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N The end of the ride

It may have been a slow year, but 2011 contained some hidden surprises. Seabury
Group’s Marco Bloemen, senior vice president, and Soufiane Daher, analyst, reveal
the shifting trends and uncover what next year might bring

hat a remarkable year 2010 examine 2011’s high performers, which the success of the previous year instead

turned out to be! An industry perhaps surprisingly, include European spurred airlines to actively increase their

rollercoaster ride, it took carriers exports — and ask whether that is a trend presence in north-east Asia (see Chart 4).
to new and unexpected heights. Huge set to continue. And of course, we look at Airlines overconfidently added 17%
surges took average revenue growth to the low performers, which this year focuses capacity in this market, while facing a 1%
40%, with north-east Asian carriers topping on intra-Asian trade, the bellwether for fall in demand. A move that cemented the
the bill, enjoying an outstanding, above 50%  global trade. certainty of a poor year, and saw overall
rise on average. Overall, revenues grew to And, while the air freight business seems load factors fall sharply.
$67 billion, driven by a heady combination to have come to a lacklustre standstill for As for China, on the one hand, lata’s
of higher volumes, new capacity and the remainder of 2011, we ask how both the  figure of -3.7% (Jan-Aug 2011, YTD) growth
a strong performance on gross yields upward and downward trends throughout of Asian FTKs might indicate that the
(see Charts 1 and 2). the world will affect the short-term outlook Chinese market is slowing down. On the

Of course, after such an exhilarating for next year. other hand, roughly 13% of cargo-carrying
year, the next was always going to look and airlines are not lata members — and are
feel a little flat, taking year-on-year figures Dyna mic - or dismal? therefore not reflected in the Asian traffic
to miserable levels. The universal wave of From the dramatic highs of 2010, to the growth number. Included in those are many
growth is gone. But what is in its place? mundane lows of 2011. The record recovery  that serve China, such as Jade, Air Cargo
Here we explain some of our findings, has reversed, as capacity increased faster Germany, AirBridgeCargo and TNT. What's
looking at what has affected the market. than demand, forcing down load factors, more - they are easily outpacing the rest
We touch on the true — and unexpected and threatening net yields (see Chart 3). of the market, by as much as 15 to 20%
- effect of the Japanese tsunami, and While the market in Europe has been a on average.
the extraordinary forecasted growth in little more conservative, attempting to So what is driving this growth? And more
the Chinese high-tech export market. We contain capacity in a bid to increase yields, importantly, is it sustainable?
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An Applead

Well, it certainly seems possible that iPads
and other tablets will be single-handedly
driving future Chinese exports — quite
considerably, if figures from Gartner
Research are to be believed (see Chart 5).
Over the next four years, the research
company claims, tonnage will nearly double,
with tablets driving the growth.

N\ Seabury analysis

ay...

The market is already strong. In August
alone, Foxconn'’s factory in Chengdu
shipped 5,300 tons of laptops and tablets
(most likely to be iPads). One year ago, this
trade was zero. But build one factory, and
all of a sudden, some 50 Boeing 747-400F
flights per month are required. Double
that, and by 2015, it could lead to more

m Chinese exports of laptops and tablets - air and ocean

Tons (K)
1,200~
I Other tablets

1,000 M iPads

I Laptops/notebooks
800

600
400

200

2005 2006 2007

than three full freighters per day. While
the growth in tablets is strong, by contrast,
laptops, predicted up to 2015, will grow at
a modest pace, although the presence of PC
manufacturers in the region means it won't
just be iFreight.

Air exports of laptops and tablets from
China currently account for 1.3% of global »
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air trade, and the forecasts suggest it might
double in the next five years, driven by iPads
and other tablets. Imagine, then, the global
impact of the Chinese laptop industry: last
year, 88% of all laptops transported by air
originated in China.

But it's not just computers that are driving
growth: at the start of this year, Zhengzhou
hadn’t exported a single mobile phone. But in
July, the central northern city exported 1,850
tons, soon after Foxconn opened a factory
there, employing some 200,000 people to
produce iPhones. High-tech exports from
China, which accounted for 6.4% of total air
freight weight in 2010, remain strong.

Going West

While Shanghai remains a key high-tech
exporting point, albeit one in decline, the
Chinese government’s ‘Go West’ policy

finally seems to be in operation (see Chart 6).
New growth now derives from the western
region, and, as we've shown, just one factory
can make a significant difference. Carriers are
starting to spot the trend, with Cathay Pacific
announcing the launch of a freighter service
to Chengdu in October.

Japan’s disastrous decline?
But let’s now look east. Much of the blame
for a perceived slowdown in Asian exports
has been placed at the door of March’s
tsunami, which felled factories and power
stations. It is true that Japan has seen
relatively low growth in 2011, but taken in
context, Japanese exports have actually
been in structural decline since mid-2010,
a more relevant marker for a country that is
softening in the longer-term (see Chart 7).
Equally, imports have seen low growth rates
since mid-2010 — with both growth levels
now negligible. And the terrible disaster
cannot be to blame for that.

Certainly, however, the tsunami did
have a short-term effect on some specific
commodity flows. Fish exports, for example,
fell 64% year-on-year in April, but rose
to pre-tsunami levels in June and July.
Meanwhile, the disaster highlighted one
of Japan’s less-than-healthy habits. Local
cigarette production suffered a substantial
reduction, of about one third. Not to be
deterred, the Japanese were quick to source
their smokes elsewhere — April saw 5,740 tons
of cigarettes flown into the country -
or about 60 full 747-400Fs. That equates to
4.5 billion cigarettes. Or five minutes of
relief, once a day, for the entire population.
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A The highs of 2011

N\ Seabury analysis

The German giant

Much has been written about the

decline and fall of Europe - yet half-year
figures for 2011 show outstanding growth.
And who propelled that growth? The
Germans. German exports have risen
substantially during the past decade,

and now account for 28% of the entire
continent’s exports, helping to level

the balance of trade between Europe
and Asia. In the first half of this year,
European exports accounted for 49% of
the Europe-Asia trade, while six years ago
it was 36%.

But the real question is how long the
German miracle will remain so. The country
began the year with impressive 39%
growth, but over the January to July period
this fell to 22% (see Chart 8), suggesting
that it is now growing at a far slower pace.

Cars shift gear

Much of these exports can be attributed
to a global love of luxury German-made
cars. Automotive parts have been the
booming air freight business of 2011.
The growth in transatlantic trade, a true
highlight of this year, can mainly be
attributed to car parts, driven, of course,
by German exports — which reached
71,000 tons in the first half of this year.
Destinations vary, with Charleston and
Chicago in the US accounting for a
significant part of production, but China,
India and Brazil also have a penchant for
a well-made car.

But consumers can be somewhat
unpredictable when it comes to buying
cars. The automotive market is traditionally
highly volatile when compared with other
commodities — which goes part of the way

to explaining its dramatic rise in 2011.
Car-buying is never a reliable indicator

of long-term trends, and we suspect >
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this much-welcomed boost is likely to be
temporary. Essentially, people buy cars
when the economic outlook is good. Now,
in the car-crazy US in particular, consumers
are postponing buying decisions, and there
may well be less demand for high-end cars.

And the
lows...

The stumbling Asian tiger
Intra-Asian trade has always been a useful
bellwether for global trade, as the two are
intricately linked. However, this trade, which
is usually strong, has experienced several
hiccups in 2011, after an exceptional 2010.
Often seen as the engine for world trade,
this is not a good sign globally. The most
significant decline has been the China to
Japan trade, which saw growth in volumes
collapse 15% (see Chart 13), as the Japanese
lose their desire for high-tech goods and
new clothes. Transpacific trade has been
another disappointment. Not expected

to be a particularly bad performer, it has
tripped on a lack of consumer demand in
the US, notably for personal and fashion
goods, which saw an alarming 30% fall in
fashion transported by air.
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Out of fashion

Meanwhile, the fashion world is dividing
in two - those who prefer their clothes
to be pricier and newly made, and those
who will settle for cheaper, less current
designs. For those cheaper clothes,
sourced in Asia-Pacific, shippers are
looking for ships to shift their wares,
bucking the trend for fast fashion. But,
and led in part by individual companies,
fashion is now flying out of Europe, with
Italy, Spain and France leading the way

Air export of fashion
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(see Chart 10). This growth, happily, is
acting as a counterbalance for the poor
performance out of China (see Chart 9) -
which saw air freighted fashion exports
fall 12%, while sea freight rose 16%. The
US, meanwhile, now seemingly preferring
to sport old fashion, is importing cheaper
clothes by ship. The increasingly wealthy
Asians, particularly South Korea and China,
however, are opting for the latest trends
and high-end clothes, so air imports are
on the up (see Charts 11 and 12).
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