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Container shipping “rational” but structurally challenged

1. Commodity service
2. Capital intensive
3. Fragmented

4. Family and government ownership prevents a
shake out

5. Artificially low cost of capital (direct and indirect)

6. Largest clients well organised and exploit weakness
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Global Supply and Demand in Container Shipping
Oversupply coming to an end
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Carrier Financial Return

Container industry average ROCE, 1996-2007E
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Carrier EBIT/Operating Margin
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Average of CMA CGM (incl APL to 2Q 2016}, CSCL (to 1Q2016), EMC, Hanjin (to 3Q
2017), Hapag-Lloyd (incl CSAV to 2014), HMM, KL, Maersk, MOL, NYK, WHL, YML, Zim

Source: AlphaLiner
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Global schedule reliability
90%

85%

20%

75%

70% -

65% | | | | | | | ! I

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
o ?01? eeee?0]13 o214 ssew?2015 2016 efjee2017

Source: Sealntel




KUEHNE+NAGEL

>
Q
D
-
o
Q

Carrier Industry Structure

What Has This Structure Yielded?

Recent Industry Outcomes

Where Are We Now?

Where Are We Headed?




KUEHNE-+NAGEL (i)

Four (make that five) Weddings and a Funeral

THE B GENCHMARK

FOUR WEDDINGS
ANDAFUNERAL
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Fleet Size by Carrier
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Average Vessel Size

50 years of Container Ship Growth

1968 -———  Encounter Bay 1,530 teu - ) . !
ontainer-carrying capacity
1972 s Hamburg Express 2,950 teu has increased by approximately
1980 d—- Meptune Garnet £, 100 teu 1,200% since 1968
1984 _ American Mew York 4,600 tcu
2005 _ Gjertrud Maersk 10,000+ (e
o _ e e
Marco Polo (CMA CGR)
Maersk Mc-Kinney Meller
2014/ CSCL ClobefMSC Oscar
2015 15,000+ tew
TRIRER?

Source: World Shipping Council
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New Alliance Lineup in 2017

2M Ocean Alliance THE Alliance Unaffiliated
Maersk/Ham Sud CMA/APL Hapag/UASC Zim
MSC COSCO Ocean Network PIL
HMM EMC Express WHL
OOCL YML

Percent of Global Container Vessel Fleet
32.9% 26.5% 19.8% 7.8%
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Two Competing Future Scenarios

(A) Financing fatigue, carrier financial
armageddon and industry consolidation will
trigger a push to higher and maybe much
higher rates

(B) Continued capacity overhang and
government subsidies will prevent rates from
Increasing (or increasing significantly) and will
drive continued rate volatility

Which will it be?
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Wedding Number 6? Do | hear 7?

“00CL, YANG MING CAUGHT UP IN M&A SPECULATION”

Source: JOC

What about HMM?
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Could We End Up with Only 8 Real Carrier Choices?

Yes.....and it could be likely vs. just possible!
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Stranger Than Fiction?

Shanghai to Santos USD per TEU
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Table 5.2 FORECAST ESTIMATED AVERAGE UNIT RATE, GLOBAL CONTAINER MARKET*

($ PER TEU)
Year supplymﬁmau Index ° Change wa:ﬂ'étﬁ;ﬁ::féuﬁilt;m SR
2013 94.0 0.4% 1,024 4.4%
2014 95.0 0.2% 983 4.0%
2015 80,1 6.2% 834 15.1%
2016 59.0 0.0% 758 9.2%
2017 90.0 0.1% 84 11.1%
2018 88.0 1.2% 874 3.0%

Source: Drewry Maritime Research
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Change Drivers In Our Future

O

O O O O O O O OO

Suppliers of carrier capital requiring higher returns
More carrier market power (only 8 choices?)

Slower trade growth: 3ish% vs 6%

Internet based retailing & shorter delivery times
Bigger ships & their impact on service & terminals
Cargo control by large internet platforms(eg Amazon)
Terminals’ direct involvement with shippers
Environmental protection (.5% sulfur content fuel in 2020)
ELD trucking requirement

Stevedore labor: the monopolies still exist



KUEHNE-+NAGEL

Up to 16 Unreliable Touchpoints

Vendor /
Shipper Trucker Termlnal Termlnal :
Depot / . / . \ — : A .
. Rail Carrier Security Carrier Security Trucker —35™ Consignee
Equipment
[ ® @ \ 4 @

Kuehne + Nagel / Global Sea Logistics

Ham HS 6/14/2017
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Questions
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