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Abstract

Cross-border e-commerce (“CBE”) embraces the elements of globalization and information
technology. The rapid rise of CBE in the past decade represents a significant paradigm shift in
international trade, which has transformed the way of how commodities are transacted, priced,
paid, and finally delivered by eliminating intermediaries, lowering the entry barrier of sellers,
offering greater transparency in product options and pricing, as well as a convenient online
shopping experience to consumers. The emergence of this new trading model has been expedited
by the speedy advancement of technology, such as 5G network, big data and blockchain solutions,
and the benefits of the new mode of shopping evidently accelerate consumer behavioural changes,
which in turn reinforces the shifting dynamics in the conventional paradigm. This will inevitably
have a profound impact on Hong Kong which is largely an intermediary economy. Against this
backdrop, this study analyses the advantages and disadvantages of developing CBE in Hong Kong,
the current policies adopted by the HKSAR Government as well as the relevant experiences of
other countries/regions. It is then confirmed that Hong Kong ought to leverage on its competitive
edges in flows of goods, information and capital to actively develop itself into a global CBE supply
chain host and service centre, thereby consolidating Hong Kong’s status as an international
aviation hub. Based on the above, we recommend establishing the “Hong Kong CBE Development
Council” to help formulate and promote specific policies and measures relating to the development
of CBE in Hong Kong, including the policy recommendations of this report, by gathering strength
of all relevant parties.
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Summary on Policy Implications and Recommendations

In order to develop into a global CBE supply chain service centre, Hong Kong needs to embrace
a holistic vision of CBE development, based on which a coherent public policy strategy could be
developed to defend and enhance its vital role as the global trading and logistics centres. And this
will eventually benefit enterprises at all sizes. We believe that CBE should receive at least the
same level of attention as conventional trading from the government policy perspective, that means
a much higher degree of policy attention to CBE is required. This is a prerequisite for better
directing targeted public policy development, including policies of logistics infrastructure,
education, information technology, small to medium-sized enterprise (SME) support and others,
as well as aligning public resources and supports from related industry associations and
enterprises. In contrast to the two main development models of CBE in Mainland China, Hong
Kong lacks either the ecosystem driven by sophisticated e-commerce platforms (Zhejiang model)
or a huge production capacity (Pearl River Delta model). In the circumstances, by capitalising on
the competitive edge of the premier professional services of Hong Kong, we recommend to build
a new model of CBE development designed to rest on Hong Kong’s added values of its full range
of professional services that met with international standards. This implies that the promotion of
CBE business not only helps upgrade Hong Kong’s trading and logistics sector, but also provides
new growth areas for the other pillar industries such as financial services, producer and
professional services. It can also create new job opportunities that are attractive to the cyber youth
generation. And we argue that the best way to harness Hong Kong’s collective strengths is to
develop its independent global e-commerce platform.

As CBE is an integrated catalyst that enables Hong Kong to stay competitive, we strongly
recommend the HKSAR Government to establish a new statutory body, namely “Hong Kong
Cross-border e-commerce Development Council”, with a key focus on developing CBE business
in Hong Kong and improving its business environment, including exports, import and transit
services. Facilitated by this new organisation and its Committees, the Government can work
closely with key stakeholders of CBE in creating a conducive business environment in which CBE
participants could thrive. The experience of Mainland China and Singapore suggests that the roles
played by government agencies and public bodies in regard to CBE market expansion have been
extraordinary and tremendous. While a prescriptive approach may not be in line with the
governance style of Hong Kong as a free port, we believe that the related government and statutory
bodies should take a more proactive role in fulfilling future market demands in a creative manner
under the banner of Hong Kong CBE Development Council. Inter alia, we suggest Hong Kong
Post should be restructured to make it more flexible, creative and responsive to the rapidly
changing and expanding CBE market, and Hong Kong Trade Development Council, to a greater
extent, can leverage on its international network and database resources for promoting CBE
business beyond the Mainland China market, provided that more resources would be granted to
the Council.



As a key enabler to CBE business, which is an internet-based trade model, the acceleration of the
pace of digitalization is suggested to be one of the priority areas to work on. This includes the
building of a data sharing platform for the CBE supply chain, expediting the construction of data
empowerment and personal data protection framework, and the digitalisation of SMEs etc.
Besides, the Government should step up their efforts to solve the problem of high costing facing
the logistics industry, which is largely attributed to the lack of required talents and affordable
logistics space. The latter is the prime obstacle for transforming Hong Kong into “the largest
overseas warehouse of Mainland China” and the regional distribution centre of multinationals, in
which diverse value-added services, such as merchandise returns, testing and repairing services,
and redirecting of parcels to other markets, can be performed most efficiently and effectively,
given the excellent strategic location of Hong Kong and the professionalism of the local service
providers. To alleviate the problem of high rent in Hong Kong, the Government is advised to
speed up the high-level policy planning on logistics space. It is suggested that to more logistics
parks in the catchment area of the Hong Kong Airport should be introduced, thereby uplifting the
overall efficiency by aligning the scatted resources in the city.

The talent issue also highlights the absence of an all-rounded talent-building policy for the trading
and logistics industry, including planning of related university curriculum and vocational training.
As government policy supports or even provision of tactical subsidies to the capital-intensive
logistics industry and CBE players, particularly the SMEs and start-ups, is not uncommon
worldwide and among the major competitors of Hong Kong, the Government is urged to review
its current supportive policies and measures which are generally perceived as relatively ineffective
and insufficient by the local industry at large. In particular, government support in terms of space,
manpower and digitalisation lent to SMEs is strategically significant in light of market
enhancement, as the logistics industry landscape in Hong Kong has been skewed in favour of
multinationals and large corporates, thereby making inroads into the CBE market by the SMEs
disturbingly difficult.

Last but not least, it is recommended to institutionalize a government-to-government coordination
arrangement between jurisdictions on related issues, and this will be conducive to enhancing the
mutual understanding of their respective policies and measures. The establishment of a
coordination framework and system between the HKSAR Government and their counterparts in
the Mainland and popular overseas markets or emerging markets (for instance Belt-and-Road
countries) is instrumental for ironing out major bottlenecks in CBE supply chain, especially
customs clearance, or generating new business opportunities, for instance, provision of green light
from the Mainland authorities to allow specific products that have been tested and certified by
Hong Kong’s accredited certification and inspection establishments to enter the Mainland market.
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Worldwide Retail Ecommerce vs. Non-Ecommerce Sales, 2019-2025
trillions and % change
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Top 10 Countries, Ranked by Retail Ecommerce
Sales Growth, 2022
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Industry Survey on Cross-border e-Commerce

A. Cross-border e-Commerce and Hong Kong’s Positioning

Q1. How would you rate the importance of cross-border e-commerce (CBE) in enhancing the
position of Hong Kong as an international supply chain service centre and a global aviation hub,
by using a 10-point scale where 0 means “not important at all” and 10 means “absolutely
important”.

(0-10 rating point)

Q2. There are views suggesting that Hong Kong has the following key competitive advantages
in developing into an international supply chain service centre and a global aviation hub for CBE.
Please rate their importance by using a 10-point scale, 0 means “not important at all” and 10
means “absolutely important”.

(0-10 rating point)

a. Extensive international aviation network, reliable service with high flight
frequency and capacity

b. Free, open and efficient financial system well supported by premier
professional services, such as legal and accounting services

c. Extensive global business network and managerial expertise possessed by
local companies

d. Rule of law, and a legal framework which aligns with international standard;
and as a buffer for relevant Chinese regulations

e. Simple tax system and efficient customs

f. Strategic geographical location as the dominant gateway to Mainland China

g. Versatile to cope with different trading practices / languages, east and west

h. Good reputation for providing quality goods and value-added services
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Q3. There are views suggesting that Hong Kong is facing the following major challenges in
developing into an international supply chain service centre and a global aviation hub for CBE.
Please rate their importance by using a 10-point scale, 0 means “not important at all” and 10
means “absolutely important”.

(0-10 rating point)

a. Inadequate government policy support

b. Insufficient supply of talent

c. Keen competition from neighbouring cities in the region

d. Lack of logistics land

e. Oligopolistic structure with high threshold for new comers

f. Strict quarantine policies for inbound traffic

g. Slow progress in supply chain digitalization and automation

Q4. In regard to the CBE business, how would you rate Hong Kong’'s competitiveness in the
following market segments? Please rate each of the following by using a 10-point scale, where
0 means “not competitive at all” and 1 means “definitely competitive”:

(0-10 rating point)

a. Export to American / European countries

b. Export to RCEP countries (including SE Asia, Japan, South Korea,
Australia and New Zealand)

c. Export to other Belt & Road countries (e.g. Middle East, Russia, Central
Asia, Middle East, Latin America)

d. Import to Mainland China / Hong Kong

e. Air transit service of Hong Kong International Airport

B. Government Policy Supports

Q5. How adequate are the policy supports provided by the HKSAR government in promoting the
development of CBE business in Hong Kong? Please give your rating by using a 10-point scale,
where 0 means “ totally inadequate” and 10 means “perfectly adequate”.

(0-10 rating point)
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Q.6. There are views suggesting that the following government policy supports are required for
enhancing the development of CBE in Hong Kong. Please rate their importance by using a 10-
point scale, where 0 means “not important at all” and 1 means “absolutely important”.

(0-10 rating points)

a. Make available more affordable logistics space through rental subsidy,
tax deduction or other remedial measures

b. Maximise the potential of the Universal Postal Union networking by
stepping up the proactive efforts of Hong Kong Post

c. Strengthen the publicity supports of the Hong Kong Trade Development
Council and/or other public organisations in promoting CBE business in
Hong Kong on a global scale

d. Coordinate educational efforts, promotional and training, for building up
the knowledge base and the image of the local CBE industry among the
young population of Hong Kong within or outside schools/campuses

e. Provide supports to enterprises which start up CBE business in Hong
Kong and/or the rest of the Greater Bay Area, such as assistance on
business venues and other differentiated policies

f. Promote the establishment of a CBE data sharing platform / supply chain
service centre platform

g. Expedite government-to-government negotiations in solving key issues
on CBE business, such as custom clearance procedures

h. Attract international e-commerce giants to set up regional headquarters in
Hong Kong

C. Company e-commerce Business

Q7. Types of cross-border e-commerce (CBE) business conducted

Exports (to countries outside Hong Kong and Mainland China) 1
Imports (to Hong Kong or Mainland China) 2
Both exports and imports 3
None (Please proceed to Q12) 4
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Q8. Has your company been partnering with any major e-commerce platforms? (You may give
multiple answers)

AliExpress 1
Amazon 2
eBay 3
iHerbs 4
Jingdong 5
Lazada 6
Shopee 7
Taobao / Tianmao 8
Others (please specify) :

None o

Q9. Where are the destination/origin countries relating to your CBE business? (You may give
multiple answers)

Destination Country Origin Country

Hong Kong 1 1
Mainland China 2 2
North America 3 3
Europe 4 4
South East Asia 5 5
Japan / South Korea 6 6
Middle East 7 7
Africa 8 8
Latin America 9 9
Others (please specify)

Not applicable 0 0
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Q10. Number of year engaged in CBE business (Please select your answer)

B2B B2C
Less than 2 years 1 1
2 years - less than 5 years 2 2
5 years - less than 10 years 3 3
Above 10 years 4 4
None 5 5
(Please proceed to Q12)

Q11. What are the proportion of various logistics modes of your B2C transactions in terms of
turnover? (Please fill in the percentage where applicable, or 0% for non-applicable field)

Import to Mainland / HK
(%)

Exports to overseas countries
(%)

Courier services

Postal services

Total:

100%

100%

D. Company Profile

Q12. Main Business Nature

(Please select your answer)

Courier company 1
e-Commerce company 2
Freight forwarding company 3
Third / fourth party logistics company 4
Transportation company 5
Warehousing company 6

Others (please specify):
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Q13. Place of incorporation

(Please select your answer)

Hong Kong 1
Mainland China 2
North America 3
Europe 4
South East Asia 5
Japan / South Korea 6
Middle East 7
Africa 8
Latin America 9
Others (Please specify) :

Q14. Last year’s annual sales turnover

Total e-Commerce
Below HK$50 million 1 1
HK$50 million — less than HK$100 million 2 2
HK$100 million — less than HK$300 million 3 3
HK$300 million — less than HK$500 million 4 4
HK$500 million or above 5 5
Not applicable N/A 6

Q15. Any other comments relating to the development of CBE in Hong Kong

Thank you very much for your participation and kind assistance.
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Background : Why does cross-
border e-commerce become
criticallyimportant to Hong
Kong as well as other air hubs?

As of 2020, over 2 billion e-shoppers,
would be transacting 13.5 percent of their
overall retail consumptions online,
equivalent to a market value of US$3.4
trillion (Global B2C GMV, growing at CAGR
of 13.5 percent from 2014 to 2020),
according to Accenture.

The 6 Iargest SE Asia’s internet economy is

estimated to reach $363B (GMV) by 2025

from $174B in 2021, growing at CAGR of

é22(0 percent, according to Google, Temasek
EETIN

The major differences between B2B2C
(business to bonded zone to consumer)
and B2C (business to consumer) modes of
global supply chains (GSC) in cross-border
e-commerce

B

James J Wang

Belt & Road Hong Kong Centre/University of Hong Kong

Transforming Hong Kong into a
Regional Logistics Service Hub
for Crossborder Ecommerce
(CBE)

This research project is funded by the Public Policy Research Funding Scheme of the
Government of the Hong Kong Special Administrative Region.

Global cross-border B2C e-Commerce transaction value (USS billion)

Western Europe

Mid-Eastern Europe

North America

25% 48%
2014 2020
2014 2020
Middle East & Africa Asia Pacific
Latin America - )
10% 3k 33% e o
. 12%
2014 2020 2014 2020
2014 2020

W B2C e-Commerce
W B2C Cross-border e-Commerce

2014-20 incremental B2C cross-border e-Commerce

ncremental
trade volume (billion dollars)

Asia Pacific

Western Europe 143
North America 109
Latin America 47
Mid-eastern Europe 32
Middle-East and Africa 2
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Will the cargo from B2C mode of CBE go via an
existing international air hub such as Hong Kong?

What are the factors affecting the choice of airport for

cross-border B2C shipments?

¢ Air and land connectivity of the hub airport in general, and cargo
services in particular

e Cost sensitivity, a package offer from logistics/express firms (who may
be able to buy a slot regularly from an airliner if it does not have its own
cargo aircraft)

e Delivery-time sensitivity from consumer’s perspective

¢ The handling ability of the express/logistics firms in the OD countries

Foursystems using Hong Kong International

Airports for cross-border B2C shipments:
Lazada

1. Expressfirms or ‘integrators’, such as FedEx,
Shunfeng (SF), DHL, Kerry Logistics

2. Postal companies such as Singapore Post, Swiss
Post, China Post (EMS)

HK-based logistics firms, which are subcontracted
by service providers of mall-type platforms
(Taobao, TMall), such as Cainiao, AliExpress
(Alibaba) and alike

HK-based logistics firms, which serve as logistics
partner with e-commerce platform operators such
as Shopee (Singapore, ASEAN), Lazada (ASEAN)
and iHerb (USA)

@ (5F) S545-
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The Role of Hong-Kong based logistics firms in B2C CBE

chains, as we found in our latest interviews

* Market niches:
* Product-type specific

e.g. OTC (over-the-counter drug) and health-care
products

* Destination-specific
e.g. Indonesia, Vietnam and other ASEAN
countries

* Value-added service specific

e.g. quality control before entering China, and
returned items handling

Pros and cons of HongKong-based logistics firms in B2C CBE

- _ =

Relationship with e- Strong focus on some specific Weak or indirect linkage to major

commerce platform or market segments and their platforms such as Taobao, Amazon,

source of shipment platforms eBay

Cost of services provided - Relatively high rental and manpower
costs

Effectiveness in handlingthe ¢ Cost-and-time-efficientcustoms -
requirements clearance of the free port
* High flexibility for rerouting
goods globally

Relationship with other Informal alliancesamong small A local market much dominated by
competitorsin the business  groups of players enhance overall  big players discourages newcomers
market efficiency
Support from the - Minimal support from the
government government or its agencies
Internal factors and issues Hong Kong’s good reputation for A fragmented market requires
quality and trustworthy services consistent strategic policy supports 6
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Will Hong Kong
be competitive

as an air hub * Our research so far has identified a few key issues:

se rving the * The global postal system network has not been fully
cross-border e- leveraged by Hong Kong Post
: * Logistics industry is not popular among the young
commerce In people of Hong Kong
future? * The absence of ‘FBA’ (fulfillment by Amazon) or the like

* The lack of bargaining power among SMEs in this sector

Should Hong Kong SAR government reform Hong Kong
Post and proactively redirect its resourcesinto the global
e-commerce market?

Policy issues
X government work together with or
and theoretical act on behalf of HK SMEs in opening new markets, where
may require G2G negotiations for formulating B2C e-

consl d erations commerce regulations, for example?

Along with the reform of Hong Kong Post, are there any
other changes needed for promoting healthy co-existence
of the four systems in order to consolidate the position of
Hong Kong as a regional hub for e-commerce?
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More questions arising on the geographies of global

supply chains

* Presumably, B2C CBE as a growing part of the global trade is representinga
reinforcing trend of C2M (consumer to manufacturer). In view of this, will air
cargo shipments deviate from their existing routes and hubs, and rely more on
the integrator’s own networks and (cargo) airports?

* Logically, major airport hubs such as Hong Kong could remain competitive at least
for a while considering its advantages such as economies of scale and high
connectivity. However, will further growth of B2C shipments bring more value-
added activities beyond the airport, make more job opportunities locally and
eventually create a lock-in effect to make the city a global supply chain host?
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