportation is much
less than that of sea transportation, and air freight tripled
due to the pandemic. Air transportation is only cost-effective
for commodities with high added value, such as electronic
products and medical supplies.”

Are land or railway transportation feasible alternatives
to air transportation? According to Yuen, the cost of land or

railway transportation sits somewhere between maritime and
airline transport, and both forms of transportation are suitable
options for transporting cargo between Hong Kong and the
mainland. But for transnational freight, Yuen noted, enterprises
need to consider a few challenges: “First, the cargo needs
to go through customs clearance in different regions. Then
there are the relatively unpredictable road conditions, and
the cargo must be loaded manually on either road vehicles
or railway carriages, increasing the chance of damage to the
goods. Packing is a matter that requires specific attention.”

BERFUZERBREASNREZN SHEMNZENNESURME

The Hong Kong government has further tightened quarantine arrangements for air cargo crews, which has decreased airline capacity and further

inflated freight costs
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The logistics industry sees no early end to the global
shipping bottleneck. Yuen observed that the year-end is a peak
season for logistics, and manufacturers often rush to ship cargo
before the Chinese New Year. However, containers are still
stacked high in ports for further handling. What is even more
worrying is that the Hong Kong government has tightened
quarantine arrangements for locally based cargo aircrew
following the threat of the new Omicron variant, thus reducing
air cargo capacity and further increasing air freight costs by 30-
50%. Yuen expressed concern that the increased costs would
ultimately be passed on to consumers and that the shipping
bottleneck would not improve until the middle of this year.

EIBHHEEERREELRER  THYRFEXRLHA
E-commerce growth during the COVID-19 pandemic contributing to an
increasing demand for logistics services

REBE BETHEROEERINEE  IXRIZYREER
REEBENRER

Elsa Yuen says that the pandemic has changed our consumption
patterns, and a growing number of logistics operators have
expanded into the e-commerce logistics business

Rise of e-commerce generates new logistics
demands

Although the pandemic has created numerous
challenges for the logistics industry, it has also brought
opportunities for upgrades and transformation. According
to Yuen, logistics operators have always focused on B2B
businesses, serving importers and exporters. “Our clients
used to wholesale products to chain supermarkets and
retailers. With the online shopping boom in pandemic, they
have begun setting foot in the e-commerce business and
directly selling products on e-commerce platforms.” This
change in customer demands has driven the transformation
of the logistics industry to develop high value-added
e-commerce logistics businesses.

E-commerce logistics is the process by which the
industry is directly connected to consumers across the entire
e-commerce supply chain, and it covers all procedures
for delivering products to consumers. Yuen explained
that the demands of e-commerce for logistics services are
completely different from those of traditional B2B logistics.
Traditional logistics mainly arrange the delivery of cargo
based on a sailing or flight schedule, with a relatively
substantial amount of time for preparation. For e-commerce
logistics, consumers place orders 24/7, and it is difficult to
predict order volumes. The management on delivery times
is rigid, which requires the implementation of different
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By leveraging Al technologies, goods on shelves are positioned based on popularity

technologies and operating systems. “E-commerce logistics
demands real-time tracking and positioning functions.
Therefore, we must improve the transparency of logistics
processes and improve customers' experiences by using the
latest technology.”

Accelerating digital transformation to meet
e-commerce logistics demands

According to the FedEx forecast, the global e-commerce
logistics market will reach USD 118.8 billion by 2028. This
tremendous business opportunity is driving the rapid digital
transformation of the logistics industry. Geek+, a global smart
logistics technology company, specialises in the application of
advanced robotics and artificial intelligence (Al) technologies
in smart logistics solutions. Mr Lit Fung, vice president
and managing director of Geek+ APAC, UK and Americas,
indicated that the logistics industry in Hong Kong relies on
manual operations and has adopted a wait-and-see attitude
towards digital transformation. With the rise of e-commerce,
the manpower shortage has been exacerbated, particularly
during the peak online shopping periods, such as Black
Friday, "Double 11" and Christmas. During these peak times,
it is difficult for logistics operators to recruit casual workers
to handle huge volumes of orders in a short timeframe. The
labour shortages have resulted in increased operation costs,
and the demand for smart logistics solutions has mushroomed
in recent years to reduce the reliance on manpower.
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Fung believes that the biggest advantage of smart
logistics is that it can eliminate the time spent walking around
the warehouse, improving operation efficiency. Traditional
logistics require warehouse workers to run around the
warehouse to put orders together, which is not efficient. The
introduction of smart logistics solutions allows warehouse
robots to run errands, while warehouse workers can stay at the
picking station, focusing on picking goods brought to them
by robots. This can significantly reduce the order-picking time
and decrease manpower by approximately 60%. Companies
no longer need to reserve a large area of aisle space for
workers to operate the warehouse, and shelves can be
arranged in a more compact way. Fung noted, “With the land
shortage and high labour costs in Hong Kong, the application
of warehouse robots can help logistics operators save labour
costs and make good use of every inch of warehouse storage
space. The payback period is attractively low, estimated at
around two to three years.”



Application of Al technology to process complicated
e-commerce orders

According to Fung, smart logistics not only solve the
labour shortage problems but also help the industry process
complicated e-commerce orders: "E-commerce platforms
involve tens of thousands of products of huge volumes of
orders. Each order features diversified products. There are
also different shelf lives for commodities like cosmetics,
healthcare products and food. It's more complicated to
process e-commerce orders than those of traditional B2B. It
just doesn't work if we rely on manpower alone.” By applying
Al algorithms, the system can perform order grouping in
advance and combine orders with similar commodities.
Stockkeepers can then process multiple orders simultaneously
when picking orders.

The system also adjusts the positions of products on
shelves based on factors such as type and popularity and
allows robots and warehouse workers to move goods via the
shortest route, further optimising operational efficiency. Fung
indicated that the smart logistics solutions of Geek+ have
already been adopted by mainstream e-commerce platforms
in Hong Kong, mainland China, Taiwan, South Korea and
Australia.

NAEEMMAYMEREREEREROQTERENRFRE » I
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Warehouse robots can shorten the time spent on order-picking
procedures and reduce manpower by 60%

WHRISE  REEBFEWIE Rk B2BNEEFTSERH
HEUBSEATRIE

Lit Fung points out that orders from e-commerce platforms are far more
complicated than those under the B2B model, and manpower alone is
not the solution

Although logistics have always been deemed a
troublesome cost, Fung believes that as consumers expect a
personalised shopping experience in the era of e-commerce,
convenient and efficient logistics services offer businesses a
competitive advantage. “Businesses place greater importance
on the delivery experience, and some merchants promise to
provide next-day delivery. Some even provide free returns.
Despite the increased logistics costs, such practices increase
business volumes and make these merchants more popular in
the market.”"

Seize national development opportunities to
promote e-commerce logistics hub

The flourishing e-commerce industry is reshaping the
global logistics landscape. In Yuen's view, in additional to
its fortuitous geographic advantage, Hong Kong has one
of the most efficient international container ports. It has
remained uninterrupted during the pandemic. Hong Kong
also has the highest number of flights across the globe.
Hong Kong should make good use of these advantages and
transform into an e-commerce logistics hub that connects
to the mainland and international market. Yuen pointed
out that the mainland e-commerce market is huge. With a
comprehensive logistics network and an efficient customs
clearance regime, commodities from all over the world can be
transported to the mainland through Hong Kong. Hong Kong
can provide value-added logistics services, such as inventory
management, cargo inspection and sorting. “Furthermore,
there are a lot of perishable goods and food that require high
quality of cold chain logistics and expedited delivery. These
are the development opportunities for Hong Kong's logistics
industry.” @®
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