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The Economic Value of the Logistics

(Preface)

What is the logistics? Since Americans produced this word at the
beginning of the 20th century, the concept of logistics has been
understood in many different ways and also developed regularly with
many questions. The understanding and meaning of the logistics are
mostly similar in every countries, although its express and definition are
different. It is the fact that the logistics industry has been the significant
industry in the market economy of the developed countries. It is also
true that the logistics industry is playing an important role in the
development of economy.

American economist Peter Duclar predicted in the sixties of the 20th
century that the logistics industry would be the dark - continent of
economic growth in every countries, the last way of reducing the cost,
the third profit sources after controiling the materials expenses and
improving the labor productivity, as well as the unopened — up virgin
soil.

Japanese Waseda University professor Xizexiu describs that the logistics
is the iceberg which part of the bottom is bigger than the top part.
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American economist Pole Konbos putted forward in 1954 that the
logistics was the another half of the marketing.

German economist advocated that there would be three kinds of people
in the future: producers, logisticians and consumers.

Chinese economist Fan Gang realizes that there are three systems:
production system, logistics system and technical system. Other systems
come from these three systems.

Chinese economist Wei Jie considers that the logistics industry is the
artery and the basic industry of the national economic development in
the world. Its development level is one of the important marks to
evaluate the level of state modemization and comprehensive national
strength. Logistics is the accelerator of the economic development.

British famous economist Christove points out that there are not
companies but only supply chains in the market. The real competition is
not between the enterprises but between the supply chains.

Vice Premier Wu Bangguo states that the logistics industry is the
important industry in the development of Chinese economy and the new
point of the economic growth.

American Mckinsey & Company reports in its White Paper on Chinese
Logistics Market after the investigation of Chinese logistics markets that
Logistics industry will play the key role in the development of Chinese
economy .
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I think the logistics industry will change the traditional economic
operation way, the circulation model and the life style.

Could the logistics industry play such great significant role? We could
find out its economic value from the following analyses.

Proportion of the logistics cost in the GDP

The logistics cost will be getting lower proportion in the GDP if the
level of the logistics development is growing higher. The level of
logistics industry has been the important mark to evaluate the

comprehensive national strength.

American logistics expert Robert Land noted in American Logistics Year
Report that American logistics cost was US $ 921 billion and the GDP
was US $ 9260 billion in 1999, so that the logistics cost is the 9.9% of
the GDP (10.6% in 1998, 11.4% in 1990, 15.7% in 1980). The
logistics cost is about 10% of GDP in the developed countries such as
European countries and Japan. Chinese logistics cost is 18% of the GDP
estimated by the World Bank (16.7% in other documents) . I think it is
up to 20% . The Chinese GDP in 2000 is 8900 billion yuan, so that the
logistics cost will be 1335 billion yuan by 15% and 1780 billion yuan
by 20% . So the potentiality is very great. If China could realize the
leap — forward development during the 20 years and reduce the logistics
cost by 10% , it is our great achievement to make the successful
economic transition from extensive operation to intensive operation.
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The conversion and turnover of the circulation funds in enterprises

The circulation funds of the state — owned and state — controlled
industrial enterprises were 1009. 637 billion yuan and the velocity of
turnover period was 1.65 times on average per year by 1992. The
circulation funds increased by 3104.281 billion yuan and the turnover
was 1.2 times per year by 1999. The tumover in the State — owned
commercial enterprises is 2.3 times. The turnover in Japanese
manufacturers is 7.5 — 8 times, and 15 - 18 times in non -
manufacturers (including wholesale and retail) . The tumover in Wal —
Mart, Metro and Carrefour is 20 — 30 times. So we could find the three
following problems in China.

First, the inventory of raw materials, semi — manufactures and out —
produced parts is over amount for the producing demands. The
purchasing operation serves for the inventory, not for orders. There are
not the JIT distribution system and the zero or lack inventory operation.
The inventory period of the raw materials is over 30 days with a large
amount of current funds. The logistics cost is 30 - 40% of the
production cost. It is unbelievable in the market - oriented economy of
developed countries.

Second, the inventory period is a long time and the high proportation of
the gross sales. The finished products will stay for 45 days in
manufacture’s warehouses and 35 days in the commercial stores in
China. The inventory commodity value was 6.8% of the GDP in 1996.
The turnover period of American automobiles, electronic products and
commercial goods was 12 days in 1997. The total value of
Manufactures’ inventory in America, Germany and Japan is 1.3 —
. 10 .
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1.5% of gross sales on average. The inventory commodity value in
developed countries is 1% of the GDP but 5% of the GDP in
developing countries. Chinese level is till lower than these data.

Third, many enterprises have their own transportation and warehouses.
However they could not get more profits with high investments and high
production costs. According to statistics, the self — trade trucks are 70%
of the social truck amount; the rate of no — load trucks is about 37% ;
the average speed of transportation is S0 kilometers per hour. There are
also a lot of vacancy or broken warehouses. The rate of waste
commodities is higher.

So the Chinese enterprises’ system — big and whole, small and
comprehensive must be broken and taken place of the specialization and
socialization operations. The most logistics activities should be apart
from the producing and marketing operation and practiced by third — part
logistics enterprises.

Logistics infrastructure and equipment

Since the reform and opening — up, China has invested 1500 billion
yuan in the logistics infrastructure by 2000. However, it could not meet
the logistics development needs since the old facilities are backward too
much. The density of the transportation networks could be separately
1344 .48 kilometers per square kilometers and 1043 kilometers per 10
thousand persons in China by 2000. It is separately 19.6% and 15.8%
of the density in America, 9% and 15.8% in Germany, 24.9% and
48.3% in India, 71.3% and 8.8% in Brazil. The backward logistics
infrastructure and the irrational layout of logistics facilities will bring the
. 11 .
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conflicting of Chinese transportation and make the lower efficiency of
the logistics transportation and inventory. According to rough statistics,
the loss of packing is up to 15 billion yuan, the loss of handling is 50
billion yuan, the loss of spoiling is 3 billion yuan.

Enterprises’ logistics
Dell Group

Michael Dell, major of medicine, bought outdated IBM computers from
local retailers and upgraded computers’ system in his college dorm in
1983 when the PC is initial and new. He sold them cheaply to the
customers who needed urgently. Nowadays the Dell Group is the first in
America and the second computer inter — continental group in the world.
The success in Dell owes to optimizing the supply chain management
and combining the orders, procurement, production and logistics
together. Dell utilizes third — part logistics fully to integrate the supply
logistics, producing logistics and selling logistics as one system. Dell
makes most effort to minimize the inventory and increase the rate of feed
back. Dell squeezes the time with no adding values during the
purchasing and installation so that the inventory period of out —
purchasing parts must be less 15 minutes. Dell will not order parts from
suppliers until to get its order. Dell reduced the suppliers from 204 to 47
by 1992 for these purposes. The total inventory products in Dell’s plants
could be sold out for 11 days. So the Dell’s strategic is not for the
“velocity” but the “speed” which means that the velocity is to rush
totally, the rate is to save the time in every procedure.

- 12 -
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Haier Group

Haier Group started to restructure its procedure and established the
Logistics Promotion Division in 1999. There are three departments
under this Division: Procurement Department, Distribution Department,
Storage and Transportation Departinent. Haier combined the logistics
elements and resources from the every links, departments, companies
and manufacturers in order to realize the central of purchasing,
distribution and storage — transportation.

Haier adopts the logistics management of “one flow and three networks”
in order to treat the order information as a core and establish the
resource networks of global supply chains, customers and computer
information. There are four goals:

The first is the purchasing according to the orders and the zero
inventory ;

The second is the strategy of win — win. There is not a simple
relationship of buying and selling between Haier and suppliers. The
suppliers will take part in the activities of Haier’s products design for the
same customers in order to add more value in the orders.

The third is the three JIT systemns within one synchronous procedure.
With the logistics technical and computer management, Haier could
adopt three JIT systems: JIT purchasing, JIT distribution and JIT transit
logistics in order to realize the synchronous flow.

The fourth is the computer networks with the speed of new economy.
- 13 -
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Haier’s procurement orders 100% have been made on the web so that
the tumnover period reduced from 10 to 3 days. Haier also reduces the
cost of supply chain since the payment on the web is the 20% of total

payment.

Haier has set up 42 distribution centers in China and delivers 50, 000
ordered products to 1550 franchised stores and 900 sub - stores. The
delivery period is 8 hours for the center of city, 24 hours for near
regions, and 4 days for all parts of China.

Haier’s restructuring logistics has made a great achievement with the
suppliers reduced from 2336 to 667, materials reduced by 73. 8%,
warehouses reduced by 50% , inventory funds reduced form 1.5 billion
yuan in 1999 to 0.3 billion yuan in 2001 as well as the inventory
tumover reduced from 30 to 7 days. Haier made global gross sales of
over 60 billion yuan in 2001 and is catching up to the global top 500.

If Chinese manufacturers and circulation enterprises could leam from
these two examples, they will create the huge economic values.

E - commerce

E - commerce is possessed of many models such as Bto C, Bw B, C
to C, etc. B to B is the business between the enterprises involving the
most amount, B to C is the beginning e — commerce in china between
the enterprise and the customers. According to statistics in 2000, there
are 677 B to C web sites. The first three goods of residents’ purchasing
on the web are books, software and computer products. And other
consumer goods are also increasing. For the e — business on the
- 14 .
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web, you have to solve two problems: the first is the way of payment
on the web, the second is to make the logistics system safely and
quickly. Consumers could not only save their money but also their
time. This kind of logistics service industry could also offer a lot of
jobs. Every one can see it.

Logistics is strange and mysterious for many people, in fact it is in
everywhere and every time. Countries can not do without the logistics;
markets can not; enterprises can not; and consumers can not yet. For
developing our logistics is not an easy thing to do since our
comprehensive level is still backward over 20 years compared with the
developed countries. However, we definitely could realize the leap —
forward development of logistics industry if we could make our most
efforts to do it.

Fing Firf

January of 2002
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