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How close is Alitalia to China? 

 

By Saro Capozzoli, Giulia Radice, Francesca Pozzan, Edoardo del Pia 

–Jesa 

 

From May the 1st2015 Alitalia will inaugurate the new flight from Milano 

Malpensa Airport to Shanghai. The new route having as destination the 

largest city in terms of population of the Republic of China arrives in 

concurrence with the start of Expo Milan 2015, a major event that is 

most luckily going to encourage tourism and investments in Italy. Why 

such a major investment, aiming at supporting Italian exports in the 

East, came so late?  

 

In order to answer this question and clarify what this route has been 

going through in the last decade, a few remarks should be done. In the 

90s, when the potential of Shanghai as a major hub for companies and 

investors was not fully mature and exploited, the Italian national air-

line was one of the first companies in Europe to offer its passengers a 

direct flight to this centre. The Company “first mover” advantage did 

not last long. The Italians moving to Shanghai were not so many at a 

time when the focus used to be on Beijing. Early enough Alitalia de-

cided to suppress such a route while the fast rise of Shanghai was 

catching the attention of new competitors starting the race between 

airlines for new non-stop Chinese destinations.  

 

While September 2001 events were not helping the airline sector in 

general, Alitalia was the only Company deciding to stop its route to 

Beijing. Meanwhile, rivals like Lufthansa and AirFrance, were catching 

the new generation of customers that demanded flights for routes, 

which, beside Shanghai and Beijing, included Chengdu, Guangzhou as 

well as minors airports like the ones in Nanjing, Wuhan, Xiamen.  

At that time, in the down turn of the market, many airlines decided to 

move to East; Malev, Turkish Airlines, and the traditional airlines in-

creased their connections and frequency. While Lufthansa had three 

daily flights connecting Shanghai to Munich and Frankfurt, Alitalia 

decided to quit with China.  

 

In 2008, a cut cost strategy, after a few years reopening, led to the 

cancellation of direct flights to Shanghai. The loss of money that 

Alitalia was experiencing at that time on this route can be associated to 

different factors. While Alitalia kept on using old Boeing 767, close 

competitors had already shifted to bigger and modern planes like the 

747, 777 and A340. At the same time, the Airline offer focusing much 

more on the needs of the Italian clientele was missing the opportunity 

to satisfy the Chinese ones. Last, but not least, the low frequency of 

flights from and to China made Alitalia’s offer less attractive and more 

costly (it is common knowledge that more flights are needed in order to 

decrease fixed, logistic and personnel costs). 

 

We are wondering why the cost structure was so high compared to 

other airlines. Even though we have an idea about it, we are not here 

to discuss the reasons behind such choices and the management de-

cisions that led to it. 

It is enough to say that the news of the reopening of non-stop flights 

from and to China is a good opportunity for the company, the city of 

Milan and the whole North East of Italy.  
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In fact, we do not believe that Veneto’s passengers will chose to travel 

from Malpensa given the traffic blocked A4 and Milano area. Until 

important hubs like Malpensa and Linate’s Airports will not be easily 

reachable from the Eastern part of Italy, they will not be passengers’ 

first choice. In this case, the closer Verona and Venice airports offer 

very good and fast connections through Frankfurt, Munich, Amsterdam 

and Vienna to the rest of the world.  

 

As we have already pointed out in our previous newsletter, the growing 

importance of other major Chinese cities should not be underesti-

mated. Alitalia, together with most of its European competitors, has 

not realized the potential of internal and secondary provinces yet.  

In order to prove our point we looked at European major Airlines’ 

flights to China taking into consideration only direct flights operated by 

the companies analysed. Here below the weekly frequency to and from 

Europe.  

 

China is a continent and flying only to one of its cities equals flying to 

Europe just trough Paris. As we all know, such a little connection is not 

enough to say that the Chinese Republic is well connected to the Eu-

ropean Union.  

 

Almost every Airline has flights with destination Shanghai and Beijing 

at least once a day. The same does not happen for other Chinese 

provinces which flights (if available) are usually operated by more than 

one company and have at least one stop. The problem, already pointed 

out in analysing the overall GDP of China, can be linked to a 

non-realistic view of foreigners of a country represented by few cities.  

 

 

 

While wishing that the initiative to reopen flights to this part of Asia 

would last longer than the Expo we would like to give a little hint to 

Alitalia as well as to other European companies. 

 

There are many routes in which there are no direct flights from EU and 

in which major airlines may go instead of fighting for few slots in places 

where establishing a true competitive advantage is difficult. As an 

example the city of Wenzhou, a part Zhejiang’s province reaching a 

population of 6 million, is still not well connected even though this is 

one of the metropolis from which the biggest part of Chinese living in 

Europe come from. A direct flight from cities like Florence and Pisa to 

this destination would favour tourism also in the centre of Italy.  

 

Other airlines do not touch the south-west/central zone of China, like 

Harbin and cities like Kunming and Chongqing, a centre the latter, 
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where Italy has opened a new consulate. We should look where other 

are not yet present. Being creative and a bit more aggressive is the 

only way to get more market share. 

 

 

 

Chinese market financing opportunities: the new Third Board 

 

By Saro Capozzoli, Giulia Radice, Francesca Pozzan, Edoardo del Pia  

ScottSun, Enrico Borsari – Jesa 

 

Starting from January the 7th 2014, all qualified joint-stock companies 

from across China were allowed to apply for listings on the new Chi-

nese OTC market, namely the Third Board Exchange (National Equities 

Exchange and Quotations, NEEQ).  

By the end of 2014, the new Chinese OTC market has increased tenfold. 

Translated into numbers, companies traded on the National Equities 

Exchange and Quotations have increased from 350 to 1271. The 

reason behind this outstanding growth can be found in the board 

modernization process carried out during the last few months.  

 

As a matter of fact, the concept of OTC market is anything but new in 

the Chinese reality. Rudimentary OTC markets have existed since 

1993 – see Zibo Automated Quotation System, a regional market for 

shares in township and village enterprises, but most of times the 

shares were traded to employees only, as a result of a right issue.  

The very first regulated OTC market was established in 2001. The 

purpose was to reallocate the stocks traded on STAQ and NET before 

their shutdown imposed by the Central Financial Work Commission 

(1999) and create a “shares collector” for companies delisted from the 

Main Board. The old Third Board received since then two further ex-

pansions. The first, in 2006, allowed companies incorporated in 

Zhongguan Science Park to take part to transactions; the second one, 

in 2013, extended the market scope to other four “Hi-Tech” industrial 

parks. 

 

 

 
Figure 1: Chinese Actual Exchange and OTC composition 

China has two public stock exchange markets: the Shanghai Stock Exchange (SSE) and 

the Shenzhen Stock Exchange (SZSE). Both exchanges operate the main board while 

just one of them, SZSE, operates the Small and Medium Size Board and the ChiNext. 

While the second Board uses the same regulations of the main Board but is directed 

toward SMEs, ChiNext has less stringent criteria and it is directed toward companies in 

their early stage of development. 

 

In spite encouraging premises –China’s industrial tissue is composed 

by 98% of SME, which roughly the 88% was and still is in lack of fi-

nancing channels; firsts OTC “versions” failed to address the interest of 

micro-, small and medium enterprises. Lack of liquidity and financial 
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disclosure irregularities, together with thin margins offered to securi-

ties companies, created a vicious cycle resulting in Board participants’ 

lack of incentives. The persistence, over years, of low valuations 

performed as a real “bottleneck”, further drying the liquidity up. 

 

In December the 14th, 2013, to recover from this sluggish growth and 

reaffirm the Third Board as the main SME financing incubator in China, 

which counts others 26 over-the-counter markets more, China Secu-

rities Regulatory commission issued a revised regulation on unlisted 

public companies and seven supporting rules for National Equities 

Exchange and Quotation. According with the tenfold growth registered 

all over this year, the new guidelines, together with the Third Board 

expansion towards companies from all over China, instilled positive 

vibes to trades. 

 

Unchanged Principles 

According to the new guidelines, the Third Board still features the basic 

characteristics of an over-the-counter market. That is, trade prices 

could differ for every transaction and do not need to be published, 

while traded products, instead of being standardized, could rather 

match unusual “quality” and quantity.  

Trading methods are still the same used in the 2006 Board. Investors 

place orders with Securities companies, which quote prices on their 

quotation systems in order to find counterparties. Traders are free to 

look for counterparties without any automated system, but when it 

comes the negotiation, Securities Companies need to handle the 

matter. These Institutes are still required to obtain a license from SAC 

in order to operate in the market.  

 

 

Even companies’ disclosure obligations are unaffected: the listed en-

tities are required to fulfil information disclosure obligations, which 

must be authentic, accurate and complete.  

 

Compared with Main Boards and ChiNext, the Third Board features a 

lower threshold for listing. No requirement on yearly and cumulative 

net profit is envisaged, while, conversely to Main Board’s requirements, 

listed companies are allowed to lose money. Eventually, anyone in-

vesting in the third board must already own an account for dealing in A 

shares on Shenzhen main board. 

 

What might be about to change? 

Even though Regulator’s guidelines are not binding –some discrep-

ancies with final rules will surely appear, expectations are very high. 

What we can expect is the listing queue to be short, thanks to a 

less-than-40-days long listing period. Additional simplifications are 

expected to hit companies with no more than 200 shareholders. For 

them, when applying for board listing, there will be no need to wait for 

the Chinese Securities Regulatory Commission (CSRC) approval. In 

these cases, the approval is not going to be needed anymore, nor even 

when the number of shareholders would exceed 200 individual after 

the first stock transfer.  

Although we believe that equity financing (common stocks and pre-

ferred shares) will be the main traded product in the exchange, 

companies that successfully pass the approval phase will be able to 

seek financing through company bonds as well. 

In a certain way, even the object of trading is somehow changed. In 

fact, besides natural shareholder who gained shares through such 

channels as private placement, and investors recognized by the se-

mailto:info@jesa.com.cn
http://www.jesa.com.cn/


  YOUR PARTNER INFAST GROWING COUNTRIES 

     CHINA - HONG KONG–SAUDI ARABIA – MONGOLIA - CHILE 

JESA Investment & Management Co. ,Ltd .,House 4,Lane 112 , F enYang  Rd .,  200031  Shangha i ,  Ch ina  
Tel  +86 21 64331555 , 64335666 , 64338787 , Fa x  +86 21 62880072  Emai l :  i n fo@jesa .com.cn ,  Websi t e:  www.j esa .com.cn  

6 

curities Association of China, only institutional investors are allowed to 

participate in the trading of shares.  

Foreign investors with access to mainland capital markets via Qualified 

Foreign Institutional Investor (QFII) program will be allowed to invest 

as well.  

Among others, the launch of a market-making system in Beijing might 

play a central role on Third Board’s trading volume soaring. In a 

statement released by NEEQ on August the 18th, 2014, Beijing Third 

Board will be the first OTC market supplied with a pilot “market-making” 

system. Even if the trail is paved of uncertainties –brokerages ap-

proved to make markets must have deep cash reserves and risk 

management skills pretty advanced, when media first announced the 

advent of the new system, expectations climbed: in May the trading 

volume on the exchange hover almost 700%.  

The realization of a market-maker “platform”, for it will attract in-

vestors, is a primary contributor to exchanges lengthens. In the recent 

past, the absence of a market-maker system deterred large part of 

investors from trading small companies’ high volatile stocks: traders in 

a given stock risk did not look kindly upon being kept waiting to 

complete a transaction.  

 

Other than that, volumes’ crucial boost hinges upon a formal clarifi-

cation on shares’ upgrade path.  

So far, the regulator left unclear how companies listed on the Third 

Board could enter major exchanges. The lack of official confirmations 

cooled down the interest of High Tech SMEs’, which are still waiting for 

policies allowing stocks’ promotion to ChiNext.   

Whether regulators will formally establish a shares’ clear upgrade 

pathway, the Third Board will be finally able to truly mobilize a large 

portion of investors and speculators. 
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contact us anytime at:  
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Good planets suitable for  

Humans are hard to find.   

Please think of the environ-

ment before printing 

 

JESA is now associated with  

ITALCHAMBER - FINLAND 

Suomalais-italialainenKauppakamariyhdistysry 

 

Saro Capozzoli, founder of Jesa, was elected 

as new member of the Chamber Board. 

Jesa looks forward and seeks new investment 

opportunity for its clients. 

 

 

 

 

 

 

 

 

ADDRESS IN SHANGHAI 

LANE  112  FENYANG  ROAD  –  HOUSE 
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200031  SHANGHAI  -  CHINA 
Tel  +86 21 64331555   
Fax +86 21 62880072  
 
Offices also in: 

Saudi Arabia, Mongolia, Chile  

 

LEGAL NOTICE 

The content of this newsletter is com-
posed and written by JESA, and thus it is 
not reproducible and cannot be diffused 
indiscriminately without JESA’s con-
sent. The purpose of this newsletter is 
to keep our contacts informed about 
important changes occurring in China; 
any use of it that differs from the initial 
purpose must be authorized by JESA.   
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