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With the global economy seeming to be in better shape than for many years, it would seem a good
point at which to examine prospects for the global logistics industry. Economics and logistics

output are, of course, inextricably linked.

Economists believe that emerging markets will continue to grow faster than developed economies
throughout the rest of the year. However, the performance of the Western world will improve in 2014
while emerging market growth will not be quite as impressive as it has been.

e As of January 2014, the IMF forecasts global growth of 3.7% in 2014, mainly on account of
recoveries in advanced economies. 2013 global growth was 3.0%.

e The IMF says growth in the US will be 2.8% in 2014, up from 1.9% in 2013.

e The Euro area recorded negative growth of -0.4% in 2013. Growth of 1.0% is anticipated in
2014.

e Chinese growth in 2013 was 7.7%. It is predicted to slow to 7.5% in 2014.

e India’s growth was 4.4% in 2013. Its economy is expected to grow by 5.4% in 2014.

e Japan’s economy grew by 1.7% in 2013. The same growth rate is forecast for 2014.

e UK growth was 1.7% in 2013. Higher growth of 2.4% is predicted for 2014.

Economic Growth Situation

9.0%
8.0%

7.0%
/

oo / === \NOrld Output

= e / ==nited States
x 0% / —_— Euro Area
g 0% \ — China
/ '
E 2.0% India
O 10% / e ——— e JAPAN
0.0% e ‘ ‘ United Kingdom
-1.00202 2013 2014 (f) 2015 ()
-2.0%
Year

© February 2014 Transport Intelligence Ltd




Ii

Transport Intelligence

,_\

—— - How will logistics benefit from the economic upturn?

Economic Growth Situation

2012 2013 2014 (f) 2015 (f)
World Output 3.1% 3.0% 3.7% 3.9%
United States 2.8% 1.9% 2.8% 3.0%
Euro Area -0.7% -0.4% 1.0% 1.4%
China 7.7% 7.7% 7.5% 7.3%
India 3.2% 4.4% 5.4% 6.4%
Japan 1.4% 1.7% 1.7% 1.0%
United Kingdom 0.3% 1.7% 2.4% 2.2%
Source: IMF

As economic output will impact positively on the volume of freight being moved — and this will improve
profitability in many sectors where capacity and demand are in some sort of alignment — this is good
news for logistics companies. The shipping and air cargo sectors are special cases, where structural
reforms will be needed to benefit from these improving underlying trends. The return to growth of the
Eurozone could possibly have the biggest effect with the European road freight sector having most to
gain.

Looking at international trade, global volumes stagnated in 2013 although a significant rebound is
expected in 2014. Perhaps the most telling statistic is the predicted sharp rise in developed countries’
imports in 2014, reflecting general economic recovery in the Western world.

e WTO expects total merchandise trade growth to be 2.5% in 2013. It is forecast to rise to 4.5%
in 2014.

e Developed economies’ exports forecast to grow by 1.5% in 2013 and 2.8% in 2014. Developing
economies’ exports forecast to grow by 3.6% in 2013 and 6.3% in 2014.

e Developed economies’ imports forecast to grow by -0.1% in 2013 and 3.2% in 2014. Developing
economies’ imports forecast to grow by 5.8% in 2013 and 6.2% in 2014.
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World Trade Situation
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World Trade Situation

2011 2012 2013 (f) 2014 (f)
Developing Economies’ Imports 8.1% 4.9% 5.8% 6.2%
Developing Economies’ Exports 5.9% 3.8% 3.6% 6.3%
Global Merchandise Trade 5.4% 2.3% 2.5% 4.5%
Developed Economies’ Exports 5.1% 1.1% 1.5% 2.8%
Developed Economies’ Imports 3.2% 0.0% -0.1% 3.2%
Source: WTO

From these figures it can be seen that the GDP/trade multiplier has, at least temporarily, disappeared.
In the past there had been an established correlation between the increase in GDP output and growth
in trade. As we have seen, though, the IMF estimated economic output in 2013 to be 3% whilst trade
grew at just 2.5%. One probable reason for this is the change in emphasis of investment decisions which
have been focused on domestic growth rather than on international. China, for example, has invested
heavily in its domestic economy (infrastructure for example) in order to maintain economic output at its
7.5% target.

There are three major fronts on which trade liberalisation may move forward in the near future:

1. The Trans-Pacific Partnership (TPP), under negotiation since 2005, aims to reduce non-tariff
barriers such as import quotas and other regulation. It involves 12 countries, which include the
United States and Japan, but not China. The deal should be concluded in 2014.
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2. The Trans-Atlantic Trade and Investment Partnership (TTIP) between the United States and the
EU also aims to reduce non-tariff barriers and harmonise regulation. Leaders hope to be close
to the finish line by the end of 2014, with a deal hopefully finalised in 2015.

3. Perhaps most significantly of all, the multilateral trade deal agreed in Bali in December 2013,
which was the result of 12 years of negotiation since the “Doha round” began in 2001, will reduce
tariffs and other trade barriers. According to The Economist, “The trade-facilitation measures
agreed in Bali could cut the cost of shipping goods around the world by more than 10%, by one
estimate, raising global output by over $400bn a year, with benefits flowing disproportionately
to poorer countries.”

One issue which may well worry logistics companies in the developing world is the effect of the US
Federal Reserve tightening monetary policy in 2014. The Fed scaled back its quantitative easing
programme from $85bn in December 2013 to $75bn in January 2013, and it will eventually decline to
nothing by the end of 2014. Interest rates may also rise in the year. As rates of return improve in the
US, investors will increasingly come back.

As demand for emerging market currencies falls and demand for US dollars increases, emerging market
currencies will lose value while the US dollar will gain. This should make emerging market exports
cheaper but they will have to pay more for imports, so we expect global trade patterns to adjust to this

policy.

The expectation of monetary tightening arriving in 2014 has been blamed for a number of emerging
market currencies depreciating in 2013. For example, the Indian rupee hit a record low in 2013, while
the South African rand and Brazilian real hit four-year lows against the dollar in 2013. Almost all Asian
economies have experienced sharp depreciation in 2013, with the major exception of China.

Many emerging markets have responded by increasing their own interest rates in an attempt to prevent
capital from flowing back to the US and preserving the value of their currency. Higher interest rates in
emerging economies are likely to slow down their overall economic growth. The difficulty as always is
knowing by how much emerging market currencies will depreciate, and how much their overall growth
will be affected.
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Currency Depreciation in Selected Emerging Markets
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The most likely outcome would seem to be a return to the trade pattern established in the 2000s. A
strong economy in the US will start sucking in imports from China and Asia, aided by a strong currency.
The situation in Europe is not so clear as although the UK is seeing strong growth and the Eurozone is
recovering, economies are more fragile and it is doubtful whether currencies will strengthen.

There is also the question of near-sourcing, which is exciting many politicians with the tantalising
prospect of manufacturing jobs returning to developed economies. This will rely on increasing input
costs in Asia tipping the balance in favour of production closer to home. Two of the main cost categories
are transport and labour.

Transport rates, such as shipping and air cargo, are still floundering due to systemic over capacity in
the industry. On top of this oil prices are relatively stable, or even on the slide. The oil price has tended
to stay in the region of $100 to $120 a barrel since about mid-2011, with varying degrees of volatility in
2011, 2012 and 2013. The IMF states that oil prices fell by 0.9% in 2013. It predicts they will fall by 0.3%
in 2014. However as usual, the major issue for 2014 will be volatility and this is very hard to predict.
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On the other hand, China will continue to experience rising labour costs in 2014 and this will make
sourcing decisions finely balanced.
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Conclusion

2014 is set to be a very good one for the logistics sector, with the possible exception of the air cargo
operators and shipping lines. Overwhelming supply side issues will need to be addressed before they
can benefit from the demand-side upturn. For freight forwarders we may see a ‘golden year’ with rates
still low but volumes increasing. Stronger consumer sentiment in the US and Europe will benefit
downstream distribution companies and the continued rise of e-commerce will drive forward express
parcels carriers. Tapering of quantitative easing policies will inevitably affect developing economies, but
they will also benefit from strengthening demand in the developed world. In Asia, Japan’s return to
growth will have a major impact on the prospects of its neighbours.

Further Information

If you are interested in learning more about emerging market growth specifically please visit: Agility
Emerging Markets Logistics Index 2014

For further information please do not hesitate to contact Sarah Smith.

E: ssmith@transportintelligence.com
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About Transport Intelligence

Ti is one of the world’s leading providers of expert research and analysis dedicated to the global logistics
industry. Utilising the expertise of professionals with many years experience in the mail, express and
logistics industry, Transport Intelligence has developed a range of market leading web-based products,
reports, profiles and services used by all the world’s leading logistics suppliers, consultancies and banks
as well as many users of logistics services.

Transport Intelligence products and services include:

e Ti's news and analysis briefing service, Logistics Briefing

e Exclusive access to Ti's extensive research output through the ground breaking Global Supply
Chain Intelligence portal www.gscintell.com

e Dedicated research through Ti Consulting

e Monitor the latest trends and trade data through the Ti Dashboard and Ti’s range of Logistics
Monitors

e Industry leading research reports including trend analysis, market sizing, market share,
forecasting and ranking across global logistics markets

¢ In-depth intelligence on the world's leading logistics providers through Supply Chain Leaders
Intelligence

e Ti Conferences and seminars — www.ticonferences.com

e Executive Recruitment in partnership with Hanover Fox International

All rights reserved. No part of this publication may be reproduced in any material form including
photocopying or storing it by electronic means without the written permission of the copyright owner,
Transport Intelligence Limited.

This report is based upon factual information obtained from a number of sources. Whilst every effort is
made to ensure that the information is accurate, Transport Intelligence Limited accepts no responsibility
for any loss or damage caused by reliance upon the information in this report

© February 2014 Transport Intelligence Ltd



http://www.gscintell.com/
http://www.transportintelligence.com/consultancy/
http://www.transportintelligence.com/dashboard
http://www.transportintelligence.com/logistics-monitors/
http://www.transportintelligence.com/logistics-monitors/
http://www.transportintelligence.com/market_reports/
http://www.supplychainleaders.com/
http://www.supplychainleaders.com/
http://www.ticonferences.com/

