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Supply/demand indicators for container shipping data provided by l-t. mps Transmodal” aNd @R BoxTradelntelligence

The focus in this edition is on tradelanes with the Americas and in
east-west trades.

There was growth in each of them in Q2 11, compared with the same
period last year. Surprisingly, that growth was minimal for headhaul routes
into the Americas from the developing world, but was more robust on the
Atlantic routes with Europe. In the Far East, there was continued strong
growth from China to the ASEAN countries.

At the global level, it is evident that cargo growth rates have slowed
again. Our seasonally-adjusted global index (where Q1 06 = 100) rose by
2% from Q1 11 to Q2 11, up to 132. However, our estimate for Q3 11
remains at more or less the same level. Whether our forecast for Q4 11 of
136 is reached depends, of course, on the levels of economic confidence
that were present in trade behaviour until mid-2011 returning.

At the time of writing, the evidence for any loss of confidence lies with the
statisticians responsible for National Accounting (GDP estimates), and with
the performance of stock exchanges, rather than trade and transport data.

For example, with regard to European trades, Container Trades Statistics’
latest report shows that growth of imports into Europe in July (up 6.8% year
on year) was more or less the same as for the whole of the first half of the
year {up 7.5%). Taking results together for the six leading European ports
had suggested a 10% year-on-year growth for the same period.

Figure 1: North America to/from northern Europe. Trade in TEU

M Underlying westbound trade grew by 18% in 2010 and is expected to grow by
8% in 2011

M Underlying eastbound trade grew by 16% in 2010 and is projected to grow by
12% in 2011

H Of the leading westbound headhaul commodities, machinery and road vehicles
show steady growth.

M Annual headhaul growth from 2010 to 2014 is forecast at 4%

M Service capacity on September 1,2011, was 12% higher than 12 months earlier

M In 2011, estimated westbound vessel utilisation remained stable
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Leading indicators: headhaul from northern Europe in ‘000's TEU. Italics = estimated

In North America, both Los Angeles and Long Beach reported higher
loaded import volumes in July than for June (together around 7% more)
whereas, in their peak years of 2006 and 2007, July volumes tended to be
lower than in June. A simple cornparison with summer 2010 is misleading
for the US, however, as that was a period of rapid re-stocking that led to
misplaced optimism.

The immediate evidence for July, therefore, supports our own analysis
of underlying trade data that shows modest growth being maintained, at
least at the global level.

Service capacity expansion is now re-aligning with trade growth. At the
global level, we estimate that annual demand growth up to Q3 11 was 7%,
compared with a global growth in vessel capacity on the major tradelanes
of 6% (see graph 1).

Our container industry profit and loss model is based on the cost of
operating the capacity described in the graph above at the individual
ship level, using generic assumptions on vessel operating costs and port
charges at the regional level, and estimating revenue from a wide range of
sources (see footnotes).

The model shows that over-capacity (or perhaps over-optimism about
the depth of Western consumers’ pockets) on the tradelanes from the
Far East has certainly reversed the successes of 2010, but the Atlantic

Figure 2: North America to/from Mediterranean. Trade in TEU

B Underlying eastbound trade grew by 10% in 2010 and is forecast to grow by
6% in 2011

M Underlying westbound trade grew by 13% in 2010 and is projected to grow by
5% in 2011

M Of the leading headhaul commodities, beverages display the most growth

M Annual headhaul growth from 2010 to 2014 is forecast at 2%

M Service capacity on September 1, 2011, was 11% above the level of 12
months earlier

M In 2011, estimated utilisation has improved and profit and revenue improved
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Leading indicators: headhaul the Mediterranean in ‘000's TEU. Italics = estimated
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Commodity - Annual 2009 2010 2011 2012 C dity - Annual 2009 2010 2011 2012
11 Beverages 187 282 179 170 66 Mineral manufactures 118 113 100 93
89 Misc. manufactures 143 153 166 173 89 Misc. manufactures 56 62 58 61
74 Gen. industrial machinery 105 119 154 172 82 Furniture 49 52 56 56
78 Road vehicles 93 132 167 1%0 05 Vegetables and fruit, nuts 41 417 54 60
72 Specialised machinery 87 92 122 135 11 Beverages 39 44 52 60
Headhaul volume index 100 118 127 135 Headhaul volume index 100 113 119 127
Backhaul volume index 100 116 129 136 Backhaul volume index 100 110 117 128
Q2 Q2

Headhaul volume index (Y-0-Y) 100 118 127 138 Headhaul volume index (Y-o0-Y) 100 113 121 129
Capacity index (Q3) 100 96 112 N/A Capacity index (Q3??) 100 a2 102 N/A
Headhaul revenue/TEU (USD) 1,239 1,536 1,850 N/A Headhaul revenue/TEU (USD) 1,228 1,508 1,878 NA
Headhaul profit (USD million) 94 311 471 N/A Headhaul profit (USD million) 50 65 210 WA
€0, /loaded TEU (kes) 3,204 2,745 3,889 N/A C0,/loaded TEU (kgs) 3,251 3,252 3100 WA
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trades between developed economies, trading in industrial and food based
commodities, are clearly performing better (see figures 1-6).

QOur analysis of emissions reflects generic levels of utilisation and how
intensively vessels are used. The gains made through slow steaming and
larger ships in 2010 have now stalled.

The relationship between supply and demand has a demonstrable and
well understood impact on freight rates, which is illustrated in graph 2,
which describes how the failure of supply to adjust accurately to demand
(quarter on quarter compared with the previous year) on east-west trades
has led to huge swings in freight rates. Better control of supply from Q2
11 has begun to stabilise rates, but these routes seem to be particularly
vulnerable to severe rate fluctuations.

The very different performance of the north-south trades will be
examined next manth.

In so far as the individual tradelanes covered in this edition are
concerned, trade between North America and northern Europe has
continued to display recovery from the depths of 2009, reflecting an
industrial, rather than consumer, trade base. Road vehicle parts and a
wide range of machinery have been growing rapidly. On current trends,
underlying eastbound traffic growth of 9% up to Q2 11 can be expected
to rise another 7% up to Q2 12. Westbound, an 8% growth rate can be
expected to continue. Capacity has grown marginally faster.

Trade between North America and the Mediterranean appears to
be stable westbound, but has been growing strongly eastbound. The
underlying cargo mix suggests this may even accelerate to around 12-
13%, which reflects capacity expansion over the past 12 months. We
estimate that profitability has improved on the Atlantic routes overall.

In the transpacific, we estimate that eastbound trade from the Far East
to North America grew by only 2% between Q2 10 and Q2 11 and can
only be expected to grow a further 4% over the next 12 months. Much

Figure 3: North America to/from Far East. Trade in TEU

B Underlying eastbound trade grew by 20% in 2010 and is growing by 4% in 2011

M Underlying westbound trade grew by 24% in 2010 and is growing by 1% in 2011

M Of the leading heachaul commodities, rubber manufactures show the highest
growth

W Annual headhaul growth from 2010 to 2014 is forecast at 2%

W Service capacity on September 1, 2011 was 2% above the level of 12 months
earlier

B In 2011, estimated utilisation, profit and revenues have fallen
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will depend upon consumer confidence and results for the third quarter.
The US Government's reflationary proposals in early September will be
crucial. Westbound, actual container volumes can be erratic given the high
proportion of low value goods carried by the container industry; underlying
volumes are growing by around 5% per annum Profitability has clearly
plummeted as rates have moderated and excess capacity, optimistically
deployed, has yet to be absorbed.

Southbound trade from North America to Latin America has been
growing steadily (up 15% over the last 12 months) and looks set to rise a
further 9% over the next 12 months. Growth to east coast South America
(ECSA) appears to be even more rapid (underlying growth at 30%, reflecting
economic growth in Brazil). Northbound, weak censumer demand in the
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Figure 4: North America to/from east coast South America. Trade in TEU

M Overall northbound trade grew by 11% in 2010 and is expected to grow by 6%
in 2011

W Underlying southbound trade grew by 30% in 2010 and is expected to grow by
another 35% in 2011

M Strong growth is being shown across all the leading commodity groups, except
rubber manufactures

B Annual northbound headhaul growth from 2010 to 2014 is forecast at 1%

M Service capacity on September 1, 2011 was 17% higher than 12 months earlier

M In 2011, utilisation has remained stable and profits and revenue have improved

800,000 —

700,000 [—

600,000 —

500,000 [~

400,000 —

300,000
200,000

100,000

586,000 {10.8%)
624,000 (6.5%)
637,000 (2.1%)
620,000 (-2.7%)
613,000 (-1.1%)

2013

2009 2010 2011 2012 2014
B % North America to ECSA (North America includes Canada, USA and Mexico)

| ECSA to North America {ECSA includes Argentina, Brazil, Paraguay and Uruguay)

Leading indicators: headhaul from ECSA in ‘000's TEU. Italics = estimated

Commodity - Annual 2009 2010 2011 2012 Commodity - Annual 2009 2010 2011 2012
89 Misc. manufactures 1,646 1,881 1,852 1,873 05 Vegetables and fruit, nuts 47 44 57 63
76 Telecom and recording equipment 896 1,037 935 924 07 Tea/coffee/cocoa/spices 46 51 65 70
62 Rubber manufactures 775 972 1,038 1,112 27 Crude fers. and minerals 43 48 64 70
82 Furniture 774 973 986 1,036 66 Mineral manufactures 41 51 56 55
84 Clothing and accessories 750 869 892 927 62 Rubber manufactures 37 42 35 33
Headhaul volume index 100 120 124 130 Headhaul volume index 100 111 118 120
Backhaul volume index 100 124 125 135 Backhaul index 100 130 176 201
Q2 Q2
Headhaul volume index (Y-0-Y) 100 126 129 135 Headhaul volume index (YoY) 100 114 122 125
Capacity index (Q3) 100 114 118 N/A Overall capacity index {Q3?77) 100 94 110 N/A
Headhaul revenue/TEU (USD) 1,377 1,770 1,647 N/A Headhaul revenue/TEU (USD) 2,012 2,106 2,711 N/A
Headhaul profit (USD milion) 650 2,246 1,218 /A Headhaul profit (USD million) 43 67 124 /A
| C0,/loaced TEU (kgs) 20,183 15,477 15,467 N/A C0,/loaded TEU (kgs) 5,224 4,386 4,444 N/A
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