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ll Mode shift: everyone talks about it...

P

Mode shift is a hot topic in cargo - extensive coverage in the press points to mode shift as

one of the key reasons for air cargo underperformance

Extracts from press:

“Over the past three years we have seen
an increase in sea freight and a reduction
in air freight as a result of enhancements
in production and logistics planning with
factories”

- A sports manufacturer?

“Many customers are looking at options to
combine ocean and air freight. A sea-air or
rail-air service can be the right choice for a
number of reasons”

- Panalpina website
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“Customers in different sectors look for
different modes of transportation. Even
though rates are not the highest, some
move from air to ocean”

- Charles Kaufman?
Head of air freight, DHL

“I loved that volcano, we had to go from air
to surface in one day [...] it forced us to
think differently”

- Robert Mellint

Head of supply & logistics, Ericsson
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What is the actual impact? What is the outlook, and what are the response modes?

1) From Airline Cargo Management, September 2013 ; 2) From Cargo News Asia, September 2012
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ll Agenda

How does mode shift impact air trade?

What is the outlook, and how to respond?
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[l Air freight has lost “market share” to ocean freight

Air trade represents ~1.7% of containerized trade weight, after having lost more than 1 point
over the last 13 years; average growth in ocean trade far exceeds expansion in air trade

Air weight share, 2000-2013
% of air + ocean
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Note: limited to containerized trade (excluding bulk and liquid)
Source: Seabury Global Trade Database
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Air trade growth, 2000-2013
Million tonnes and 13-year CAGR (%)

Ocean trade

Air trade
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Ocean trade has outgrown air trade, but is this entirely driven by mode shift?




Bl Decrease in air share caused a “loss” in air cargo volumes

Had air trade not lost weight share since 2000, it would have been ~15M tonnes larger in
2013 and gained ~7.3% p.a. on average in the past 13 years (instead of 2.6% p.a.)

Air weight share, 2000-2013 Air trade growth, 2000-2013

% of air + ocean Million tonnes and 13-year CAGR (%)
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How much can be attributed to mode shift?

Note: limited to containerized trade (excluding bulk and liquid)
Source: Seabury Global Trade Database
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ll Mode shift is not the only factor that impacts air share

Air share loss can either be caused by mode shift, or by natural growth in demand for products
that have a higher propensity to be shipped by ocean freight

Air trade in 2013, impact of air share loss
Million tonnes
The drop in air share is explained by:

34.7

Commodity mix effect: higher growth of products that
are typically shipped by sea vs. those shipped by air

Assuming
stable air
share

- Example: higher growth of ‘raw materials’ commodities than ‘high
tech’ has ‘mathematically’ caused average air share to decrease

Value effect: a higher growth of the lower end of a
product, requiring more sea freight

- Example: higher demand for the ‘low-end t-shirts’ (shipped by
ocean) has caused average air share of ‘t-shirts’ to decrease

e Mode shift: a product that used to be shipped by air
freight, is shipped by ocean freight instead

Actual

- Example: hard disk drives that used to be shipped by air have
matured and have shifted to ocean freight

Air trade 2013

N\

Mode shift is responsible for ~5.4 million tonnes lost over a 13-year period

Source: Seabury Global Trade Database; Seabury analysis
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B ® commodity mix effect

Industries that are relevant for air trade (high tech, fashion) have seen slow growth over the
past 13 years vis-a-vis industries that are less relevant for air trade

Growth by product types, air + ocean

2000-2013 CAGR (%) Ranked by air share
Total growth 8.4% 8.5%
air + ocean 7.3% 7 504 7.8%

High Tech  Fashion Capital  Machinery Automotive Consumer Chemicals Raw
" oh goods Equipment parts goods materials
Alr share 550, 9% 8.3% 7.5% 3.3% 2.3% 2.2% 0.8%
in 2000
< High air share Medium air share Low air share >

ot

High growth of product types with a low air share (raw materials, chemicals, etc.) has
contributed to the overall decrease in air share

Note: limited to containerized trade (excluding bulk and liquid) . Source: Seabury Global Trade Database
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W@ \alue effect — Example

“Hard disk drives” and “integrated circuits” are examples of goods that saw a significant loss of
air share; loss can be linked to mode shift for the hard drives, but not for the integrated circuits

Hard disk drives Integrated circuits
Air share (%) Unit Value (2013) Air share (%) Unit Value (2013)
90% A 90% A

There is a difference $1,194/kg
betweenthecircuits | N -
shipped by air and those
shipped by sea freight

Hard disk drives are similar
whether they are shipped
by air or by sea 80%

\ $156/kg o
-

80%

0% N\ e ! [x4.5)
60% A $103/kg 60% -
50% 50% - $262/kg
40% 40%

'01 '03 '05 '07 '09 '11 '13 Air Ocean '01 '03 '05 '07 '09 '11 '13 Air Ocean

Strong mode shift Limited mode shift
The drop in air share is mostly due to The drop in air share is due to a higher
mode shift demand for low-grade integrated circuits

Note: limited to containerized trade (excluding bulk and liquid)
. Source: Seabury Global Trade Database
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[l € Mode shift is a longer-term phenomenon

Because of continuously decreasing air share of certain product categories, the mode shift
has caused a loss of ~5.4M tonnes over 13 years (average of ~413,000 tonnes per year)

Cumulative mode shift weight, by year
Million tonnes

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

O 1 1 1 1 1 1 1 1 1 1 1
A
Cumulative weight that has shifted to
ocean freight since year 2000 3:
1 =
Downturn: Recovery: g
2 Low air freight rates Limited mode shift in o)
presumably leading to 2010 dueto =
reverse mode shift restocking inventories
3 l
While air freight G
-4 soars, mode shift 8
“creeps in” ®)
Significant mode -5.4 ©
-5 shift has already g
happened pre Intensified shift o
-6 - owntum after recovery v

Air share: 3.0% 2.6% 25% 24% 23% 21% 21% 20% 19% 18% 20% 19% 18% 1.7%

Recovery in 2010 has been counter-balanced with strong shifts to ocean
in 2011 and 2012

Note: limited to containerized trade (excluding bulk and liquid)
. Source: Seabury Global Trade Database
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Il elmpact of modal shift on air trade growth 2 point p.a.

Without modal shift, annual air trade growth between 2000 and 2013 would have been 2
percentage points higher per year (on average)

Air trade! growth 2000-2013
Million tonnes and 13-year CAGR (%)

30

25 -

20

15 -

10 -

Air trade 2000 Actual air trade 2013 Modal shift Air trade 2013
without modal shift

Modal shift of 5.4 million tonnes over 13 years corresponds to an average of
~413,000 tonnes shifting to ocean every year

Note: limited to containerized trade (excluding bulk and liquid)
Source: Seabury Global Trade Database
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ll Raw materials and perishables experienced the most shift
Over the last 13 years, all product groups have experienced modal shift to Ocean, of varying

magnitude

Cumulative mode shift, 2000-2013
Thousand tonnes and indicative drop per year (%)

Raw Materials -1,205

Perishables -1,069

Fashion goods -638 -
High Tech -532
Machinery parts -502
Capital Equipment -452
Consumer goods -385
Automotive -348
Chemicals -234

Example: cumulative mode shift of Fashion
Thousand tonnes (since 2000)

2000 2002 2004 2006 2008 2010 2012

O 1 1 1 1 1 1

-100 A

-200 A

-300 A

-400

-500 A

-600 A

-700 -

Toward Air

Toward Ocean

\

Fashion goods have been shifting to/from Air over the past 13 years with
high volatility, but are ~600,000 tonnes short from their 2000 level

Source: Seabury Global Trade Database; Seabury analysis
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Bl Trade lanes originating in Asia have seen the strongest shifts

Intra-Asia, Transpacific and Asia-Europe have seen substantial volumes shifting to ocean,;
emerging trade lanes such as Latin America or M. East & S. Asia are relatively less affected

Total mode shift since 2000 by weight

.~~~ __Note: size of arrows are relative to air trade of regionin 2013
/_hH /-’(“3 . T i *‘r il atl® - i
4 - = e ¢
(Y s ’v/h\) e

Intensity of mode shift (average shift per year):

» Strong shift to Ocean » Moderate shift to Ocean |:> Low shift to Ocean
(More than 400,000 tonnes since 2000) (200,000 to 400,000 tonnes since 2000) (less than 200,000 tonnes since 2000)

Regional Share of Total Air Trade

=, Source: Seabury Global Trade Database; Seabury analysis
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ll Agenda
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How does mode shift impact air trade?

What is the outlook, and how to respond?




[l Mode shift survey process

IATA and Seabury have conducted a survey in order to understand industry’s views on
modal shift and prepare for a panel discussion on the topic

= A survey was addressed to global heads of air freight procurement of ~40
shippers, as well as the majority of the major air freight forwarders

= Surveyed shippers represent ~12-14% of global air freight (estimation), and
a variety of industries

Respondents

= Questions centered around:

- How have you experienced mode shift in the past?

- What are the main factors leading to mode shift, and what will they be in the future?
Questions _ _ . : :
- What is the future of mode shift? What is the expected intensity? What trade lanes

and what industries will be impacted?

- And more importantly, what can the air cargo industry do in order to limit, stop or
reverse mode shift?

» Analysis aims at validating outcome of the quantitative study, as well as
providing an indication for the outlook of mode shift

» Panel discussion will focus on discussing insights and potential action
points for the air cargo industry

Analysis

IATA and Seabury would like to thank all participants for their valuable inputs
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ll How did the industry experience mode shift?
A majority of respondents have experienced a mode shift to ocean in the past few years,

especially between 2010 and 2013

Have you experienced a mode shift in the past?
% of respondents

ﬂ Strong shift to air
\Moderate shift to air
31%
45% No significant shift
37%

29% Moderate shift to ocean

Strong shift to ocean

Forwarders Shippers

When did mode shift occur?
# of respondents (forwarders & shippers)

Shippers:

25 7
20 A
15 A
10 -

o |

B strong shift to ocean
[ ] Moderate shift to ocean
[ 1No significant shift

m

m

Between
2010-2012

= B

In 2013

Before 2010
Forwarders:
15
10

Before 2010

g

Forwarders generally perceive a higher impact of mode shift in the past years

. Source: IATA & Seabury survey of industry
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Il \What is the future of mode shift?

Majority of respondents expect a continuation of a moderate shift going forward, in particular
in the medium term (1-3 years)

Are you expecting a mode shift, in the next few years?
# of respondents (shippers & forwarders)

20 -

In 2014 | 10 A 40%

320
2204 .

In the next
1-3 years
After the
next 3
years
Strong shift Moderate No significant Moderate Strong
to ocean shift to ocean shift shift to air shift to air

Source: IATA & Seabury survey of industry
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Il \What is the future of mode shift?

Industry expects a moderate shift to ocean, on no specific trade lane; impact of mode shift is
expected to be higher for automotive, electronics and machinery goods

What industries will be impacted by mode shift? | Where will mode shift occur?

# respondents (forwarders) # respondents (shippers)
Automotive Asia Pacific
to Europe
Electronics
Europe
Machinery to Asia Pacific

Europe
to North America

Semiconductors

Fashion Asia Pacific
to North America
Pharmaceuticals
Intra-Asia
Perishables Pacific

i-..—'

B Strong shift to ocean [__] Moderate shift to ocean [__| No significant shift [._] Moderate shift to air [__] Strong shift to air

While perishables have largely shifted to Ocean over the past decade (according to
trade data analysis), forwarders do not expect this trend to continue

. Source: IATA & Seabury survey of industry
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ll What factors will be driving mode shift?

Industry believes transportation cost has been and will remain the number one factor;
shippers and forwarders alike place reliability and environment next in importance

What factors have caused/will cause a mode shift to ocean?
Relative importance?

Shippers Forwarders Examples/insights
Transportation 86% 90% Difference between air & sea freight rates
cost 100% 100% remains the most important factor
49% 62% Ocean services have become more reliable;
Reliability o air freight security measures are perceived
66% as being complex
42% 53% Growing importance of sea freight being
Environment o perceived as more environmentally
60% responsible
36% 27% Air freight operations are perceived as more
Operations risky and may generate bottlenecks
(shippers)
Production 2004 61% Impact of product factories shifting locations
. 0 and less supply chain disruptions (mostly
supply chain e forwarders)

Change in nature |20% 48% Product life cycles are maturing (mostly
of shipped goods a [IPast Il Future forwarders)

Transportation cost remains the primary deciding factor, for both shippers and forwarders

1) Based on ranking of multiple factors
-~ Source: IATA & Seabury survey of industry
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Bl What does the industry need to do?

While shippers would like to focus attention on air freight rates, forwarders require
improvements in terms of fuel efficiency, reliability and use of e-communication

What does the air cargo industry need to achieve in order to stop shift towards ocean trade?

% of responses?

B shippers
I:l Forwarders

14%

0
7% 6%

1%

22%
15%
14% 14%
0
= _— 12%0 11% 11%
> 10% °
7%
Decrease air Offer Be closer to Offer Improve Improve  Offer better
freight rates better/more  shippers multimodal sustainability operational quality
air freight and their solutions  through fuel reliability air freight
products requirements including air  efficiency capacity

1) Note: respondents were able to select more than one response
. Source: IATA & Seabury survey of industry
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ll Mode shift: what the industry says...

Shippers and forwarders point at development areas that could potentially limit the impact of

mode shift in the future

Transportation cost

Key is to reduce the cost
of air freight along the
supply chain end to end

Reliability

— <

From our perspective,
the key is cost. As long
as the lead time allows it,
we will leverage ocean
over air.

Improve d-t-d transit
time...Still average of 6
days for 20 years.

Offer better temperature
control and ensure
everyone is on the same
page (from operations
managers down to
ground handlers).

V

T

=

Supply Chain

Regulations

There is a shift also in
"close sourcing". A recent
change in production
location for a mobile
phone company will
impact the need for air
freight by over 40%.

More long-term planning
with longer fixed period
[on the question: what
factors, other than mode
shift, may explain a
stronger growth in Ocean]

If the security regulations
become stricter in future,
this could increase shift
from air to ocean.

IATA should regulate the
fuel surcharge as there is
no rule and airlines are
imposing surcharges in

ey

L=

™

total opacity

Forwarders

Shippers

Transportation cost is key, but there is more to it...

Extracts from shippers and forwarders feedback

Source: IATA & Seabury survey of industry
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IATA

Summary

Air freight has lost ground to Ocean as the “market share” of air has dropped from ~3% of
total international containerized trade in 2000 to ~1.7% in 2013

Mode shift is responsible for a third of the loss in air share, representing a shift of ~5.4
million tonnes over 13 years (more than 7x the cargo handled at LAX airport every year)

- Without this modal shift, average air freight growth could have been 4.5% instead of 2.6% (e.g.
roughly 2 points higher per year on average)

Mode shift has intensified post-2010 recovery, although the phenomenon is not new; in
reality, air cargo has steadily shifted to Ocean from 2000 onwards (and perhaps before)

Fresh foods have been affected the most, but fashion, high-tech and machinery parts also
experienced significant shifts to Ocean; trade lanes from Asia have been hit hardest

Mode shift will not end, as air freight shippers and forwarders expect a moderate
continuation of this trend; automotive and electronics to be the most impacted industries

Even though transportation cost will remain the main deciding factor for both shippers and
forwarders, reliability and environmental considerations play an important role as well

Mode shift is real and is expected to continue in the next years;
iIndustry needs to act if it wants to limit or even reverse the trend
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Il Contact details

For more information, please contact...

Gert-Jan Jansen

Executive Director

Seabury Cargo Advisory

E-mail: gjansen@seaburygroup.com
Cell: +31 61 472 0407

Phone: +31 20 880 4209

Fax: +31 20 890 8620

Website: www.seaburygroup.com
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