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Digital Transformation:

International Trade Services
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OECD Economy Outlook 2021
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*Source : OECD Interim Economic Outlook, March 2021
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Impact of COVID-19 crisis : Digital Transformation
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« E-commerce helps consumers access the goods they need in times of
confinement and helps businesses, including smaller ones, maintain
economic activity. By May 2020, online orders were up 50% year-on-year
in Europe and 120% in North America, with part of this demand being
met by cross-border trade in parcels.

 Ensuring that parcels get to where they are needed requires a range of
policy actions, including logistics services liberalisation. * COVID-19 has increased technology acceptance.

*Source: OECD (2020), Leveraging Digital Trade to Fight the Consequences of COVID-19 * https://www.liquidtelecom.com/insights/innovation-blog/Did_Coronavirus_just_kick_start_the_digital_economy
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» Technology acceptance is relatively low compared to development
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New Opportunity :

Digital Trade & Cross-border e-Commerce

Digital Trade is “digitally-enabled transactions of trade in goods and services that can either be digitally or
physically delivered, and that involve consumers, firms, and governments”.

Characteristics, drivers and trade policy issues across the different waves of globalization

Type
" . Y « Separation of production and consumption across
Traditional international borders

trade

« Trade in final goods

» Reductions in
transportation costs

Characteristics Trade policy issues

» Market Access

« Unpacking of factories across international borders
GVC + Trade in intermediate goods and services

+ Reductions in transport
and coordination costs

» Trade-investment-service-
knowledge nexus

B2C Cross-border e-Commerce

B2B Cross-border e-Commerce

trade « Changing role of services as tasks are outsourced » Trade facilitation, domestic,
behind-the-border NTMs
« Unpacking of production, logistics and consumption, » Reductions in transport, - Data flows
more traditional and GVC trade: age of hyperconnectivity coordination and mainly - Digital connec tivity
Digitally - Trade in smaller quantities of physical goods and digital costs of sharing - Interoperability
enabled trade services information

» Changing tradable nature of services
« Bundling of goods and services

*Source: Gonzalez and Jouanjean (2017) http://dx.doi.org/10.1787/524c8c83-en

- Digitalisation

5/22

Digital Transformation of Trade

Platform Economy
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New Opportunity :
Cross-border e-Commerce (CBEC)

The global B2C CBEC market is expected to grow by an annual average of 27.3% in 2020 to $94 billion,
compared to 2014.

B2C CBEC Market Forecast (1 billion USD) 2017-2022 B2C E-commerce Growth (1 billion EUR)

] MiddleEast & Africa 994 i?gz .
% g = Countries
(| Mu:!-easterr'n Europe & Central Asia 26 EU12 Western Europe €550 billion 017
I:I Latin America 45 €440 billion EU12 Countries
[ North America 53 €440 billon 2020
826 EU28 Europe +25%
[ western Europe ——o9 £550 billion €184 bill
- Asia Pacific 40 177 g;;i;g_tﬂ States +25%
675
7181 2017 cs0 688
3 . 3 united Kingdom €197,4bn +27% P
. @ German y €85,6 bn
. ' 234
133 . () France €81,7 bn
- & spain €28,00bn EU Top500  EU12 EU28
: The Netherlands €24,2bn Retailers

B2C Cross-Border eCommerce EU

LYyl €245 bn
2020 EALERey }50%
]:35%

Cross-Border turnover will double over next 5 years )

201 201 201 201 201 201 202

*Source: AliResearch *Source: Cross-border Commerce Europe
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New Opportunity :
CBEC Platforms - Global Markets

B2C CBEC platforms has successfully connected small but competent sellers to global customers and now
it's time to look at B2B digital trade opportunities.

Traditional Korean hoe is a surprise international success

Youngju_Daejanggan, Premium
Hand Plow Hoe - Korean Style Hc
Mi with Handmade Production
Method for Best Organic
Gardening and Horticulture
by Youngiu_Datpnggen
Price: §14.95

HANDMADE PRODUCTION - The Ho-Mi iy a hand

made produsct that has been processed weveral timy

[ wan
]
o T h e & @ ol
! E— o
i) 111 M i " an
for o
. E A
L har the ¢
'
i L
el

-

Surability for gardening in general housenalds as
weeil as for professionals working in gardening
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*https://news.chosun.com/site/data/html_dir/2019/02/17/2019021700588.html
" https://koreajoongangdaily.joins.com/2019/03/22/people/Traditional-Korean-hoe-is-a-surprise-international-success/306092 1.htm|
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B2B e-commerce platform : Alibaba.com / 1688.com
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Issues in Digital Trade :
Overloaded, Complicated in the Back-end Process

The rapidly increasing digital trade transactions have caused overloads and complications in the customs
administration, digital payment, global logistics and refunds/returns.

Digital Trade : Back-end Process
. |

L
Tax (Reve_nue) Tax (Revgnue)
L Indirect o Authorty Border Authortty 3 Current taxing point
e.g. Amazon, ebay . . . '
o )

Direct
Finance flow - Downstream (Supply)
—————— Goods flow = Upstream (returns/refunds)
Multiple companies are involved Smaller transaction volume Huge number of transactions
De minimis and Tax (GST, Import Tax, ...) Information Asymmetry Risks (Fraud, Fake Product, Delay, Disruption, ...)

*OECD (2019), 7The Role of Digital Platforms in the Collection of VAT/GST on Online Sales, OECD, Paris.
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| Solution
Digital Platforms & Ecosystem for Back-end Processes

The fragmented and distributed global trade network can be effectively connected through
digital platforms of each functional area and their role is expected to increase.

Platforms by function in global trade network

Alibaba.com, Aliexpress, Amazon, Visa, Mastercard, PayPal, Flexport, Freightos, Shipbob, shippo, Flexe, -
Kaola, Xiaohongshu, --- AliPay, Global Payment, FID, - Xeneta, INTTRA, - Uber Freight, Convoy, -

E-commerece Payment - Freight Forwarding - Last-mile Delivery
Platform Platform Platform Platform
Supplier N ©-Commerce Customs Customs P
t

Tax (Revenue) Tax (Revenue)
Authority Authority
y Border 3 Current taxing poin
Finance flow - Downstream (Supply)

ndirect
e.g. Amazon, ebay Financial Financial
Direct Intermediary Intermedlary
—————— Goods flow = Upstream (returns/refunds)

Data Sharing Efficient Transaction Consolidation Risk Mitigation ---
*OECD (2019), 7The Role of Digital Platforms in the Collection of VAT/GST on Online Sales, OECD, Paris.
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CASE

Rise of Digital Freight Matching Platform

Uber Freight, Convoy rise as
traditional load boards lose
market share

@ John Paul Hampstead, Director, Passport Research Monday, April 8, 2019

Figure 1: Shr. of Downloads - Type

100% e Truuck Broker w/App
App-Based Truck Broker
80% Load Board
60%
40%
A_\ M'u

20% \/.

0%

Jan-15 Jan-16 Jan-17 Jan-18 Jan-19

*Note: Aggregate of iOS and Google Play
*Source: UBS Evidence Lab, Sensor Tower

Flexport traffic surges despite trade war
US seaborne imports handled by Flexport, Jan. 1, 2017 - Oct. 31, 2019

1400 Shipments =—China ==—Vietnam e=—=Europe ====Qthers
1200
1000
800
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400

200

0
Jan-17 Apr-17 Jul-17 Oct-17 Jan-18 Apr-18 Jul-18 Oct-18 Jan-19 Apr-19 Jul-19 Oct-19

*Data segregated by port of lading country
*Source: Panjiva
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Barriers for Technology Acceptance :

B2B Digital Services

COVID-19 pandemic crisis has positive impacts on key drivers of B2B digital transformation.

Variable Definition

Associated Past experience on logistics automation

Experience facilities such as logistics robots

Associated Experiénge

Interest in new technologies and

Innovativeness their tendency to invest

Awareness of potential risks in the

Pt R introduction of logistics robots

Expectations of Benefits to Consumers
when Using Logistics Robots

Price efficiency

Level of Interest in the Introduction of

SRR | istics Robot in the Industry

™. 0.120
0.248 .

Innovativeness ~9-030 ™

\\ AN
~

-0.166

Perceived Risk

‘O . 2 5 3 /,//

Price efficiency /6_097

’

Social Influence

Ease of Use

0.472

0.164 ‘

Intention of Use

0.222

Usefulness

*Source: HC Hwang and SH Song (2019), “A Study on the Factors Affecting the Acceptance of Logistics Robot in the Fulfillment Center Using the Technology Acceptance Model,” JKAICS

13722
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“Digital” Business Model : DO NOT copy analog models

Convoy (freight matching platform) utilizes data in the price quote service to suggest the most suitable
freight rate instantly upon request, which previously took hours to process.

TRADITIONAL TENDERED MATCHING PRICING ACCEPTANCE
BROKERING
One shipment at a time Collect bids from available

Brokers manually Identify

Available trucks. Carriers. Negotiate back

And forth.
MEASURED IN HOURS

~10 calls or emails

m TENDERED AUTOMATED MATCHING & PRICING ACCEPTANCE
Thousands of shipments

Carriers accept or bid.
Algorithm analyzes bids
In seconds.

simultaneously Algorithms identify

Available trucks.

=
MEASURED IN MINUTES

. 0 Phone calls or emails
Source : CONVOY
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CONVOY - Dedicated Freight Service

*Source : CONVOY

\! ® Bloomfield, CT !7/

N Ll 95% { 957 : N Ll 9%
. . Submit Bid
< Dedicated Freight
Q, Bloomfield, CT - Anywhere X Soes
W i rogecs I Bloomfield, CT
: 2.4 New York, NY
126 miles o e
$330 v RATE PER LOAD
@ Bloomfield, CT
Sun 6/21 02:00 am EDT appt L 5 $ 300
@® Teterboro, NJ B
Sun 6/21 07:30 am EDT appt ADD A NOTE
Bloomfield, CT
New York, NY
| DEDICATED CONTRACT |
Bloomfield, CT
DURATION VOLUME
® New York, NY > 12 Weeks Up to 20 Per Week
12 Weeks DURATION VOLUME
START DATE LOADED MILES 12 Weeks Up to 20 Per Week
1Jun 130 miles
126 miles $290 J 30
TRAILER TYPE COMMODITY Submit Bid
X Dry Van BOTTLED WATER
@ Bloomfield, CT
Sun 6/21 06:00 am EDT appt RATE PER LOAD 1 2 3
® Teterboro, NJ Negotiable (submit a bid) ABC DEF
Sun 6/2111:30 am EDT appt
4 5 6
) NOTES GHI JKL MNO
@ Reloads Available This is a dedicated contract proposal,
not an individual load. If you win this 7 8 9
PQRS TUV WXYZ
126 miles $290 i
# Bid 0 &

15722

N Ll 9s%
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Supply & Demand Uncertainty : Surge Pr
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Pricing is the lever with highest impact on profit = Each logistics contract type requires a distinctive approach

Logistics providers’ EBIT' margin improvement following 1% improvement, % Estimated contract mix, % share by contract type?

Lever?

e __[

Direct costs A pricing transformation

typically yields a revenue

12
increase of 2—4% and
thus an operating-profit Medium term
Volume growth increase by (1-3 months)
2

30-60%

] Long term
Selling, g.e.neral’. 4-6 months typical (>3 months)
and administrative nonths typical
amortization of a pricing
transformation 30-50 30-50
Air freight carrier Full truckload (FTL) Less than Ocean freight carrier Ocean freight
truckload (LTL) forwarder
'Earnings before interest and taxes. "Waries by player and trade lane.
?Assuming all other conditions remain the same. “Based on volumes; share of revenue likely to be even higher as spot prices are typically higher than long-term contracts.
*Assuming an average profit margin in logistics of 5 to 6 percent.
*Source: McKinsey (2020), Getting the price right in logistics *Source: McKinsey (2020), Getting the price right in logistics
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Price Uncertainty

Shanghai Containerized Freight Index (SCFI), weekly spot rates. 18 December 2009 to 12 March 2021
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*Source: UNCTAD, based on data provided by Clarksons Intelligence Network

17722

— Shanghai-West Africa

port) S/FEU

——Shanghai-West Coast
North America (base
port) $/FEU

w——Shanghai-Europe (base
port) $/TEU

ws Shanghai-South Africa
(Durban) $/TEU
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Interoperability, Connectivity and Governance : OPEN

Inconsistent information across organizational boundaries and blind spots throughout the supply
chain hinder the efficient flow of goods in global digital trade.

“A single shipment of avocados from Mombasa to
Rotterdam involves 30 actors, 100+ people,

and 200 information exchanges” 17% 259
ki :
.0 Of booking j of SWipmengy Most shippers do not have
confirmations are are missing ATD direct EDI from railways
missing ETA

* Manual, paper-based processes
Ly Pi. f
« Homans must carry documents to authorities for stamps {j R§§§,§, T’”*ﬁ’;ﬁ’"""‘
"y

+ Air Couri d del - =
ir Courier expense and delays R > o = = = T = leg - T,

Authority | Consignee ; Empty Load Discharge
: - Port Port

Pick Up

Final
Destination

Transshlpment vessel

ey 0
Exporter m visibility is not 25 /0 of shipments
available are missing ATA

___________________________________

*Source: TradeLens (2019), TradeLens Overview / IBM Blockchain Report *https://www.cargosmart.ai/en/solutions/global-shipping-business-network/
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Dealing with Long-tail Customers : Low Transaction Cost

i 02 Z4 & 02 27of 27Xl J|EQ| Of 20 B4 H|XL|A 2 (Fat Head) 2 12 CHHZ 0 80|3t
C|X|H H|XL|A 2 (Long-tail) 2 M&tst B 30l BHH I

“Cloud First” Strategy

Cost

’ Revenue

"

»
»

CH2 0= 1024 : Fat Head SMB : Long Talil Customers

*Source : Doug J. Chung, "“Commercial Sales Transformation at Microsoft,” HBS No. 9-519-054 (Boston: Harvard Business School Publishing, 2019)
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Thank you
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