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Abstract

A Study on Chinese Shipping Policy Development dseafter
Joining the WTO
. Primarily on the Chinese Container Shipping

Li-ming, Feng

Department of Shipping Management
The Graduate School of
Korea Maritime University

With the rapid development of Chinese economy during 1990's,
especially after China joined the WTO at the end2001, in 2004,
Chinese foreign trade continues to grow at a surpfisimgte. The
tremendous growth of the economy and foreign trade tesulted in
a rapid increase of Chinese shipping industry.

The purpose of this study is to examine the interndtiona
competitiveness of Chinese shipping industry, describeineSa
shipping policy development trends after China joinitlge WTO,
primarily on Chinese container shipping industry. lartigular what is
the real impact of Chinese WTO accession on Chinesdaioen
industry and foreign shipping companies?



This paper is a result of a literature research on sigppolicies.
The research methodologies used in this study are as$ollo

Firstly, Porter's Diamond Model was adopted analyze n€3wm
Shipping Company's international competitiveness adgant

Secondly, literature survey on shipping policy andnparing with the
E.U and the U.S Shipping policies.

Lastly, an analysis of the historical development ofin€se Shipping
policy, and a discussion of the impacts on Chinese rmntahipping
industry and foreign shipping service providers afténin@ joined the
WTO.

The final results and conclusions are found to be dsvfsi

(1) In order to enhance Chinese international shgpin
competitiveness, China should speed up the construciomaritime
transport infrastructure facilities, provide more @ént and better
service for Chinese and foreign shipping companies.

(2) China must accelerate the shipping legislation astdndard
shipping market, step up the market institutionalizatitm impose
supervision on the market entry and market behavibr faveign
companies in accordance with the Chinese laws andatems.



(3) As a full member of the WTO, the Chinese goverrnms&mould
further open up to the outside of world, provide encstable and
liberal environment for foreign shipping companies. tine future
Chinese shipping policy will be more open and transmarto
welcome foreign investors to make investments in Chinesppisigi
industry.

Also to enhance competitiveness, Some suggestions for esghin
shipping companies are founded as follows;

(1) Chinese shipping companies should develop inter-mtdalsport;
provide more efficient and faster inter-modal conimectto the
hinterland of China.

(2) Also Chinese shipping companies must reasonably adhest
own internal organization by abolishing useless depatmand
separate the administration from Chinese government, elajev
market-oriented modern strategies.

(3) In order to go with the tide of globalizatiomdato compete with
more and more transnational liner shipping companiesneSé liner
shipping companies should take action on "Weak-Strong§AMand
Strong-Strong Consolidation” strategy.

(4) The shipping industry is a kind of service industifhe service
with high quality, efficiency and economy is the k&y win market

_iv_



share. With Chinese accession into the WTO, the markaipetition
will be more severe, Chinese container shipping conegacbuld do
is only to provide more attractive and higher quaksrvice.
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Chapter. 1
Introduction

1.1 Background

World shipping industry has been undergoing structet@nges over
last decade and the changed map has never been dearertoday.
One of the most notable features of the changes is thsig,
especially East Asia, has overwhelmingly become the puwee of
the world's shipping business as the largest importer wf materials
and the largest exporter of manufactured goods. Thohgih's GDP
figure is smaller than the combined GDP of the US ahé t
European Union, and if excluding Japan the regior®enemic scale

is much smaller, this region consumes more raw materials and

produces more manufactured products than either of théam.
shipping, the volume rather than value matters.

After witnessing a decade of continuously strong growth China
during the 1990s, especially after China joined théelfON (World
Trade Organization), in 2004, Chinese foreign tradetinues to grow
at a surprisingly high rate of over 36 percent canitig into this
year. Chinese GDP has maintained an average annoathgrate of
9.4% for the past 25 years. Chinese aggregate econawy ranks
3rd in the world. The tremendous growth of the econcand trade
has resulted in a rapid increase of shipping.

_1_



Recently demand in Chinese maritime transport market haen
heated. The seaborne volume of some major cargoes sach a
containers, iron ore and crude oil has increased dieatlg, and
port throughput is also rapidly rising. In 2004, camea throughput

of the mainland China ports reached 61.6 million TEt#mking No.1

in the world).

From January through March 2005, total waterway cawgps 847
million tons, an increase of 16.5% from the same peiiwd2004.
The container volume of cargoes handled maintainechped rate of
24% growth. With the acceleration of integrationtointhe world
economy and the continuous rapid development of thaneSe
economy and foreign trade, China has become one ef niost
important and dynamic shipping markets in the warld

1.2 Objective

Since the accession to the WTO, the Chinese governimastbeen
fully fulfilling its commitments on international mante transport
services, continually opening its markets to the outsid®ld, and
actively participating in bilateral and multilateranaritime transport
cooperation and exchanges. Chinese shipping policiege haeen
gradually opened, and the market competition mechansnbeing
gradually improved. In the meantime, foreign invest@re permitted

1) MOC, "The Report On Chinese Shipping Developmeo04"
2) www.snet.com.cn



to make investments in China in the construction oft dacilities

and in the operation of stevedoring activities, arma ihvest in
operating international maritime transport and relatauxiliary

business activities. Overseas shipping companies have loaen
waiting for the day when China entered the WTO, abse they are
certain that Chinese WTO accession will provide traioes

commercial opportunities. But barriers still persist ire thew system.
The objective of this study is examining the internalocompetitiveness
of Chinese Shipping Industry, describe Chinese shipppaicy

development trends after China joined the WTO. Irtipdar what is the
real impact of Chinese WTO accession on foreign shipppegators?

1.3 Methods and Structure

This paper is a result of a literature research on sigppolicies and
Porter's Diamond Model was used to analyze Chinese i8bipp
Company's international competitiveness advantage, aamgpthe E.U
and the U.S Shipping policies, an analysis of the hestb
development of Chinese Shipping policy, a discussion pogsible
future development trends of Chinese shipping policg #re Chinese
shipping industry. This study also presents some suggestions fo
Chinese Shipping Firms to strengthen international coithyamess
and to enhance comparative advantages in the wonpisg market.

This paper includes five chapters:



Chapter 1 depicts the background and purpose of thdy sand
briefly introduces the research methodology and aautlf the thesis.

Chapter 2 reviews the Chinese Shipping Industry, Thapter is
divided into six parts and gives the brief introducti@f Chinese
Shipping Industry's present and an analysis of Chinesgppigb
Industry by use of Porter's Diamond Model.

Chapter 3 provides a theoretical background on shgpgoolicy. It
also introduces the OECD and the WTO principles of ghgp policy
comparing with the U.S and the EU shipping policies.

Chapter 4 focuses on the historical development of @fanese
shipping policy. This chapter include two parts whishows Chinese
Shipping policy 1949 - 1978 and Chinese shippirgypd978 - 2001.

Chapter 5 is an analysis of Chinese shipping pdiiftgr joining the WTO.
Impacts of this change on Chinese container shippmdustry and foreign
shipping service providers, and the last are prablen Chinese container
shipping industry.

Chapter 6 is the conclusion of the study.



Chapter 2
An Ovewniew of Chinese Shipping Industry

2.1 Bref Introduction

There are 1,467 ports in China, including 165 seapamd 1,302
river ports. Currently, over 90 percent of Chineseeiffn trade and
half of the country's domestic transport go througlpmhpg. Till the
end of 2002, the coastal ports have already establig2é®d berths
of more than thousand tons’ level, including 696 deeper berths.
The whole handling capacity reached 1.5 billion stonThe port
construction, especially the construction of largefgssional container
wharfs and bulk docks, has pushed China’s foreign teau national
economy forward consideraBBly

All the main coastal ports in China can be dividedb itlhree basic
sections: the northern ports group centered on Tgnjbalian, and
Qingdao ports are serviced by the ports of Yingkounh@angdao,
Yantai and other ports; the central ports group cedteon the
Shanghai port which is serviced by Ningbo, Lianyumgaiantong,
Zhangjiagang and other Yangtze River Delta portg s$louthern ports
group centered on Hong Kong, Guangzhou and Shenplets that
are serviced by other Pearl River Delta ports.

3) www.moc.gov.cn



The rapid development of the National economy aneidor trade in
2004 and the unprecedented boom in Chinese waterargo c
transport has resulted cargo transport volume, cargmwvar and port
throughput all growing rapidly.

2.2 Cargo Throughput at Chinese Ports

The transport demand for coal, crude oil, ore anderotmajor cargo
remain strong. The throughput of domestic-trade anckigo trade
cargo at coastal and river ports surged, and many poperated
over-capacity. For the first time China became No.1ltha world in
terms of cargo throughput in 2004

2.2.1 Fast Growth in Port Cargo Throughput

In 2004, the port cargo throughput increased 26.6°0417 billion
tons. 2.54 billion tons were handled at coastal pauis, 23% over
the previous year; and 1.634 billion tons were hahdié river ports,
up 32.5%).

Eight ports in China have continuously exceeded 1Giom tons of
annual throughput since 2001. Shanghai is leaderhef dight ports,
followed by Shenzhen, Qingdao, Ningbo, Tianjin, Ggzhou,

4) MOC, "The Report On Chinese Shipping Developmzoh4"
5) Ibid



Qinhuangdao and Dalian. The eight ports total catigughput is
1.62 billion tons in 2004, up 20.3% over 2003, actmg for 64%
of coastal port throughputs. Shanghai, the biggest ipoChina, alone
handled 379 million tons, making it the Second largestt in the
World Port List for 2009.

<Table 2-1>The top ten ports and their annual coetaithroughput
from 1998-2004 (Unit: ten thousand TEUS)

Rank 1998 1999 2000 2001 2002 2003 2004 0s/04
Growth
1 Shanghai Shanghai Shanghai Shanghai Shanghai Shanghai Shanghai 29%
306.58 421.6 561.20 633.99 861 1128,2 1455,7
2 Shenzhen| Shenzhen Shenzhen Shenzhen Shenzhen Shenzhen | Shenzhen 28.2%
195.2 297.8 395.94 507.86 761.37 1065.0 1365.0 ’
3 Qingdao Qingdao Qingdao Qingdao Qingdao Qingdao Qingdao 24.3%
121.3 154.3 211.63 263.85 330 423.9 513.9 ’
4 Tianjing Tianjing Tianjin Tianjin Tianjin Tianjin Ningbo 44.5%
101.8 130.2 170.84 201.10 240.8 301.5 400.5 ’
5 Guangzhou| Guangzhou | Guangzhou| Guangzhou | Guangzhou Ningbo Tianjin 26%
84.1 117.9 142.67 162.83 218 277.2 381.4
6 Xiamen Xiamen Xiamen Xiamen Xiamen Guangzhou | Guangzhou 19.4%
65.4 84.8 108.46 129.48 185.8 276.9 330.8 ’
7 Dalian Dalian Dalian Ningbo Xiamen Xiamen Xiamen 23%
62.6 73.6 100.84 121.31 175.4 233.1 287.1
8 Zhoushan Ningbo Ningbo Dalian Dalian Dalian Dalian 3204
38.4 60.1 90.21 120.89 135.2 167.0 221.1
9 Ningbo Zhougshan | Zhougshan| Zhougshan | Zhougshan | Zhougshan| Zhongshan 21%
35.3 43 45.76 54.64 62 75.5 92.1
10 Zhuhai Fuzhou Fuzhou Fuzhou Fuzhou Fuzhou Fuzhou 18%
26.2 31.8 39.98 41.76 48 59.8 70.7

Source: business.sohu.com.cn amdw.ci-online.co.uk

2.2.2 Fast Growth in Foreign-trade Cargo Throughput

Thanks to the rapid development of Chinese foreiguletraChinese

6) Ibid




foreign-trade cargo throughput increased 18.9% t601million tons.
And 1056 million tons were handled at coastal poris, by 19.4%,
and 99 million tons at river ports, up by 13.7%

2.2.3 Fast Growth in Container Throughput

Shanghai and Shenzhen topped 10 million TEUs, beaprhio.3 and
No.4 respectively in the world. Also Chinese contairtroughput
increased 26.6% to 61.60 million TEUs, 56.62 milliokEUSs handled
at coastal ports, up 27.1%, and 4.98 million TEUs weandled at
river ports, up 20.9% over the previous year

2.2.4 Diy Bulk Cargo Accounting for Most Port Throughput

The dry bulk cargo throughput in 2004 was 2.335idwill tons, up
31.5% from the 2003 figure; the liquid bulk cargorotighput was
540 million tons, up 18.7%, the break bulk cargo diglgout was
559 million tons, up 15.7%, the container throughpws 551 million
tons, up 25.4%, and the Ro/Ro vehicle throughput W8g million
tons, up 30.1%. The dry bulk cargo, liquid bulk @ardpreak bulk
cargo, container, and Ro/Ro vehicles accounted f690,512.9%,
13.4%, 13.2% and 4.5% respectively in the total e@atigroughput at
ports).

7) Ibid
8) Ibid
9) Ibid



(=)

<Table 2-2> World's top 20 container ports in 2004

R";’ﬁggg Port Country Total TEU 2‘6%§r°yr2ar
1 Hong Kong Ching 21,984,00 6.8%
2 Singapore Singapare 20,600,000 8.7%
3 Shanghai Ching 14,557,20 29%
4 Shenzhen Ching 13,650,00( 28.2%
5 Busan South Korea 11,430,000 9.7%
6 Kaohsiung Taiwan China 9,710,000 4.1%
7 Rotterdam Netherlands 8,281,000 17.59
8 Los Angeles US.A 7,321,440 9.4%
9 Hamburg Germany 7,003,479 15.5%

: nited Ar )
10 | Dubai United Arab 6,428,883  14.3%
11 Anterwerp Belgium 6,063,746 22.9%
12 Long Beach U.S.A 5,779,862 2.9%
13 Port Klang Malaysig 5,243,598 15.3%
14  |Qingdao Ching 5,139,70( 24.3%
New York/New

15 Jersey USA 4,478,480 10.1%
16 Tanjung Pelepas Malaysia 4,020,421  15.39
17  |Ningbo Ching 4,005,50( 44.5%
18 |Tianjin Ching  3,814,00( 26.5
19 Laem Chabang Thailand 3,624,000  13.99
20 Bremen/Bremerhavern Germany 3,469,104 8.09

(=)

Source: www.ci-online.co.uk

2.3 Container Transport

Since China began its the open market and reformcipsliat the

end of the 1970s, foreign trade expanded continuoasigl rapidly.

From the data in <Table 2-6>we can see that the total value of



trade considerably increased every year except 18@8ause of the
Asian Financial Crisis, the trade volume made a smallirde in year
1998. But the big increase of 11.3 percent in 198thahstrated that
China has walked successfully its way out of the Asianargial
Crisis more quickly than expected. Also we can see ftbm table,
the last two years of Chinese foreign trade growthesratare
especially faster than previous year, at an averatge afa 35%0).

Bolstered by the continuous growth of foreign tra@jinese shipping
industry has achieved positive growth rates too. During recent
five-year economic plans in China, i.e., the peridd1691-1995 and
1996-2000, sea cargo transport increased annuallyn avarage rate
of 8% in the first period and 10% in the second.

10) Ibid

_10_



<Table 2-3> Total Value of Trade Volume( unit: 1 ol US $ )

The increase of trade volume
i VT B Export Import compared Wlth( 0t/ge previous year
olume Volume Volume e Export Import
Volume volume Volume
1990 115,437 62,091 53,345 3.4 18.2 9.8
1991 135,702 71,910 63,791 17,6 15.8 19.6
1992 165,525 84,940 80,585 22.0 15.8 19.6
1993 195,703 91,744 103,959 18,2 3.0 29.0
1994 236,621 121,006 115,615 20.9 21.9 11.2
1995 280,863 148,780 132,084 18.7 23.0 14.2
1996 289,881 151,048 138,833 3.2 1.5 5.1
1997 325,162 182,792 142,370 12.2 21.0 2.5
1998 323,949 183,712 140,237 -0.4 0.5 -1.5
1999 360,630 194,931 165,699 11.3 6.1 18.2
2000 474,297 249,203 225,094 315 2[7.8 35.8
2001 509,680 266,206 243,474 7.5 5.8 8.2
2002 620,790 325,570 295,220 21.8 22.3 21.2
2003 851.210 438,370 412,840 37.1 34.6 39.9
2004 1154,800 593,400 561.400 35.7 35.4 36
Source: China Customs Statistical Data, Annual Repo
Over the past decade, Chinese container shipping sehas
developed rapidly and continuously. There are molant 150

shipping companies involved in container liner shippimgites, now
China is the country with the largest number of dggdb container
ships and the largest container carrying capacity hi@ world (See
the Table 2-4 and Table 2-5).

_11_



<Table 2-4> Fleet Assignment (Number of ships)

Rank Country Ships
1 China 1228
2 Hong Kong, China 1166
3 United States 1074
4 Singapore 916
5 United Kingdom 861
6 Germany 810
7 Netherlands 785
8 Belgium 774
9 Japan 756
10 |Korea, Republic of 734

Source: www.ci-online.co.ukJuly, 2004
<Table 2-5> Fleet Assignment (TEU)

Rank Country TEU
1 China 3 928 913
2 Hong Kong, China 3 749 697
3 United States 2 978 193
4 Singapore 2 471 635
5 Germany 2 249 857
6 United Kingdom 2 169 336
7 Korea, Republic of 2 110 367
8 Netherlands 2 083 832
9 Taiwan, Province of China 1 957 434
10 |Japan 1 926 790

Source: www.ci-online.co.ukJuly, 2004

_12_




Chinese international marine transportation has builtrelationship
with more than 150 countries and regions in the woflde container
ocean lines can be divided into four groups:

1. East Routes: Japan and across the pacific to the pbrAmerica.

2. South Routes: South East Asia, Oceanic etc.

3. West Routes: South East Asia, South Asia, West AsiacaAfand
Europe.

4. North Routes: Korea, Russia and Far East

The total number of Chinese international trade lireesnaintaining a
steady climb. It will see a prominent increase of cavgtume in the
US trade Europe service and intra-Asia trading linkscording to a
forecast by Chinese Waterborne Transportation Assogiatio a
research report, China should become the world’'s largestainer
shipping centre around 2010, and the throughput aoftainers at the
ports will reach 108 million TEUs, with 80-85 million EUs of
foreign trade volume.

2.4 Chinese Intemational Shipping

International shipping is vital to the trade-orientedonomy of China,
and it plays an important role in national economievelopment.
During the early 1960s, China had less than thirty sskepgaged in
international transport. The maritime shipping captdi increased
greatly in the 1970s and 1980s. In 1985, China estadi eleven

_13_



shipping offices and jointly-operated shipping compsnia foreign
countries. In 1986 China ranked ninth in world shigpiwith more
than 600 ships and a total tonnage of 16 million, udiclg modern
roll-on and roll-off ships, container ships, large bulkarriers,
refrigerator ships, oil tankers, and multipurpose shigse Tleet called
at more than 400 ports in more than 100 countries. rAsgnt, there
are 230,000 cargo ships with carrying capacity ofro%@ million
tons and a total of 90 percent of foreign trade, ciwhiforms 44
percent of the country’s national economy, transpostedthe sea.

Although the international shipping industry began aatrather late
stage and from a low level, it has grown remarkably @aedome a
new growth point for Chinese fast-developing economnatest
statistics show Chinese total foreign trade volume lasar ysurged
35.7%, reaching US$1154.7 billion, among which eipaose 35.4%
and imports 36%, the overall shipping tonnage keptinenease about
8-10% every yedt).

The following factors can be concluded as the domirduers for
overall for growth in the Chinese international sligpindustry2).

1) Organic growth where China is taking market shaamf other
Asian locations, because of its overall competitigene The
relocation of Japanese, South Korean and Taiwanese,

11) Ibid
12) www.chinadaily.com.cn
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manufacturing companies are good examples.

2) The enormous speed of Chinese economic growth is rélae
powerhouse for the industry.

3) The alteration in models of transport such as thetagwerization
of bulk cargoes.

4) The shift in transport mode from Hong Kong to So@thina.

Because of the simple fact that it will help the shipp® reduce the
transport cost greatly by shipping the goods via thenlarad seaports
in South China.

The significance of Chinese shipping is growing and tiagion will
continue to play an important role in the global usuly, especially
now that it is a member of the WTO. Since 90% of €k foreign
trade volume is shipped out by sea, experts agree thth, the
increase of imports and exports. Chinese seaborne foréigte
volume is expected to increase by eight percent topement, from
393 million tons in 1998 to 656 million tons in 200But to meet
the challenges from foreign counterparts, Chinese sigppndustry
still has a long way to go.

2.5 Intemational Container Shipping Service Proviers

2.5.1 Foreign Shipping Companies

The Chinese market is becoming vital for shipping lindsoaer the
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world. Chinese government authorities also encourageighers to
invest in the maritime and logistics industries. Since finst foreign
ship docked at a Chinese port in 1984, a few majoppahg liners
continued to expand their businesses in China, not omyease the
service coverage and deployment of additional slglaciées, but also
speed up their investment in inland areas and rivetspdy 2004,
foreign shipping companies had set up 1100 representafifices on
the mainland of China, and there are 27 wholly fpredwned
shipping companies in China. There are 8 wholly fprewned
container liner companies and 51 branches in 04

Chinese admission to its ports has been at a comparabé te
world development. International shipping transpoan cfully enjoy
the same treatment as Chinese companies. So far, foshgping
companies have made up 47.5% of the near-ocean-gaegels and
70% of the ocean-going ships sailing from the ports bin& every
month. In China’s foreign trade transport, the marlgtare of
Chinese carriers has dropped down from over 60% at eth@ of
1980s to 40% at present and the market share of nentaiansport
has dropped from 50% at the beginning of the 1990s306&6 by
now.

It is obvious that Chinese international shipping servi@s become a
widely opened and deeply competitive industry. Thempetition
between shipping lines in China is a major advantade the

13) MOC, "The Report On Chinese Shipping Developgm&004"
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international container-shipping market, which dsiveates down and

improves service quality. Market share of major

shippitiges

changes each year, here are the top 10 shipping dh&zhina.

<Table 2-6> Wholly foreign-owned shipping companiesGhina

(Dec, 2004)
Place of place of Number of
No Company name . parent .
registration L Subsidiaries
registration
1 Maersk (Chlrlifg Shipping Co., Beijing Denmark 14
2 APL(China) Co., Ltd Beijing USA 14
. Hongkong,
3 OOCL(China) Co., Ltd Shangha China 13
4 NYK Line(China) Co., Ltd Shanghai Japan 8
5 PIL (China) Co., Ltd Beijing Singapore 8
6 | P&O Nedlloyd(China) Co., Ltd  Shanghal Netherland 6
y Hanjin Shlppl_l?dg (China) Co., Sl Korea 6
8| CMA CGM(China) Co., Ltd Shanghai France 5
Hyundai Merchant .
9 Marine(China) Co., Ltd Shanghal Korea 4
10/ Hapag-Lloyd(China) Co., Ltd Shanghai Germany 4

Source: MOC, "The Report On Chinese Shipping Deveént, 2004"

2.5.2 Domestic Shipping Companies

COSCO

Founded on April 27, 1961 as the pioneer of inteonal shipping
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carrier in China, together with the reconstructiof aoational

transportation resources on February 16, 1993, Chioea® Shipping
(Group) Company (COSCO) has grown into a $17 billmorporation
by clearly focusing on the goal of enabling commea®und the
globe. It is an international giant, specializing shipping and modern
logistics, serving as a shipping agency and providingvices in

freight forwarding, shipbuilding, ship repairing, r@nal operation,
trade, financing, real estate and IT industry as welth an aim to
take a leading roles in these areas. Today, followednbre than 40
years of arduous efforts, COSCO has successfully moldeld ise a

global company with one of the most recognized and iradimbrand
names in the world. As far as the fleet capacity is ceored,
COSCO now owns and operates a variety of merchants flee some
600 vessels with a total carrying capacity of up to r3lion DWT,

achieving an annual traffic volume of more than Zillion tonsl4.

Born from the merger of COSCO Container Division wi@fOSCO
Shanghai on January 27th, 1997 in Shanghai Chin@aC@ontainer
Lines Co., Ltd.(COSCON) is a key company specializingcontainer
transport under the COSCO Group. Now it is the 8thgest
Container shipping company in the world. COSCON's lmssinscope
ranges from international to domestic container tramspyp sea, space
booking, ship's chartering, shipping agency, ship's efradhip's
provision and bunkers, to other shipping-related bgse® on shore
enterprises, warehousing and multi-modal transport.

14) www.cosco.com
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COSCO currently owns and operates over 120 contavessels
totaling roughly 275,000 TEUs. The annual turnoverunto 4 million
TEUs, accounting for 4.2% of the total global shdre.Mainland of
China, an intranet service web with more than 300iglite
organizations affiliated to COSCO covers all the waiyl hubs,
international airports and major coastal ports. Bey@idna, COSCO
has woven a huge global container service networkchwhonsists of
more than 1000 agencies, spanning almost all globakpoah hubs
and dynamic economic areas.

China Shipping

China Shipping Group (China Shipping) was founded July 1st,
1997, in Shanghai, China. It is the second largest simer and

one of the 44 key state-owned enterprises under thectdi
administration of the Central Government of China.in@hShipping
operates five specialized shipping fleets of oil tasketramps,
passenger ships, container vessels and special cargo ships,
respectively, comprising 341 vessels with an aggregaselverght of

8.89 million tones. It also runs diversified businessesindégrated
logistics, terminal management, finance and investmemnigineering

and labor service, supply and trading, and informatechnology>.

China Shipping Container Lines (CSCL) is a specializeiporation

15) www.cnshipping.com
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affiliated to China Shipping (Group) Company, inwvead in container
liner and other relative service in storage, transshipme&ustom
clearance and other services.

China Shipping now owns a fleet of 107 vessels with otalt
capacity of approximately 322,520 TEUs. From recstdtistics we
can see CSCL is the 7th largest container shippings lime the
world(See the Table 2-9). The company has formed &vank
covering the main ports of China, Japan, Korea, Sasthdsia, and
Europe. The domestic coastal transportation covers ads pfrom
South China to North China, providing an econonmgdficient and
rapid service for its customers. In addition, CSCL xpamding its
fleet by the deployment of long-term chartered tomepnagicluding
containerships of 9,500 TEU in size.
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<Table 2-7> World's Top 20 Container Shipping Lines
(1st September, 2005)

e S, Total Fleet. Order Book. County
TEU | Ships| TEU Ships

World Fleet 0 19,578,275 7,774 4,380,045 1,158
Maersk Sealand 1 901,156 | 319 | 471,207 | 92 Denmark
MSC 2 708,208 | 263 | 299,424 | 40 Switzerland
PONL 3 471,225 | 156 | 183,615 | 30 UK
CMA CGM 4 374,032 | 132 | 356,350 | 66 France
Evergreen 5 (335,414 | 119 | 38,616 6 Taiwan, China
APL 6 (322,520 | 106 | 111,106 | 30 U.S.A
CSCL 7 300,535 (107 (213,666 (35 |China
COSCO 8 299,961 (116 |223,283 (27 |China
Hanjin 9 (291,325 | 74 74,365 11 South Korea
NYK 10 [253,348 | 80 138,500 | 24 Japan
OOCL 11 |236,018 | 68 109,504 | 19 Hongkong, Ch
MOL 12 |226,105 | 72 122,400 | 19 Japan
K Line 13 |219,560 | 74 64,614 10 Japan
HLCL 14 |215,694 | 57 68,900 8 Germany
Yang Ming 15 /189,939 | 68 123,430 | 28 Taiwan, China
CP Ships 16 |179,209 | 76 38,277 9 UK
Zim 17 |160,023 | 57 17,000 Israel
Hamburg Sub 18 |142,613 | 62 53,062 17 Germany
HMM 19 (142,257 | 37 125,200 | 20 South Korea
PIL 20 111,839 | 67 60,538 22 Singapore

Source: www.ci-online.co.uk
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2.6 An Analysis of Chinese Container Shipping blustry

2.6.1 Porters Diamond Model

Michael Porter had a lasting influence on “competitiadvantage”
analysis with his Diamond Model on industry level and global
level. The model is widely used for industry analysis.

The nature of competition and the sources of competitdvantage
differ widely among industries and even industry segmews can
be seen from the figure, four attributes of a natemmprise Porter’s
Diamond of national advantage. They are firm strategyucture and
rivalry; factor conditions, related and supportingdustries, and
demand conditions. The government and chance alsy @a
important role in Porter's diamond model.

1) Factor Conditions

Factor conditions refers to inputs used as factors oflymtemn - such
as labor, land, natural resources, capital and infratsire. The
specialized factors are created, not inherited. @beed factors of
production are skilled labor, capital and infrastouet

2) Demand Conditions

A sophisticated domestic market is an important elemenproducing
competitiveness. Because the market demands high quality a
close proximity to such consumer enables the firm to Ibette
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understand the needs and desires.

3) Related and Supporting Industries

A set of strong related and supporting industries is napbd to the

competitiveness of firms. This includes suppliers and eadlat
industries. The phenomenon of competitors (and upstreaiora

downstream industries) locating in the same area is kKnmas

clustering or agglomeration.

4) Firm Strategy, Structure and Rivalry

Countries with a long run outlook will tend to be mocompetitive
in industries where investment is long term. Regardingstructure,
the best management styles vary among industries. Sometriesu
may be oriented toward a particular style of managemé&niith
international competition, there are enough difiees between
companies and their environments.

5) Government and Chances

Governments can influence all four of Porter's deteamis through a
variety of actions. Moreover, Porter has emphasized ihie of
chance in the model. Random events can either bepefiharm a
firm's competitive positiomw

16) Michael E, Porter,The Competitive Advantage of Natioihe Free
Press, New York, 1990.
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<Figure 2-1> Porter's Diamond Model
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Source: Michael. E, Porter, "The Competitive Adeamet of Nations", 1990, pl27.

2.6.2 Factor Conditions

Chinese shipping industry has become a pillar industrytlie nation
and a mainstay on international markets. China has @8000 km
of coastline and 14,000 km of island coasts with abundaaritime
resources. China also has a large inland waterway netwadnich
links the whole country both from east west and nortlthso The
Yangtze River, Chinese longest river, with a total @0D,000
kilometers of waterways open to shipping on its mainstreand
3,600 kilometers on its tributaries, became the naiofvusiest
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shipping lane, carrying 72 percent of Chinese totatewborne traffic.

Despite Chinese long coastline and enormous hinterlaadtransport
infrastructure is weak. The shortage of transport dgpacs a

long-standing problem in China; there are no adequetnsport links
between interior regions and gateway cities. Truckssgvices are of
low quality, partly due to the equipment but mairnty the quality of
the highways, most of which were originally designed Ifacal traffic

and do not accommodate tractor trailers easily. Thek laf rail

capacity is the most critical element for moving cargo and from

inland destinations. Further, their service is ofteregular and poor.
In the inland areas, there are few container fresgthtions, yards and
trucks1?)

China enjoys the competitive advantage in cheaprlalbbe average
labor cost in China will be about five percent ofogh in the
developed country. Also compared to other countriegshim Far East
area, such as Japan and South Korea, the labor co€hima is
much lower and this situation will last at least two atkzs. On the
other hand, every year at least 2.5 million collegadents graduate
in China. They are expected to enter the countrgbol market
incrementally in the coming years. This high qualityt lrelatively
cheap labor force will help Chinese shipping indusingintain its
rapid growth in the futurés)

17) www.jctrans.com.cn
18) www.sina.com.cn
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2.6.3 Demand Conditions

With a 35% growth in exports in 2004 to a total ofSJ 593
billion, China relies heavily on international shipgi as the vehicle
for the country’s growth. It is estimated that morenthb percent of
Chinese Gross Domestic Product (GDP) can be attributedthe
overall shipping industry (ship-owners, shipbuilding & pgiing
services)9)

By entering WTO, China will become the world mantfae centre
within 5-10 years. More than half of top 500 worldtexprises have
set up joint venture/mono-owned venture in China. Tomeign trade
volume carried by sea will increase, the trans-shipmemtsvarious
trade lanes will climb up to some extent. With a 35%wgh in
exports in 2004 to a total of USD 593 bhillion, Chimalies heavily
on international shipping as the vehicle for the ¢ous growth. This
large increase in the shipping demand will also pmvah excellent
opportunity for Chinese international shipping indystr

As China increasingly integrates in world trade, itsmparative
advantage will need to be based on the quality &fs#rvices, such
as good order-to-door cycle time, door-to-door rdéialdiransport,
competitive transaction costs, and minimum losses in traHswvever,
the intermodal transport system in China is not intedrat€éhe
growth of exports and the use of containers have liargeen limited

19) www.marinemoney.com
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to the coastal areas and associated with ocean-goimpirgti Over
92 percent of seaborne containers do not travel lkyibie coastal
provinces, unlike the coastal cities, which have d @dntingent of
container freight stations, trucks and empty containehsland
provinces lack container handling facilities and eqent. Thus,
inland shippers have to wait for empty containers ¢osknt from the
coast to the interior, which adds to the time and coAss.a result,
the benefits of container transport, as a means for-tdedoor or
dock-to-dock transport, have yet to be realized hes¢ localities.

Repeated cross-border inspections for container transgeo cause
negative effect. Although cross-border inspections haveroved since

the mid-1980s, they still delay containers at pointsenfry. Repeated
inspections by different agencies often cause frustratm exporters

and importers. The inconsistent application of regometi has confused
foreign shippers and delays the process. Cumbersome customs
procedures for bonded transit to inland destinationscodirage
importers to clear their cargo at inland locationsypptiating the
practice of opening containers for customs clearancth @ port
areas and again at inland destinations for dischargogainers.

Indeed, if an efficient inland container transportsteyn could be
developed, the price of exporting and importing goodould be
reduced by 2 percent-6 percent. Although these digjumppear small,
they are large enough to significantly affect the paters’
competitiveness in tight markets.
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2.6.4 Fimm Strategy, Structure and Rivalry

As discussed above in the Review of the Chinese shipidgstry,
currently there are 310 shipping companies registeredChina and
engaged in international shipping, and most of thermoegix COSCO,
China Shipping Group and Sinotrans Group are smallistnod them
are only single-ship companies. Shipping is a big ris@tustry, if a
shipping company's scale is too small; it lacks the gbiit endure
fluctuations on market conditions and strenuous coitiqeti especially
against well organized foreign shipping companies.

A major trend in the recent shipping market is tha¢ ttompetition
becomes fairly intensified between state owned ensaprand foreign
shipping lines though the demand keeps expanding. fili|m reason
is that now more and more shipping companies are intgndn
increase their market share, and a set of customerexntigrhilosophy
has been introduced. The two large state owned eisesp China
Ocean Shipping Company (COSCO) and China Shippingngaay,
dominate almost the entire shipping industry in ChinduesE two
giant operators still largely enjoy the market shareintand market
due to their nation-wide service network. So the amagompetition
faced by these two large Chinese shipping companieshardoreign
shipping lines such as Maersk, American President Line,O P&
Nedlloyd, M.O.S.K, Evergreen, etc.

Followed by Chinese entry to the WTO, in the shippisgctor,
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China is required to strictly abide by rules on matélal principles
such as Most Favored Nations treatment, transparendyadé and so
on. Foreign investors will get permission to establisimganies for

the purpose of operating a fleet under the natidited of China.

Foreign Service suppliers are being permitted to &skabjoint

venture shipping companies though the share of foremmestment

will not be allowed to exceed 49% of the total stgried capital of
the joint venture if for any reason they try to @iera vessel under
the flag of China.

Chinese international shipping industry does not wanmtntiss the
boat when turning itself into a first-class player ime tglobal arena.
No significant rivalry exists among the domestic oceanppshg

companies and the indigenous firms are relatively wiakompete in
international market. As a result, the monopoly and ricped

competition among the state-owned ocean shipping caegpdeads to
its slow development in ocean transport.

2.6.5 Related and Supporting Industries

Shipbuilding industry

The main related industry for international shippingdustry is the
shipbuilding industry. According to the rapid growth the world’s
shipping industry, the demand for the ship has increagezhtly.
Among this expanding international market, China has ir&creasing
share with its export earnings increasing year by yedahinese
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shipbuilding industry includes the relatively develdpesectors of
design, ship-frame building, general assembly, necessatgssories
and repair. Its techniques have reached a high leledophistication.
Its enterprises perform ship design and key equipmentufactaring.
A variety of ships have been developed -- from thék kmarrier, oil
tanker and dry cargo ship to the internationally aambed
processed-oil tanker, chemical carrier, roll-on-rdfl-oship, large
air-cooling container ship, liquefied-petroleum-gaspshind high speed
hydrofoil.

The main shipbuilding industry in China locates in salvédarge cities
such as Shanghai, Dalian, etc. These shipbuilding coegpamve a
solid foundation for development. Their business methausyrket
operation, production techniques and production memeagt are in
keeping with international market practices. The podsl are not only
facing the domestic market, but for large amount ofoexpThere are
also many ships imported to China every year, whichtljoisupport
the Chinese shipping industry.

In conclusion, Chinese shipping industry has stepped mtmnew
period filling with opportunities and challenges. Tace the ongoing
fierce competition, the domestic firms should rapidlpamge their
strategies to market-oriented, and keep on searching foetter new
solution for survival.
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Logistics industry

As supporting industries of international shipping indystlogistics
service has become one of the most important industriesaaneéw
growth factor for Chinese national economy in the 2@dshtury. In
China, distribution and trading businesses are tightijt. KWith the
global reach of trade, extensive and high qualitgisiics services
networks are critically essential. Chinese logistics senas a newly
emerging economic sector is now on a basis of rapid @segrand
the Chinese government is eager to promote the growiththe
industry and foreign participation is encouraged.

Chinese large transportation and freight forwardingmpganies are
turning themselves into major players in logistics sesjiceuch as
Sinotrans, COSCO and China Post. For example, COSCO
International Freight, China Ocean Shipping Agen8motrans Road
Transport, Sinotrans International Multimodal Transpiooh and
Chinese Goods and Materials Storage Corporation h&eads taken

the lead in developing logistics services. COSCO noweviges
logistics services, including importation of raw matexialstorage,
circulation, processing, packing and export of findshproducts for
industrial trade.

Domestic companies in China are more familiar with theallonarket
and able to provide low-cost operations in China, thay are not
able to cope properly with strategic alliances in thapply chain,
such as global multi-modal networks, high tech warelmgsservices
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for process integration (such as JIT and processing frade)
sophisticated information and communication technology, logistics
consulting.

For example, in Shanghai, although the number ofrilbigion centers
is mushrooming, only five are able to distribute moreanthl,000
tones of goods a month. Amid the expectation of fieroarket
competition driven by the WTO entry anglobalization, there is
growing demand from local companies for strategic neaships
offering supply chain management, technology transfiagistics
management training and warehouse automafion.

2.6.6 Govemment and Chances

Recent times have seen much new legislation relatechdoopening
of domestic markets to foreign investment and joint werst

Since China initiated its Open Door Policy, the eigrtical command
system of management has been abolished. Prior to th@sMinistry
of Communications not only controlled Chinese key poittsalso had
direct control over the country’s shipping companielusl provincial,
regional and local government administered all plagpnipersonnel,
accounting and operations. Now Chinese stated polgythat of
continued devaluation of power to the local leweldrder to establish
a more effective management structure in shipping ingustr

20) Hongkong Trade Development Trade Council 2002
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Furthermore, the 5 largest state-owned transport compaare no
longer directly administered by the Ministry of Comnuations.
These companies are China Ocean Shipping Group (CQSCkiha
Shipping Group China Yangtze River Shipping Group, China Road
and Bridge group, China Gang Wan Group. For thesapaaies, the
State Council is now in charge of personnel, the #fiyi of Finance
is in charge of finance and the State Economic ancdd
Commission is now responsible for their overall coordorati

Nearly all the large companies in the shipping industaye

state-owned, and many important managerial positionsoecapied by
the officers from the government and members from they.péost

of them are politicians who are not the right personunhderstand
the real economy. Therefore, a lot of projects werepli performed

for the political objectives not for the economiaivelopment. Some
critical and valuable resource was wasted.

As to chance for the Shipping industry, the contirsudocrease in

foreign trade shows the most valuable chance. Entetireg WTO
brings the opportunities and challenges at the same time
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Chapter 3
Intemational Comparison of
Shipping Policies

3.1 An Introduction to Shipping Policy

3.1.1 Background of Shipping Policy

General characteristics of the shipping industry, to tmoena few,

that it is an international business and open to glaoahpetition, the
ephemerality of shipping services if not used immediatehd wild

fluctuations in freight rates. The industry is capitalensive and has
a cost structure of heavy fixed cost. When price coitqetor rate
war breaks out, it often leads to cut-throat compmetitiThis is the
reason why most governments still allow shipping firms feom

shipping conferences and strategic alliances in intiema liner

shipping. However, anti-trust immunity has become a issue in
maritime transport reform.

There is no consensus about shipping policies and glotzitime
order between major maritime nations and among gloltanamic
organizations such as the World Trade Organisation (YWTO
UNCTAD and OECD. In Geneva, the WTO negotiation ugroof
maritime transport sector (NGMTS) wants to build a ganeolicy
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framework for transparency and the progressive lilsatdin of the
shipping market.

With globalisation accompanied by deregulation anberélisation
leading to open markets, the shipping business is changipglly,
transforming it and other economic sectors as well. Rapid
developments in information and communications tectgieto have
brought a knowledge-based global economy, seriouslfectaig
shipping business.

Thanks to the extensive global logistics networks ofballocarriers,
all economies, developed and developing, have becomare m
inter-dependent and complementary to each other. Noe world
economy is working as a single market.

3.1.2 Definitions of Shipping Policy

Shipping policy constitutes a part of a country's gpamt policy
which itself is an element of an overall economic politt is more
or less developed in particular countries and consistsvarious
elements depending on the size and the economic imgertaf the
merchant fleets of these countries.

Shipping policy may be defined as a totality of ecomp legal and
administrative measures by means of which the Stateemfks the
position of its national fleet in the national economayd in the
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international freight markab.

Shipping policy has two different aspects: domestic, ctwhis the
attitude of the State towards its own merchant margxed foreign
which is its attitude towards the fleets of other cdest

3.2 OECD Shipping Policy

3.2.1 Introduction of OECD

Organization for Economic Co-operation and Develeptm(OECD) is
an international economic organisation for economiopeoation and
development. Its membership (29 members, March 2003) censfst
mostly industrial countries with the social-economic systbased on
democracy and free market capitalism. The OECD mendcoentries
have pioneered the free enterprise system all overwihidd. OECD
shipping policy represents the basic spirit of OECD} tisa free and
fair competition, equal access to the market in a ddabed
environment.

In a word, OECD supports shipping liberalism. It is based the
principle of free and fair competition in maritime nsport,
irrespective of the vessel flag. Under shipping likenal shipping
firms may have free and competitive access to shippingketg

21) I. ChrzanowskiAn Introduction to Shipping Economic%985, ppll2.
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while shippers have the right of free choice of emribe it a
national flag or foreign one.

The very essence of shipping liberalism is that the na@tcimarines
operate in the freight market without any intervemt of the
governments or their agencies. Any form of shippingtgmtionism is
contrary to this principle. The free market prineplrule the shipping
market.

This liberal principle was laid by the Dutch lawyehnjstorian and
humanist, Hugo Grotius in the 17th century. It was eored as a
means to enable a free expansion of the Dutch fleghenincreasing
protectionism of the other maritime powers, especidhg British.
This liberal position gained its ground when the Bhtigovernment
suspended the Navigation Acts in the first half of tt@&h century.
Since then, Great Britain has been the leading clampif shipping
liberalism.

Shipping liberalism has been represented by the OEChHhritiMe
Transport Committee. At present, the Committee is a sole
inter-governmental body that meets regularly to discussanmic and
political aspects of international shipping. Its membemmntinue to
give special consideration to the problems created figg
discrimination by governments, and also keep a closehwan the
developments resulting from the policy of creating developing
national merchant marines without economic justifaratiIlt has been
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performing an essential task to discourage state intéowsnand to
prevent the further spread of discriminatory prastice

3.2.2. OECD Common Shipping Principles

While there was some liberalisation between the 196Gk the early
1980s, the reverse was the case in shipping, notablpyomOECD
countries. Realizing this, and reorganizing that aert member
countries maintained barriers for transportation oftabercargoes, and
that no individual member country could fight protesism and
malpractice alone, the OECD's work over a number @frsydocused
on a number of issues aimed at harmonizing the shippoligigs of

individual member countries. The work in 1987 resulteda Council
Resolution Concerning Common Principles of Shippinglici?o for

Member Countries.

By adopting the Recommendation (formally updated iept&mber
2000), member countries agreed to complement theirvique
commitments by pursuing a common approach to interndtiona
shipping policies and practices based on the follovefgments:

- The maintenance of open trades and free competdi@ess to
International shipping operations, maritime auxiliaryrve®s and
multimodal transport involving a maritime leg;

- Co-ordinated response to external pressure, based wh f
consultation between member countries;
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- The role and recognition of governmental invohemt by member
countries to preserve free competitive access and poavisif
choice to the shippers;

- A common approach to the application of compmtitipolicy to
the liner shipping sector;

- Measures relating to safety, the environment and Sutestd
shipping.

These principles cover the non-discriminatory treatmestregards the
provision, access and use of maritime auxiliary serviced an
multimodal transport services involving a maritime leg well as
measures relating to the promotion of safety, the ptiotecof the
marine environment and the prevention of substandanpisig.

One of the roles of the OECD Shipping Policy Pritesp was to
provide a clear and firm foundation to underpin #gf@pping policies
of member countries. In this respect, the Principleseappto be
helpful and a number of member countries have used tioemeview
and rewrite their own shipping policies. New canddatountries
seeking OECD membership are required, as part of aioliga
assumed on becoming members, to adhere to these Ramcipl

The principles have acted as a powerful common refergooint to
determine good practices in international shipping. chear and
concise enunciation of policy principles by member ntoas plays a
valuable role in guiding their own policy making andteractions
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with non-OECD economies. With the globalisation ofe tlworld
economy, shipping liberalism has gained momentum.

3.3 WTO Shipping Policy

3.3.1 Introduction of WTO

The World Trade Organization(WTO) was created in danul995 as
a result of the final round of the General Agreement Tariffs and
Trade(GATT), has 148 membership countries until 13thor 2004
accounting for 90% of world traé®.

The General Agreement on Trade in Services (GATS)thadirst ever set
of multilateral legally enforceable rules coveringternational trade in
services. It was negotiated in the Uruguay Round anahdd part of the
covered agreement of WTO.

The GATS establishes a set of rules and disciplines goneMV/TO

Member countries' use of trade measures in services.ridegsures consist
of laws, regulations, administrative actions and decssiaffecting the
purchase, payment, or use of a service or the presérieereign service
suppliers. The GATS disciplines extend across all goveminievels,

including non-governmental bodies in the exercisadeiegated powers.
(Page 25, Manual of Statistic in International TradeService, edited by

22) ww.wto.org
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UN Statistics Division, final draft 6 September 2G@R.

1) Purpose of GATS

GATS creates a credible and reliable system of intemmat trade rules;
ensures a fair and equitable treatment of all paditis ( principle of
non-discrimination); stimulates economic activity thybu guaranteed
policy binding; and promotes trade and developmerdutih progressive
liberalization.

2) Progressive Liberalization

GATS promotes the liberalization of internationald&ain service. The
Uruguay Round was only the beginning. On-going nagjohs on
commitments have taken place since the Uruguay Roumel.gbal is to
take the liberalization process further by increasitige level of
commitments in schedules.

3) Members' Commitments on Market-opening: Sched@ewimitments
Each WTO Members is required to have a Schedule doécifip
Commitments ("National Schedule") which identifies sleevices for which
the Member Guarantees market access and national treatameh
limitations that may be attached.

The degree of opening up market for a given seatanade of services
varies from country to country. Some members offdrdoinpetition in the

23) Manual of Statistic in International Trade ierdce,UN Statistics Division,
6th September 2002. pp 25-27.
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market while others may deny any form of establishnntn capital
participation, setting ceiling for the number of seed suppliers and their
employees, limiting geographical presence of establistemen

While GATS requires all Members countries to submit saleedt dose not
obligate them to assume commitments in any sector. Menarersree,
subject to the results of their negotiations with otteaticipants, to identify
which sectors, sub-sectors or activities they will listhair schedules, and
it is only to these that the commitments apply.

The GATS requires WTO Members to ensure that the netestandards,
requirements, and procedures do not constitute unnegédssaiers to trade
and, in particular, that they are not more burdenstiar is necessary to
ensure the quality of service.

3.3.2 General Obligations under GATS

Most-Favored-Nation Treatment( MFN)

Most Favoured Nation treatment(MRN)Favor one, Favor all. MFN
means one's trading partners equally. Under GATS, ifcoantry
allows foreign competition in a sector, equal opputiu in that
sector should be given to service providers from alleotWWTO
members. MFN applies to all services, but some special diemp
exemptions have been allowed.

24) httpwww.wto.org/wto/about/fact2/htm
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MFN Exemptions

A number of countries are given the right to contigiveng more favorable
treatment to countries in particular service by listinglFN Exemptions"
alongside their first sets of commitméht. However, these exemptions
could only be made once and temporary in princigle more than ten
years and are subject to review after not more tivan f

National Treatment

In services trade, it means that once a foreign courasybeen allowed to
supply a service in one's country there should be swidiination between
the foreign and local companies. Under GATS, a cgumtity has to apply
this principle when it has made a specific commitmeptréwide foreigners
access to its services market. It dose not have to apiynal treatment
sectors where it has made no commitment.

Other Obligations under GATS
1. Transparency --GATS Members are required, inter alia:
@D To publish promptly all measures of general applicatithat

significantly affect trade in services covebsdspecific commitments;
or to make such information publicly availabled notify no Council

25) List of Article Exemption.
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of Trade in Services of WTO promptly all mductions or changes in
laws, regulations or administrative guidarfé&nd

@ To establish national enquire points mandated to respgonother
Member's information reque$ts.

2. Impartial Service Regulations vs National PolicyDbjective

The GATS expressly recognize the right of Members gollete to supply
of services in pursuit of their own policy objectivesdadoes not seek to
influence these objectives. GATS establishes a framewbrkules to
ensure that services regulations are administratedaasmmnable, objective
and impartial manner and do not constitute unnecebsariers to tradés)

In sectors where members have committed, each members must thiasu
all measures of applications affecting trade in senacesadministered in a
reasonable, objective and impartial manner. Judiciabitral or
administrative tribunals or procedures must exist thataHoreign Service
suppliers to obtain an impartial review.

3.4 EU Shipping Policy

3.4.1. Brussels Package

26) Article Il 1, 2, 3, of the GATS.
27) lbid, ArticleIII 4.
28) Ibid, Article V.
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After the UN Liner Code was accepted in April 197¢ & majority
in the UN, some of European maritime nations which brakeay
from Group B(developed nations) at the last moment waoid for
the Code, started to find ways to gain advantage bgptoon of
cargo reservation on trade routes between themselvat the
developing countries. In 1975, Germany, France andlgilBe
announced that they had started procedures at thenalatlevel to
ratify the Code. Because of these independent inigst the
European Commission argued that the Community as a wiedde to
decide jointly on the basis by which it could accee the Code,
because the Commission itself was concerned about thectooist
nature of the cargo sharing principle in the Code.

In March 1975, the Commission approved, in principlee tadoption
of the Liner Code, subject to substantive reservations.

The common approach concerning international shippias a first
occasion for the Commission. All EU nations agreed tgohate a
joint formula and finally produced the so called &els Package in
1979(EEC Regulation 954 of 1979(May 15, 1979), tk®uncil

Regulation governing sea transport in liner shippiog the member
states. This common shipping policy is based on the ptencihat

closed conferences should operate in open trades antereaces
should be subject to competition from non-conferennesli

The Brussels Package was a compromise formula which allowed
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accession with reservations. The Regulation encourabged member
states of the EU to ratify or accede to the Liner €odithout the

EU itself becoming a contracting party to the Lingode. It merely
recommended the member states to do so and the fin&ioteds

up to the states. The basic idea of the Package is inhapplying

the cargo sharing principle of the Liner Code, thenther states may
apply it to the other end of the trades with the eligwing countries
on the one hand, but they do not apply it, on thieep to the EU
end of such trades and to intra-trades between theessalv on a
reciprocal basis between member states and other OECDtriesu
who are parties to the Liner Code.

The purpose of the Package is to contain the worst chthe cargo
sharing rule practiced by the developing countriejlev maintaining
the freedom of the industry to self-regulate tradewbeh them
including other OECD countries on a reciprocal basis.

The distribution of the 60 per cent pool of the &ador EU
members will be decided unanimously so that all theslimarry a
fair share (Article 2(1) of the Regulation). Heree thiair share shall
be determined by the application of commercial prilesip

In this context, the Regulation provides that a numitiefactors shall
be taken into account. They are, firstly, volume afgo carried by
the conference and generated by the member statesndsecgast
performance of shipping lines in the trade coveredth® pool; third,
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volume of cargo carried by the conference and shiptedugh the
ports of member states; and finally, the needs of shippenose
cargoes are carried by the conference. This rule afjoc sharing
confirmed in the Package reflects the self regulatidnthe industry
for their part and denies a universal acceptabilitytte Liner Code,
while giving the developing countries the full bahebf the Liner
Code.

The British government enacted the Merchant Shipphog, 1982 to
protect its international trading and shipping ind¢&seby acceding to
the Liner Code. The main purpose of the Act was teaesial more
drastic measures being taken by UNCTAD or developingniries
and to avail itself of the Brussels Package.

3.4.2. Maitime Package

Together with the Brussels Package, the Maritime Paclkagreed in
1986 by the EU Ministers forms the basis of the EU comrpolicy
on shipping. These two measures are the outcome of a nsoisse
among the EU member countries in a way to pursue a riraket
oriented approach in liner shipping. In the meantimememorandum
"Progress towards a common transport policy - Maritiman3port",
Bulletin of the European Communities, Supplement 5/t adopted
to create the basis of a coherent framework for Elppshg policy
in 1984. After two years of discussion of proposals, theuncil
adopted the maritime package.
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This Package includes four regulatids:

1) No. 4055/86. Freedom to provide service

This regulation introduces the principle of freedoo provide services
to intra-community trade and prevents any member staten

discrimination in favor of its own national shippingnepanies to the
disadvantage of shipping firms of other member states. tHe

bilateral agreement, cargo sharing agreements are tfimas an
exception only when EU liner firms have no othereefive means of
access to trade with third countries.

2) No. 4056/86. Competition Rules

This is directly related to the liner shipping industiyhis regulation
applies to all international liner shipping services visgy the
Community ports. It exempts shipping conferences en biom fthe
Treaty's provisions on restrictive practices on ratesyditions and
quality of services and other matters concerning tlwennaercial
practices of conferences. The obligations imposed amfecences by
the regulation are designed to help the shipper. Etlemugh the
regulation prescribes the conduct of conferences sush tlee
observance of agreed freight rates, it is primarilgarded as matters
of contract to be settled by usual commercial means moid by
Governmental intervention. This regulation intends poovide a

29) Smith, Brian "EUROS: The European Community pshiegister"
Shipping Policy in the European Communifjyebury.
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balance between the interest of conferences andothahippers.

The regulation does not allow any discrimination agfaia shipper or
commodity on rates and conditions of carriage unlessfiggston an

economic ground. The conferences are not requirefiletatheir tariffs

with the EU Commission, as rates are basically a mattecootract
between carrier and shipper. No prior notification necessary for
independent action. And the conferences must haveuttations with
shippers or shippers' councils for the purpose of sokition general
issues of principle between shippers and conferenceserong the
rates, conditions and quality of services.

3) No. 4057/86 Unfair Pricing Rules

This applies to liner trades and empowers the Communitymimose
a compensatory duty on non-EU shipowner if unfair ficas are
found to be present. The unfair practices are unpaicing practices,
injury and threatening the interests of the Communkipwever, the
definition of unfair pricing practices as undercugtinthe Community
shipping services where this is made possible by non-comaherci
advantages such as subsidies and preferential treatmemit ist all
clear. Economic and political structures of nationstloé world are
not unitary and the ensuing pricing practices aréeiht. To regulate
liner firms from non-EU countries according to this tenion may
cause unnecessarily harmful effects to the shipping cortynun
including the users of the services.
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4) No. 4058/86 Coordinated Action

An important deficiency in the package concerns tleav rform of
co-operative arrangements, namely, consortia. Theye Hmen devised
as a means of competition based on organizational esftigi in liner
trades in order to cut costs to meet competition frgerators from
lower-cost countries. The competition regulation didt, however,
explicitly exempt them from the operation of the @atition rules as
it did conferences. Until consortia were legitimizeg A subsequent
block exemption, they were in an uncertain position.

3.4.3. Consortia Block Exemption

The legal status of consortia, a different type ofaargation of liner
firms from the traditional liner conferences was nogacl following
the passage of the Maritime Package. After six yearsoofideration,
the EU Council approved a regulation relating tonsmtia on
February 25, 1992. As seen above, the conferencesexempted
from the competition rules (Regulation No. 4056/86yt consortia
were in a sense at risk because they were differem tonferences.
The 1992 regulation gives to consortia in the Europkaer trades a
group exemption from EU competition laws also.

The main objectives of this regulation are to helg ftimdustry to
attain the necessary economies of scale in order to atemp
successfully in the world liner shipping market, andnmake it easier
for consortia to cooperate in a way which is econaitjicdesirable
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and without adverse effect from the point of competiton the one
hand, and to "ensure in particular that a fair shafethe benefits
resulting from the improvements in productivity andvssr would be
passed on to shippers" on the offRer

It provides for group exemption of consortia, whetlieey operate in
a conference or not, subject to certain conditionke Tcompliance
conditions for consortia are, among others, as follows.

First, if the consortia operate in a conference, eheust be effective
competition on price or service between conferences!

Second, consortium lines are subject to effective ctitgpe actual
or potential, from non-parties to the consortia agesdm

Third, consortia must allow the member lines to offeeirthown
individualized service arrangements to shippers.

Finally, they must preserve the freedom of action ofmimers on
such matters as leaving consortia or common marketing wsteuct

The European Commission's legislation is specific in dgahth
individual problems instead of an overall arrangemesflecting the

30) Commission of the European Communities, Compaimmn by the
Commission, Report on the possibility of a grouperaption for consortia
agreements in liner shipping, Brussels, 1990, pfR0
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actual changing conditions of the industry's orgaimomatConsortia are
a different type of the industry organization fromnf@ences and
this regulation clarifies the position of consortia flimer shipping.

This new regime has some practical merits compared wieh WS

system. For example, potential consortia members neédwai for

45 days and have no filing obligations, explicitly fleeting the

frequent alteration of consortia agreements accordthg market
conditions. This EU approach is fundamentally differ&énom the US
Shipping Act of 1984, which grants anti-trust immunity all kinds

of agreements within the single law. However, Raymoncho8net,

deputy director general of the EU Competition Dioeate, expressed
his opinion that the EU regulations are compatibleehwihe US
regime and notes the flexible implementation of tegutation, adding
that consortia shipowner will see regulatory changésdnced by the
Commission if technical or economic facts warrant them.

3.5 US Shipping Policy

United States of America is the largest market placethim world.
The carriage of its foreign trade is open to commerc@ampetition
from both national and foreign shipping companies. tééhiStates of
America advocates principle of free and fair comjmetit in
international shipping and is opposed to cargo shaaAggeements.
The open nature of its shipping markets goes a long way
establishing "the free market” as an important prigcipin
international shipping policy. In practice, howevedhere are areas
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where shipping policies and strategies of USA do nopeap to
match the ideology and principle of the free maiket

The basic principles of USA shipping policy are to iaeh the
following objectives:

- Increase the competitiveness of shipping serving iternational
trade.

- Enhance the competitiveness of its national fleet skyve the
interests of consumers by providing low cost and efiicighipping
services.

- Maintenance of a national merchant fleet able neet national
security needs.

3.5.1. The Ocean Shipping Reform Act (OSRA) of 1998

The Shipping Act of 1984 was a profound change frohe t
established regime on the conference system. This Shipgicg
worked well for the liner shipping industry, balangininterests
between the participants in the market. However thppshs, that is,
the National Industrial Transportation League (NIThyanted to
introduce more competition into the market.

31) UN, Framework for the Development of National ShippiRglicies
New York, 1999, pp30.
32) ww.fmc.gov
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Over more than three years of debate, both housesoofjr€ss of
the United States approved identical versions of hthdt revised the
1984 Shipping Act. Forwarders and non-vessel-operattagnmon
carriers hoped to amend the bill to their liking btitbecame law
since May 1999.

The legislation was backed by a diverse coalition ofippsrs,
carriers, unions and ports. The Act promises fundamertahges in
the shipper-carrier relationship. The bill's most prominprovision is
to allow key terms of shipper-carrier service contractfidential.
Shippers no long are able to demand service conteantst identical
to those that carriers grant to similarly situated shipp Because
contract terms such as rates and service commitments weulklefx
confidential, shippers would not know what terms a ostitgr has.
In the long term nothing remains confidential. Aaling to the
market conditions, carriers and shippers may change d¢hmst of
contract.

The reform bill produces an environment in which mosirgoes
move under negotiated contracts, and tariffs beconse ieportant.
The bill ended requirements that carriers should fdaffs with the
Federal Maritime Commission. Instead, tariffs have to awmilable
through private tariff services in an FMC-approvednfat. Carriers
usually use automated filing of tariffs with FMC. Redjag this
matter, the National Industrial Transportation LeagMTL) agrees
that tariff information should be accurate and accéssibut expresses
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its opinion that carriers should be creative and iatige in deciding
how to list their tariffs.

The NIT League wanted to eliminate anti-trust immunity the
reform bill, but finally and reluctantly agreed tirop their effort and
compromised this point with major carriers like Sead. a(present
Maersk-Sealand) and other carriers.

3.5.2. Major Provisions of Ocean Shipping Reform Act1998

1) Service contracts will be filed with Federal Miame Commission,
but several key provisions - rates, service commitments,
inter-modal origin and destination points, and damades
non-performance - can be kept confidential. Commodiglume,
origin and destination port ranges, and contract tduramust be
made public.

2) Tariffs will no longer be filed with FMC, but wilbe publicly
available through private tariff services or carriensternet sites
in FMC-approved format.

3) FMC will continue to regulate ocean liner shigpimnd enforce
carriers' tariffs. FMC will have access to carridesiffs.

4) Shippers no longer will demand that carriers matatvicecontract
terms given similarly situated shippers. Individual riees have

_55_



more freedom than conferences in refusing grantingvicee
contracts.

5) Required notice period for independent actiomdé&r which

6)

7)

8)

9)

carriers deviate from conference tariffs or servicentrawts) is
reduced from 10 business days to five days.

Conferences will not be allowed to interfere witmembers'
negotiation of service contracts, although caragreements will
be able to issue voluntary guidelines. Conferenmer't be able
to require disclosure confidential service cortrems, including

rates.

Group of ocean carriers will be able to jointhegotiate with
inland carriers for rates and services, subject to targt- laws.

Ocean carriers will be able to negotiate servicentracts
individually, as a conference or alliance. (tb@4 Shipping Act
did not cover alliances).

Shippers will be able to sign service contracts viddally as
shippers' association, or as a group (subject to asti-taws).

10) Non-vessel-operating common carriers will continaebé allowed

to sign service contracts with carriers, but nathwshippers.
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11) Ocean freight forwarders and non-vessel-operatc@mmon
carriers will remain separate definitions, but botHl we known
as ocean carrier intermediaries. For the first time NV@ust
be licensed by FMC. Forwarders will continue to beerised.
Bonding requirements for forwarders and NVOs are urpden
as is equipment that carriers pay forwarder compensation.
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Chapter 4
Chinese Shipping Policy Before
Joining the WTO

4.1. Chinese Shipping Policy (1949 - 1978)

Until 1978, the Chinese shipping industry was run aleigilar lines
to the former USSR and other traditional socialist ntoes, as a
state controlled collectivist, centrally planned systefs the Chinese
government and state enterprises were both the sudpetctthe object
of government policies during this period, the Chinekgping policy
was designed to protect and fully subsidize ocean toahsprom a
development perspective, the shipping industry candheded into
two parts: Firstly, the establishment of the shippindustry through
international cooperation and the leasing of foreigsssels; secondly,
the period of the establishment of the Chinese ownomeat ocean

shipping fleet.
4.1.1 Policies to Establish an Intemational ShippingBusiness

At the beginning of the 1950s, the newly establishédn& had no
ability to organize its own ocean fleet, as there evaumerous tasks

that needed to be undertaken before a fleet coeldunlt. To revive
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the beleaguered national economy as soon as possildeChimese
government took the following measures to developeifor trade

transport, and to establish an international shippinginess.

1) International Cooperation in Shipping.

Due to a boycott by the major western powers in thdyel950s,
the international shipping partners of the Chineseeguomwent were
almost exclusively other socialist countries, in paréicuPoland which
was relatively strong in shipping. On 15 June 1951, n€hand
Poland set up the Chinese-Polish Joint Stock Shippiag i€ Tianjin
with the Chinese government as the representative shalder as
proposed by Poland. The vessels flew the Polish flagJuly 1951,
the Chinese government signed an agreement with Czevhkil to
operate two ocean-going vessels on behalf of the &hipeople. The
so called "entrustment of operation® meant that thenede vessels
were operated by Czechoslovakia with full power, n@hionly
providing a certain number of sailors. Czechoslovakidtlese its
financial accounts annually, and took 3% of the ltatavenue in

return for administering the vessels.

2) Leasing Vessdls.

In  September 1950, the Chinese government establisiaed
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international shipping company in Tianjin. The compangs moved
to Beijing in August 1952. The main task of the compamgs to
develop foreign trade transport with vessels leased froverseas
China, and certain foreign individuals and companibs. order to
encourage the enthusiasm of the overseas and merchaptstitbpate
in foreign trade transport, the Ministry of Communioca8 of the
People’s Republic of China created special policiess tfee overseas
China, who had vessels, to become private seagoing vegseits.
The policy stated that any property rights defined dwerseas
Chinese, or all the vessels of the Chinese merchants wihoh
foreign flags, or holding the approval issued by thevegnmental

overseas affairs commission, could enjoy preferentiatrtrent.

4.1.2. Policy Measures for Developing the Shipping diastry

By the end of the 1950s, the international situatimas slowly
improving day by day. With the cancellation of thenbargo policy
to China, the Chinese national economy developed dlsgpithe
international maritime policy of the Chinese governmemoved
toward establishing a nationally owned ocean shipdiegt to speed

up the development of Chinese shipping industry.

1) Setting up stateeowned ocean going enterprises and ocean
shipping fleet.
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In 1958, the total marine transport volume of foreiggade had
reached 11.58 million tons, and it was five times as haghit was
in 1952. Only 20% of the total volume of cargoes sbippby

Chinese side, according to the foreign trade corstraathile among
this part 60% was transported by the vessels hired froneigh

countries. According to the statistics of 1958 and 196@& annual
leasing tonnage was over 1 million. This resulted isinip a large
amount of foreign currency and also was controlled dblyers both
politically and economically and it was difficult tprotect its national
benefit. At the same time, the Chinese shipbuilding strgu had

developed gradually and the cargo ships built by €Xenshipyards
were ready to be used. If there was not of the naltiomcean
shipping fleet, the ships built could not sail in theternational
waters, flying the Chinese national flag. Therefarga, the base of the
Ocean Transport Bureau of the Ministry of Communicetjowhich

was established in 1958, the Chinese government decitied
accelerate the work of setting up its own shippingemgmise and
ocean shipping fleet. On 27 April 1961, the Chinae&t Shipping
Company (COSCO), as well as COSCO Guangzhou Branahalfigr

were established. This opened a new chapter in theorhisof

Chinese shipping industry.

2) Granting Loans for Purchasing Vessels and Establishing
Sate-operated Shipping Fleet.
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The development of an established ocean fleet withldéhsed vessels
at the beginning was relatively slow. Until 1962, theansport
capacity was only 140,000 gt which was about 1% of total
foreign trade volume. Therefore, the transport ofeifgn trade was
undertaken by the leased vessels mainly at that timasing foreign
vessels used a large amount of foreign currency. Aaogrdo the
statistics, the costs of chartering vessels was as much asillB88
US$ from 1958 to 1962. This amount of money, with itdueain
the year 1962, could purchase about 40 new vessel$),00Q gt, or
more than 1 million gross tonnage. At that time, théermational
shipping market was in recession, the price of second-hassels
was continuously decreased. In the meantime, the surgls
international shipbuilding capacity was about 30-40%hipyards
provided loan forms to accept orders: prepaid 10-33%he price of
the vessel, and the rest repaid within 7-10 years ph686 5interest.
Seeing that the Chinese government judged the hodrs&zed up the
situation, and adopted the important strategic detisid developing
shipping industry. In  November 1963, the Chinese gowem
decided to purchase second-hand vessels with the alffoating
capital of the Bank of China to develop an oceanpmhg fleet.
From then on, the development of Chinese ocean slgppieet
entered into a new period of development with loaas purchase

vessels. Therefore, Chinese shipping industry was growstrgng
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rapidly. In 1975, the total tonnage of the oceamgofleet was more
than 5 million and in 1976 the total volume shipped thg Chinese
fleet was about 70% of the total foreign trade vaunthis not only
ended the history of relying on leasing foreign vesdels ocean
transport, but also laid the solid foundation for ta#er opening and

reform period to promote Chinese shipping industry.

4.2 Chinese Shipping Policy (1978-2001)

Following the implementation of the reform and opearket policies from 1978,
and other developments, particularly in the tiansifrom a planned economy to
a market economy, China began the reform of thée-ataed shipping
enterprises undertaking international maritimespart. The reform process can be
divided into five steps. delegating power and ngplkime enterprises more profit
oriented (1978 - 1984), reforming taxation andeotmin (1984 - 1986), changing
the system of job responsibility through operatituys contract (1987 - 1991),
transforming the operational system (1991 - 1998) aXxperimenting on
establishing a modern enterprise system (from 1990w and in a continuous
reform process). Reform in Chinese shipping polibgrefore, formed a policy
system with a certain historical connection to plened economy and obvious
contemporary differences. The adjustments and aepehts of maritime policy
are as follows:

33) Guangxi Sun and Shiping Zhang, "General Reviefvthe Chinese
shipping Policy for the contemporary erdaritime Policy & Management.
Vol.26, No. 1, 1999, pp93-99.
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4.2.1 The Policy for Shipbuilding and Puchasing

Since 1978, particularly since the transition frima national planned economic
system towards a market economy, national poligardang state shipbuilding
and purchasing vessels has made significant chahged981, the Chinese
government decided that any shipping enterpriseichwimplemented an
independent accounting unit, and had the abilityrgjaay loans, including the
basic investment of building and purchasing vessetgld be given access to
enterprise loans rather than the traditional fofnplanned financial allocations.
As shipping enterprises were considered as mdygipadfitable businesses, and
as it was difficult to repay loans on time, the egonent decided in 1984 that
banks would provide low interest loans for buildingssels and purchasing
vessels, to extend the time limits for repayingidoand to provide tax incentives
for shipping enterprises.

4.2.2 The Policy to Connect Tiansport Services.

In April 1985, the Chinese government adopted aégok that allowed foreign
capital shipping enterprises to access the Chimesket in international transport
in the form of joint ventures, with approval in tHerm of short-term

administrative measures for shipping companiesgedgan international marine
transport.

In June 1990, the Ministry of Communications dedarthe regulations for
international liner transport, and since 1 JulyOl9®reign international shipping
companies have been allowed to be engaged in énatiop of international liner
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transport in Chinese ports with government approwdth respect to national
treatment, there would be no discrimination.

The Ministry of Communications further regulated Nfarch 1992, under the
principle of equality, foreign shipping companieserav allowed to establish
subsidiaries through bilateral agreements, witpegststo national treatment, only
for its own companies and activities related to ghpping business. In July of
the same year, foreign shipping companies werevediato set up their own
company or joint shipping enterprises under thencipte of equality and
government approval. With respect to national rvesat, they could engage in
canvassing for cargoes, issuing hills of ladingflirge accounts and signing
contracts for shipping business for their own \&sse

In November 1992, the Chinese government reaffirted foreign shipping
companies would be allowed to establish independentpanies and joint
ventures in China, and could canvass for cargags, lslls of lading, settle
accounts and sign contracts for their own vessels.

In September 1993, the Chinese government subrtiiitedevised quotations and
the list of remitted most privileged treatment: ceding to the principle of
properly opening Chinese shipping market, the amtevforeign shipping
companies could establish independent enterprisesulssidiaries in China, to
engage in normal business activities for their amother operated vessels and
the relevant Chinese laws for joint ventures amtpendent enterprises through
bilateral agreements, but foreign investors may hatdd more than 49% of the
resultant shares. Also foreign shipping companiesuld have the following
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qualifications for establishing independent shgppoompanies in China: (1) have
more than 15 years experience in shipping and &askipping office for more

than 3 years in the city intended to set up a aoynp@) the liner vessels

should call at the port where the companies aendatl to be set up every
month; and (3) the register capital of the foremgmpanies should not be less
than US $1 million. The scope of operations: camgscargoes, signing bills of
lading, settling tariffs, signing contracts for itheompanies and its operated
vessels.

4.2.3 Auxiliary Sewices to the Container Shippingndustry.

In December 1990, the Chinese Government restateédhe Chinese Container
Administration of International Marine Transportd tindicate the process of
approval of establishing international containeangport enterprises, and also
promulgated that with approval, the foreign mershacere allowed to establish
international container handling enterprises in @enese ports in the form of
cooperation; foreign merchants were also allowedsdb up inland container
freight terminals. For the national treatment, eheould be neither discrimination
nor privileges. In July 1992, the Chinese goverhmegulated foreign merchants
were alloned to operate loading and dischargingsticg) in the form of
cooperation with approval.

At this time, the Chinese government clearly dedlathat foreign enterprises
were not allowed to operate a shipping agent lassimelependently, but allowed
foreign merchants to engage in freight forwardip 22 February 1995, the
Ministry of Foreign Economy and Trade promulgatég t'Foreign Merchant
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Investment in International Freight Forwarding” ufation, which specified the

process of approval and specific details for faraigerchants investing in the
freight forwarding business: the investors shoulel énterprises related to
international  freight forwarding and with a historgf international freight

forwarding of at least 3 years, and have relatetiagasial and specialized
personnel, have steady cargo resources, and pwpsedsimum number of

freight forwarding networks, the minimum registerzgital was not less than US
$1 million; with approval, they could canvass ocesgobook, charter, operate
international multimodal transport, logistic, camta packing and unpacking, issue
bills of lading, customs declarations, inspectiomsurance, settle accounts for
freight in trade and act as an international fteiginwvarding agency for cargo
import and export.

Besides the above mentioned three marine transpanice trade aspects, China
implements policies in coastal and inland wateesisport that most countries in
the world implement, from the point of view of @cing their national interests.
The Chinese government also allows foreign congpdniedevelop water transport
enterprises jointly with Chinese companies, beingaged in coastal and inland
water transport.

According to statistics, until the end of 1996, hwiegard to the international
shipping market access, the relevant Chinese gosetrdepartment approved and
established 16 sub-independent companies in Chname than 350 various
shipping representatives or offices, 61 enterprifeChinese and foreign joint
ventures for coastal and inland water transport,c@panies of Chinese and
foreign joint shipping ventures for the internadlomarine transport, 123 ports
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were opened and 81 were opened to foreign vesselg than 110 shipping
routes of international liner were approved, andnaidransport agreements were
signed with 46 countries, and friendly relationshipere established with 40
ports. Thus, the Chinese shipping market has besitally opened up and
Chinese shipping policy has connected with intemalt shipping practice.
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Chapter 5
Chinese Shipping Policy After
Joining the WTO

5.1 Shipping Sewices

According to the Services Sectored Classificati®t, Imaritime transport services
include passenger transportation, freight trarammn and rental of vessels with
crew, maintenance and repair of ves¥eldMth respect to this service sector,
WTO regulations mainly focus on access to maritiraesportation, freight and

passenger, commercial presence of maritime transpational treatment for

Foreign Service suppliers, etc. Important as #meice sector is, China has made
a substantial effort to again reform is legal sgstgoromulgating several

regulations and administrative rules that implenmentnew commitments to the

WTO.

5.1.1 Intemational Shipping Maket Administration

The Regulation of the People's Republic of Chinathen International Maritime
Transportation became effective on January 1, 200Rthe Implementing Rules,
drafted on the basis of the these Regulationsyieeeffective on March 1, 2003.
Together they detail the conditions, procedures] amalifications for market

34) WTO Secretariat(1991), Services Sectoral Ciaation List, HTN.
GNS/W120, item A, art. 11.
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access to international maritime transportatione TRegulations of Maritime
Transportation have adjusted and reformed the mthaiive pattern with respect
to access the international shipping market; thaye hsimplified the procedures
and formalities; and they have enhanced supenwsidhe competitive conduct of
shipping enterprises, thus firmly advancing theeldpment and improvement of
the international shipping market in China.

The competent authorities have, in accordance thvhreform of the system of
administrative approval advocated by the State dlpureviewed the relevant
regulations governing approval of internationalpihg project, in order to make
practical changes to the governmental functionucieg administrative approval
for general economic project, and shifting to madministration and supervision
over the market order. The core objective in thenirastration of international

shipping in 2002 was to implement the new reguistidn order to help the
relevant enterprises to become familiar with tlgiirements, spirit, and principle
of the Regulations, the Ministry of Communicatiamganized many meetings for
publicizing and enforcing the Regulations, reached to relevant departments,
entites and enterprises, and rendered necessasulticyg and interpretative
services with satisfactory results. A year laterwas clear that Chinese shipping
industry has basically completed the transfer fibin traditional pattern to the
new pattern.

According to the Regulations on International Niegt Transportation, Foreign
service suppliers, may:

establish equity joint venture or contractual jlgintventure to engage in
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international shipping services, international gy agency, international ship
management services, loading and unloading of natienal shipments,
interational maritime container freight station dancontainer yard services,
interational maritime cargo warehousing servicasd offer routine services for
the vessels owned or operated by invéSior.

Jointly promulgated by Ministry of Communicationsxdathe Ministry of
Commerce, the Provision on Administration of Fareigvestment in International
Maritime Transportatiod8) further clarifies the services open to foreignplieys
and the commercial presence required for each caser\ith respect to
international maritime cargo, foreign suppliers ragyablish wholly foreign-owned
companie¥) to canvass cargo, sign hbills of lading, settléglits, warehouse,
conclude services contracts, and engage in othdiarsnservices for vessels they
own or operate.

According to another important rule, the Notice Qnestion Relating to the
Establishment of a Wholly Foreign-Owned Shippingm@any by Foreign
Shipping Companieé®) approved by China of operations in China by wholly

35) Regulation of the People's Republic of China loternational Maritime
Transportation, promulgated by the Stated CountiPRC on December 5,
2001, signed by Prime Minister Zhu Rongji, publdhen December 21,
2001, and effective January 1, 2002; reproducedairfs Appendix A. See
art. 32.

36) Promulgated by Decree No.1 of the Ministry obn@nunications and
Ministry of Commerce on March 2, 2004, and effeetias of June 1st,
2004.

37) Ibid. art. 4

38) Jointly promulgated by MOFTEC and MOC in 1995.
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foreign-owned shipping companies must be in aacccedawith reciprocal
commitments in the bilateral maritime agreemenimemorandum between China
and the mother land country of the foreign shippiogipany. In January of
2001, this notice was replaced by the Interim Bimnal Regulations on the
Examination and Approval of Wholly Foreign-Ownedpgimg Companies, which
reaffirmed the reciprocity requirement in the olatia@39 As a regulation it not
only confirmed the contents of the Notice, but ddde their gravity, as
according to the legislation law of China, a rdiais a higher form of law
than a notice or circular. This regulation also cifipd some elementary
requirement for the application to establish inn&ha wholly foreign-owned
shipping company, viz. qualifications of applicanguisite documentation and
procedure, and requirements for the establishnfieah @ffiliate. Some application
requirements were dispensed with in the regulafian;example, submission by
foreign investor of balance sheets for the pregetiiree years, thus, lowering the
threshold for such establishment. As the same timogever, the regulation
introduced some requirement making establishmentsuoh companies more
difficult in China, and retained other from the qading notice. For example, an
applicant enterprise must have been engage inirghigervices for at least
fifteen years before applying and, if it plans staklish a wholly foreign-owned
shipping company in China, it must have establishedpresentative office in the
planned port threes years in advance and its ftimet anchor at this port at
least once a monfR) Chinese employees must account for at least 85%eof
staff of the wholly foreign-owned compatly. Through these regulations and

39) Interim Regulation on the Examination and Appifo of
Wholly-Foreign-owned Shipping Companies art. 4.
40) Ibid. art. 5.
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administrative rules. China has undertaken to m@etf its commitments in the
maritime service sectég)

5.1.2 Systematic Change in Domestic Shipping Adnstietion

A major step in reform of the administrative systéon Chinese domestic
shipping occurred in 2002, when the Ministry of Gamications issued its
Circular on Adjustment in Reform of Administrativeunction and Pattern in
Domestic Water Transport. As a result, the functmal responsibilities of the
administrative department affiliated with or estdgd by the Ministry of
Communication in the Yangtze and Zhujiang systemd, the competent transport
departments of the provinces, autonomous regiamd, raunicipalities directly
under the Central Government have been adjusted. dpproval system
administered mainly by the Ministry of Communiaagichas been limited to five
aspects while administrative relationships, taskgprocedures have been further
clarified. The administrative schemes for domestiterway transport have been
reformed and registration now suffices in lieu ppraval for such projects as
iniiating or adjusting container feeder lines omsgenger lines, building,
purchasing, or demise chartering carrying vesdber(@han passenger ships or
liquefied dangerous cargo carriers), shifting aeleom international to domestic
senvices, etc.

41) Ibid. art. 12.
42) Section 11, item A, Schedule of Specific Commeitits on Services
List of Article I MFN Exemption("schedule").
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5.1.3 Refom and Standardization in the Domestic $iping Market

In order to ensure water traffic safety, providescand market environment for
operators, and secure prompt, continuous, headthgl, stable development of
Chinese shipping industry, the Ministry of Commaitin conducted a national
program of reform an standardization in the shippimarket in 2001 and 2002.
Its primary effects in the domestic shipping market now evident, enable
further refinement.

By the end of 2002, all enterprises and operaingaged in the carriage of
passengers, liquefied dangerous goods, and everalgeargo had been evaluated
in accordance with requirements contained in Oiiefl issued by the Ministry

of Communications in 2001. Enterprises or operdtass failed were obliged to

restructure or correct their shortcomings withie time specified, or else lose
their authority for operations in the shipping reark

5.2 Auxiliary Sewvice to Container Shipping Industy.

In the 2004 Catalogue, several new sectors wereedp® Foreign service
suppliers. Regulation maritime auxiliary servicEseign investors were for the
first time encourage to invest in storage and wasahg, shipping agency, freight
forwarding agency, and cargo handling seriées-oreign investors are allowed
to engage in shipping agency services and cargdirigarservices only through
joint ventures; in shipping agency, such foreigrestiment shall not exceed 49%.

43) Ibid. 6, item 6
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In freight forwarding, it may only account for 5086 the beginning, but foreign
majority investment and wholly foreign-owned conmgsrare to be permitted after
one and three years respectively following Chireseession. These regulations
not only fulfill Chinese commitment$) they exceed them. For example, China
committed in the Schedule to allow foreign investtw engage in storage and
warehousing services only by means of joint vestumewhich foreign investment
did not exceed 49%. Foreign interests were to losveal majority ownership
within one year after Chinese accession and wHoligign-owned subsidiaries
were to be allowed after three years. Neverthetbese limitations have already
been liftedt>)

In November 2002, MOFTEC issued the Regulation fen Administration of
International Freight Transport Agency with Forelgmestmert) to replace the
Rules on the Approval of International Freight $pmmt Agency with Foreign
Investment, which had been in 1995. The new regulahcorporated Chinese
commitments in this field and detailed the requerish for establishment of an
international freight transport agency by foreigavestors. For the first time,
foreign investors were allowed in principle to kigh wholly foreign-owned
enterprises in this sector, but precisely when taejd do so was left for further

44) The foresaid changes fully implement Chinesenradments. See 11,
item H, supra note 57.

45) Catalogue 2004(The Foreign Investment Indust@atalogue was first
promulgated on June 20. 1995, amended on March2802, and mostly
recently updated on November 30, 2004. This verdiesame effective as
of January 1, 2005. The old and new version areihgiter referred to as
the 1995 Catalogue and the 2004 Catalogue respBgtiv 6, item 3.

46) Promulgated by MOFTEC on December 11, 2002 awdliable from
the Hong Kong Trade and Development Council at:Mipw.tdctrade.com.
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regulation by competent authorities. Meanwhile,y oetjuity joint ventures and
contractual joint venture in which Chinese partjoyan majority ownership is
alloned47)

5.3 Transparency

One of the most serious problem of Chinese leggtersyhas been its lack of
transparency. There were many ambiguous expressionsChinese laws,
regulations, and administrative rules, which mduamt difficult to interpret by
those interested, both domestic and foreign. lerdal remove these barriers, the
newly published Regulations on International Maeti Transportation specify in
detail what is required for the establishment bgidgo investors of various kinds
of shipping companies in China. The regulationsikspe the documents required,
the authorities participating, the length of reingwperiod, the permitted scope of
business and restricted activities.

5.3.1 Enty Requirements

As the chart on the next page Iillustrates, the |&ems on International

Maritime Transportation detail the different regments for foreign shipping

services suppliers establishing different typesasfice enterprise in China. This
figure clearly shows the different qualificatiorsr fdifferent services sub-sectors.
Provided that Foreign services suppliers meet tresggrements, they may apply
directly to the competent authorities.

47) lbid. art. 4
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5.3.2 Scope of Business:

For the scope of business alloned these kinds wasting enterprises, the
regulations on International Maritime Transportatamlopt different approaches for
different  sub-sectors. Regarding international psip service and

non-vessel-operating services, the Regulationsibpirahe following actions by

foreign investors:

Providing service at lower freight rates thanmabr and reasonable ones,

thereby prejudicing fair competition;

- Offering secret rebates to shippers, not refleatethe book-keeping, for the
purpose of soliciting cargoes;

- Arbitrarily taking advantage of a dominant positito impose discriminatory
freight rates or other restrictive terms detriadetio the other party to the
transaction;

- Committing any other actions detrimental to tltkeio party to the transaction

or the good order of the international shippirayket48)

48) Regulations on International Maritime Transaton, supra note 50. art
27.
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<Table 5-1> Regulations on International Maritimen$portation
Sectors Requirements for Entrance

1. Vessels suitable for international shipping (mimclude vessel:

of Chinese nationality);

Compliant with the State's technical standards rharitime

traffic safety;

3. Having BJ/L, passenger tickets or multi-modahnsportatiol

documents;

4. Senior executives with the requisite profesdianaalifications.

Non-Vessel-Operating 1. Forma_liti(_as for the registration of BI/L; N

semvices 2. Submission of surety bond: RMB 800,000, and eafditional
sum of RMB 200,000 for each subsequent branch.

1. At least two senior executives with no less titaree years

experience in international maritime transportatidrusines:

operations;

Having fixed places of business and necesshnsines:

facilities.

1. At least two senior executives with no less th#mwee
years' experience in international maritimgansportatiol
business operations;

Intemational Ship [2. Staff members in possession of master's cradentnd

Management Services chief engineer's credentials appropriate to thges of
ships and trading zones under their management;

3. Having equipment and facilities appropriate itaternationa
ship management services.

Intemational Shipping
Services

Intemational Shipping
Agency Serices

n

Thus foreigners investing in these two areas magagenin any other business,
that is, any business not prohibited. Regardingrnational shipping agency
services and international ship management seniumsever, the Regulations
specify in detail the only business permitted @pranvestors.
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<Table 5-2> Scope of Business of International @igpAgency Services

International Shipping Agency Services?)
Managing the formalities for ship's entry into oeparture from ports,arrange
pilotage, berthing and loading & discharging,
Singing B/L or carriage contracts and acceptinggfiespace booking on behatf
the carriers;
Managing customs formalities for vessels, contain@nd shipments,
Canvassing cargoes, arranging shipments and attgpnidi procedures foshipment:
and transshipment of cargoes and containers;
Collecting freight and settling payment on behdiftioe principle;
Arranging passenger transport and attending to eghaes for transportof
passengers by sea;
Other pertinent business.

NS O W

<Table 5-3> Scope of Business International Shipalgement Services

International Ship Management Services
Conducting sales and purchases of vessels, clmgrtemssels, and managingher
assets relating to vessels;
Managing ship engineering functions, handling natiapal affairs, andarranging
ship repair and maintenance;
3. | Recruiting and training mariners and assigning themnships;
Performing other services for maintaining the téchin standards of vesseland
ensuring their proper navigation.

Foreign operators who invest in these two subrseeti@ not allowed to engage
in any business not listed above. While the twoulaggyy approaches are
antithetical, both make clear to foreign investtine boundaries to business
opportunities in China in these sub-sectors andeftine enable investment

planning.

Through a large and multifaceted initiative of d&dive and administrative
reform, China has endeavored to carry out its Woidnatments in the sector of

49) Ibid. art. 29

_79_



maritime services. By the 23rd of September 2008 international liner

companies, 1105 shipping agencies and S86@Mon-Vessel-Operating companies
had been approved by the competent authoritiescordance with the new rules
and regulations. A new three-dimensional system thl@ administration of

shipping has become gradually into shape, covetimge independent but
connected services sector: maritime transports,pand auxiliary services.

5.4 Impacts on Chinese Container Shipping Industry

Economic globalization will exert significant influence on world
economy as well as on world shipping, which is oriented towards
openness. The development of multinationals in turn contributes to
the health and well-being of world shipping. What is required of
shipping corporations is to expand cross—border operation through
mergers and acquisitions and to provide global shipping services.
China’s shipping is becoming an important link in the chain of global
shipping. Liner carriers of China can launch mergers and acquisitions
on a larger scale and can develop third or even fourth party
logistics business. Foreign liner shipping companies will not be
subject to any restrictions to set up subsidiaries in China, and they
can well penetrate the Chinese market with their asset and

technological advantages.

Analysis by officials of the Ministry of Communications indicates

that Chinese international shipping industries will see the following

50) The lists of those engaged in international erlin and
non-vessel-operating services are avaliabldtgt://www.moc.gov.cn
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changes:5D)

1) The opening of Chinese shipping market will be deepened and
accelerated while more foreign capital will be allowed to enter into
this market. Parts of the field inaccessible for foreign investment in
the past will be gradually opened in the future, for example
distribution service, international shipping agency and setting—up

branches of foreign shipping companies in China.

2) The institutionalization process of the shipping market will be
expedited. In case that the combination of Chinese shipping market
with the world market will be promoted by the joining of foreign
capital, China must step up the market institutionalization to impose
supervision on the market entry and market behaviors of foreign

companies in accordance with the Chinese laws and regulations

3) Chinese shipping companies will enjoy a better environment in
the competition of world market. In the face of the increasingly
fierce competition, some of the Chinese shipping companies will have
to tap for new markets, such as to ship goods for a third party in
order to optimize China’s international shipping  structure.
Furthermore, China will be able to enjoy more initiative rights in
international talks for shipping business. As foreign companies will
get more benefit from the Chinese market after getting their entry

permission.

4) Demand for shipping will be increased along with the growth of

51) www.people.com.cn
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international trade volume. With China’s entry into the WTO, the
domestic market will be further opened with the international
environment for foreign trade improved. China will by then has more
to do in the work division of the world economy with the Chinese
economy depending more on the world market at the same time. All
these changes will by and large promote the development of the
Chinese industries with comparative advantages and help raise
greatly the transport volume in international trade, thereby boosting

the development of the Chinese shipping industry.

5) The market competition will be more severe. While some of the
protective measures for domestic market gradually lose their
functions after China’s accession into the WTO, foreign capital will
take more shares in the market distribution, ship agency and other
fields. By then, those Chinese enterprises low in management level
and service quality and weak in competition might be kicked out of

the market.

5.5 Impacts on Foreign Shipping Services Providers

As discussed above, the new system employs modern regulatory
models, clarifies past ambiguities, and incorporates Ghine
commitments to the WTO. It is obvious that China expetts
provide a fair, efficient, and stable competitive ieowment for
Foreign services suppliers.
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5.5.1 More Liberal Treatment of Foreign Service Supliers

With amendments of the 1995 Guidance and the 199%aldgaes?)
as well as Chinese market access commitments, foreign irsesin
expect more opportunities for participation in moreritime service
sectors/sub-sectors. In keeping with Chinese WTO commigndhe
encouraged category in the 2004 Catalogue was egdafdm 186
to 256 fields and the restricted categories reducen fibl2 to 78.
China has opened up many fields for the first time toeifm
investors and has expanded their access to others. Fampkx
foreign investors are encouraged to establish entespriger
international multi-modal containerized transportatiosarriage of
goods by road, and freight-forwarding agef®y. The relevant
regulation permitted foreign investors majority ownerskafter 2002.
Wholly foreign-owned enterprises will be permittedteaf December
11, 2005(For carriage of goods by rail, the transdlo period is
longer; wholly foreign-owned enterprises will not Ipermitted until
December 11, 200%)

Other sectors now open to foreign investors, albeith wgome

52) The Guidance of Foreign Investment Orientatwas first promulgated

on June 20, 1995, amended on February 11, 2000,bandme effective as
of April 1, 2002(these are hereinafter referreda® the Guidance 1995 and
the Guidance 2000 respectively).

53) 2004 Catalogue Annex supra note 60, at 1, itdn8, and 2, art. 8,

item 2.

54) Ibid. 2, art. 3.
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restrictions. For the time being, foreign investment nmept exceed
49 percent of that for the capitalization of wataywTransportation
Company, and this restriction applies also to maritimeenayg
services?S) According to the 2002 Catalog, only equity or caotual
joint ventures are permitted for ocean shipping tagrvices6) Even
with these restrictions, recent changes have providerk mmvestment
possibilities for foreign investors.

5.5.2 A more Stable Envionment for Investment

In order to better protect the interests of service pkens, the
principle of "fair competition” has been embraced amthphasized
during the recent process of legal reform. For exampthe
Regulations on International Maritime Transportatioownprohibit the
following:

- Liner conference agreements, operating agreements, oghfraiate
agreements concluded among international shipping rabpes
engaged in international liner services in which Cbkmeports are
involved and which can be detrimental to fair cofitjos;

- service activities of a consortium set up by internaioshipping

operators engaged in international liner services through

agreements that involve a shipping volume excee@@% of the
aggregate shipping volume for one consecutive year aoe

55) Ibid. 2, art. 2 and art 8, item 1.
56) Ibid. 2, art. 8, item 3.
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particular shipping line to and from Chinese ports andiclw
cant be detrimental to fair competition;

- any forbidden act listed in Table;

- any other act detrimental to fair competition in d@mational
shipping market’)

Should there be cause to suspect one of these transgsessiod
interested party may apply to the competent commubitati
department of the State Council for the assignment of a
investigation group. The person under investigation eigtitled to
notice of the purpose, reason, time limit etc, of theestigation. In
accordance with the transparency principle, the R#igns on
International Maritime Transportation specify thae tmvesting period
shall not exceed one year, but this can be extendedhalf a year
by the competent orgad) After the investigation, the investigating
group shall make a conclusion and notify the person eund
investigation and the interested parties thereof iitingt If the acts
under investigation are found to damage fair compatit the
competent organ is obliged by the Regulations to tpk@hibitive or
restrictive measures such as ordering the amendment ofamele
agreements, limiting the frequency of liner servicespsuading freight
rates, suspending the filing of freight rates, or ardgrthe revision
of relevant materials. The party concerned shall h#we right to

57) Regulations on International Maritime Transpton, supra note 50, art.
32.
58) Ibid. art. 37.
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hearing on relevant matters prior to any decision hg televant
organ to take such measures.

This is the really the first time that China has so rjemcorporated

the principle of transparency into its legal system. shHould reassure
Foreign service providers of a more open and competitharket in

China, while at the same time it illustrates Chinese cibmemt to

modernizing the legal system and entrenching the rilaw.59)

5.6 Problems with Chinese Container Shipping Policy

5.6.1 Market Access

Although China has made many reforms in the shipping Isecto
following its commitments to the WTO in the Schedule $becific
Commitment$0) foreign operators should also be aware that the
Chinese government has an obligation to hold the ibaj@hare in
an enterprise in many fields that may have a great impac the
national economy and people's livelihood. For examphe share of
foreign investors in Chinese-foreign equity joint weles engaged in
international shipping services and international shgpp agency

59) Kevin X. Li, Kevin Cullinance, Hong Yan and Ji@heng "Maritime
Policy in China after WTO: Impacts and Implicationor Foreign
Investment" Journal of Maritime Law & Commerceyol.36, No.1, January,
2005.

60) See supra note 57
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services cannot exceed 4%%,which means that the majority share
must be held by the Chinese party. The regulations @iritivhe
Transportation also require that "the chairperson loé toard of
directors and the general manager of a Chinese-foremuty joint
venture or Chinese-foreign contractual joint ventuemgaged in
international shipping service be appointed by théen€de party&2)

Meanwhile, some new restrictions may raise new barriergoteign
service suppliers. For example, Article 12 of the rmational
Provisional Regulations on the Examination and Apakosf Wholly
Foreign-Owned Shipping Company requires that Chinesgployees
comprise at least 85% of the staff in any wholly fgneowned
shipping compan$?3)

Formerly, the Regulation on the Approval of Foreiguested
International  Freight  Transport Agency required thesame
qualifications for both Chinese party and any foreigarty, i.e., that
each "shall have engaged in the international fteighnsport agency
services for at least three ye8#8. However, the Regulation on the
Administration of International Freight Transport Aggnwith Foreign
Investment, which replaced the former regulation i©20requires of
foreign parties three years' experience in the iatenal freight

61) Article 32, supra note 63.

62) Ibid.

63) This was not regulated in the old notice, supote 54.
64) Item 2, art. 5.
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transport agency services, but require of Chin's partly one year's
experienceés)

In addition, compared with the developed countri€hinese open
policy is not completed, for example compare with U.&d &E.U,
foreign investors still cannot hold the majority ofettcompany. It
may effect foreign investors invest in Chinese shippmgdustry.

5.6.2 Transparency

Despite the attractiveness and the reforms that haee beking place
in China a number of impediments have also been ete@ah by
foreign companies. The first issue involves the buresdiacr
administrative procedures, inefficiencies in the odimation of
government departments, unclear or contradictory lawd a variety
of other problems arising from these issues. In addittoreems that
the post-approval monitoring evaluation mechanisms arakwéhe
result is again friction between foreign investors ahd interests of
local investors and the host country. While a numbdr tax
incentives are granted to foreign affiliates, domestnterprises enjoy
preferential treatment such as easy access to loans andpriced
raw materials. This cause unfair competition and maiukstortions
and may be looked upon as an impediment to foreignsiment.

It is also difficult to decide upon the best time famaking the

65) See supra note 61, Item 1 and item 2, art. 5.
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investment, whereas competition from local companies @aiiger
foreign entrants can be quite stiff, particular as nemtrants have to
take some time to adapting to the new environmenis Thises the
issues of timing market entry, which will depend on mdeé factors
but also on the company's strategic orientation.

One of the main barriers to the conduct of smooth aimers seems
to be communication with government departments. It feds that

the traditional structure of government in China ismptex and

bureaucratic something that makes it difficult to tacklroblems faced
by private enterprises swiftly. One company found fitseforking

toward the development of a speciguanxi relationship with

government departments as a means towards solving thdermpsob
faced. Trading practices in China are also of conctrnshipping

company. In particular interviewees seem to be corcerwith the

existence of a black market where vast sums of moneyeirg lost

to rogue traders and the inability of the governmtnttake decisive
action against such practiées

5.6.3 Intemational Shipping Legislation Progress

Chinese International shipping Legislation is relagivebackward
compared with developed countries, the procedure asiptex, the

66) Photis M. Panayides, "International Market Enftrategies in China:
Lessons from Ocean Shipping and Logistics Multim@ddaShipping in
China, pp135-166.
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time are extended, the legal standard does not hanesidbtedness,
and standards lags fall below international benchméddes marine
transportation practice. For example, "Maritime lawas only revised
in 1993 after a period of around of 40 years, it bagn revised 25
times, but still has many deficiencies. Although certaispect of

"Maritime  Affairs Lawsuit Special Procedural Law" andhe
"Arbitration Act" the "Civil Procedure Law" have rahdy been
decided in advance, but the legal formulation is giidit completed.
The "Navigation Haulage", "Ship Law", "Crew Laws"au¥e still not

been revise@?)

The legislative technical level is low, systems havenbeadequately
implemented, in particular in the marine transportatiGervice
administration area; The legislative efficacy is lothe authority of
officials is limited and there are many hindrances ftectve and
efficient, for example in marine transportation, thegulations and
laws of forwarder service and ship agent service inn&€Hormulated
by the Ministry of Commerce the Ministry of Communicaticare
administered separately. Moreover, the local laws eegllations and
the national laws and regulations are offer in copflwhich can be
detrimental to the entire marine transportation servidegal
framework's unity and validity.

67) Xianwei, Peng "An analyse of Chinese Shippirgrvide Trade Law's
Adjustment and Perfection after China Joining YWaO" 2002.
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5.6.4 The Intemational Competitiveness

As discussed above in Chapter 2, we used Porter's Diarivtouel
to examine China shipping industry's competitive ath@er we can
find Chinese shipping Industry development very fast,t bts
international competitive power still weak. Currentthere are 310
shipping companies registered in China and engagedternational
shipping, and most of them except COSCO, China shipgngup
and Sinotrans Group, tend to be too small, with thestmaf them
are single-ship companies. Shipping is a big risk indusifythe
shipping company scale is too small, Lacks the ability registance
risk in the market competition, and cannot compete Wil foreign
shipping companies.

In addition, in Chinese shipping market foreign shagpicompany
hold 70% market share, and Chinese shipping companies luoitl

30% market share, from these figure we can see most Chinese
foreign trade cargoes transport by foreign shippingnmany. With
China has been a member of WTO, China will furthereropts
shipping market, and more and more foreign shippingnpamies will
enter into Chinese market, the market competition viié more
severe than before.

Also the transport capability structure of Chinese riagonal
shipping fleets and the enterprises' structure areicthg The ships'
technical level is low, and the ships get older, the& age ship and
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the over-age ship proportion reaches 41%, the coasthes as high
as 68%, The Chinese fleet average tonnage is lower th@ world
average level, especially the tonnage of tanker & dgmallest, and
steamship are few. Has not yet a form in a big, medium,Il sma
reasonable disposition tonnage structure. Internatiorsdipping
company's management system is not flexible; also suchnatimal
economic and political influences subjective reasons esakhinese
international shipping companies were in the infenqmsition in the
international competition.

_92_



Chapter 6
Conclusion

Shipping is a global business and open to global cotigretiWith
globalisation, various entry barriers to markets arengyodown or
completely removed, while cooperation and compmetithas become
essential to be competitive in the global marketpl&aw globalisation
means deregulation, free and open competition, andl @gcess to market.
At the global level, the WTO negotiations on tradeservices are going
under way. The WTO agenda is to seek better accessaiaime transport
providers in foreign markets and to seek transparent @edictable
regulatory environment for shipping service.

The primary purpose of shipping policy is to maintaimsibess
environment of free and fair competition of its owational forms on an
equal footing with the fleets of other countries. tRarmore it creates
competitive advantage for its own shipping fleet ve tglobal industry;
efficient ship financing can be a strong policy instamt for acquiring the
national shipping fleet. Legal and administrative meassuch as financial
support arrangements and tax incentives are focus ter fastl encourage
its own shipping industry.

For a country to develop its own shipping industrg ¢fovernment has to
examine its own competitive standing of domestic econdattors and
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policy objectives of the national economy and thepinlg industry
according to its economic development stage. Thengtvernment can
choose shipping policy targets and strategic instrumerdgvelop its own
shipping industry. As the economy makes progress over timeay
modify the direction and contents of shipping polioycteate and maintain
competitive advantage.

After twenty years of constant effort, Chinese progmmconomic reform
is widely acknowledged to have achieved remarkadsalts. Now, as a full
member of the WTO, China is embarked on anotheatig, reform of its
legal system, which should have an equally importanaghpn Chinese
economy and society in the future.

We think that after joining the WTO, possible devetgmt trend of
Chinese shipping policy is as follows:

1. Speed up the construction of marntime transport ifrastructure
facilities

Providing more efficient and better service for Cbkmeand Foreign
shipping companies. China will further improve its riaré transport

infrastructure facilities to meet the demand of ecowodavelopment and
foreign trade. In order to strength Chinese inteomai shipping

competitiveness, China will restructure with an eyehi® construction of
the Shanghai International Shipping Centre, thegghan deep-water port
and the Shanghai combination ports; also China wilketbp port clusters at
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the Yangtze River Delta, the Pearl River Delta amalind the Bohai Bay,
and form rational port container transport system hub gad feeder port.
Meanwhile, China should further adjust fleet's typel age structure,
improve fleet's technical level, develop appropriatsposition of big,
medium and small tonnage structure.

2. Accelerate the shipping legislation, standard shippg market

The institutionalization process of the shipping marvkiétbe expedited. In
case that the combination of Chinese shipping Markigt whe world

market will be promoted by the joining of foreign ttaj and China must
step up the market institutionalization to impose suipem on the market
entry and market behavior of foreign companies inoetance with the
Chinese laws and regulations. Chinese legal system sheumdcbbnformity

with international practices and encourage fair cetitipn. The process
should be accelerated to improve or formulate lawsdetrthe WTO rules
and international practice, to create an environn@ntompetitiveness,
opening and transparency for the international shgpndustry. The
Chinese government should endeavor create a favosaipping market
environment for fair competition, and safeguard lggtimate rights and
interests of both domestic and foreign shipping businessménspeed up

revising the "Navigation Haulage", "Ship Law", "Créaws".

3. Further Opening up to the outside

Since the accession to the WTO, the Chinese governnaanbeen fully
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fulfilling its commitments on international maritime risport services,
constantly widening the opening-up to the outsideldyoand actively

participating in the bilateral and multilateral ntianie transport cooperation
and exchanges. Chinese shipping policies are operramsparent, and the
market competition mechanism is being gradually impdowvehina has
been elected Category A Member of the Council of liernational

Maritime Organization for the eighth time consecutivén the past two

years China signed Maritime Agreements with the Ur8tades and the EU
respectively, which symbolized the maritime cooperatietween China
and the US and the EU entering into a new era, asd symbolized

Chinese international maritime transport market beiongthér made

compatible with the international practices. In fbure Chinese shipping
policy will more open and transparent to welcomeitprenvestors to make
investments in China in the construction of port féesi and in the

operation of stevedoring activities, and welcome theimyest in operating
international maritime transport and related auxiliausiness activities.

Some suggestions for Chinese shipping Companies:

1. Development of Inter-modal Transport

The increase volumes of containers moving through trées ill place
great stress on the land transport interface and gereereeed for faster and
more efficient intermodal connections to the hintedks At the same time,
the demand of shippers for "seamless” logistics is likelgaitinue and
intensify. In the meantime, Chinese government welcoworesgh investors
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to operate in China comprehensive logistics services afihel the
entire-chain distribution and other value-added sesui

2. Intemal reorganization

The WTO has requested Chinese Shipping companies tougpét closer to
the world standard. To strengthen the competitive rdge, Chinese
shipping companies should, referring to the successfubnargtion
structure of major foreign shipping companies, reasgradbjust their own
internal organization by abolishing useless departmadt vaorking out
strict and practical management rules and regulatiotieicompany.

Also as we discussed in Chapter 2 that Chinese two gshifiping

companies (COSCO and China Shipping) are state-ovooedpanies,

so Chinese Shipping companies should separate the adatiarstfrom

government and its control over the operation of estatned

enterprises so as to let these state-owned companies dedme
survive and develop market-oriented modern strategies.

3. M&A 68), Consolidation Strategy

Maritime transport is essentially related with a globadenomenon, at
least with regards to overseas shipping. It has develapestep with
the growth of world trade, providing a critical naétructure for trade.
And as an occupation involving the navigation of teeven seas,

68) Mergers & Acquisitions.
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maritime transport has always been a global indé®trfn overseas
container transport as well, many container lines caomegaare under
pressure of lower freight rate due to excess capadibhe container
shipping industry has adopted a rationalization styateich aims at
pooling its resources through consolidation and mergersorder to
go with the tide of globalization and to competehwihore and more
transnational liner shipping companies, and in linghwihe guiding
ideology of scale transport put forward by Chinese egowment,
Chinese shipping companies should take action on "Vé¢akg
M&A and Strong-Strong Consolidation” strategy.

4. Sewice Quality Improvement

The Shipping Industry is a kind of service industrye ®ervice with high
quality, efficiency and economy is the key to win nerghare. Currently, it
is getting more and more difficult to occupy the extrarket share because
the accession to the WTO brought more and more conopetithere is a
strange phenomenon: Why foreign competitors havemtdupied a great
amount of the market in spite of charging the highreright rate? The
reason is just that they offer high quality service.dénsuch severe
situation, what Chinese container companies could donig to press
forward despite the difficulties and to make greabr4f to provide more
attractive and higher quality service. And the diei services should be

69) Sato, Hiroyuki, Management Strategy of Container Liner
Shipping 1n the age of Globalisation, proceeding of the 2nd
International Gwangyang Port Form, April 24-26, 2002, pp 115-125.
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provided not only at homeland of China but also abircAnyway, the
efforts of companies are the fundamental guarantéemboving shipping
competitiveness.

A more open and dynamic shipping market in China idy¢a welcome
investor and operators all over the world to comedd sind increase their
business. We wish that in Chinese maritime transport mditleet with
business opportunities today, both domestic and foreigippisiy
businessmen would collaborate with each other towardswivi, mutual
benefit and greater commercial gains.
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Appendix 1: Regulations of the People's Republic oftina on
Intemational Maritime Transportation 70)

(Adopted at the 49th Executive Meeting of the S@beincil on December 5, 2001, promulgated
by Decree No. 335 of the State Council of the ResgRepublic of China on December 11, 2001,
and effective as of Januaryl, 2002)

Chapter | General Provisions

Article 1

These Regulations are formulated for the purposksregulating international maritime
transportation operations, protecting fair compeiit maintaining the order of international
maritime transportation market and safeguardingléiweful rights and interests of the relevant
parties involved in international maritime trangption.

Article 2

These Regulations are applicable to internatioralittme transportation business operations to
and from the ports of the People's Republic of @has well as the auxiliary business operations
relating to international maritime transportation.

Auxiliary business operations relating to interoaél maritime transportation, as referred to in the
preceding paragraph, include the businesses mglatininternational shipping agency services,
international ship management, loading and unlapditorage and warehousing of international
shipments and international maritime containegfiestation and container yard services, etc.

Article 3

The principles of honesty and credibility shallfbowed in international maritime transportation
business operations and auxiliary business opesticelating to international maritime
transportation, the operations shall be condueedully under fair competition.

Article 4

The competent communications department of thee STauncil and competent communications
departments of relevant local people's governmshgdl, in accordance with the provisions of
these Regulations, supervise and administer iniems maritime transportation business
operations, and shall exercise supervision and rmidtration over auxiliary business operations
relating to international maritime transportation.

70) www.moc.gov.cn
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Chapter Il Operators of Intemational Martime Tran sportation and Auxiliary Businesses
Thereof

Article5
To be engaged in international shipping servides following conditions shall be met:

(1) having vessels suitable for employment in méional shipping services, among which there
must be vessels of Chinese nationality;

(2) vessels under employment shall be in compliamitke the technical standards for maritime
traffic safety as set forth by the State;

(3) having bills of lading, passenger tickets odtirmodal transportation documents;

(4) having senior executives with the professiogadlifications as set forth by the competent
communications department of the State Council.

Article 6

To be engaged in international shipping services,application shall be submitted to the
competent communications department of the Staten€ilp and the relevant documents in
compliance with the conditions set forth in Arti@leof these Regulations shall be attached thereto.
The competent communications department of thee STatuncil shall, within 30 days from the
date of acceptance of the application, complete ekemination and verification and make a
decision of granting or not granting permission.the permission is granted, a Permit for
Operation of International Shipping Services shalissued to the applicant, or, if no permission is
granted, the applicant shall be notified in writengd given the reasons therefor.

In examining and verifying the application for imational shipping services, the competent
communications department of the State Councill saké into account the policies of the State
for the development of international shipping indysand the actual competition situations in
international shipping market.

Anyone who applies for both international shippsegvices and international liner services shall
concurrently submit the relevant documents as pealifor in Article 17 of these Regulations,
which shall be examined, verified and registeredh®ycompetent communications department of
the State Council.

Article 7

To be engaged in non-vessel-operating servicedothaalities for registering bill of lading shall
be undergone with the competent communications rttapat of the State Council and surety
bond shall be paid therewith.
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Non-vessel-operating services, as referred to enptieceding paragraph, mean such international
maritime transportation business operations in Wwhéc non-vessel-operating common carrier
accepts shipments from the shipper as a carrguessits own bills of lading or other shipping
documents, procures through the international shippperator the carriage of goods by sea
against payment of freight by the shipper, andrassuthe responsibilities of a carrier.

To be engaged in non-vessel-operating servicesinviiminese territory, an enterprise as legal
person shall be established according to law wi@timese territory.

Article 8

A non-vessel-operating common carrier shall, at tinee of making an application for the
registration of bill of lading to the competent aommications department of the State Council,
submit the relevant documents certifying that tguired surety bond has been paid in accordance
with the provisions of these Regulations.

The surety bond as referred to in the precedinggraph shall be in a sum of RMB 800,000 yuan,
and an additional sum of RMB 200,000 yuan is remiifior each subsequent branch. The surety
bond shall be paid to a designated bank accoumtenpat a bank within Chinese territory.

The surety bond shall be used for the payment dtsdéncurred from non-performance or
improper performance of obligations by the non-eksperating common carrier or used for
payment of fines. The surety bond and the interesmtsrued thereon belong to the
non-vessel-operating common carrier. The designatedunt shall be subject to the supervision
by the competent communications department of the £ouncil.

The competent communications department of thee Stauncil shall complete examination and
verification of the application for bill of ladingegistration and the certifying documents for spret

bond within 15 days from the date of receipt théraad shall, if the application documents are
authentic and complete, grant registration andfintiie applicant of the result thereof, or, if the

application documents are inauthentic or incomplgtant no registration and notify the applicant
in writing and give the reasons therefor. The campecommunications department of the State
Council shall publish the names of the carriersnoh-vessel-operating services who have
registered their bills of lading.

Article9
To be engaged in international shipping agencyicesythe following conditions shall be met:

(1) having at least two of senior executives with less than three years' experience in
international maritime transportation business afiens;
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(2) having fixed places of business and necesasinbess facilities.

Article 10

To be engaged in international shipping agencyicesy an application shall be submitted to the
competent communications department of the Staten€llp and the relevant documents in
compliance with the conditions set forth in Arti@ef these Regulations shall be attached thereto.
The competent communications department of thee SZauncil shall complete examination and
verification within 15 days from the date of rededp the application. If the application documents
are authentic and complete, registration shallda@tgd and the applicant shall be notified of the
result, or, if the application documents are inaatlt or incomplete, no registration shall be
granted and the applicant shall be notified inimgitand given the reasons therefor.

Article 11
To be engaged in international ship managemenicss,\the following conditions shall be met:

(1) having at least two senior executives with egslthan three years' experience in international
maritime transportation business operations;

(2) having staff members in possession of Masteslentials and chief engineer's credentials
appropriate to the types of ships and trading zomegr their management; and

(3) having equipment and facilities appropriaténternational ship management services.

Article 12

To be engaged in international ship managementcssvan application shall be submitted to the
competent communications department of the peogt®/srnment of a province, an autonomous
region or a municipality directly under the Cent@dvernment where the proposed business is to
be located, and the relevant documents in commiavith the conditions set forth in Article 11 of
these Regulations shall be attached thereto. Thepetent communications department of the
people's government of a province, an autonomog®meor a municipality directly under the
Central Government shall complete examination agmifigation within 15 days from the date of
receipt of the application. If the application downts are authentic and complete, registration
shall be granted and the applicant shall be ndtifiethe result, or, if the application documents
are inauthentic or incomplete, no registration Ishalgranted and the applicant shall be notified in
writing and given the reasons therefor.

Article 13

After being granted permission or registered avigenl for in these Regulations, international
shipping operators, non-vessel-operating commomietsy international shipping agents or
international ship management operators shall, t@gemting relevant certifying documents, go
through registration formalities with enterprisgistration organs according to law.
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Article 14

International shipping operators, non-vessel-opggatommon carriers, international shipping
agents or international ship management operataB sot provide others for using with their
legally obtained business operation qualifications.

Article 15

Where, after having obtained the qualifications arsiness operation in accordance with the
provisions of these Regulations, an internationaibgng operator, a non-vessel-operating
common carrier, an international shipping agenarinternational ship management operator no
longer meets the conditions set forth in these Reigns, the competent communications
department of the State Council, or the competeminounications department of the people's
government of a province, an autonomous region aruaicipality directly under the Central
Government shall immediately cancel such operdttiteoqualifications for business operation.

Chapter Il Business Operations of Intemational Maitime Transportation and Auxiliary
Businesses Thereof

Article 16

An international shipping operator who intends ¢éoemgaged in international liner services to and
from the ports of the People's Republic of Chinallshicquire the qualifications for operation of
international liner services in accordance withghavisions of these Regulations.

Those who have not acquired the qualificationstf@r operation of international liner services
shall not be engaged in international liner sesyjic®r publish their liner shipping schedules, nor
accept space booking.

Where the operation of international liner servitesonducted through joint employment of
vessels, slot exchange of freight spaces or jgetation of services, the provisions in Paragraph
one of this Article shall apply.

Article 17

To be engaged in international liner services, pplieation shall be submitted to the competent
communications department of the State Council, taedfollowing documents shall be attached
thereto:

(1) the name of the international liner serviceraps, its registered place of business, photocopy
of its business license, and the information ofritin investor(s);

(2) the names and identification documents of {erator's main management staff ;
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(3) the particulars of the vessels under operation;

(4) the description of the intended shipping lingsipping schedules and ports of call along the
shipping lines;

(5) the freight tariff; and
(6) the sample of its bill of lading, passage ttaemulti-modal transport documents.

The competent communications department of thee Stauncil shall complete examination and
verification within 30 days from the date of redeif the application for international liner
services. If the application documents are authetd complete, registration shall be granted and
the applicant shall be notified of the result, ibthe application documents are inauthentic and
incomplete, no registration shall be granted amdagbplicant shall be notified in writing and given
the reasons therefor.

Article 18

An international liner operator who has obtaineel gualifications for international liner services

shall start such services within 180 days fromdh&e of acquirement of its qualifications, and,

subject to the approval of the competent commuioicatdepartment of the State Council, such
time limit may be extended for another 90 daysasecof force majeure. In case of failure to start
the liner services within the time limit, the guiglations for international liner services shall be

invalid upon the expiration thereof.

Article 19

New international liner services, liner servicesleinsuspension, or change of carrying vessels or
schedules for international liner services shallntede known to the public 15 days in advance
and shall be reported to the competent communitaititepartment of the State Council for the

filing within 15 days from the date of occurrence.

Article 20

The freight rates of international shipping operatand non-vessel-operating common carriers
engaged in the business of international linerisesvshall be filed in specified format with the
competent communications department of the Staten€llb The competent communications
department of the State Council shall designatpegial body for handling the filing of freight
rates.

The freight rates submitted for the filing shaitlide tariff rates and negotiated rates. Tarifésat

refer to the freight rates shown in the tariff ofternational liner service operators and
non-vessel-operating common carriers; while netgdiaates refer to the freight rates agreed upon
between international liner service operators ahgppers or non-vessel-operating common
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carriers.

The tariff rates shall come into effect 30 day®mfhe day upon which the tariff rates have been
accepted for the filing by the competent commuinicet department of the State Council. The
negotiated rates shall come into effect 24 houter @fcceptance for the filing by the competent
communications department of the State Council.

International liner service operators and non-vesgerating common carriers shall implement the
effective tariff rates that have been submittedlfierfiling.

Article 21

When concluding agreements on negotiated rates motirvessel-operating common carriers,

international liner service operators shall makeesthat such non-vessel-operating common
carriers have registered their bills of lading amalde the required surety bond in accordance with
the provisions of these Regulations.

Article 22

Photocopies of liner conference agreements, sergjperation agreements and freight rate
agreements concluded between international shipppgrators engaged in international liner
services in which Chinese ports are involved shalsubmitted to the competent communications
department of the State Council within 15 days ftbmdate of conclusion of such agreements.

Article 23

An international shipping service operator shalthim 15 days from the date of occurrence of any
of the following circumstances, make a report therdo the competent communications
department of the State Council for the filing:

(1) termination of services;

(2) reduction of carrying capacity;

(3) changes in bills of lading, passenger ticketnolti-modal transport  documents;

(4) establishment of overseas branches or subigiglifor international shipping services; or

(5) vessels under its ownership to be registeredaal) and flying foreign flags.

Where an international shipping operator makesiacrgase to its existing number of vessels, the
added vessel(s) shall meet the safety and techsti@atlards set forth by the State, and the same

shall be reported to the competent communicati@madment of the State Council for the filing
15 days prior to the operation of such vessel(sg dompetent communications department of the
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State Council shall issue a document certifyingfiliveg within three days from the date of receipt
of the documents for the filing.

Other Chinese enterprises shall, under any ofitearostances specified in Subparagraphs (4) and
(5) of Paragraph 1 of this Article, undergo thenfalities for filing in accordance with the
provisions of Paragraph 1 of this Article.

Article 24

In case of merger or acquisition among internatishgping operators, the merger or acquisition
agreement shall be submitted to the competent conwuations department of the State Council
for examination and approval.

The competent communications department of thee STatuncil shall, within 60 days from the
date of receipt of the merger or acquisition agrensubmitted by the international shipping
operators, conduct examination and verificatioking into consideration policies of the State for
the development of international shipping industnd the situation of competition prevailing in
the international shipping market, and make a dmtigither approving or disapproving such
agreement, and shall notify the international sinigmperators of the result in writing.

Article 25

In case of collection of freight and other relateds, or collection of freight and other relatedsfe
on behalf of others within Chinese territory, im&tional shipping operators, non-vessel-operating
common carriers and international shipping agemhtsll goroduce to the payers the invoices
uniformly prepared by Chinese taxation authorities.

Article 26
No one shall be engaged in non-vessel-operatingcesrwithout registering its bill of lading and
paying required surety bond in accordance withpttoerisions of these Regulations.

Article 27
None of the following acts may be committed in tperation of international shipping services or

non-vessel-operating services:

(1) providing service at lower freight rates thasrmal and reasonable ones, thereby prejudicing
fair competition;

(2) offering secret rebates to shippers, not bedfigcted in the book-keeping, for the purpose of
soliciting cargoes;

(3)arbitrarily taking advantage of its dominant itioa to impose discriminatory freight rates or
other restrictive terms detrimental to the othetypaf the transaction; or
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(4) committing any other acts detrimental to thheotparty of the transaction or the order of
international shipping market.

Article 28
A foreign operator of international shipping seedcwho is engaged in international shipping
operations as referred to in this Chapter shatlaby the provisions of these Regulations.

Foreign operators of international shipping serwishall not be engaged in the shipping service
between ports of the People's Republic of China, omerate between ports of the People's
Republic of China under disguise by using chartesteig)s flying Chinese flags or cargo spaces
thereof, or, by way of slot sharing of cargo spabeseof.

Article 29

An international shipping agent may, upon the cossion of any shipowner, charterer or ship
operator, be engaged in the following businesses:

(1) undergoing formalities for ship's entry into departure from ports, arranging pilotage,
berthing and loading and unloading of vessels;

(2) signing bills of lading or carriage contractedaaccepting freight space booking on behalf of
the carrier;

(3) undergoing customs formalities for vesselstaimers and shipments;

(4) canvassing cargoes, arranging shipments amshcitig to procedures for shipments and
transshipment of cargoes and containers;

(5) collecting freight and settling payment on Héb&the principal;

(6) arranging passenger transport and attendirgdoedures for transport of passengers by sea;
and

(7) other pertinent businesses.

An international shipping agent shall, in accordamndgth the relevant provisions of the State,
withhold or collect tax payable by the foreign agier of international shipping services under his
agency.

Article 30

An international ship management operator may, upercommission of any shipowner, charterer
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or ship operator, be engaged in the following besses:

(1) sale and purchase of vessels, chartering afelesnd management of other assets relating to
vessels;

(2) ship engineering, handling of navigational emffaand arrangement of ship repair and
maintenance;

(3) recruitment, training and manning of seafarars

(4) other services purporting to maintain the téciinstandards of the vessels and ensure their
proper navigation.

Chapter IV Special Provisions on Investment in andOperation of Intemational Maritime
Transportation and Auxiliary Businesses Relating Tlereto by Foreign Business People

Article 31

The provisions of this Chapter are applicable teegsiment in and operation of international

maritime transportation businesses and auxiliargir@sses relating to international maritime

transportation within Chinese territory by foreignsiness people, and, in the absence of any
provisions in this Chapter relating thereto, théevant provisions in other chapters of these

Regulations shall apply.

Article 32

Upon the approval of the competent communicatiomsadment of the State Council, foreign
business people may, in accordance with the reteaars, administrative regulations and other
pertinent provisions of the State, make investm@ntestablish Chinese-foreign equity joint

ventures or contractual joint ventures to be enda@ge international shipping services,

international shipping agency services, internaioship management services, international
maritime cargo warehousing, and international nmaeitcontainer freight station and container
yard services, and may establish wholly foreignitehenterprises to be engaged in international
maritime cargo warehousing services.

The proportion of the investment made by foreigsibess people into Chinese-foreign equity
joint ventures engaged in international shippingises or international shipping agency services
shall not exceed 49%.

The provisions in the preceding paragraph are msutaiitandis applicable to the proportion of the

investment made by foreign business people inton€ds-foreign contractual joint ventures
engaged in international shipping services or ir@gonal shipping agency services.
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The chairperson of the board of directors and theegal manager of a Chinese-foreign equity
joint venture or Chinese-foreign contractual jowgnture engaged in international shipping
services shall be appointed by the Chinese sidaigfir consultation between the two sides.

Article 33

Upon the approval of the competent communicatioggadment of the State Council, foreign
business people may, in accordance with the retdeavs, administrative regulations and other
pertinent provisions of the State, make investmentestablish Chinese-foreign equity joint
ventures, Chinese-foreign contractual joint verguse wholly foreign capital enterprises to offer
such routine services as canvassing of cargoesriss of bills of lading, settlement of freight and
signing of service contracts for their owned orraped vessels; if they have not established any
Chinese-foreign equity joint venture, Chinese-fgnecontractual joint venture or wholly foreign
capital enterprise within Chinese territory, theysihcommission a Chinese international shipping
agent to undertake the above-mentioned businesses.

Article 34

Upon the approval of the competent communicatiomsadment of the State Council, foreign
operators of international shipping services amdifm enterprises engaged in auxiliary businesses
relating to international maritime transportatioraymestablish representative offices within
Chinese territory according to law.

The representative offices established by foreigerators of international shipping services and
foreign enterprises engaged in auxiliary businessasing to international maritime transportation
shall not be engaged in profit-making businessaiets.

Chapter V Investigations and Settlement

Article 35
The competent communications department of thee STatuncil may, upon the request of the
interested parties or at its own discretion, comduestigations into the following cases:

(1) liner conference agreements, operational ageetsnor freight rate agreements concluded
among international shipping operators engagechternational liner services in which Chinese
ports are involved and which can be detrimentéhitocompetition;

(2) service activities of the consortium set up ibternational shipping operators engaged in
international liner services through agreements ithalve a shipping volume exceeding 30% of
the aggregate shipping volume for one consecutear yn one particular shipping line to and
from Chinese ports and which can be detrimentéditacompetition;

(3) any act as specified in Article 27 of these Hatijons; and
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(4) any other act detrimental to fair competitiaririternational shipping market.

Article 36

The investigations by the competent communicatidegartment of the State Council shall be
conducted jointly with the administrative departinéor commerce and industry of the State
Council and the pricing department of the State rMcdu(hereinafter referred to as the
investigatory organ).

Article 37

The investigatory organ shall, for conducting irtigetions, set up an investigation group
composed of at least three members. The invesigaioup may, where necessary, invite the
experts concerned to take part in the investigation

The investigation group shall, prior to investigas, notify the person under investigation of the
purpose, reason and time limit for the investigadior he time limit for the investigations shall not
exceed one year, but can be extended for half awleare necessary and upon the approval of the
investigatory organ.

Article 38

In conducting investigations, the investigators niaguire the person under investigation and
enterprises or individuals having business relatigrs with him, and may consult and make
copies of the relevant documents, agreements,amsfraccount books, business faxes, electronic
data and other pertinent data.

In conducting investigations, the investigatorsliskaep business secrets for the person under
investigation and the enterprises or individuakgmg business relations with him.

Article 39

Persons under investigation shall accept investigatand truthfully provide relevant information
and materials, and shall not refuse investigationgonceal truthful information or give false
information.

Article 40
The investigatory organ shall, upon completionhef investigations, make a conclusion and notify
the person under investigation and the interesaetigs thereof in writing.

Where any damage may be caused to fair competiti@nijnvestigator orogen may take certain
prohibitive or restrictive measures such as ordetmm amend relevant agreements, limiting the
frequency of liner services, suspending freighesabr stopping for the time being the filing of
freight rates, or ordering to regularly submit velet materials.
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Article 41

The investigatory organ shall, prior to making demis for taking prohibitive or restrictive
measures, inform the party concerned of his righa hearing and hold a hearing when the party
concerned so requires.

Chapter VI Legal Liability

Article 42

Those who are engaged in international shippingices without acquiring the Permit for
International Shipping Service Operation shall bdeced to terminate the operation by the
competent communications department of the Staten€bor its authorized communications
department of local people's government; the illégeome, if any, shall be confiscated; if the
illegal income is not less than 500,000 yuan, a fif not less than two times but not more than
five times the illegal income shall be imposedthére is no any illegal income or the illegal
income is less than 500,000 yuan, a fine of natkean 200,000 yuan but not more than 1,000,000
yuan shall be imposed.

Article 43

Those who are engaged in non-vessel-operatingcesrwithout registering their bills of lading or

paying the required surety bond shall be orderetetminate the operation by the competent
communications department of the State Councitoaithorized communications department of
local people's government; the illegal income,nf,ashall be confiscated,; if the illegal income is
not less than 100,000 yuan, a fine of not less tikantimes but not more than five times the
illegal income shall be imposed; if there is no dlegal income or the illegal income is less than
100,000 yuan, a fine of not less than 50,000 yuannwmt more than 200,000 yuan shall be
imposed.

Article 44

Those who are engage in international shipping @gearvices or international ship management
services without undergoing registration formaditghall be ordered to terminate the operation by
the competent communications department of thee &auncil or its authorized communications
department of local people's government; the illégeome, if any, shall be confiscated; if the
illegal income is not less than 50,000 yuan, a fifirot less than two times but not more than five
times the illegal income shall be imposed,; if thisrao illegal income or the illegal income is less
than 50,000 yuan, a fine of not less than 20,008hylut not more than 100,000 yuan shall be
imposed.

Article 45

Foreign operators of international shipping servitading between ports of the People's Republic
of China, or operating between ports of the PeppgRepublic of China by using chartered ships
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flying Chinese flag or freight spaces thereof, pmiay of slot exchange of freight spaces, shall be
ordered to terminate the operation by the competenimunications department of the State
Council or its authorized communications departmantocal people's government; the illegal

income, if any, shall be confiscated; if the illegacome is not less than 500,000 yuan, a fine of
not less than two times but not more than five sintee illegal income shall be imposed; if there is
no illegal income or the illegal income is lessni#00,000 yuan, a fine of notless than 200,000
yuan but not more than 1,000,000 yuan shall be smgolf the order for termination of operation

is not complied with, the vessels in question shalprohibited from entering Chinese ports; if the
circumstances are serious, the offenders' qualifica for operation of international liner services

shall be revoked.

Article 46

Those who are engaged in international liner sesvigithout acquiring the qualifications therefor
shall be ordered to terminate the operation bycttrapetent communications department of the
State Council or its authorized communications depent of local people's government; the
illegal income, if any, shall be confiscated; ietlilegal income is not less than 500,000 yuan, a
fine of not less than two times but not more thae fimes the illegal income shall be imposed,; if
there is no illegal income or the illegal incomdass than 500,000 yuan, a fine of not less than
200,000 yuan but not more than 1,000,000 yuan &ealmposed. If the order for termination of
operation is not complied with, the vessels in tjoasshall be prohibited from entering Chinese
ports.

Article 47

International shipping operators, non-vessel-opggatcommon carriers, international shipping
agents or international ship management operatbosprovide others for using with their legally
obtained qualifications for such services shallobgered to make corrections within a specified
time limit by the competent communications departimef the State Council or its authorized
communications department of local people's govemimif no corrections are made within the
specified time limit, their qualifications for ogion shall be revoked.

Article 48 Those who fail to undergo the formalitidor filing, as provided for in these
Regulations, shall be ordered to make up the fatieslwithin a specified time limit by the
competent communications department of the Staten€bor its authorized communications
department of local people's government; if they fa make up the formalities within the
specified time limit, a fine of not less than 1@M0guan but not more than 50,000 yuan shall be
imposed, and their corresponding qualifications milap be revoked.

Article 49

Those who fail to undergo the formalities for sutimg the freight rates for the filing, as provided

for in these Regulations, or fail to implement freght rates which have been submitted for the
filing shall be ordered to make corrections witke time limit by the competent communications
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department of the State Council or its authorizethmunications department of local people's
government, and a fine of not less than20,000 yuannot more than 100,000 yuan shall be
imposed concurrently.

Article 50

Where, based on the conclusion of investigationa@ministrative penalty shall be imposed, or

where any of the illegal acts listed in Article B¥ these Regulations has been committed, the
competent communications department, the competésing department and the administrative

department for industry and commerce shall impogeralty in accordance with the provisions of

relevant laws and administrative regulations.

Article 51

International shipping operators who conclude negt# freight rate agreements with
non-vessel-operating common carriers failing tasteg their bills of lading and pay surety bond
shall be given a warning and fined not less tha@@Dyuan but not more than 100,000 yuan by
the competent communications department of thee S2atincil or its authorized communications
department of local people's government.

Article 52

Foreign operators of international shipping serviead foreign enterprises engaged in auxiliary
businesses relating to international maritime foanstion, if establishing permanent
representative offices without the approval of tmenpetent communications department of the
State Council, shall be ordered to make correctwitisin a specified time limit and fined not less
than 20,000 yuan but not more than 100,000 yuathéycompetent communications department
of the State Council or its authorized communiaatidepartment of local people's government.

The permanent representative offices establishefol®ign operators of international shipping
services or foreign enterprises engaged in auxiliarsinesses relating to international maritime
transportation, if engaging in profit-making busiseperations, shall be ordered to terminate their
business operations and be punished accordingwtobia the administrative departments for
commerce and industry.

Article 53

Those who refuse the investigations legally conelidby the investigator organ and its staff
members, or conceal truthful information or givéséainformation, shall be ordered to make
corrections and fined not less than 20,000 yuambtitmore than 100,000 yuan by the competent
communications department of the State Councitsoauthorized communications department of
local people's government.

Article 54
Those who are illegally engaged in internationalitimae transportation business operations to

- 120 -



and from ports of China and auxiliary business apens relating to international maritime

transportation, thus disturbing the order of iné&iomal maritime transportation market, shall be
investigated for criminal responsibilities in acdance with the provisions of the Criminal Law on
the crime of illegal business operations.

Article 55

Any staff members of the competent communicatioepadment of the State Council or
competent communications departments of local gepplovernments, if breaking criminal laws
by committing any acts as follows which result irmyge consequences, shall be investigated for
criminal responsibilities in accordance with theysions of the Criminal Law on the crime of
abusing powers, the crime of neglect of dutiestbeicrimes; if the circumstances are not serious
enough to constitute a crime, administrative sanstishall be imposed according to law:

(1) failing to grant approval, permission, regista or filing to applicants who meet the
conditions provided for in these Regulations, ocanging approval, permission, registration or
filing to applicants who do not meet the conditipmevided for in these Regulations;

(2) failing to exercise supervision and administnatas provided for in these Regulations over
international shipping operators, non-vessel-opggatommon carriers, international shipping
agents or international ship management operatbrs ave obtained the approval, permission,
registration and filing, or failing to deprive thperators no longer meeting the conditions
provided for in these Regulations of their quadifions for business operations, or failing to
investigate and deal with their illegal acts witle knowledge relating thereto; or

(3) failing to promptly ban the international mamé transportation business operations or
auxiliary business operations relating to intera maritime transportation carried out by any
unit or individual without undergoing the formadisi for approval, permission, registration or filing
according to law, while these cases have been\dised during the course of supervision and
inspection, or failing to handle such cases acogrtth law after their being reported.

Chapter VII Supplementary Provisions

Article 56

These Provisions are mutants mustangs applicablthegoinvestment into and operation of
international shipping businesses and auxiliaryinasses relating to international maritime
transport in China mainland by investors from Hétang Special Administrative Region, Macao
Special Administrative Region or Taiwan region.

Article 57

No foreign operators of international shipping $sgy without being approved by the competent
communications department of the State Councila)l dhe allowed to engage in the shipping
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services between Chinese mainland and Hong Kongi&@p&dministrative Region or Macao
Special Administrative Region, nor engage in tworvairect sailing or shipping services via a
third place between Chinese mainland and Taiwaiomeg

Article 58

The measures for administration of maritime tramspion between Chinese mainland and Hong
Kong Special Administrative Region or Macao Spegidiinistrative Region shall be formulated
in accordance with these Regulations by the compe@mmunications department of the State
Council.

The maritime transportation between Chinese maihland Taiwan shall be governed by the
relevant provisions of the State.

Article 59

Where any country or region has taken any proliitirestrictive or other similar measures
discriminating against any international maritimmansportation operator, ship or seaman of the
People's Republic of China, the Government of thepke's Republic of China shall, on the basis
of reciprocity, take appropriate counter measures.

Article 60

Those who have been engaging in international meitransportation business operations or
auxiliary business operations relating to intei@dl maritime transportation before these
Regulations take effect shall make up the forneaiths provided for in these Regulations within
60 days after the effective date of these Regulatio

Article 61

These Regulations shall take effect as of Janua?pd2. The Provisions of the People's Republic
of China on Administration of International MaritmContainer Transport promulgated by the
State Council on December 5, 1990, and revisedpaohulgated by the State Council on April
18, 1998 shall be repealed simultaneously.
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