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Abstract

The aim to do this business research report is to discover the problems and challenges faced by Zhancheng logistic firm. In writing this report, the data analysis method and staff interviewing method are used. In addition to this two important methods, company operation observation method and external expert consultation method are also applied. 
This report introduces the basic information of Zhancheng logistic firm in the first part of this report, including its history, company structure, and its main business as well. After the profile description, the five challenges are identified in second part of this report. The challenges include the external business environment threat, human resource management crisis, the lack of internal workflow and regulation, outsourcing and development strategy as well. The analysis to the five challenges is followed in the third part. Finally, we suggest that (1) Zhancheng focus its future on DBLC business. (2) Recruits an office coordinator to help general manger in office paper work. (3) Writes a workbook to guideline its employees. (4) Outsource business to solve the over-growing business. (5) To craft a development strategy.

This report is valuable to those small local logistic firms in Pear River delta. The author hopes to enhance discussion on how to improve the competitiveness of small local logistic firm by discovering the challenges, and offering the suggestions to these problems by analyzing the case of Zhangcheng logistic firm.
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1. INTRODUCTION  
With the considering of unstable economic situation in the world, the economy in Dongguan city, Guangdong province becomes worth worrying. The logistic industry, especially the small local logistic firms in Pearl River delta is affected greatly. During this economic uncertainty period, the Dongguan Bonded Logistic Center began its operation on 1st May 2010. Hence the small local logistic firms encounter threat and opportunity as well.
The author of this report is the boss of Dongguan Shatian Zhancheng Logistic Firm. He has run this small local logistic firm for 4 years already. He spends most of his time on running this business. The up and down of the logistic business can affect his mood and life. The problem finding and analyzing in Zhancheng become one part of his life. The intention of writing this report is to find the problem and challenge to Zhancheng, and find the solution to solve this problem.
The finding and solution to Zhancheng is of great value, not only to Zhancheng, but also to the similar business in Pearl River delta. In Pearl River delta, there are many small local logistic firms in providing logistic service. Many of them are vulnerable due to its size and capability to compete with big rivals, and to cope with the unstable economic situation. Since the small local logistic firms face the same challenges, this report is the representation of this industry. The author hopes to stimulate discussion inside the local logistic industry.
In the writing of this report, the data analysis method and staff interviewing method are used. In addition to this two important methods, company operation observation method and external expert consultation method are also applied.

The structure of this report is (1) company profile of Zhancheng. This is including the basic information on the history, company structure, and the main business. (2) The challenge to Zhancheng. I n this part, indentified five operational difficulties for Zhancheng, (3) Analysis the challenge, and investigate the cause of problem one by one with accordance to the challenges in part two. (4) Finally, suggestions are followed at the last part of this report.
2. COMPANY PROFILE
2.1 Company History

Dongguan Shatian Zhancheng Logistic Firm (hereinafter refer to as “Zhancheng”) was established on 1st July, 2008 with the registration form of self-employed household. Zhancheng is about four years old until now. It has experienced many challenges and adjustments during these four years.

2.1.1 Salary Structure Reform

Zhancheng was built on the basic of acquiring another logistic firm. The salary structure is fixed wage for every employee at the beginning. After acquiring, the salary structure in the form of fixed salary of RMB2500 for driver was kept for 6 months. The result arise from fixed wage was no incentive for employees, which lead to low efficiency. Because drivers got the same salary regardless how much they have worked or how much contribution they have brought to their company.

On 1st January 2009, Zhancheng decided to revise its wage structure from fixed salary to floating wage, because the boss understood that the drivers and worker were reluctant to work hard without incentive. The revised floating wage formulation is RMB1000 (fixed basic salary)+10%(bonus, this bonus is the percentage of the freight revenue)
Before the reform, drivers delayed the goods delivery so as to avoid coming back earlier, which in turn lead to the escape of carrying goods for the second time in one day. 

After this salary structure reform, drivers worked harder than that of before. Even, some drivers would call manager to indicate that they are on the way back to company, asking whether there were other task waiting for them.
This wage reform was welcome by most of drivers, but except one driver. He is the lazy one with comparison to others. Half month after the implementation of this new rule, he left Zhancheng voluntarily. 
2.1.2 Built diesel fuel warehouse, and purchased diesel fuel at wholesale price.

On July 2009, diesel fuel price increased dramatically, Zhancheng’s operating cost increased a lot accordingly. The cost on diesel fuel is about 25% of our operating revenue. 10% price increase in diesel fuel can be translated in 2.5% total cost of operation. Until July 2009, Zhancheng bought diesel fuel from gas station at a retail price. The second headache for Zhancheng was the shortage supply of diesel fuel at that time. People could not buy diesel fuel even with cash at hand. 
(The graph below shows the diesel fuel price change during 2009-2011)




(This graph shows the percentage of diesel fuel to operating revenue)

	month
	expenses on diesel fuel
	operating revenue(RMB)
	% of diesel to revenue

	Jan-09
	42780
	186000
	23%

	Feb-09
	24200
	110000
	22%

	Mar-09
	34270
	149000
	23%

	Apr-09
	38060
	173000
	22%

	May-09
	46800
	195000
	24%

	Jun-09
	56280
	201000
	28%

	Jul-09
	65400
	218000
	30%

	Aug-09
	58000
	232000
	25%

	Sep-09
	50400
	210000
	24%

	Oct-09
	49910
	217000
	23%

	Nov-09
	51480
	234000
	22%

	Dec-09
	44000
	200000
	22%


The figures show the percentage increased from January 2009 to July 2009, and then decreased from July 2009 to December 2009 continuously.

The price increase and shortage supply of diesel fuel pushed Zhancheng to build its diesel fuel warehouse. Zhancheng could buy diesel fuel at wholesale price instead of retail price. On the other hand, the impact of shortage supply of diesel fuel can be eliminated. 
With the implementation of such measure, Zhancheng decreased operating cost, which is the main reason why we could survive during that period.
2.1.3 Cancellation of Canteen
On 1st January 2010, Zhancheng noticed the phenomenon that we cooked the lunch and dinner for our drivers, while drivers seldom had their lunch or dinner at our company. Zhancheng founded usually during the lunch time and dinner time, our drivers were out of company, and on the way of delivering goods for our customer. They usually ate outside. Under such situation, drivers claimed their meals subsidies, while Zhancheng has paid the cook to make the lunch and dinner. It was a waste in such situation. Realizing this problem, Zhancheng decided to cancel the canteen service, and instead to subsidy drivers and workers with the RMB350 per month with the effective date of January 2010.
 By introducing this measure, both of drivers and Zhancheng were happy with the result. Drivers could eat what they want to eat without the constraint of canteen service. Drivers had many selections according to their eating habit.

For Zhancheng, it was also satisfied with this measure due to the operating cost decrease, and the elimination of waste. 
2.1.4 Suspension of Cooperation with one Big Customer and Cancellation of Porter Department

March 2010, after the traditional Chinese Spring Festival, several workers (porters) did not come back to work for Zhancheng anymore. They preferred to work at their hometown. This was the famous situation of labor shortage in china after spring festival. Especially for the porter industry, those younger generation who were born after 1980’s, they were unlikely to work as hard as their father generation.  For the 1950’s or 1960’s generation people, they were old enough to retire. 
Zengli Leather Manufacture Company (hereinafter refer to as “Zengli”) was the second important customer to Zhancheng in terms of contribution to operating revenue. But Zengli required Zhancheng to equip with porters. Zhancheng provided the loading and unloading service in the logistic project. But with the increasing difficulties in recruiting porters, Zhancheng was unable to guarantee the normal operation due to the shortage of worker.
Under such dilemma, Zhancheng had no choice but to give up the Zengli business. Of course, the porter department in Zhancheng was cancelled with the effective date of termination of cooperation with Zengli. 

The termination of cooperation with Zengli had affected Zhenchng’s business greatly. With the sharp decrease in business, Zhancheng faced the danger of closure. But thanks to the operation of Dongguan Bonded Logistic Center, Zhancheng caught this opportunity and expanded its business in the field.

(this graph shows the percentage of Zengli contribution to Zhancheng’s revenue)
	month
	Zengli contribution to Zhancheng's revenue
	Zhancheng's operating revenue(RMB)
	% of Zengli contribution to Zhancheng's revenue

	Jan-09
	70680
	186000
	38%

	Feb-09
	46200
	110000
	42%

	Mar-09
	47680
	149000
	32%

	Apr-09
	51900
	173000
	30%

	May-09
	60450
	195000
	31%

	Jun-09
	74370
	201000
	37%

	Jul-09
	65400
	218000
	30%

	Aug-09
	64960
	232000
	28%

	Sep-09
	71400
	210000
	34%

	Oct-09
	65100
	217000
	30%

	Nov-09
	53820
	234000
	23%

	Dec-09
	48000
	200000
	24%


(this graph shows the number of porter in Zhancheng during January 2009—April 2010)
	month
	number of porter in Zhancheng

	Jan-09
	8

	Feb-09
	8

	Mar-09
	7

	Apr-09
	6

	May-09
	7

	Jun-09
	6

	Jul-09
	7

	Aug-09
	8

	Sep-09
	7

	Oct-09
	6

	Nov-09
	5

	Dec-09
	4

	Jan-10
	4

	Feb-10
	3

	Mar-10
	3

	Apr-10
	0


2.1.5 Developed Business with Dongguan Bonded Logistic Center
On 1st July 2010, the Dongguan bonded logistic Center (hereinafter refer to as “DBLC”) began operation. The location for DBLC is in Shatian town, Dongguan city, which is the same place of Zhancheng. The distance between DBLC and Zhancheng is about 2 KM. As a local logistic firm, Zhancheng had its geographical advantage to engage in the business operation. 
With the help from one business partner, Zhancheng developed some customers in DBLC, and became one of the important logistic service providers in DBLC. 
Until December, 2011, then number of customers in DBLC for Zhancheng  has grew to 8. There are only 12 enterprises working inside the DBLC, which can be translated to that, Zhancheng had connection to 66% of existing enterprises in DBLC.
(this graph shows enterprises with business connection to Zhancheng)

	sequence number
	customer's name in Chinese

	1
	东莞东方集装箱有限公司

	2
	东莞市川达贸易有限公司

	3
	东莞市百业国际物流有限公司

	4
	东莞市威高物流有限公司

	5
	东莞市纬豪物流有限公司

	6
	东莞市虎门港报关有限公司

	7
	东莞市金莎物流有限公司

	8
	东莞百润捷物流有限公司


2.2 Company Structure
Zhancheng is a simple logistic firm with only 12 people, one is general manager, and one is operation manager, one security guard, and nine drivers. 
The general manager is responsible for business development and maintenance. Of course, finance and accounting work is included in the duty of general manager due to the size of Zhancheng.  

Operation manager is taking care about the daily operation of the whole company, and following up order proceeding. The operation manager was a driver 5 years ago, who is very familiar with the route and trucks maintenance. His specialty is in trucks management while general manager’s advantage is in business development and maintenance. It is a good match between them.
The security guard is not only a guard but also a par-time cleaner, porter for Zhancheng. 
About one year ago, there was an office girl in helping office paper work. But she quitted with the explanation of changing working environment. Now, the office paper work was shared by general manager and his wife, who is a professional accountant in a big company nearby.
The drivers received orders from general manager normally. Sometimes they also received order from operation manager. It depends on the type of customer. The new customers tend to give orders directly to general manager, while some old clients were likely to communicate with operation manager. But once drivers received order, they all learn that they should report to the operation manager during the order proceeding, because employees agreed that daily operation should be supervised by operation manager.
In addition to these nine drivers, there are about other five drivers who work closely with Zhancheng. They are not the employees of Zhancheng, but they received orders from Zhancheng only. They are not allowed to take orders without the consent of Zhancheng. When Zhancheng has a meeting, these five drivers are invited to attend the meeting. They are regarded as the drivers of Zhancheng but except that Zhancheng pay them freight payment instead of salary.

Besides the above drivers, there are about 10 drivers who work loosely with Zhancheng. They are independent drivers with the privilege of refusing the order from Zhancheng if they are not available. They are free to take order from different parties. There is no guarantee between Zhancheng and this kind of drivers.

 In considering this relationship, we can regard Zhancheng as a trading agent, who is accepting orders from customer, and then outsource the order to the contracted suppliers. From the outsourcing business, Zhancheng can earn 10% profit on the basis of gross revenue. The specific calculation formulation is: Zhancheng pays the contracted suppliers with 80% of gross revenue, while the 20% will be shared with 6% tax and 4% entertainment expenses. The remaining10% is the operating income for Zhancheng. 
(the picture shows the management structure of Zhancheng)
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2.3 The main business of Zhancheng

One year ago, the main business of Zhancheng was focus on the goods delivery from factory to factory without any added value. On 1st May 2010, with the opening of DBLC, Zhancheng focused on DBLC business. Until now, about 70% revenue is from DBLC business.
(This graph shows the percentage of DBLC business contribution to total revenue)

	time
	total revenue
	revenue with relation to DBLC
	% of DBLC contribution to total revenue

	Jan-11
	133672
	70552
	53%

	Feb-11
	57165
	32398
	57%

	Mar-11
	146644
	99912
	68%

	Apr-11
	169651
	113217
	67%

	May-11
	140776
	73513
	52%

	Jun-11
	176512
	133850
	76%

	Jul-11
	179871
	127407
	71%

	Aug-11
	207428
	153753
	74%

	Sep-11
	227907
	173040
	76%

	Oct-11
	238740
	160680
	67%

	Nov-11
	297534
	205183
	69%

	Dec-11
	　
	　
	　


From the above graph, it shows that 70% revenue is from DBLC related business. The other 30% is mainly from one customer--Lakeside textile co., Ltd. (Hereinafter refer to as “Lakeside”)
For more detail information on DBLC, please click into the website of http://www.dgbswlzx.com/index.asp, from which you can learn the function of Bonded Logistic Center.

Boned Logistic Center functions as Hong Kong, where the products can be exempted from taxing if the products enter. When the goods leave the bonded logistic center, the goods are again exempted from taxing. From this prospective, factories prefer to declare their products from the DBLC instead of Hong Kong, because they can save cost, especially on transportation cost.

The advantage for Zhancheng to carry out the DBLC business is its geography factor. Zhancheng is located in Shatian Town, where is also the location of DBLC. It is much closed to DBLC. With the geographical advantage and popularity advantage, Zhancheng is the first mover in this DBLC business. Currently, it is the key player in providing logistic service in DBLC. 
On average, there are 80—100 trucks per day coming into and going out from DBLC. The number of trucks providing logistic service in DBLC from Zhancheng is 10, which can be translated into the market share occupied by Zhancheng is more than 10%.
3.CHALLENGE
3.1 The challenge for logistic industry in China --business environment
3.2 Lack of office coordinator in handling office paper work--human resource
3.3 Lack of standard workflow—regulations and workflow
3.4 Challenge on coping with growing business by existing capacity--current strategy challenge
3.5 No development strategy--future strategy challenge
4.ANALYSIS

4.1 Business environment
As China is completely opening its logistics market to foreign firms this year in line with its commitments to the World Trade Organization (WTO), some foreign investors are expected to conduct more acquisitions in the sector, said Wu Jiahuang, a researcher with China Institute of the WTO.

He said foreign-invested companies would purchase some local companies to take advantage of their local network or infrastructures.

"That would be a crucial time for domestic companies; in particular the small and medium sized private ones."

Compared with their foreign rivals, many Chinese logistics companies are of high cost and low efficiency.

"It (foreign companies' acquisition) will not happen overnight but it is the trend in the logistics industry," he said.

China Logistics Association, the independent industrial association, is striving to help develop domestic logistics companies.

For example, it organized the recommendation of 100 outstanding logistics enterprises, expecting to introduce those with good performance to customers, both at home and abroad.

"We expect it will help build domestic logistics brands," said Xu Shouzhen, the secretary general with the association.

He said domestic companies enjoyed certain advantages in competition with multinational giants.

For example, some small and medium sized companies, which focus in a particular region, are likely to have steady customer relationships and high flexibility.

"Facing the competition from overseas rivals, they are forced to learn, to improve the efficiency and become adapted to globalization," Xu said.

He said domestic companies could survive the challenges from foreign companies as long as they can further sharpen their competitive edge, given the promising market in China.

As a strong manufacturing centre in the world, China also demands a profound logistics network. The output of the Chinese logistics market is expected to reach 1,197 billion yuan (US$147.8 billion) in 2010.

4.2 Human resource
Should Zhancheng recruit an office coordinator to handle office paper work? How to balance the role and responsibility between operation manager and office coordinator?
Currently, general manager (Liyaokun) is responsible for the business development and customer maintenance. He is very busy in business visiting with existing clients and potential customers. Every morning, general manager arrives at office at 8:30AM, and then verify the documents. On or about 11 AM, he will leave the office and visit customers until 4 PM. From 4 to 8PM, he is busy in receiving order, discussing the order schedule with manager, assigning task to each driver, recording the order information on bookkeeping.
Because operation manager does not know to use computer, he is about 50 years old with less education. General Manager has to do it by himself. But with the growing expansion of business, he can not do it all by himself in the future. The routine job, such as receiving and answering email, should be shared by an office coordinator. So, it is very highly demand for an office coordinator.
How to balance the role and responsibility between operation manager and office coordinator? Operation manager is very experienced but is lack of computer proficiency. Office coordinator is very good at computer but is lack of practical logistic experience.

At the beginning stage, the coordinator should listen to and work under operation manager. He is assigned to work as an office clerk at the beginning stage. When he or she is becoming more experienced, he or she can work independently. Both of the operation manager and office coordinator are in equal level under the leadership of general manager. These two roles can equally report to general manager with regard to his or her specific duties. The initial idea is that operation manager is to take care about the daily operation management as previous, while the office coordinator is the assistant to general manager in helping general manager to handle business documents and communicate with customers on normal issues.
4.3 Regulations and workflow
 It is very common for the recruitment and resignation of employees. During past 12 months, Zhancheng has recruited 4 new drivers. Approximately 50% of our drivers’ working time in Zhancheng is less than one year. Apart from our drivers, we have outsourced 30% of our business to others. When Zhancheng recruited a new driver, the new driver did not know the procedure and regulation. We had to teach him step by step. It is very time-consuming. The worst situation is that the new driver is likely to make mistakes due to less experience, which will lead to great lost during operation.

 In order to make sure every new employee knows the procedures and regulations in a short time so that to avoid going to the wrong direction, it is necessary to write a workbook. Inside the workbook, all the work flow and company regulations are very clear to employees, so that every new employee can be familiar with it without asking a lot.

How to write this workbook? 
Firstly, Zhancheng should check its historical record of notice on the topic of workflow and company regulation. The useful information should be included in the content of workbook. 
Secondly, Zhancheng ought to spend two months on writing workbook. During the 2 months, try to include as many as procedures and regulations into the workbook. Later, the contents of this workbook ought to be enriched from time to time. It is not to be expected to finish overnight.
 The third, before the publishing of this workbook, consultation to drivers and other stakeholders on the efficiency and effectiveness of company business operation should be adopted. More consultations ought to be better than less consultation.
The last, after the completion of this workbook, every new employee should take one. During the training period (normally, the training period is one week), he or she ought to learn and turn to be familiar with the content of this workbook.

By adopting this measure, mistakes can be eliminated; work efficiency can be increased accordingly. With the normalization of a logistic company, it is very useful and necessary.
4.4 Current strategy challenge

  With the growing business, Zhancheng need more resource and capability. But Zhancheng has contracted with landlord in renting a parking lot. The space of this parking lot can accommodate 10 trucks only. Zhancheng can not terminate the renting contract, because the landlord is the relative of legal representative. At the beginning of acquiring the former logistic firm, a verbal agreement has been reached that we should rent his parking lot unless Zhancheng goes bankruptcy.
Secondly, truck is not cheap nowaday. Zhancheng has no enough liquidity to buy new trucks. During the past 3 years, Zhancheng experienced many difficulties. In return, Zhancheng has not much deposit or accumulation. As a poor firm, Zhancheng can not afford to buy new trucks. 
Purchasing new truck by borrowing money from others is one of the options, the question is how much we can borrow form others. We can borrow RMB200000 to buy one or two trucks, but no one can lend us RMB one million to buy five trucks. But currently, we need five more trucks to copy with the growing business.
An alternative is to outsource business to others. By outsourcing business, we can solve the problem of resource shortage. Of course, by adopting outsourcing business strategy, alienating some profit is a must. Currently, for outsourcing business, Zhancheng earn 10% to 15% operating profit, while the asset business can generate 30%--35% profit.
With the constraint of size of parking lot, 9 trucks is an ideal size for Zhancheng. Let us assume each truck’s financial performance is RMB20, 000 on average. 9 trucks can make RMB180, 000 totally. This is the maximum performance produced by Zhancheng’s resource.

For the business exceed RMB180,000, outsource to other is a good choice. For example, the total financial performance of Zhancheng in November 2011 is RMB290, 000. This figure is contributed by Zhancheng’s trucks and partner’s trucks jointly. The excess part is RMB110, 000(110,000=290,000-180,000). The profit ratio of this excess part is 10%--15%, which can be translated that the profit is RMB11, 000 to RMB16,650 accordingly.
So, Zhancheng prefer to outsource business to solve the problem of resource shortage with the price of alienating profit. Zhancheng ought to buy trucks in the future when (1) it is necessary to replace the old trucks, and (2) Zhancheng has enough financial resource to buy new truck.

4.5 Future strategy challenge
A company’s strategy is management’s plan for running the business and conducting operation. The crafting of a strategy represents a managerial commitment to pursue a particular set of actions in growing the business, attracting and pleasing customers, competing successfully, conducting operations, and improving the company’s financial and market performance.
Crafting and executing strategy are top-priority managerial tasks for two very big reasons. First, there is a compelling need for manager to proactively shape, or craft, how the company’s business will be conducted. A clear and reasoned strategy is management’s prescription for doing business, its roadmap to competitive advantage, its game plan to please customers and improving financial performance. High-achieving enterprises are nearly always the product of astute, creative, proactive strategy making that sets a company apart from its rivals. Companies do not get to the top of the industry ranking or stay there with imitative strategies or with strategies built around timid to try to do better. And only a handful of companies can boast have strategies hit home runs in the marketplace due to lucky breaks or the good fortune of having stumbled into the right market at the right time with the right product. So there can be little argument that a company’s strategy matters—and matters a lot.
5. SUGGESTIONS

5.1
DBLC is a new governmental project in Dongguan, which is supported by local government and provincial government as well. This DBLC is designed to boost the Pearl River delta economy. In considering the importance and prospective of DBLC, Zhancheng is suggested to head for the direction of DBLC business, try to be the key logistic service provider for DBLC enterprises. The future development for Zhancheng is related with DBLC.
5.2

It is suggested to recruit an office coordinator in assisting general manager in the respect of office paper work and daily communication as well. By the joining of this person, the daily burden will be greatly reduced to general manager; hence, he has more time and energy in business development and strategy management.
5.3
 Zhancheng is not a standardized logistic company; it has no workbook on work procedure and regulation, which will cost a lot in invisible expense. We suggest writing a workbook for each employee, so as to eliminate the misunderstanding or mistake. This should be done immediately.
5.4

 With the uncertainty of the economy, we suggest that Zhancheng should not buy more new trucks to cope with its growing business, because the growing business trend can not be guaranteed. Once the unstable business becomes deteriorated, the investment in purchasing fixed asset become burden for Zhancheng. For those businesses exceed its capacity, it is suggested to outsource this business to contracted supplier. By doing so, 10% operation profit can be secured without the consideration a heavy investment.
5.5
Zhancheng ought to craft its development strategy, so as to make clear on its future. This becomes more necessary in such a fast-changing business environment.  It will be more competitive in conducting logistic business if a development strategy is implemented, because this implementation can help business organization to avoid the happening of mistakes. 
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