Container shipping: Solid demand growth reduces spot rate volatility

Demand

As freight rates are coming back from the abyss, their actual rise seems to be magnified beyond their
actual performance. Some container spot freight rates are up more than 100% from the very low levels

of last year, but may still be at a loss-making level now and so spot rates are not the best indicator for
market profitability.

The broad-scoped China Containerized Freight Index (CCFl) offers a solid and alternative indication. The
CCFl composite hit an all-time low at 632.36 on 29 April 2016. By 11 August 2017, it was back at 856.5
and now comparing year-to-date growth, the CCFl is up by 20.7% versus the same period last year.

By contrast, the spot rates from Shanghai into Northern Europe are up 64% year-to-date, year-on-year.
The spot rates for containers bound for the US have gone up by 45-50% over the same period.

It’s not only freight rates which have risen this year. Charter rates left the doldrums and went up sharply

in the first four months of 2017, only to slide back down, but during June/July most of the slide had
been regained.

China and Shanghai containerized freight index
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Source: BIMCO, Shanghai Shipping Exchange

The extreme volatility of previous years has been reduced for spot rates on the Shanghai-Northern
Europe trade lane. A sign of improving demand and better market conditions since Q4-2016.
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The improved freight rates come on the back of strong demand growth during the first half of 2017.
Combined with steady fleet growth of 1.8% the fundamental balance has improved noticeably. Global
container shipping demand grew by 5% in H1 2017, over the same period last year (source: CTS).

On both the key long front haul trades out of the Far East into Europe and North America, demand grew
rapidly by 5.2% and 10.0% respectively (source: CTS). BIMCO’s own data on inbound loaded containers
to the US West Coast went up by 5.4% and to the East Coast by 10.6%. The fastest growing import ports
on the East Coast were Houston (+26%) and Savannah (+13%). While the main port - Port of New York
and New Jersey (PANYNJ) grew by only 5.5%, due to very weak imports in February and March.

Growth on the head haul trades is vital, as it pushes utilisation higher where it’'s most needed, avoiding
blank sailings and filling the ships to a larger extent than in recent years. Head haul trades deliver the
higher freight rates, whereas back hauls merely reduce the costs of repositioning the ship.

Moving forward, PANYNJ, should benefit from the early completion of the Bayonne Bridge navigational
clearance project. With the new air draft of 215 feet (65.5m), ships up to 18,000 TEU will now be able to
reach the terminal ‘behind’ the bridge (9,800 TEU was the maximum before the elevation). This will
prompt carriers to optimise their networks once again, as most US East Coast ports have upgraded their
terminals in recent years to accommodate the Ultra Large Containerships.

2017 is following the trend seen in 2011-2012 and 2014-2015, of US importers increasingly directing
cargo towards the US East Coast ports.

As of 7 August, 182 ships (474,000 TEU) were idled (source: Alphaliner). As the idle fleet hasn’t changed
much over the previous three months, demand growth has lifted rates instead of reactivating the
unemployed ships. This is one of the reasons for the improved conditions — the careful handling of

supply.

Supply

The significant slowdown in demolition comes as no surprise. The magnitude, however is still striking.
Remember that a lot of container shipping companies are still losing money daily. But the simple fact
that rates have climbed and managed to stay up, means owners shy away from scrapping their ships.

June saw only seven small units sold for demolition (9,639 TEU in total), in comparison to the all-time
high level in January where 99,899 TEU (29 units) left the fleet. This is a drop of 90%.

BIMCO forecast a full year demolition of 450,000 TEU, out of which 306,824 TEU had already been
demolished by mid-August. This is in line with our forecast that sees the second half of the year with

continued fleet growth, low demolition activity and a slower demand growth than was seen in the first
half.

The final four and a half months will see more Ultra Large Container capacity being launched. The
scheduled order book shows 31 units with a capacity higher than 10,000 TEU, out of which 11 are larger
than 20,000 TEU. BIMCO estimates that up to 25 of these ships will be delivered.

Fortunately, we still see almost no new orders being placed. Less than 400,000 TEU, have been
contracted since December 2015. This is extraordinary. In comparison, July 2015 alone, saw orders for
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435,268 TEU placed (50 contracts). In the same period, the orderbook has come down from 4m TEU to
2.6m TEU. The lowest TEU-level since 2003.

New containership orders and orderbook
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BIMCO expects that this low level will be difficult to maintain, as optimism in the market combined with
hungry shipyards and shipping companies being eager to be top dog is a toxic cocktail.

One year ago, the container shipping fleet surpassed the 20m TEU mark, only to increase demolition
and bring it back below this figure. Now we are back above the 20m TEU mark again, this time for good.

The fleet now holds capacity of 20,356,656 TEU. Year-to-date, the fleet has grown by 1.8% and BIMCO
forecasts that the rate will hit 3.3% for the full year.



Container ship fleet growth
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665,850 TEU of the new capacity is now active and some 450,000 TEU will be delivered during the
remainder of the year. 41 ships with an average size of 14,223 TEU constitute 88% of additional
tonnage, ranging from 9,400 TEU to 21,413 TEU. The latter is the OOCL Hong Kong, which will be joined
by four sisters from Samsung Hl later this year.

Deliveries scheduled for 2018 are equally biased toward the larger sizes, as the upscaling of network
capacity and hunt for lower unit costs continues. Currently 77 ships with a capacity of 9,400 TEU and an
average size of 15,578 TEU will amount to 82% of the new influx. However, it is anticipated that
postponements and delays are likely to impact this schedule.

Outlook

Since BIMCQ'’s last report in mid-April, the consolidation amongst carriers has continued. First, the three
Japanese conglomerates merged their container lines into ONE (Ocean Network Express), then there
was COSCO'’s takeover of OOCL and in August we saw the formation of the Korea Shipping Partnership
(KSP).

Whereas ONE is a merger of business units, at least according to the US Federal Maritime Commission,
that had to give a final decision - rejection or approval - to the US Department of Justice; KSP is not. At
least not yet. It remains to be seen whether KSP can reap the benefits from the partnership which is
needed to counter the pressure from harsh competition on its main intra-Asian trade lanes.
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BIMCO sees 2015/2016 as the real low point of the present crisis and 2017 is a step in the right direction
for the industry. Demand growth will most likely outstrip supply growth for the second year in a row.
The last time we saw that, was in 2010-2011.

To read BIMCO’s most recent shipping market overview and outlook reports on related issues, just
click on the links below:

Container shipping: New networks come into focus as the supply side holds the key to improvements
Container shipping: Good prospects for market improvement if focus is kept on the supply side

BIMCO is the world’s largest international shipping association, with 2,100 members in around 130
countries. Our global membership includes shipowners, operators, managers, brokers and agents.
Our vision is to be the chosen partner trusted to provide leadership to the global industry. Our mission
is to provide expert knowledge and practical advice to safeguard and add value to our members’
businesses.

BIMCO'’s four core service areas provide value and trusted support to our members:

1. Our products include BIMCO’s world leading standard contracts and clauses for the shipping
industry and our contract editor IDEA. We also run the BIMCO Shipping KPI System which can be
used to benchmark ships’ operational performance.

2. Regulation: BIMCO takes an active role on behalf of shipowners during discussions and decisions
with global and regional regulators. We work towards a level playing field for shipping —
including fair trade and open access to markets.

3. Information and advice: we deal with 10,000 member queries every year on many issues and
see over three million page views on our website each year. Our staff share their expert
knowledge with members, giving practical advice to safeguard and add value to their businesses.

4. Our training activities include face-to-face courses, eLearning, webinars and tailor-made courses
for companies.


https://www.bimco.org/news/market_analysis/2017/20170420_containersmoo_2017-02?pn=0&ps=50&v=g
https://www.bimco.org/news/market_analysis/2017/20170127_containersmoo_2017-01?pn=0&ps=50&v=g

