Emerging
powerhouse

As the automotive sector evolves in Southeast
Asia, the carmakers and suppliers there have to
focus on their logistics infrastructure, particularly
each country's customs regimes, if they are to
have any hope of competing on a global level.
Anthony Coia investigates

1l eyes are turning to the Asia-Pacific region as
m'zinufacturers pursue lower cost alternatives,
and besides the crouching tiger of China, two
other regions have vast potential: Korea and
Southeast Asia.

Southeast Asia (including Myanmar, Thailand, Malaysia,
Indonesia, Vietnam, Laos and Kampuchia [the former
Cambodia]) has a younger automotive industry than Korea
but the former benefits by having logistics hubs in Singapore
and Malaysia. But improvements are needed in the logistics
infrastructure in all these countries, including simplifying
customs regifmes and procedures that ultimately have an
effectoh storage, transport, and other logistics costs. These
challenges are shaping the expansion strategies of vehicle
manufactufers and their logistics partners.
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Korea expands its global reach
Korea is a successful player in the Asia-Pacific region’s
dominant dlitomotive sector. Following in the footsteps of
Japati, Korea found its niche as a lower cost, high quality
manufﬁ&?.lri_ﬁg'lbgation. Although China also has lower
produétion costs than most Western countries, Korea’s
logistics infrastructure is more advanced. Last year, Korea
manufacturéd 3.6 million automobiles, making it the fifth
largest car manufacturer in the world after the USA, Japan,
Germany, and China. Korea aims to be among the world’s
top four by 2010.

Korea’s largest vehicle manufacturer is Hyundai Motor
Company, which exports more than one million vehicles
annually from its three Korean plants. Its main facility in
Ulsan, southeast Korea, produces more than 80 per cent
of Hyundai’s total capacity. The Ulsan plant is the largest
automobile factory in the world, with an annual capacity of
more than 1.5 million vehicles.

Korea’s leading ro-ro carrier, Eukor Car Carriers, provides
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transportation for its main customers, Hyundai, and its
sister company, KIA Motors Corporation. A three-berth
terminal at the Port of Ulsan is located within Hyundai’s
factory boundaries and functions exclusively for vehicle
exports. June Kim, Logistics Manager at Eukor, says that the
terminal’s proximity to Hyundai’s facility ensures efficient
logistics from plant to port, and thus it can drive all export
vehicles onboard Eukor’s vessels.

Eukor also transports vehicles for other manufacturers,
primarily on back-haul legs to Southeast Asia, the Far East,
and the Middle East. Eukor’s main trunk lanes serve Europe
and the Americas, and its regional routes include intra-Asia,
Korea to China, Korea to Australia, and Korea to India.

One of Hyundai’s growing export regions is Southeast Asia
and vessels depart from Ulsan to Taiwan, the Philippines,
Brunei, Indonesia, Singapore, and Malaysia, and from Ulsan
to Taiwan, Malaysia, and so on, in the reverse direction.
Singapore is Hyundai’s leading export market in Southeast
Asia, with sales of 15,000 units last year.

Diversifying the production base

Byung-Chang Lee, Manager in the Export Administration
department at Hyundai says that one of the company’s most
significant changes has been to diversify its production base
worldwide. “The continuing challenge is to establish a global
distribution network between various plants and our dealers.
To accomplish this objective, we are working on improving
the order-to-delivery process as well as our information
technology system,” he explains.

The Port of Pyungtaek, on the west coast, about 100km
south of Seoul, mostly handles Kia’s exports from the
adjacent Kia Hwa Sung factory. Kim says that Pyungtaek
also processes some vehicles from Hyundai’s Asan plant
located about 20km from the port. Glovis, Hyundai’s logistics
subsidiary, manages all inland logistics from factory to port,
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as well as PDI services at Glovis’s new PDI facility inside the
port area.

One of Eukor’s main challenges to providing efficient ocean
transportation is the limited storage space at the ports of
Ulsan and Pyungtaek. Kim says that Pyungtaek is currently
undergoing a large expansion project in which four new-
dedicated car terminals are being developed for completion
in 2008 and 2009. He tells AL: “Eukor is constructing and
financing two of these terminals for our exclusive use over the
next 20 years. The new terminals will ensure adequate berth
availability and improve overall car storage capacity.”

Although Eukor’s focus is primarily on ocean
transportation, it recognises the significance of providing
value-added services to improve its customers’ finished
vehicle flows. Kim says that along with its Korean OEM
customers and LSP Glovis, Eukor recently launched an on-
time delivery (OTD) initiative that will efficiently coordinate
ocean transportation and land-based logistics. Kim adds,
“We have also developed a GPS-based real-time tracking and
tracing system for all our vessels and cargo that will advance
our customers’ logistics and sales planning activities.”

Hyundai scandal has had repercussions

Hyundai’s pivotal position among VMs suffered a setback
following a scandal that erupted in March, when prosecutors
raided the offices of Hyundai and Glovis. Hyundai was
accused of using companies controlled by Chairman Chung
Mong Koo’s family to raise money for illegal political
lobbying. The CEO of Glovis, Lee Ju Eun, was charged with
creating a multi-million dollar slush fund.

Glovis’s involvement focused renewed scrutiny on the
company’s structure and the arrangement that gives Glovis
the exclusive authority to deliver vehicles to customers
worldwide. Hyundai officials point out that this legal entity
that specialises in logistics, allows deliveries that are more
efficient and flexible.

As Korea focuses on increasing its foreign investment, with
new automotive plants opening worldwide, multinational
LSPs are looking for opportunities to invest in Korea.
Overcoming cultural barriers and accepting a foreign logistics
presence are ongoing challenges.

James Hsu, Managing Director, Asia Pacific, for Menlo
Worldwide, says that Korea is trying to learn from the West
about outsourcing logistics.

My brilliant Korea: the country’s top vehicle manufacturer is Hyundai which,
although rocked by a slush fund controversy earlier this year, exports one
million vehicles across the world annually

Peter Baumann, Director, Business Development:
Automotive for Menlo Worldwide Asia Pacific, says,
“The infrastructure for distribution is well developed in
Korea, at least compared with that in China, where it is
broken. However, customs clearance is an issue. To operate
effectively in Korea, we would need partners that support
us in complying with customs, which is a complex area for
automotive parts.”

Staff retention is one of the main challenges for operating
an efficient logistics system, according to Hsu. “Korea in
the early 2000s was not doing well; it lost a lot of industry to
China. That in turn created an oversupply of labour, so, there
were few labour retention problems. Now, Korea is expected
to have a good GDP for the next couple of years, so staff
retention will become more of an issue,” he says.

Overcoming the problems at border crossings
Southeast Asia is a less homogeneous region, consisting of
about a dozen countries, which presents logistical challenges.
A uniting force has been the ASEAN Free Trade Agreement,
through which member countries are working toward a
borderless trading environment. At consulting firm Frost
& Sullivan Asia Pacific, Srinath Manda, Team Leader,
Transportation and Logistics Practise, says that ASEAN
countries have improved logistics efficiency by implementing
common regulations. These regulations have reduced lead-
time significantly, especially in the automotive sector where
procurement, assembly, spare parts logistics, and outbound
logistics differ significantly among member countries.
Singapore is the nerve centre of Southeast Asia, facilitating
the movement of goods across the region. With its strong IT
and communications infrastructure, Singapore is likely
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