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The 2nd General Assembly of the Global Think Tank Alliance
(Nov 9)

Opening Speech

Distinguished members of the Global Shipping Think Tank Alliance,
Good morning and Welcome to Korea.

It is a great pleasure to meet all of you once again since the last time we met on December
2016 in Shanghai.

To begin with, 1 am deeply pleased that the Korea Maritime Institute is holding the 2nd
General Assembly of the Global Shipping Think Tank Alliance here in Seoul. | would like to
extend my sincere gratitude to all of the participants for taking time out of your busy
schedules and attend the general assembly.

I would especially like to extend my appreciation to Director Yu Shicheng of SISI, a party
secretary as well as a professor of Shanghai Maritime University for delivering the welcome
address. | would also like to express my sincere gratitude to distinguished guests from Italy,
Taiwan and China for being here for the development of the Think Tank Alliance.

Furthermore, | would like to take this opportunity to thank relevant officials who are exerting
their utmost efforts for the development of the Global Shipping Think Tank Alliance and thus
greatly contributing to the sustainable growth of the shipping industry. My thanks also go to
organizing members who have spared no effort for the success of this event.

The 2nd General Assembly of the Global Think Tank Alliance brings prominent maritime and
shipping experts together to discuss major issues and trends surrounding global shipping,
ports and logistics markets. By suggesting mid-to-long term forecasts, this event aims to
promote the sustainable and healthy development of the shipping industry.

With the environment surrounding the shipping industry rapidly changing, this year's
assembly is held at a proper time, providing insightful and productive contents.

Furthermore, | am deeply pleased that this general assembly will be able to contribute to the
research cooperation of global shipping, ports and logistics, as well as to the establishment of
a continued network among relevant institutions and experts.



Distinguished guests!

In the current global shipping market, a sustainable development of South Korea's shipping
industry primarily hinges on the establishment of future-oriented policy and strategies for its
implementation.

To achieve this, it is necessary to take a look at major issues of the current market, while
moving forward to discuss changes of the future with which the shipping industry will face.

Today, we will carry out discussions focusing on two particular subjects. The first subject is
“forecasting the supply and demand of global ocean-going container liner services” while the
second subject centers on “the economic impact of increasing size of ships and
countermeasures of shipping companies and ports”.

First of all, ocean-going containers are an important key industry, taking charge of global
import-export logistics. Therefore, the supply and demand of ocean containers has a
significant impact to the overall market conditions of containerships, which are influenced by
traffic volume and fleet capacity of containers.

According to the World Container Index published by Drewry on Oct 26, the composite index
of container freight rates on 8 major shipping routes has been down 11% from the same
period of 2016, showing a downward trend in the second half of this year.

This is a stark contrast to the bulk shipping where the market condition has started to
improve from the beginning of 2017. Recently, the market condition for container shipping in
major trade routes linking Asia-Europe and Asia-North America is especially deteriorating.

Sluggish container shipping market is attributable to the expanding fleet capacity of
ocean-going containers resulting from the rush for orders by global shipping companies. What
makes matters worse, the cargo volume departing from Asia is decreasing.

The supply and demand of ocean-going container liner services take up a core area in the
shipping industry, having a significant impact to the overall shipping. Therefore, forecasting
this information will contribute to the establishment of systematic and accurate business plans
and investment strategies. | strongly believe that participants who are here with us today will
provide constructive and insightful ideas and opinions.

Let me move on to our second subject: ‘ever-increasing size of ships’. Globally, the size of
carriers is growing bigger and bigger. Major shipping companies around the world are
accelerating the competition to secure high-efficient mega carriers. Following the economy of
scale, mega containerships are increasing the cost competitiveness of shipping companies
when operating fleets. That is, operation efficiency is increased by reducing transportation
costs per container unit.



According to Alphaliner, Maersk Line, a Danish shipping company, has constructed an
accumulated number of 59 mega container carriers with the capacity of 18,000 TEU and
higher as of October 31, 2017. This has been a staggering growth since the company ordered
10 containerships with the capacity of 18,000 TEU for the first time in the world in 2010.

Including its shipbuilding order balance, the number is standing at 125 ships, intensifying an
already fierce competition to secure high-efficient mega containerships among shipping
companies.

Based on shipping liners, Maersk Line and MSC rank at the top by securing 31
containerships respectively with the capacity of over 18,000 TEU. COSCO follows with 22,
CMA-CGM with 12, and Evergreen with 11. In the end, we need to establish a new fleet
operation strategy by securing high efficient mega containerships. This is essential in
preventing us from lagging behind the cost competition with global major shipping
companies.

Furthermore, one feature of Korea’'s shipping industry that should be considered is that 60%
of shipping price currently depends on shipping finance for a successful order placement. The
construction cost of one ship is huge with a ship costing at least hundreds of billions of
won.

During the general assembly, | highly expect that extensive and in-depth ideas will be
discussed, ranging from the economic impact of increasing size of ships, countermeasures of
shipping companies and ports, as well as financing the construction cost of mega
containerships. Additionally, 1| sincerely hope this event will be able to serve as an
opportunity to seriously consider high-efficient mega carriers as a solution for the growth of
the shipping industry.

Distinguished guests!

I am confident that the shipping industry is a sustainable industry. In fact, shipping needs
continued growth for the development of global economy and trade.

All of you here who are with the Global Shipping Think Tank Alliance will share the same
view.

The Global Shipping Think Tank Alliance is only taking its first step. All the participants
should join hands together and make continuous efforts, contributing to the successful
outcome of a sustainable growth of the global shipping industry

I would like to extend once again my deepest gratitude to all the distinguished guests who
are attending today. | hope the 2nd general assembly will serve as a valuable venue to
exchange in-depth information on the current trends and prospects of global shipping, leaving



all of you as a meaningful occasion.

Thank you very much.

November 9, 2017
Korea Maritime Institute

President Yang Chang-ho



welcoming speech

Dear President Yang Chang ho,
Distinguished delegates of the Alliance:
Good afternoon!

First of all, 1 would like to extend my gratitude to KMI for its kind invitation. It is
a great honor and also pleasure for me to deliver a welcoming speech here. Also, I'd like to
give my thanks to all the delegates, for your support to our Global Shipping Think Tank
Alliance.

Shanghai International Shipping Institute, or SISI for short, is one of the founding
members of the Global Shipping Think Tank Alliance, and is also the secretariat, responsible
for the daily work of the Alliance. On December 13, 2016, SISI held the 1* Plenary Meeting
in Shanghai. In that meeting, delegates from member organizations signed the cooperation
agreements, discussed, revised and passed the Charter. Meanwhile, several hot issues in global
shipping were analyzed, for instance, “suggested measures to be taken by governments and
shipping enterprises in the shipping downturn”, “effects of the New Panama Canaland the
New Suez Canal on the global routes”. The Alliance, as well as its annual meeting, provides a
platform for think tanks in different regions to exchange ideas and seek for cooperation, so
as to contribute more valuable consultation services to the industry.

Since its establishment last year, the Alliance has done much work. In the past year,
member organizations had closer connections with each other. Firstly, joint researches were
actively conducted. SISI commissioned Drewry to research on “Singapore Maritime Cluster
Study”, focusing on the development of maritime study and shipping finance in Singapore.
Now the report has been submitted. Secondly, academic communication was strengthened
among the member organizations. SRM solicited contributions from SISI to one of the sections
dealing with the Maritime and Logistics presence of China in the Med & Gulf Area in their
Maritime Economy Annual Report 2017. Now the Report has been published and promoted to
Italy and Europe. SRM also called for papers from young researchers of SISI for the journal
of “Rassegna Economica” ( “Economic Review/ ”). Thirdly, and the most
gratifyingly, the Alliance has welcomed a new member - IHS Markit. IHS Markit is well
known for their critical information, analytics and expertise to forge solutions for the major
industries and markets that drive economies worldwide. We believe we could work together to
make more accomplishments. Apart from the productive collaborations listed above, there were



still many visits and greetings via mails, which solid the relationship between member
organizations and enhance the strength and influence of the Alliance as well.

Today, we gather in Seoul for the 2" Plenary Meeting. Thisyear's sponsor, Korea
Maritime Institute (KMI) has put in a lot of efforts, made a lot of preparations for it, from
discussion topics selection, meeting agenda arranging, to hotel booking and dinner hosting.
Here | present sincere gratitude to all the personnel working for it.

In the past year, global economy and shipping industry also witnessed many changes.
Going through the downtime of 2016, 2017 ushered in recovery. Trade activities increased,
the prices of staple commodities picked up, and emerging economies registered a robust
growth. “Overcapacity”, one of the most intense problems we discussed last year, has been
put under control to some extent. As for players in port and shipping industry, integration
and enterprise cooperation bring about new opportunities, while the BWM Convention ( “

K the International Convention for the Control and Management of Ships’
Ballast Water and Sediments) takes effect and poses more demanding challenges for their
operation and management. Since global economic environment is changing all the time, we
have to update our knowledge bank to keep pace with it.

We have two issues to discuss today. They are both the hot issues in shipping
industry and the common concerns of our member organizations. Though demand and supply
is not a new topic, which always ranks high on the list for market analysis and has a
constant effect on market fluctuations, it could be studied in new background. Besides, the
trend of ship size enlargement is becoming much clearer. It brings profits to ship owners,
but also labile factors. Accordingly, questions may be asked like: Is there any new growth
point in the demand of global container shipping? Do measures taken to deal with the supply
side make sense? What are the opportunities and challenges resulted from the enlargement of
ship size? We look forward to listening to your interpretation and gain insights from different
point of view.

At last, | would like to show my gratitude once again for the efforts of KMI, for the
participation of you all. Supported by our communication and collaboration, | believe the
Alliance will be more and more influential in the future. Finally, 1 wish a great success of
the 2" Plenary Meeting. Hopeallofyoucouldfreelyexpressyourselfandexchangeideaswitheachother.
Hopeyouallcouldbebenefitedfromthismeeting.

That's all. Thank you very much!

— VI —



The 2nd Global Shipping Think Tank Alliance Plenary Meeting

Program

1. Meeting Agenda

Time November 9 (Thursday), 2017

Venue : Korea Press Foundation 18F, Seoul, Republic of Korea

Host : Korea Maritime Institute (KMI)

Attendees : 14 Organizations (Approximately 30 persons)

Organization

Attendee

China Academy of Transportation
Sciences of the Ministry of Transport

Liu Xiaolei, Associate professor

IMC-Frank Tsao Maritime Library and
R&D Center

Huang Qilong, Research  assistant

Korea Maritime Institute (KMI)

Luo Meifeng, Director

Yang Chang-ho, President

KIM, BeomJung, Director General

HWANG JIN-HOI, Director

Hyung-jin Chun, Director

Yungsok Choe, Senior Researcher

Yoon, Jae-Woong, Senior Researcher

Ahn  Young-Gyun, Senior Researcher

KIM JU-HYEOUN, Researcher

SRM

Buonfanti Anna Arianna, Maritime

observatory senior researcher

economy

Ruggiero Dario, Mediterranean economy observatory
senier researcher

Shanghai International Shipping Institute

Yu Shicheng, Director

Yin Ming, Deputy secretary-general

(S1s1) Lu Weiling, Director of Internatioanl Cooperation
Department
Daejin Lee, Principal consultant
IHS Markit Suejeong Hur, Korea country manager of Maritime

& Trade

The Korea Port Economic Association

Gyei-Kark Park, Professor

The Korean Association of Shipping and
Logistics

HAN Jong-khil, Professor

Korea Maritime Law Association

KIM In-hyeon, Professor

Korea Shipowners' Association

Bongiee Joh, Director

Korea Maritime Research Institute

Lee In Ae, Director
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2. The 2" Plenary Meeting Program

Registration & Working Group Meeting(11/8)

S Registration (at the 1% floor of HOTEL PRESIDENT)

17:00-18:30 - Address: 16 Euljiro, Junggu, Seoul BAEKNAM Tourism Co., Ltd Hotel President

S Welcome Dinner

18:30-20:00 - Participation: All attendees

Pre Meeting(11/9)

09:00-11:00 | S Discussion on next meeting

The 2™ Plenary Meeting Program(11/9)

Session 1: Global Shipping Think Tank Alliance Pre-meeting

S Luncheon (Korea Press Foundation 18F)

11:30-12:30 - Address: 124, Sejong-daero, Jung-gu, Seoul, Korea
12:30-13:00 Coffee Break

S Opening Ceremony

- Opening Remark, Yang Chang ho (President of Korea Maritime Institute)
13:00-13:30

- Welcoming Speech, Yu Shicheng (Shanghai Maritime University)
- Group photo of alliance members

Session 2: Global Shipping Think Tank Alliance Seminar

13:30-13:40 S Discussion on Operating “The Alliance”

S Discussion of Global Shipping Issue 1. Forecasting demand and Supply of the
13:40-15:00 global container shipping)
- Every Organization presents 5min.

15:00-15:10 Coffee Break

S Discussion of Global Shipping Issue 2. Economic effect by the enlargement of ship
15:10-16:30 size and strategies of shipping companies and port)

- Every Organization presents 5min.

16:30-17:00 | S Summary and Announcement for Next the 3" meeting

17:30-19:00 Dinner (Venue: Korea Lotte Hotel Seoul)

We'll provide transportation between Hotel and meeting venue on November 9
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The International Forum
World Shipping Market Outlook 2018

1. Purpose

This international forum, World Shipping Market Outlook 2018, is held annually in order to
enhance the competitiveness of shipping industry by providing shipping market information
and discussing the related core issues.

2. Outline

1) Date: 10 November 2017, am. 9:30 to p.m. 6:00
2) Place: Seminar Room on 10thFlooratPostTower

3) Participants: Shipping companies, port authorities, shipbuilding yards, financial institutes,
government and public organization officials, academic scholars, etc.

4) Luncheon: Invited guests including KMI president, presenters, and session chairmen



3. Program

Time Session Contents
09:30~10:00 Registration
S Opening Remark: Yang Chang-Ho, President, KMI
10:00~10:30 Opening Ceremony | S Welcoming Remark : Lee Youn-Jae, Chairman, Korea
Shipowners’ Association

Session 1, Global

Shipping Issues

S Changes of Economic  Conditions and
Prospect of International Trade
(Joo Won, Hyundai Research Institute)

10:30~11:30 Session 1-1
S Trend and Issues in Ship Finance Market
(Kartal Cona, DVB Bank)
S Q&A
11:30~13:30 Luncheon
S Trend and Outlook of Commodities Trade of China
(Liu Shanshan, Mysteel)
13:30~14:30 Session 1-2 S Impact of IMO Environmental Regulation on Shipping

Market
(Jo Sung-Chul, KR)
S Q&A

Session 2, World

Shipping Market

Outlook 2018

S Trend and Outlook of Global Container Market

14:30~15:10 Session 2-1 (Ko Byoung-Wook, KMI)
15:10~15:30 Coffee Break
. ) . S Trend and Outlook of VLCC Market
15:30~16:00 Session 2-2 (Yun Jae-Woong, KM)
S Trend and Outlook of Capesize market
(Chun Hyung-Jin, KMI)
16:00~17:00 Session 2-3
S Trend and Outlook of Panamax and Supramax Markets
(Yun Heesung, KMI)
17:00~18:00 Panel Discussion
18:00 Closing




Charter of Global Shipping Think Tank Alliance

Chapter 1

General
Article 1

With the development of economic globalization, the internationalization of shipping industry
increased accordingly. The shipping industry's healthy development depends on understanding,
cooperation and coordination of the industry among all countries and regions. The Global
Shipping Think Tank Alliance international shipping institute served as Deputy Secretary
General of the alliance. (hereinafter referred to as the Alliance) was founded to gather famous
shipping think tanks in different regions of the world, set up a platform for exchange and
cooperation and promote solid interactions between shipping think tanks and the shipping
industry. The Alliance aims to provide more valuable consultation services to the shipping
and related maritime industry as well as to respective organizations and administrations and
to create win—win benefits community for the promotion of the healthy development of
global shipping industry.

Article 2

The Alliance is an unincorporated, not registered and unofficial academic body of shipping
research institutes all over the world.

Chapter 2

Founding organizations
Article 3

The group of members of the Alliance includes Centre for Maritime Studies of National
University of Singapore (CMS), China Academy of Transportation Sciences of the Ministry of
Transport, Drewry, Hong Kong Maritime Research Centre, IMC—Frank Tsao Maritime Library
and R&D Center, Institute of Shipping Economics and Logistics (ISL), Korea Maritime
Institute (KMI), Marsoft, Port and Air Research Institute of Japan (PARI), Shipping
Development Research Institute affiliated to Dalian Maritime University, SRM (Intesa
Sanpaolo Banking Group), Shanghai International Shipping Institute, World Maritime
University Shanghai Center.
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Article 4

Based on the Alliance’ s development, it will gradually accept other shipping think tanks and
develop new members. The absorption of members is by the recommendation of the
Secretariat or the submission of application. Such recommendation/application shall be voted
by the meeting of the existing members, and one who wins 2/3 consent can become a new
member.

Chapter 3

Main tasks
Article 5

In principle, the alliance meeting will be held once every year. Members can apply to
organize the meeting at their premises. If no one applies, the Secretariat arranges as planned.
The meeting's focus shall be on the hot issues of the shipping industry and forward—Ilooking
study and discussion of the new trends. The contents of issues suggested by the Secretariat
are in accordance with possible proposals of the members. Meanwhile, the members may
exchange and discuss the related information of the global and national developments in the
shipping, and actively provide suggestions to the shipping industry and the related
organizations.

Article 6

The members of the Alliance are encouraged to carry out cooperative research based on their
own characteristics. Funding provided, Alliance members will assign personnel to participate
in each other's study. Research funding can be provided by the proposed research or be
determined by consultations among partners. If the research task comes from non—member
institutions, the funding shall be charged by the entrusted institute. Alliance members can
jointly publish research reports. The principles of funding are consistent with the principles of
collaborative research.

Article 7

In the case of not affecting the interests of Alliance members, the members shall share
information and research results with each other. The Secretariat will found and maintain its
website to promote development of the alliance and send information bulletins to its
members regularly.
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Chapter 4
Organization
Article 8

The Alliance will have a chairman and a secretariat. The chairman is responsible for the
overall coordination. Shanghai International Shipping Institute will undertake the first
chairman, while later chairmen will be nominated by member organizations and elected at the
liaison meetings by vote. The term of chairman is three years.

Article 9

The secretariat is set in SISI with a secretary-general who is appointed by SISI and is
responsible for the daily work of the Alliance.

Figure 1 Organizational structure of the Alliance
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Chapter 5

Operational mechanism

the Article 10

Each member appoints a liaison officer. If the liaison officer is unable to attend the annual
lisison meeting, the relevant member shall assign someone else to participate. The meeting
can be conducted in the form of correspondence or by video conference. Topics of the
meeting include the following:

i. The study of major issues concerning the development of the Alliance, providing guiding
advice and communicating and coordinating major tasks in the work agenda;

ii. Summarizing work in the previous year and discussing future work arrangements;

ili. Discussing hotspot issues and trends of the global port and shipping industry, studying
the shipping policy of various countries and the world at large and actively putting forth
advice;

iv. Voting to elect a chairman every three years.

Chapter 6
Inviting relevant government departments and enterprises to special
seminars on specific policy measures.

Article 11

According to the suggestions of the members, the Alliance will irregularly hold seminars
inviting the relevant agencies of shipping industry. Seminars should be cost—covering.

Article 12

No membership fee will be collected and no direct economic relations exist. To carry out
joint research, actively striving for funding from national and regional governments where a
member is located is required. The secretariat bears the expenses for the website, bulletin
compilation and printing and other publicity expenses, as well as the everyday business of the
secretariat. Expenses for meetings organized by the Alliance are borne by the host
organization, but travel expenses are borne by the organization of the participants.
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Alliance Members

No Member Organization Country/Region
Centre for  Maritime Studies of National University of Singapore .
1 Singapore
(CMS)
China Academy of  Transportation Sciences of the Ministry of .
2 China
Transport
3 Drewry UK
4 Hong Kong  Maritime Research Center China Hong Kong
5 IMC-Frank Tsao Maritime Library and R&D Center China Hong Kong
6 Institute of  Shipping Economics and Logistics (ISL) Germany
7 IHS Markit UK (South Korea)
8 Korea Maritime Institute (KMI) South Korea
9 Marsoft USA
10 Port and Air Research Institute of Japan (PARI) Japan
Shipping  Development Research Institute of Dalian Maritime .
1 L China
University
12 SRM (Intesa  Sanpaolo Banking Group) Italy
13 Shanghai  International Shipping Institute (SISI) China
14 World Maritime  University Shanghai Center China

— XV —
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2nd Global Shipping Think
Tank

Meifeng Luo, PhD
Director, IMC-Frank Tsao Maritime Library and R & D Center

Associate Professor, Department of Logistics and Maritime
Studies

The Hong Kong Polytechnic University
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Forecasting demand and supply of
global container shipping

>@Global container shipping demand: derived from
international trade (WTO).

20

3.0 S
2.8
15 <&

10

13
10101119

¢ ©®oos

-10 -

=29

15 L - -3
FEERLRRETR2833888858388888388s8388838s3s8880%5

C MﬂHHHﬁMHMHFI--‘HHHHﬂMHNNNNNNNNNNNNNNNng
——World trade volume growth (left) ——World GDP growth (left) © Ratio of trade growth to GDP growth (right)

&



The 2™ Global Shipping Think Tank Alliance Plenary Meeting

THETTONG KONG
POLYTECHNIC TNIVERSITY
BEBHTAL

TEU GDP Multlpher

20% | i Container throughput growth % é
ALPHALINER mm Global GDP Growth %
s GDP Multiplier

15% 5
X 10% 4 5
£ 2
= =
3 o
o =
& 5% 3 =
= =
3 a
£ 0% 2 5

..2017F e T 4
TEU-to-GDP Multiplier -t o
' L}
-5% 1
° 1990-1999 2000-2008 2010-2016
Average: 3.4 Average: 2.6 Average: 1.4
-10% Source : Alphaliner and IMF WEO Oct 2017 | 0

/" Opening Minds » Shaping the Future » B 2

; — e @5%{2 (F“k"‘\”‘”“ "
Growth of global containership and container
throughput 2000-2018

N
o

I Fleet Capacity I Forecast 2017
==0==% Annual Capacity Growth ==0==% Global Throughput Growth
=X
R o
- 3R d = o
. . T ) m I - S S g
g% KRR TR - g
= 8 o 9o o =
3 o Q)
Lt
—

15

10

ALPHALINER




Modellmg supply Increase
> An econometric analysis for container shipping

market, Maritime Policy & Management (2009),
36(6):507-523

>Modelled how high freight rate motivate new building,
and supply-demand gap changes freight rate.

> Assume capacity expansion is profit driven.

>Considered world container throughput, freight rate,
fleet capacity, bunker price, delivery, scrap, 1980-
2008.

>The major difficulty: data
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27d Global Shipping Think
Tank

Meifeng Luo, PhD
Director, IMC-Frank Tsao Maritime Library and R & D Center

Associate Professor, Department of Logistics and Maritime
Studies

The Hong Kong Polytechnic University

Economic effect by the enlargement of ship size
and strategies of shipping companies and port
>Large ships and Alliances are the two events that
enhances each other.

>

FE-Europe Ca.pacity Share FE-N. America Capacity Share
by Alliance by Alliance

PolyU
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Economic impact

>Maybe welfare improving, as it can increase ship
utilization, reduce average cost, reduce price;

>For carriers: hard to see high freight rate; for small
shipping companies, hard to survive.

* Long-term impact: market concentration, purge away
inefficient ships.

* For ports: High competition between hub ports. Need
capacity improvement;
>Future trends:
* Number of large ships in the East-West trade will increase.

* Without a second “China factor”, the size of the biggest will
stay there for a while.
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Impact on ports

>Using 2011 and 2015 global liners calling Chinese ports,
we find that increase ship size has reduce the port-cluster

calls.

>There are trends for large ships to call smaller number of
port calls, but not statistically significant.

Do larger ships visit fewer
regions/ports? An empirical analysis
on global liners serving china
Journal of transport economics and
policy, Vol. 51, Part 3, July 2017, pp.
173-192

ontainer throughput in 2014

Opening Minds * Shaping the Future * B3 2 + RF &K

Large ships and alliance to company
financial performance

>Studied the moderating effect of these two variables
on the revenue and cost of each publicized liner
shipping companies using the data from 2001 to 2015.

>Some interesting results:

* CDWLS operate in main trade route where level of
competition. They are more sensitive to the changes in
freight rates and total fleet capacity. For them, further
increase the number of large ships will decrease revenue.
Joining alliance can alleviate the effect.

* Big ships can reduce the impact of bunker price change.
Join alliance can has many +s, including EOS, reduce
impact of inflation.
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IHS Markit

Daejin Lee
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Global Shipping Think Tank Alliance

...

’7;\5: HS Markit’

2nd plenary meeting in Seoul, Korea

Discussion

1. Forecasting demand and supply of the global container shipping

2. Economic effect by the enlargement of ship size and strategies of shipping
companies and ports

09 November 2017

Maritime & Trade | Commentary

Daejin Lee
Principal Consultant

daejin.lee@ihsmarkit.com
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Forecasting demand and supply of the global container shipping

Seaborne Trade Demand

Growth in seabome trade -

Trade Type 2016 2017 2018
Containerized growth 3.2% 4.6% 4.9%
World Trade Growth 1.8% 3.0% 2.7%
Seaborne Trade Growth 1.7% 3.2% 2.8%

Unit: Billions of metric  tons

Source: IHS Markit - Global Trade Service © 2017 IHS Markit

According to IHS World Trade Service, we estimate that total world trade in metric tons
grew 1.8% in 2016 and will grow 3.0% in 2017. we project 2.7% growth in 2018 in line with
global GDP

Total seaborne trade remains relatively steady at nearly 90% of total world trade volume
(excluding intra-European trade). We estimate seaborne trade grew 1.7% in 2016 and will
grow 3.2% in 2017 and 2.8% in 2018.

Container volumes are expected to have grown 3.2% in 2016, up from 1.1% growth estimated
for 2015. Containerized trade growth is forecast to continue strengthening in the following
two years, with 4.6% expansion in 2017 and 4.9% in 2018. Going forward, we forecast that
containerized trade will grow 4-5% per annum over coming decade

Container Supply

According to IHS Fleet Capacity Forecast, net growth of the container fleet is expected to
slow down through 2020. This is due to lower additions expected from 2018 to 2020 as a
consequence of low ordering activity in 2016 and 2017, in light of the chronic overcapacity.
The strongest growth is expected among the large fleets(10,000 teu+) and also in small
feeder sector. However contraction is forecast in the mid-sized fleets as expected demolitions
are to be mostly within the medium-sized fleets. Combined with low levels of additions, this
fleet is expected to shrink the most of the all the container fleets.
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Container ship

Size type In Service On Oder Old (20yrs+) Order/0Ild %
ULCs(10,000TEU+) 422 139 - N/A
Post Panamax(5,400-9,999TEU) 925 1 13 8%

Post Panamax(3,000-5.399TEU)

with bream above 33m il 40 B 267%
Panamax(3,000-5.399TEU) 734 - 39 N/A
Feedermax(2,000-2,999TEU) 621 86 71 121%
Feeder(<1,999TEU) 2,152 127 530 24%
Number of vessels 5,025 393 668 59%

Notes: End Aug 2017

Source: IHS Markit - Fleet Capacity Forecast, Seaweb © 2017 HS Markit

Economic effect by the enlargement of ship size and strategies of
shipping companies and ports

Tanker by Age and size
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The majority of capacity growth will be coming from VLCC sectors and this fleet is expected
to remain dominant in active fleet occupying about 54% of crude oil tankers fleet capacity.
Deliveries are also going to be heavily tipped towards the VLCC sector and deletions while
demolitions are expected to be coming from VLCC and Aframax/LR2 sectors.
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Dry Bulker by Age and size
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For dry bulkers, there was also a notable shift away from some of traditional sectors in
recent years, with relatively fewer mini Cape(150k), Panamax(70k) and Handymax(40Kk) sectors
being delivered, in favor of a larger portion of Newcastlemax(200k), Kamsarmax(80k) and
Ultramax(60K).

Container Ship by Age and size
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According to age structure of container ship, what we currently classify as the post Panamax
fleet (5,400-9,999TEU) is expected to lose its dominance as large and more efficient ships
are entering the container fleet. Active fleet structure of container ship will switch towards
large fleet (10,000 teu+), as additional tonnages will be mostly within this sector

15
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Trend
The logic of scale drives orders for bigger and bigger ships

However, automation and connectivity will spur development of new technologies, which will
lead to significant increases in the utilisation and productivity of materials and resources.
Labor costs will also become increasingly irrelevant and replaced by highly advanced robotics
across industries. This will allow companies to move production facilities closer to consumers
and shorten supply chains, thereby lowering the need for physical long haul trade. The era
of rapid growth in world trade may be over as long-haul trade continues its shift to
short-haul trade. This suggests smaller more flexible vessels may become important again.

The crude market saw in the mid-70's, with larger and larger ships being ordered (in this
case up to the large 560,000 dwt tankers built in France), however they suffered from being
inflexible in operation, and this is why we see few vessels over 320,000dwt in the crude
market these days.

We are seeing similar mentality in the bulk markets with tankers - only a handful of ports
can handle 380-400,000 dwt (Valemax) bulk carriers. The issue here is, unless the ships are
tied down for a set period (i.e. 10-15 year charter) they may find it hard to operate in other
trades, which is why tramp owners will prefer Capesize vessels. We are now seeing ships for
even dedicated services being ordered from 300,000 dwt to 350,000 dwt which is indeed
smaller than Valemax.

Some of IHS Markit experts have opinion that Container market would see a similar trend to
what the crude and dry bulk market saw in last decades; Ultra Very large vessels can be
ordered, just to say they have a largest with an extra bay to accommodate them, however,
the expectation is that the core of the market will be in the 13-15,000 teu sector which is
capable of transiting the Panama Canal. So in the next few years we will see the average
capacities of vessels on South American services (which currently have ships of 8-10,000 teu)
and South Africa trades (6-9,000 teu) rise towards, as (1) The ports upgrade and (2) Larger
ships cascade from Asia-Europe and Asia-ECUSA services, as larger units/more efficient
vessels hit those markets

Strategies

Many wrong investment decisions made based on sentiment rather than adequate
consideration of facts. Because following crowd rather than the facts gives a blind comforts to
decision maker. However, if everyone has the same idea, it usually does not work

Some lron ore shippers turned out to have made a very wrong decision with VLOCs in
earlier 2010s as freight rate and bunker cost turned out much lower than expected. The
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value of post panamax container ship dropped siginificantly after neo-panama canal opens.
Ultra Large crude tankers spend most of their time as floating storage .

Therefore, for ports,

Ports may think about improving via digitalization and automation so that carriers can
connect easily to port logistics with different means of carriage including sea, road, and air
etc.

Recent consolidation between container carriers means loss of negotiating power for pure port
operators. This may be the time to think about long-term strategic alliances with carriers to
avoid market exposure.

For shipping companies,

As market change and fluctuation seems inevitable in shipping market, shipping companies
need to adopt effective measures to minimize the market fluctuation risk such as (1) by
avoiding simple ship type / size portfolio, which leading them to face too much market
exposure, (2) by seeking long-term COA and (3) by using derivatives to hedge the risk of
freight, oil cost, etc

17
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Container Ship Market Outlook and Situations Facing the Shipping
Industry

1. Demand

o Container traffic between Asia and North America for September 2017 jumped by 6.2%
year-on-year to 141 million TEU, with the accumulated traffic between January and
September rising by 5.6% from the same period last year to 12.18 million TEU. The
container traffic between Asia and Europe for August also swelled by 5.3% year-on-year to
1.43 million TEU, with the accumulated traffic from January to August growing by 5.3%
from the same period last year to an all-time high of 10.76 million TEU. This year,
demand for trunk lines between East and West has soared on a year-on-year basis and is
expected to continuously rise next year.

o Alphaliner forecast that the global container traffic for this year would grow by more than
6%. Container traffic for the first half of this year swelled by 6.7% and the one for the
third quarter of this year also rose by around 6%. Alphaliner expected that the ‘global
GDP growth’ to the ‘traffic growth’ multiplier would sharply rise to 1.7 this year. This
figure is less than 2~3 for the pre-2008 period while much higher than the one for the
2014-16 period. As a result, container traffic is projected to consistently grow due to a
recovery in global trade.

o Releasing its World Economic Outlook on October 10, 2017, the IMF revised the global

GDP growth rates for 2017 and 2018 upward to 3.6% and 3.7%, respectively. Considering

the above multiplier, the global container traffic is forecast to grow as high as around 5%.

- According to Clarkson, the global container traffic is expected to jump by 5.1% to 191
million TEU this year and by 5.3% to 201 million TEU next year. In 2016, it grew by
3.8% year-on-year to 181.6 million TEU.

2. Supply

o Ultra-large vessels have the biggest effects on supply in the container ship market. During
the second half of this year, top-ranking shipping companies such as COSCO, MSC, and
CMA-CGM awarded a number of major shipbuilding contracts.

- COSCO ordered six 21,000 TEU and eight 13,500 TEU vessels and CMA-CGM ordered
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nine 22,000 TEU vessels (option: three vessels) from Chinese shipbuilders while MSC is
scheduled to order eleven 22,000 TEU vessels from Korean shipbuilders.

o According to Alphaliner, as of June 2017, fifty four 18,000 TEU or bigger vessels and one
hundred thirty 13,000 TEU or bigger vessels were added. If 10,000 TEU vessels are
included, a total of 225 vessels were added.

Twenty-six 14,000 TEU or bigger vessels were delivered during the first half of this year,
with twelve vessels being projected to be additionally delivered by October.

o Sealntel expects that the number of 18,000 TEU or bigger vessels on the route between
Asia and Northern Europe will increase almost two-fold in 2018. At present, 18,000 TEU
or bigger vessels on the route between Asia and Northern Europe number 58 and 47 new
ships are forecast to be delivered this and next year.

o Also, the cutting of the new Panama Canal has led the number of ultra- large vessels on
the Asia - US East Coast route to rise fast. At present, 8,000 TEU or smaller vessels
number only 22 while 8,000-11,999 TEU vessels number 93. In the near future, 12,000
TEU or bigger ships will be added.

o Taking into account that a large number of ultra-large ships already operate on the
Asia-Europe and Asia-North America trunk lines, new orders from COSCO, CMA-CGM,
and MSC are feared to lead to excessive supply in the future.

- In particular, a fast rise in the number of ultra-large ships on the Asia-Europe route is
likely to deepen oversupply, having cascading effects on the Asia-North America line
and other routes in Asia and thereby further causing excessive supply across the
container ship market.

3. Market Outlook

o This year, freight charges in the container ship market have significantly jumped due to
greater demand. The accumulated export container traffic on the Asia - Europe route
between January and August rose by 5.3% from the same period last year to 10.76
million TEU, with the accumulated traffic on the Asia-North America route between
January and September swelling by 5.6% from the same period last year to an all-time
high of 12.18 million TEU.

o The average freight charges by October 20, 2017 rose by 20 to 30% year-on-year to US$
905 per TEU, US$ 1532 per FEU, and US$ 2,578 per FEU for Asia-Europe, Asia-US
West Coast, and Asia-US East Coast routes, respectively. However, in the fourth quarter, it
will be difficult for them to rise due to excessive bottoms.
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o As of the end of December 2016, 10,000 TEU or bigger TEU vessels numbered 392 (5.25
million TEU) but 74 new ships (1.12 million TEU) are forecast to be delivered by the end
of this year. As a result, only in the area of 10,000 TEU or bigger vessels, the bottoms
are projected to jump by 20%. Such a fast rise in the number of ultra-large vessels
delivered are expected to have negative effects on markets not only in the fourth quarter
of this year but also next year. Because cargo owners are projected to express negative

views on significantly increasing freight charges next year, a big rise in freight charges can
hardly be expected.

o According to Sealntel, a 6% rise in demand can't help relieve oversupply. Even though
demand jumps by 8%, some services need to be reduced. This means that demand should
swell at least 8% to absorb rising bottoms. However, this is deemed to be an unrealistic
scenario.

© Though Sealntel's argument can't be fully accepted, it is believed that a 5% rise in
demand can't alleviate oversupply. In this vein, an increase in the number of COSCO,
CMA-CGM, and MSC's orders for ultra-large vessels may be good for individual companies

but is deemed to deepen oversupply across the market and to negatively affect the market
in general two to three years
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The Economic Effects of Mega—Ships and Responses by the

Maritime Shipping and Port Industry

© Facts on the enlargement of ships

(In terms of TEU)

- The world’'s containership capacity in 2017 is expected to reach 20.8 million TEUs, of
which ships carrying 12,000 TEU and above account for 23.1% at 4.8 million TEUs.

- This represents a growth of 13.3 percent points in five years, compared to 9.8% in 2012.

<Table-6> World's Containership Capacity Trends and Forecasts

(In million TEUs) |

Category 2012 2013 2014 2015 | 2016(e) | 2017(e)
12,000+ TEU 1.6 2.1 2.7 3.5 3.9 438
8~11,009 TEU 3.1 3.6 4.1 4.8 5.1 5.4
3~7,999 TEU 7.4 7.4 7.5 5 6.9 6.7
<3,000 TEU 4.2 4.1 4.0 4.0 4,0 4.0
Total 16.3 17.1 18.3 19.7 19.9 20.8
% growih 6.2% 5.5% 6.5% 8.1% 1.0% 4.0%

(In terms of the number of vessels)

Source: Clarkson, World Shipyard Monitor, November 2016

- According to data by Alphaliner, a French maritime research firm, and the shipping

industry on June 4, 2017, containerships in operation as of early May totaled 5,099

vessels.

- Among them, very large container ships (VLCSs) of 10,000 TEU and over number 405,
accounting for 27% of the total. When it comes to 18,000 TEU and over, there are as

many as 53 ships (5%).
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© Qutlook on the enlargement of ships

- The trend of ships getting bigger is likely to continue in 2017, forcing companies to
continue their extreme competition to cut down on costs through efforts to achieve per-unit
cost savings.

- Alphaliner’s forecasts on fleet structure by vessel type do not expect significant changes in
mid-sized ships of less than 10,000 TEU.

- On the other hand, large ships carrying 10,000 TEU or more are expected to increase
gradually to account for 33% or more in 2019.

[Fleet Projections] [VLCS Fleet]
(In million TEU) (In number of ships)

25.0 -

 1.4] 1.9 (20 2M+H

20.0 - — _—

15.0 - Ocean

6.2 6.6 7.1 74 7.2 7.2 7.2
10.0 -
THE

so | %4 43 42 39 a0 40 40 S

ar @1 & 0 W2 A e
e 4.1 4.1 ._4 1 4.0 2 3 . Others
2013 2014 2015 2016(e) 2017(e) 2018(e) 2019(e) T |
<3,000TEU < 6,000TEU <10,000TEU 2 00 200 00 00 00
< 18,000TEU m < 21,000TEU Currently held Under construction
Note 1: VLCS fleet refers to 7,500 TEU and over containerships. Source: Alphaliner

o Background and progress

The advantages are that larger vessels can load a bigger number of containers and shipping
companies can achieve better fuel efficiency and more labor cost reduction compared with
mid-sized and small vessels.

With the advent of 10,000-TEU-class ships in 2006, the shipping industry entered into an
economies-of-scale war.

Large container shipping companies including Maersk and MSC in particular have led the
trends of building larger ships.

- After Maersk put the 18,340-TEU Mearsk Mc-Kinney Mgller into service in 2013, its
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competitors started to launch mega-ships.

o Economic effects of the enlargement of ships

- The trend of containerships getting bigger is expected to continue, driven mostly by
shipping companies, due to its economies of scale including fuel efficiency and ship
operating cost savings.

- As a result of putting its Triple-E class mega container ship (18,270 TEU) in operation to
service, Maersk Line achieved savings of 29.7% in fuel and operating costs compared to
13,100-TEU ships, which constituted the mainstream of mega ships earlier.

Costs per TEU by vessel size, Asia-Europe routes

(In $/TEV)
18,270TEU | 18,270TEU | Difference Ratio
Category
@ (b) (c=b-2a) (c/b)
Fuel Cost 218 333 115 345
Ship Operating Cost 76 85 9 10.5
Total Cost (Fuel Cost + Operating Cost) 297 418 124 29.7

Source: Drewry Container Insight, "Why size matters" (September 1, 2013)

Note 1: Total costs determined by adding up costs for Asia—Europe routes

Note 2: Based on the assumption that the fuel (IFO bunker) cost = $630/ton and the average
ship speed is 23 knots for 18,270—TEU and 24 knots for 13,100—TEU vessels

o The Impact of Mega-Ships by the International Transport Forum (ITF)

- The launch of 18,000 TEU and over containerships caused the cascade effect as the new
entries crowd out smaller units that are transferred to other trade routes. As a result,
larger ships are in service in most of the routes.

- Mega-carriers are putting increasing pressures on existing terminals to increase productivity.

- Deep quays, higher stacked containers and broader hatches have a negative impact on quay
crane productivity.

- Bigger ships means higher call sizes, leading to bigger peaks in ports. This makes it
necessary for container terminals to make additional investments in quay cranes, yards and
transportation equipment.

- In general, four to six quay cranes are required for each berth, and a crane costs 30 million
to 45 million dollars per unit. Therefore, assuming that a port will purchase giant high-tech
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quay cranes to replace the existing cranes in order to attract port calls by mega container
ships, the total investment will be increased by 120 million to 220 million dollars.

- To allow mega-ships to enter a port, further investments may be required to increase the
depth of the shipping route or the depth of water in front of the quay wall as well as to
expand the yard, in addition to investments in yard equipment including yard cranes. Or
large-scale facility investments worth hundreds of millions of dollars may also be required
to strengthen the wharf.

- Furthermore, as mega ships make more port calls, an optimal SCM network including a
transportation network and port hinterland development is required to improve port
services for shippers.

- Unfortunately, ports do not make this type of investment, despite the significant impact of
such investment on the return of investment (ROI). Or mega-ships do not want to make
port calls at terminals. Consequently, port operators or shipping companies with dedicated
terminals alone are forced to make such big-risk investments.

© Recent trends of mega-ships: Delayed delivery

- The global shipping industry has started to slow down their strategy for making bigger
container ships. It is considered due to falling freight charges caused by mega container
ships and delays in port infrastructure improvement projects.

- It is analyzed that ship enlargement has started to show signs of change, with its
momentum slowing down.

- Hyundai Heavy Industries was scheduled to deliver nine 14,000-TEU-class containerships
to Maersk this year. But the world's top shipping company postponed the delivery of five
of them to next year.

© Reasons for recent delays in the delivery of mega-ships

1) Falling freight charges

- It is considered that the cause lies in the ocean freight charges that have dropped
significantly over the years. The supply of mega-ships has brought down annual average
charges for Asian-Europe routes from 1,090 dollars per TEU in 2013 to 695 dollars per
TEU in 2016, recording a dramatic drop of 36%.
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- Over the same period, the Asia-US West Coast routes also suffered a drop of 37% from
2,028 dollars per FEU (40ft container) to 1,270 dollars.

2) Delays in port infrastructure enlargement projects

- Projects to make port infrastructure bigger have been delayed.

- For a large ship of 10,000 TEU or above to make a port call, the sea depth (water depth)
needs to be at least 17 meters deep, and cranes for loading and unloading containers need
to be replaced to meet ship sizes.

* Shipping industry officials say, “recently, there is a consensus that the enlargement of
ships has caused competition to reduce freight charges.” They believe that “shipping
companies find it infeasible to force mega-ships into service unless preceded by port
infrastructure improvement.”

* In fact, in the case of the Port of Long Beach, a gateway to the Asia-Europe route, it
was only in February 2016 that 18,000-TEU-class ships entered the port for the first
time because the sea depth sufficient to accommodate the ship size had not been
secured until that time.
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New Centrality of the Mediterranean: 5
The growth of shares on the Europe-Far East Route

) . , . Bin 2017, the Europe-Far East and
Estimated containerized cargo flows on major East-West container .
trade routes, 1995-2017 (% TEU) the Transpacific were by far the two
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THE INCREASING ROLE OF THE MEDITERRANEAN IN THE
GLOBAL CONTAINERIZED ROUTES

2017 is an important landmark in the development of maritime transport, which, after some
slow years, is living a significant recovery in each of its sectors. Clarkson Research estimates
that the global maritime traffic will register, at the end of 2017, a 3.4% increase on 2016,
bringing to 11.5 bn the shipped tonnes. The global traffic of dry bulk is expected to have a
3.5% increase in 2017, thanks to the strong recovery of Chinese import. The maritime trade
of oil (crude oil and refined products) is expected to increase by 2%, up to 3.1 bn tonnes, a
growth rate that is still suffering from the decline of oil production by the main producers
and the greater utilisation of reserves by some important importing Countries. In the
container segment, Alphaliner expects an annual increase of 6%, mainly ascribable to the
strong expansion of the Far East-Europe and Transpacific traffics, as well as to the increase
of traffic volumes among the Asian Countries. It goes without saying that trade forecasts are
considered as part of a geopolitical context that still shows many risks and uncertainty
factors. In the long term, the implications related to the socalled fourth industrial revolution
should also be considered, which might overturn the “classic” rules of the shipping market
and trade relations.

In this scenario, as SRM's studies have repeatedly mentioned, the Mediterranean has a
strategic role which, in the last years, has kept on growing thanks to a number of factors,
included the direction taken by the development strategies of the main global economies. The
Mediterranean, in fact, on the geopolitical level, has relations with the great Atlantic and
North-European markets on one side, and with the Asian and African ones on the other.
These are the reasons why the importance of the basin in the international scenarios is a
strong factor of attractiveness for public and private investment in the shipping and logistics
sectors, which continue to grow despite some critical social and political situations.

It's established, in fact, that it represents a privileged transit route for container traffic - 25%
of world’s container liner services is focused there - and that it is a significant area also for
short-sea shipping, in the north-south direction, especially with the Ro-Ro units. Another
revealing aspect of the centrality of the Mare Nostrum concerns the performance of trade
import-export to and from the MENA area Countries that have maintained a steady growth
from 2001 to today.

The development strategies followed by the main economies have also contributed in
increasing the centrality of the maritime geo-economy of the Mediterranean, in particular,
there is the Belt and Road Initiative) launched by the Chine President Xi Jinping in 2013,
which basically aims to support the infrastructures of the Euro-Asian trades, that find their
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ideal route in the Mare Nostrum. In this view, the Chinese investment in the Piraeus port,
privatized in 2016 in favour of Cosco, 4th global carrier and leader of the dry and liquid
bulk sector, has a strategic meaning. The declared goal is to turn the Piraeus into the
greatest logistics hub for the Mediterranean, a crucial hub for the transhipment of containers
coming from Asia. The Greek port represents the most apparent and explicit investment of
China in the Mediterranean, and its presence, both on the North Shore and the South-East
Shore, has greatly increased during the last years, as the rest of the work is going to analyse.
It should be said that it wasn't the only investment undertaken; it is part of a much wider
strategy, that it's starting to show results.

The growing centrality of the basin is evident also from the data on the flows of container
vessels on the main East-West routes, which in 1995 saw the “Trans-Pacific” taking up 53%
of the volume of global transits, while the Asia-Europe ones (through Suez and the
Mediterranean) accounted for 27%; in 2017, the two routes are almost equal (45% for the
former and 41% for the latter).2)

The Suez Canal - which now can accommodate large ships simultaneously in both directions,
with a substantial reduction in waiting times - is also the subject of a masterplan, which has
now reached its final stages, for the development of ports, industrial zones and service
centres spread in its whole area, in order to turn it into one of the centres of global trade,
and not just a traditional transit route between East and West.

The investment and the general recovery of maritime shipping showed its effect on the traffic
of Suez, which from 2001 to 2016 has registered a +120% for transiting goods, and about
75% of this is related to the Far East - Europe routes. 2017 confirms itself as a particularly
positive year, considering that during its first 9 months the traffic goods increased by 9.8%:
the expansion of the Canal, carried out in 2015, is starting to show its results.

These data confirm the overall development of the cargo flows coming from Asia toward
Europe via the Mediterranean, also confirmed by the analysis of Drewry Shipping Consultants.
In particular, the container traffic from Asia to the Mediterranean grew faster than to North
Europe over the entire year of 2016 and rose by 2.5% to 5.2 million TEUs. Traffic from Asia
to North Europe merely rose by 0.3% and came in at 9.7 million TEUs, as Drewry's analysts
state.

When looking at European exports to Asia, the market share of Mediterranean ports is
increasing as well. During the first three months of 2017 a total of 306,385 TEUs was
recorded, whilst this number came in at 255,621 during the corresponding time in 2016. This
result reflects a surge of almost 20%.3)

1) See SRM (2017), /talian maritime Economy 4th Annual Report.
2) Source: UNCTAD (2017) Review of maritime transport
3) Contship, Inside the industry: Western Mediterranean ports drive Asia to Med traffic growth, July 2017
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The capability of the Suez Canal of accommodating megaships answers the needs of the
shipping sectors, mainly focused on the container segment, but it is also shared by the other
segments, which have been pursuing more and more the path of naval gigantism and big
alliances. This phenomenon is also strengthened by the need the sector has of generating
economies of scale, which can activate efficiency and cost reduction.

The phenomenon of naval gigantism has increased during the last years. If, in 2012, the
ships of over 10,000 Teus were “just” 13% of the total, today this percentage is already at
23%, and the forecast is 36% by 2020.4)

Number of units>18,000 TEU by year of delivery and by each alliance
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Pursuing bigger and bigger ships has generated a diffused oversupply phenomenon, especially
in the container and dry bulk segments, which, despite the recovery of maritime shipping, is
a cause of concern for the sea freight rates. In any case, the perspectives for container
shipping for 2017 are good: according to the analysis company Drewry, in fact, this year the
profit margins on sea freights, for maritime companies, have increased compared with the
past, reaching 16%, and, in 2017, the aggregate profit of all the carriers will reach $5 billion,
compared to the $3.5 billion loss registered in 2016.

This is thanks to the many merging and acquisition processes - from 2016 to today, the
number of active carriers in the sector went from 20 to 12 - but also to the traffic increase.

According to Alphaliner, the global container port throughput will grow by an estimated 6%

4) Alphaliner, Cellular Fleet Forecast.
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on 2016 (the recovery will be led mainly by China and USA), a six-year high in its strongest
showing since 2011. Another consequence of naval gigantism reverberates directly on the
ports, since there are only few global ports that have the adequate infrastructure and
technology to efficiently handle giant ships. This puts some pressure on the terminals, which
are forced to invest in order to provide flexible and innovative infrastructures and solutions,
suited to the needs of a demand that is becoming increasingly sophisticated and focused. The
risk is to weaken their presence in the ports of choice of the carriers.

The complexity and the dynamism of the deep political and economic changes mentioned so
far led to the opening of new international routes, to the definition of new markets and to
the creation of new trade flows, tracking new links among Far East, Europe and North
America, favouring the Mediterranean basin as an alternative to traditional routes.
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SRM - The Permanent Observatories on the Maritime & Mediterranean Economy

SRM is a Research Centre based in Naples, related to the Intesa Sanpaolo Banking Group,
whose objective is to develop analysis on the Italian regional economy from a European and
Mediterranean perspective, with a special focus on Southern Italy’s economic, entrepreneurial
and social tissue. Thanks to our studies, published and available for the business and
academic community, we contribute to the dissemination of economic knowledge and culture,
to benefit the Southern Italian economy.

We have also created two permanent observatories: the “Mediterranean Observatory” and
“Maritime Economy”, as Italy, and its Southern regions in particular, act as a natural
economic and logistics bridge between Continental Europe and the Mediterranean countries.

With the Permanent Observatories on the Maritime & Mediterranean Economy, SRM
systematically studies trade and the economic inter-exchange dynamics between Italy and

Foreign countries (in particular Mediterranean and Gulf Area). Moreover, SRM analyses and
studies the topic of maritime transport, seen from a variety of standpoints: from the business
side (e.g. the shipping industry), from the point of view of infrastructures (ports), and in
terms of individual sectors and territories (for instance by taking a closer look at the
maritime transport strategies pursued by other countries.

SRM developed collaboration in the Maritime sector with University of Antwerp, University of
Hamburg, University “Erasmus” of Rotterdam, Shanghai International Shipping Institute.

47



The 2™ Global Shipping Think Tank Alliance Plenary Meeting

Some data on the importance of MENA Countries on global trade

The importance of the MENA Countries on global trade has increased a lot over the last two
decades. It is more than €1,800bn (+422% compared to 1995). Its weight on the overall
global trade grew from 2.9% in 1995 to 5.2% in 2016. In 1995 MENA's main partner were
Japan (16.5%), USA 10.1%), Italy (6.9%). In 2016 the shares of the ‘cake’ are different: China
(9.4%), India (7.8%), Japan (7.0%).

Figure - MENA area’s foreign trade

m 1995 2016
1,844 5.2% +422%
2.9%
353
Trade £bn Trade % world Growth 1995-2016 (%)

Source: SRM elaboration on Unctad data

Figure - MENA area’s main partner (1995)
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Figure - MENA area’s main partner (2016)
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Maritime: the most important mean of transport in the MENA area

Sea transport makes up most of the trade which occurs in the MENA area. In particular, if
we take into account trade relations between Italy and MENA Countries Maritime represent
76% of them. In order to better analyse dynamics of trade in the Mediterranean in 2017
SRM started a new model of analysis in collaboration with Marine Traffic (London) and
Politecnico di Torino. This new model is based on the GEO-DETECTION of ships. The end
result are geo-maps which allow us to understand how the traffic of ships is changing over
the years. We have analysed 800,000 positions of container-ships (> 7,000 TEU), both in the
Mediterranean and globally.

The container traffic in the Mediterranean

2 billion tons of goods circulate every year In the Mediterranean, a third of which travels
by container.

The fleet of worldwide container ships amounts to 5.112 ships.

There are 480 container services around the world, of which 25% pass through the
Mediterranean.

Italian ports handle around 10 million Teus (the most important are Genoa, Gioia Tauro,
La Spezia, Livorno and Cagliari).
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Suez freight traffic is 50% transported to container ships.

Output of the database: some examples

Identification of shipping routes and strategic traffic guidelines.
international container trade analysis.

analysis of shipping companies and their business routes.
Analysis of ports and canals (Suez and Panama).

vessel size analysis in relation to the routes run.

Some results

Big ships’ routes to the extreme east are increasing.

In the Mediterranean since 2012, the presence of vessels between 10,000 and 13,000 TEU
has been stable.

The presence of ships with a capacity of more than 13,000 TEUS in the ‘Mediterranean’
has increased by 38% since 2012.

The number of Ships to Shanghai (the world's first container container) has increased by
163% in the last 5 years.

China sends ever-larger ships to the Mediterranean
The presence of Cosco vessels in the Medeterranean has increased by 10% since 2012

The presence of ships in the port of Piraeus, (where the Chinese company Cosco has taken
over a share), grew by 74% compared to 2012 in 2016.

The presence of ships of the Ocean Alliance in the Mediterranean increased by 27%
between 2012 and 2016.

The presence of ships of the Ocean Alliance decreased by 7% between 2012 and 2016, but
the number of megaship (over 13,000) increased by 242%.
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Infographic - Daily Position of Ships (TEU; 2012-2016)
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The effects of the increasing ship size on the Mediterranean
economy - Yin Ming -

Shipping volume and capacity forecast

In 2017, the global container shipping market shows a recovery sign. By Q3, the total
container shipping volume was up to 14.29 million TEUs, with a year-on-year rise of 5.4
percent, and the total container shipping capacity reached 20.94 million TEUs, increasing by
2.9 percent year on year. In the first three quarters of this year, the China Container Freight
Index (CCFI) for export was averaged at 833.98 points, which was 20.1 percent higher as
compared to last year. Meanwhile, the idle shipping capacity constantly dropped. By the end
of Q3, the idle shipping capacity stood at 355,000 TEUs, with a year-on-year decrease of
70.6 percent. The data showed that the container shipping market in 2017 was significantly
improved as compared with that in 2016, but it failed to come to a full recovery. Although
the demand growth in the global container shipping market continued to outpace the
shipping capacity growth, the idle shipping capacity in the market was still relatively high,
which limited the improvement of supply-demand relations in the container shipping market.
In particular, the shipping capacity growth for ships with a capacity of 12,000 TEUs and
above is obviously higher than the demand growth on the east-west main routes that those
ships are suitable for, and the excess shipping capacity there is hard to be improved in the
fundamental sense.

Currently, the global economy is experiencing a continuous and moderate recovery, with the
global trade growth accelerating. Economic situations in developed countries such as the US
and those in Europe are improving, and the economy in China is maintaining its stably
improving trends. The World Bank forecasted that the world economic GDP growth in 2018
would reach 3.6 percent, against the 3.4 percent in 2017.

The growth of global container trade is also gaining speed, and the global container shipping
volume will possibly grow by 5.1 percent throughout 2017. Benefited from the trade expansion
of Pacific shipping routes and constant shipping volume increase of Asia-Europe shipping
routes, the shipping volume growth rate on east-west main routes was on the rise. The Belt
and Road Initiative of China, namely the Silk Road Economic Belt and the 2I1st-Century
Maritime Silk Road, has sped up trade contacts between China and countries along the Belt
and Road, and the shipping volume in Asian areas welcomed a strong growth. With the
gradual increase in the demand and prices of international staple cargo, major resource
exporters including Brazil, Australia and some African countries and regions enjoyed
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simultaneous economic rebound, giving rise to a stable going-up in local resident consumption
demands. The shipping volume on the south-north shipping routes was also on a steady rise.
However, affected by trade protectionism, Brexit and environmental protection policies in
China, there are still some uncertain factors for container shipping trade in 2018. It is
estimated that the growth rate of container shipping trade volume in 2018 may run flat with
or be slightly higher than that of 2017.

Most large ships will be delivered in Q4 this year. As a result, the shipping capacity increase
in 2017 may possibly reach 3.4 percent. According to data from Alphaliner, the ship delivery
volume in 2018 will register 1.72 million TEUs, 42.8 percent of which are ships with a
capacity of 18,000 TEUs and above. If ship dismantling and delayed delivery are not counted
in, the shipping capacity growth in 2018 will reach 8.3 percent. Due to the soaring steel
price and stricter environmental protection requirements, ship dismantling may continue the
active trend. Considering delayed delivery of ships, it is estimated that the container shipping
capacity growth in 2018 may increase to about 4 percent, from that in 2017.
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Economic benefits of ultra large container ships

Excess shipping capacity has been a headache for shipping liners in recent years. Though
most of them are running at a loss due to that problem, major shipping liners’ preference for
ultra large container ships remains unchanged. The main reasons are: first, under the
constant depression in shipping industry, ultra large container ships, with the advantage of
scale economy, have become the main shipping force along main routes; second, large
container ships have become one of the important indicator to measure the competitiveness
of shipping liners; third, shipping liner alliances have come into closer cooperation, so that,
on one hand, the loading ratio requirement of large ships can be met by strengthening
cargo-canvassing capability of their alliances, and on the other hand, large container ships
become the standard in the competition among various alliances; forth, benefited from the
widening of Panama Canal, container ships with a capacity between 10,000 and 14,000 TEUs
can be used on Pacific shipping routes, and some large ships for Asia-Europe shipping routes
can also be transferred to Pacific shipping routes, allowing a certain space on Asia-Europe
shipping routes for ultra large ships.

By September 2017, the shipping capacity share of VLCS-type ships with a capacity of 7,500
TEUs and above is about 50 percent in the global container shipping market; the
handheld-order share for ships with a capacity of 18,000 TEUs and above reached 46
percent; the ratio of VLCS on Pacific shipping routes achieved 67 percent; and the ratio of
ships with a capacity of 13,300 TEUs and above on Asia-Europe shipping routes was as high
as 71 percent.

But poor flexibility, low loading ratio and difficulty in port terminal handling clouded ultra
large containers ships with doubts. First, ultra large container ships are special to
Asia-Europe shipping routes, and can't be used on others, which hardly adapt to changes in
market demand. As a result, the supply and demand imbalance on Asia-Europe shipping
routes will be intensified. According to The Impact of Mega Ships report issued by the
Organization for Economic Cooperation and Development (OECD), only 7 percent of the cost
advantage for ultra large container ships comes from scale economy, while the navigational
speed reduction and engine efficiency improvement contribute to the remaining share. Since
2014, the sharp decline and fluctuation in international petroleum prices have not only
reduced ship operation costs, but also diminished the marginal single-container cost advantage
for large ships.

Second, the serious supply and demand imbalance of global container makes it hard to
guarantee the space utilization of ultra large container ships. According to the latest research
results of DNV-GL, compared with a fully loaded 14,000-TEU ship, the berth utilization ratio
of an 18,000-TEU ship should be up to at least 91 percent, so as to achieve the cost-saving
goal. Although the berth utilization ratio for ships on the westbound Asia-Europe shipping
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routes can reach about 90 percent, that for eastbound is less than 60 percent. Apart from
market factors, inadequate water depth at ports has also restrained the loading ratio of large
ships. To date, only five ports in the globe, namely Port of Shenzhen Yantian, Port of
Tanjung Pelepas, Port of Algeciras, Port of Rotterdam and Port of Wilhelmshaven can handle
fully-loaded incoming and outgoing ultra large container ships. The maximum berth utilization
ratio for ultra large ships at most ports in the globe can only achieve a level between 82
percent and 87.5 percent.

The boom of enlarged ships leaves ports and terminal operators no other choice but to
optimize shipping routes, port water depth, quay walls and gantry cranes, so as to adapt to
the rapidly increasing cargo-handling volume of large ships at peak hours, which increases
the cost of the entire supply chain. Meanwhile, the low service quality of carriers, caused by
the unprecedented port congestion and ship delay, forces shipping liners to adopt a more
prudent attitude toward ordering ultra large ships. Mediterranean Shipping and CMA-CGM
announced at the end of Q3 to order nine and eleven 22,000-TEU ultra large container ships
respectively. This is the first order for ultra large container ships since October 2015. The
pursuit of scale economy effect of large ships is the innate genes of shipping giants, while
shipping liners with weaker strength may withdraw from the competition of ultra large ships,
further reducing the number of global carriers.
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