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“ It we want things to stay as they are,
things will have to change.”

Giuseppe Tomasi
1896 - 1957
1 1¢h Prince of Lampedusa/ Author of The Leopard

Constant change is a way of life;
cven if our aim is just to maintain
the status quo, we need to constantly grow
and evolve with the tmes.

Eddie Teh
Group CEO
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Opportunities

in the
container

shipping
sector in
2010 and

2011

By Charles de Trenck

pologies for some necessary re-hash to

establish context. Some will remember me for

being cautious in 2005-06 and negative in
2007 (I was more positive 2001-04). 2007 was
gruelling for me, especially given the loss of family
members in 2006-07 and my inability to get a couple
of Citi colleagues to sign off on bearish views. By
1HO08 things started to come to a head for people who
held fast to concerns against reckless economic
policies. Unfortunately, there are no winners when a
full blown downturn hits, and many “bears” were also
distressed at the pain we saw in 2H08 and 1Q09.

What | cherish most is intellectual honesty, and
people like Greenspan and many others were at the
forefront of a masterful global hoodwink. The impact
of their policies left the world economic order even
more dependent on low interest rates and high
levels of deficit spending going into the crisis. This
point cannot be underscored enough. And yet it also
opens the door for economic leadership to pass to
Asia and a few more defensive developed countries,
should they choose to take up a challenge.
Separate, but not unrelated, there are problems with
rising pollution, labour and input costs in China and




Intra-Asia TEU Volumes
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Asia caused by China’s growth on the largest scale
the world has ever seen. As a result, the structure of
China exports and trade will change further.

Painfully, we are aware of so many of these front
page issues. We should not dismiss them, believing
they are in the past. Growing debt to GDP to support
economic growth is completely entangled in the
container demand and supply data we are going to
have to live with. On the one hand we have to start
with the assumption that long term global container
demand is going to have to shift down from 8-10
percent to potentially 5-7 percent post 1H10
rebounds. On the other hand, we should expect new
cargoes to be containerised in developing markets as
Intra-Asia and select other markets outperform.

On a broader level, we are more likely to get more
positive when we can see the whites of the eyes of a
downturn. This was the lesson of the 1980s in
shipping and should again be the lesson in the
2010s. What this means is that we should continue to
keep some powder dry to be on alert for new
opportunities. The S&P 500 may have recovered to
levels within reach of its old highs (where else to put
the money many ask?), but many shipping and port
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related companies have underperformed - some are
debt and equity starved, and offer long term entry
points even now, even if equity markets have again
become a little frothy at times. At the same time, not
everyone will be deserving of the capital rations.

For container related ideas, we have interest in
looking at two key areas in Asia currently:

1) strong carriers with regional/ Intra-Asia strategies
and

2) smaller ports in new strategic locations.

Both ideas are generally linked by a view that Intra-
Asia has room for growth. Southeast Asia — China
economic relations should improve with the 1 Jan
2010 reduction of tariff barriers on some 90 percent
of goods. Asian consumers should also generally
continue increasing their marginal propensity to
consume, although perhaps this can remain “lumpy”.
We have certainly seen in Hong Kong an increase in
the marginal propensity for conspicuous consumption
from China. Some of these effects have also seen
overflows into the Hong Kong property market,
particularly the high end sector.
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Looking at Intra-Asia three ways (no doubt there
are more...)

We have
also seen interest for investment in China and Intra-
Asia trade. Going forward, terminal operations in
Asia will have to reallocate resources to a little less
long-haul and a little more short-haul. Not only have
we seen long-haul carriers over several years
dedicate more attention to Intra-Asia, but we are also
seeing plenty of new small carriers want to start up in
Asia as well. OOCL has generally moved from about
a third to half being Intra-Asia inclusive of bordering
trades. Maersk had some time back decided to put
more focus on Intra-Asia trade, as have many others,
while others such as APL have continued their strong
emphasis. So, to be sure, there is no shortage of
players. There are also more pure Asia niche players
such as Wanhai, RCL, and Samudera, among
others, to consider.

But in addition to the supply side, we have to spend
more time understanding what will be the driver or
strategic shift to increased demand, even in a flatter
demand world. If we are talking about Intra-Asia
demand, then nimble liners will need to service
growth partly through trunk lines, as in sharing large
ship long-haul capacity, as well as deploying smaller
vessels to service more small ports. All this is being
done already, the challenge will be to do it better and
cheaper than the next guy...

The China with Intra-Asia trade growth story
remained firm throughout the crisis and is supported
by Intra-Asia 2009 data. China-Asia trade data did
not fall off a cliff in 2009, where the strongest three
growers were: North China — Asia (20+ percent
import growth and 4 percent total trade growth),
Vietham — Asia (15 percent import and total trade
growth), and South China (10 percent import growth
and 3 percent total trade growth). Korea and
Malaysia also saw Intra-Asia total trade growth of
around 2 percent in 2009. China did have greater
import growth Intra-Asia both north and south, so we
want to see how that changes in 2010. We also want
to see how Intra-Asia trade accelerates on a relative
basis, after we strip out the first months of the year
and rebounds in long-haul trades.

One additional trend which will need addressing is
refrigerated container and vessel shifting reefer slot
requirements in Intra-Asia. This will likely be a high-
growth trade for Asia long term, but will have many
breakaway sub-trades to consider, and perhaps only
a few lines to pull off the business.
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The second way to
look at Intra-Asia
trade is the
container ports: In
this approach we can
look at the volumes
as reported from the
ports. For our current
interest, we are more
interested in some of
the smaller ports in
Asia as opposed to
large centres such as
Hong Kong and
Singapore. We are
watching Xiamen for
cross-straits  (nothing
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really exciting so far),

Tianjin for what should be an exciting match versus
Busan, and North China in general as to whether it
can catch up with other parts of coastal China.

The third way to look at Intra-Asia trade is macro
trade data: We need to consider not only the
container trade data, but also air freight and broader
trade data. The best way to capture this is to start
with longer term dollar series, and then normalize
from there. For China trade, particularly imports, we
need to normalize first into Renminbi (Rmb) value
imports.  Arguably,
we need to deflate
using a variety of
price inflation adjust-
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ments. We deflated using Rmb and CPI for China for
a broad quick stroke.

In sum, we are still not fully on board the view that
the crisis is over. We think it will be a long drawn out
affair, likely to be made longer by leading institutions
as they try to minimize damage to themselves. In
terms of targeting we need to focus on as low as
possible entry points for container shipping and
ports. We think there is a small bias for Asia and
Intra-Asia trade to slowly break away. There will be
headwinds of rising inputs and social costs (pollution
and higher wages demanded), but trade between
Asia and China will have the opportunity to continue
differentiating itself from long-haul.






