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Editorial

Think Supply Chain!

ecent developments in international trade give rise to two fairly clear
Robservations. First of all, the good old model of comparative advantages
has seriously been brought into question, giving way to new determinants of
trade. For example, why do only 5 to 10 percent of a country's companies
account for 95 percent of exports? What role does the network formed by
companies and human and social capital play? Why does a T-shirt exported
from Japan to the United States cost 30 times more than a Filipino T-shirt sold
in the United States? Which countries supply components for an iPhone made
in China? What role can a state play in industrial policy when other countries
benefit even more from the resulting demand? All of these concerns —
granularity, heterogeneity, differentiation by quality, cluster effect, and cost
efficiency of public competitiveness policies — are at the heart of the new
global trade order.
Itis also important to note that the successive waves of liberalization and the
more or less successful attempts at free-trade zones,— which once promised
inclusive growth and less volatility, have been particularly unsettled. The many
post-crisis protectionist measures, the disruptions to supply chains, and the
crises imported from one block to another are some of the reasons for
measuring how much the changing regionalization affects sectoral trade and
the very structure of the industry . At the latest World Economic Forum, the
World Bank explained that supporting supply chains could contribute six
times more to the growth and momentum of global trade than simply
reducing tariff barriers.
And itis about time. Two years ago, we analyzed the upheaval in sectors
following the 2010 stimulus measures: the rise of Brazil in the food industry,
the confirmation of Asia's supremacy in technological goods, the advantage
enjoyed by industrialized countries thanks to chemicals and pharmaceuticals,
and the nearly complete relocation of automotive production and
consumption to emerging countries. This special report provides an update of
the underlying trends in global trade, beyond headline data, and seeks to
identify new risks and opportunities for sectoral routes. Ludovic Subran
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hat has changed,

GIObﬂl irude us gr0W1h engine: Between 2000 and 2012 average growth in
R R global trade outpaced that in GDP by 3 per-
+7%in 2013 and +11%in 2014

centage points. Over the course of the past
decade, the increase in exports benefited econo-
mic growth and companies’ turnover. Foreign
trade is expected to continue to increase at a faster
rate than growth, which is forecast to recover gra-
dually (+7%in 2013 then+11%in 2014 for trade in
value terms, compared with +5%in 2013 followed
by +8% in 2014 for nominal GDP). This will be
25| in% something of a godsend for those countries that
have run out of steam, in particular in Europe
(where economies have been dragged down by a
15 domestic demand shock). In real terms, global
10 trade will increase by +4.1% in 2013 (compared
with GDP growth of +2.5%), followed by +5.9% in
2014 (+3.2% for GDP).

» Annual growth in GDP and world trade
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Sources: IHS Global Insight, Euler Hermes forecasts
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» Opennessis likely to be twice as beneficial for
emerging countries as for developed countries:
Growth outlets and catch-up effects?

While it does not constitute a hedge against
economic crises, all countries have understood that
openness to trade provides a source of wealth, as
reflected by the increase in growth rates in value
added in the geographical regions most open to
foreign trade. The proliferation of free trade zones is
the political manifestation of this awareness.
Globally, this phenomenon has provided crucial new
growth drivers to some zones and, in others, has
paved the way for convergence with the world's
traditional developed economies. Between 2001 and
2011, emerging economies posted the highest
increases in GDP and trade openness ratios. Over this
period, the annual nominal GDP growth ratein
emerging countries was 13%, coupled with an
openness ratio (foreign trade/GDP) of 53%. For
developed regions, GDP growth was 5% foran
openness ratio of 42%.

» Proportionally, IT equipment companies
export seven times more of turnover than agri-
food companies

With varying scope and rates, this link is corroborated
by the different sectors of activity under study. The
electronic components, IT equipment and, to a lesser
extent, automotive components sectors were the
forerunners in the paradigm shift to outsourcing.
The share of exports in sector turnover for electronic

components was already 47%in 2000, slightly ahead
of the automotive components sector (40%), while it
was 80% for IT equipment. For car manufacturers
and the pharmaceuticals industry, the challenge is to
find growth outlets in new zones of consumption. By
all appearances, the agri-food industry has
understood the potential benefits it could reap by
reducing its relative shortfall in exports and taking
advantage of emerging middle classes’ recent
appetite for high-end food products, but the share of
exports in this sector remains far below that of other
sectors (around 13%).

Share of exports in turnover by sector

2000-2012 average

Automotive components (40%)

Pharmaceuticals (41%)
Electronics components (51%)

Automobiles (36%)
Chemicals(39%)
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Openness to trade and growth in value added by sector

4%

2%

Average annual growth rate of value added

0%

Sources: IHS Global Insight, Euler Hermes forecasts
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Pharmaceuticals
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Average annual growth rate of trade 2000-2012 (import + export)

» Sectoral emergence: What is it?

Three groups of sectors can be distinguished by their
degree of openness: the traditional globalization
battlers (IT equipment, electronic components), the
champions of openness (chemicals-
pharmaceuticals) and those with high growth rates
invalue added that in particular stand to benefit from
greater openness (agri-food industry and car makers
and component manufacturers).

» Building blocs: Centers of gravity and kinship
inintra-regional trade

Intra-zone trade, often involving areas of
geographical proximity and formed around one

Change in infra-regional trade

EUROPE Western Europe
North America 16
Africa
AMERICA

E_

Latin America

Sources: Chelem, Euler Hermes

Middle East

16%

country providing the center of gravity, have spread
to nearby regions, such as in the case of China and
Thailand, or Russia and the Czech Republic. The
relocation of production closer to new, more
dynamic zones of consumption has been clearin the
automotive, electronic components and IT
equipment sectors. This phenomenon has also seen
the addition of the chemicals sector in Asia. Such
regional pre-eminence is structural in the agri-food
sector. For specific reasons, this phenomenon is yet
to be seen in the pharmaceuticals sector, although
things could change rapidly under the impulse of
locally-produced generic drugs. The proliferation of
regional partnerships coupled with increased

between 2000 and 2012
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ASEAN China
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protectionist measures is consistent with this
regionalization of trade flows.

P Success story: Asia, more than three quarters
of turnover in IT-related sectors

Asia has asserted itself in a number of sectors, such
as electronic components and IT equipment, where
itis the source of 74% and 78% of global turnover
respectively in these sectors, but also in automotive
components (60% of global turnover).

» Obstacles specific to each sector and each
industry persist...

Forexample, the oil price has a directimpact on
transport costs, a sector which absorbs 62% of global
oil production. The automotive sector is suffering
from increasing protectionism and specificities,
which complicate the structuring of global industries.
The agri-food sector suffers from structural
constraints, in particular portinfrastructure. In
pharmaceuticals, development in trade flows is at the

Main supply chains

6%
2%,

North
Ameri

47%
67%

I T equipment

I Electronic
components

in % of supply

Sources: ITC, Euler Hermes
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behest of health funding systems and generic drugs,
of which around 75% are produced in emerging
countries.

»...and nascent aversion in the face of a
worrying super-dependence

The rise of protectionist measures bears witness to a
certain malaise with respect to the
interconnectedness of economies and industries.
Shockwave transmission channels have increased,
globalized supply chains create situations of
reciprocal dependence that lend themselves to the
contagion of problems regardless of where they arise
and,in 2012, the fallin demand in developed
countries was felt across the growth rates of
emerging countries. Adisruption or a delay in the
supply of an electronic component can disturb a
production chain on the other side of the planet, as
witnessed when the interruption of deliveries of
electronic components produced inJapan (tsunami
effect) delayed global deliveries of diesel vehicles in
2011.The plastics chemicals sector is dependent on

for electronic components and IT equipment

7%

53%
48% 26%
32%
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the volumes and prices of its oil supply, 22% of which
is produced in the Middle East. Similarly, the agri-
food industry is dependent on production locations
of basic agricultural products and weather
conditions.

» The next international trade routes: Where to
go and how to get there?

International trade contains opportunities for
development, on condition that they are
accompanied by financing and protection. There is
potential for additional demand in many countries,
fuelled by growing needs in terms of volumes and
rising wealth levels. Emerging countries clearly form
the cornerstone of this favorable process for growth
ininternational trade, reinforced by the high
proportion of recently-signed trade agreements.
Similarly, efforts made in infrastructure construction
—an essential stepping stone in the development of
trade flows —make it possible to identify the
countries that present the greatest opportunities.
The inset summarizes this proxy for foreign trade
potential. In fact, these opportunities will only
crystallize if they are accompanied by financing and
praotection. Short-term bank credit is essential,
playing arole in around 80% of international trade
credit. It also needs to be supplemented by hedging
against political and trade risks. In addition, credit
insurance to assist the healthy management of
receivables —including internationally —appears
crucial in a changing environment with insufficient
knowledge of the ins and outs of destination
markets, which are more geographically and
culturally (business environment) removed and
sometimes present volatile economic dynamics.
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» The “Next 18", (new) demand potential?
China stands out when looking for the countries that
will provide additional demand. Chinese growth in
imports is expected to reach nearly +10.5%, driven by
population growth, infrastructural development,
positive wealth effects and urbanization, in addition
to new demand (in product sophistication, for
example). Countries such as Ecuador (+3%) or
Ghana (+5%) also appear as promising markets that
often fall under the radar. By contrast, countries’
positioning to capture this demand varies
considerably depending on determinants such as
connectedness, logistics, and the nature of their
exports. (Almost) at the head of the pack, confirming
its pivotal position in global trade, our estimates
show that China’s exports can be expected to
increase by nearly +12.4%. Nevertheless, Thailand
sits one above, with +14%. Outside of Asia, Turkey
and Brazil remain in pole position, suggesting that
the emerging countries already pinpointed in the
early 2000s still have good years ahead of them,
despite the advent of regional crises such as the
confidence crisis currently besetting one of their
leading export markets: Europe.

» From the silk road to the chemicals and
carroad

Featuring at the top of the list among the sectors with
high potential growth ininternational trade in value
terms is the chemicals industry, with +21% growth to
be capturedin 2015 versus 2012, an increase which
represents nearly USD 390 billion. Next come
automotive manufacturers, (+22%, USD 168 billion).
These industries form the top two for different
reasons. Within chemicals, for example, plastics

The must go countries

Import growth forecast 2012-2015

Import needs

—

Austria
Sweden
Denmark
South Africa
Ireland
Ukraine

United States
Germany
Japan
France
United Kingdom
Italy
Netherlands
Canada

Spain

Mexico

Romania
Israel
Slovenia
Panama
Guatemala
Uruguay
Botswana

Belgium
Switzerland
Poland

Source: Euler Hermes

China

India

Singapore

Russian Federation
Turkey

United Arab Emirates
Indonesia

Vietnam

Slovak Republic

<

Argentina
Nigeria
Colombia
Peru
Angola
Kuwait
Ecuador
Oman
Ghana

I High performance
[0 Intermediate performance
Low performance

Economic performance

China
Vietnam 8.8%
Indonesia _ 8.6%
incia [ =%
angola | 7 3%
Nigeria NN 6%
Turkey (I ©. '
Russian Federation NN s 5%
Argentina _ 5.8%
Colombia N .7
singapore N 5 %
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United Arab Emirates RN 2%
Kuwait I 5.5
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chana IR 5 0%
Slovak Republic _ 5.0%
Ecuador _ 3.0%

Sources: World Bank, IMF, IHS Global Insight, Euler Hermes forecasts
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Regional demand potentials

Sources: IHS Global Insight, Euler Hermes forecasts

by sector between 2012 and 2015
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I Agri-food potential
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manufacturing and fertilizers representan
unprecedented windfall both for already-
industrialized countries and emerging countries.
Africa and also southern Asia surprise by the place
they occupy in terms of additional demand and
therefore natural opportunity gains for the sector.
Beyond old continents, car manufacturers, mainly
luxury brands, which are often preceded by
component manufacturers, have fine days ahead in
Latin America. Turning to intermediate potential, the
agri-food sector (+10%, USD 73 billion) reinforces its
singularity. Trends in this sector are important
because, beyond the opportunity in pure numbers, it
is a privileged witness and a leading indicator of
structural changes in household consumption
behavior, such as strains in the commodity market,
which are two determinants to consider in the
content of global trade flows. ]

Growth inimport potential by sector
in 2015 compared to 2012

inBn USD and %2015-2012

Chemicals
Automobiles LR +22%
Agri-food

Automotive components CER +15%
Electronic components

Pharmaceuticals

IT equipment
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Instruments to support and finance trade

Categories Products

Economic Outlook no. 1192 |February 2013 | Special Report | Trade Routes

Description

Transaction on open account (or client ac-
count) with deferred payment

Inter-firm
financing

Contract established between exporter and importer without third-party involvement. One of the two parties (generally the
exporter) provides a credit to the other by accepting a deferred payment (usually from 30 to 90 days).

Credit for investment in capital

Medium-term financing of production means (e.g. machinery).

Credit for financing current capital

Traditional

Short-term financing to cover day-to-day costs including payments for suppliers, production, transportation, risk of late pay-
ment, exchange-rate fluctuations, etc.

bank financing

Pre-export financing

Similar to financing of current capital, but the bank receives interest on the goods transported and a direct payment
from the importer. Used for commodities

Letter of credit or
documentary credit

A letter of credit is a bank guarantee to pay a specific amount to a supplier of a good or a service upon receipt of
documentation confirming that merchandise has been shipped or services rendered. The goal of these documents is

to provide proof of proper execution of the exporter’s obligations. The bank then forwards the documents to the importer
in order for the importer to be able to take possession of the merchandise.

Supplier credit

Payment and
liquidity
mechanisms

Financing that allows the buyer to delay payment of imports of good and services. It is extended by the seller whose bank
discounts the credit as goods are sent.

Buyer credit

Term financing to provide liquid payment to supplier.

Countertrade

Provides liquidity (in particular access to foreign exchange market) to facilitate an exchange for equivalent merchandise
(barter, buyback, counter purchase).

Factoring
and forfaiting

Factoring is a financial service where invoices or accounts receivables are purchased from an exporter at a discount,
with the buyer assuming the risk of non-payment.
Forfaiting is similar to factoring but applies to exporters of capital goods and commaodities with very long credit cycles.

Advanced payment guarantee

Protection (insurance) provided to the buyer when the seller mobilizes a credit claim. The amount is generally the same
and is refundable on demand.

Performance guarantee

Risk

Insurance provided to the buyer, refundable in the event the seller fails to meet obligations (compensates for financing
costs, new call for tenders, etc.).

management Refund guarantees

Insurance provided to the buyer when payment must be made during the seller's production phase. Refundable in the event
of not-delivery.

Hedging

Insurance (via a financial instrument provided by a bank) to mitigate market risks, including currency risk, interest rate risk
and commodity price risk.

Export insurance

Insurance for exporters against all types of risks: non-payment, exchange rate fluctuations, political risk, etc.

Export
Guarantee/Insu-
rance

Export guarantee

Instrument to protect banks that provide trade credit instruments. Facilitates bank financing of certain export companies
(for example SMEs that lack sufficient track records).
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When the playing field becomes the world:
Restructurings, new developments
and a new order

. Annual gI’OWTh in GDP and glOb(]l trade n this chapter we explore new potential in sec-
I tors, countries or regions proffered by global
- trade. Opening the door to distant horizons, the

focus on exports as a driver of growth has created

20 . . .
new global value chains and a clear increase in

15 wealth.
10
-I -I Well beyond a mere pas de deux
° o 1 between GDP growth and growth
0 7 ininternational trade, new sectoral
dynamics have emerged

» Global trade and GDP are progressing

5 together. In a near future, the soundness of
international trade appears to be boosting the
-20 e— World trade
— o recovery
-25 1
0] 02 03 04 05 06 07 08 09 10 11 12e 13f 14f Since 2001, GDP and global trade cycles have been

relatively in sync, with two peaksin 2004 and 2007

EEE
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Sources: IHS Global Insight, Euler Hermes forecasts
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respectively, and three cycle troughs in 2001,2009
and 2012.On average between 2001 and 2012,
growth in global trade was higher (+10%) than thatin
GDP (+7%), and in absolute terms the former grew
threefold between 2001 and 2011 (GDP doubled).
The magnitude of these fluctuations has also been
much larger in the case of global trade, which fell from
+15%in 2008 to -22% en 2009, versus +10% and -5%
for GDP.In 2013 and 2014, with respective increases
in global trade of 7% and 11% on the one hand, and
GDP growth of 5% and 8% on the other hand, the
growth differential observed over the long term looks
settostay.

» This correlation is even more interesting
when we look at growth in turnover per sector
Driven by the sophistication of production processes,
international trade has grown faster than economic
growth. For companies, this translates into an increase
in the share of exports in their total revenue. This
trend however has not been uniform over all sectors
and geographical regions between 2000 and 2012.
While foreign trade in the electronic components,
pharmaceuticals and chemicals sectors seems to
barely affect sales, this dynamicis clearin the IT
equipment and automotive component sectors.

» Exports in the electronic components sector,
animportant long-term factor, have stabilized
Exports in the electronic components sector
represent around 60% of sales, in a market presenting
long-term structural growth. The effects of the crisis
have quickly dissipated. Although the sector was
affected by a slowdown in activity in 2008 and 2011, it
was quick to bounce back after the crisisand regain its
former pace of internationalization. Electronic
components are omnipresent in business and
household goods. Its natural markets are IT and
telecommunications equipment (45%) and

consumer audio and video equipment (20%). The
aerospace and defense (7%), automotive (8%), and
industrial and medical (18%) sectors are adding to its
growth, making electronic components a primary
commodity for many industries. This will contribute to
the continued growth of the share of exports in this
sector's turnover.

Growth in turnover and international trade by sector

Economic Outlook no. 1192 |February 2013 | Special Report | Trade Routes

» Historically the privilege of developed
countries, exports in the pharmaceuticals sector
present global growth opportunities

The pharmaceuticals sector has long depended on
the quality of health insurance in developed countries.
New diseases and the relative population ageing in
developed countries have boosted activity in the
sector and fuelled the exports of large pharmaceutical
companies with the most cutting-edge investment in
R&D. The 2008-2009 economic crisis triggered
several budgetary crises in developed country welfare
states, which were forced to reduce their generosity in
the financing of health insurance schemes.

The slowing activity of pharmaceutical companiesin
developed countries was offset by growth outlets in
emerging countries with large and growing middle
classes. However, pharmaceutical companies have
been penalized by much weaker purchasing power
and they have favored competing generic
medications, which has fuelled deflationary pressures.
Looking out to 2015, reaching the emerging middle
classes in the emerged countries remains crucial to
the growth of the large global pharmaceutical
companies. Nevertheless, the opening up of such
markets is unlikely to accelerate: first, because
emerged countries are also faced with decisions on
how to finance their healthcare spending. They prefer
efficientand cheap medication; second, because the
healthcare authorities in developed countries
investigating the manufacturing standards of
imported medication are shining increasing light on
conflictsin manufacturing standards according to the
geographical location of the factories they visit.

Annual growth Electronics Pharma- . . ’ Automotive IT
. Chemicals Agri-food Automobiles .
Components  ceuticals components  Equipment
Turnover 4.2% 8.5% 9.7% 9.1% 8.0% 9% 4.5%
Exports 5.9% 13.3% 10.5% 8.9% 7.8% 8.4% 3.1%
Imports 6.3% 14% 10.8% 8.8% 7.6% 8.3% 2.5%

Sources: IHS Global Insight, Euler Hermes forecasts
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Share of export in turnover by sector

» The chemicals sector turns to exports in
search of growth, like its main markets the
automotive and construction sectors

Highly granular given its wide range of clients and
suppliers, the chemicals sector has long benefited
from healthy markets in developed countries as well
as from demand in emerging countries and, in
particular, Asia. The economic crisis in developed
countries from 2008 marked an abrupt slowdown for
the sector, which has yet to regain its pre-crisis levels
of activity. The chemicals sector has had to adapt:
move upmarket in matures regions to uphold prices
atthe expense of volumes; significantincrease in
investments over the past decade to increase capacity
in emerging countries in order to capture surging
local demand. The share of exportsin global turnover
in the chemicals sector could however slow by 2015.
The chemicals exports of developed countries are
faced with the recent slowdown in economic growth
in the Asia-Pacific region which, until now, had been
growing exponentially. The North American market
historically accounts for a substantial share of global
chemicals exports, and this was still the case in 2012
for European chemicals. The ongoing shale gas
revolution in the United States is changing the game.
In time (perhaps around 2020), the excess supply of
raw energy in the United States could even reverse the
direction of trade that until then will have favored the
Old Continent.

» Exports in the agriculture and agri-food
sectors remain small and volatile on the whole
The agriculture and food sectors are not very open
internationally. Exports amounted to around USD
1,300 billionin 2011, or around 7% of exports of
industrial goods. The 2008-2009 crisis marked a break
in the sector dynamic, which had seen exports
increase faster than turnover between 2000 and
2008. The sector had benefited from a double boost: a
growing middle class and a dietary transition towards

Sector 2000-2012 . 2013-2015
Min Year Max Year
average forecast

Electronic components 51% 45% 2001 57% 2012 61%
Pharmaceuticals 41% 27% 2000 49% 2009 40%
Chemicals 39% 34% 2000 43% 2007 39%
Agri-food 13% 11.3% 2012 14.2% 2008 11%
Automobiles 36% 31.3% 2012 42.3% 2008 32%
Automotive components 40% 34.8% 2012 46.5% 2005 34.5%

IT equipment 94% 73.9% 2012 116.7% 2006 70%

Sources: IHS Global Insight, Euler Hermes forecasts
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meat and dairy products, sugar, etc.,and asaresult, a
surge in demand for some commodities and
therefore a surge in their prices, excluding weather
and demographic effects. The post-recession period
has been more volatile, with significant price
fluctuations and a more erratic business climate.
When the environment has made it possible to do so,
countries that had previously been big importers have
reoriented local production to various degreesin
order to reduce dependence. Overall, this translates
into an easing of the shares of exports of these
products.

» Strategic changes have affected exports from
car manufacturers

Up until the 2008 crisis, exports in the automotive
sector increased faster than sales, primarily due to the
development of new markets in China, Brazil and
Russia. However, the burgeoning size of the latter —
particularly in China— justified substantial
investments in local production, thereby reducing
trade flows. In addition, the crisis led to the
implementation of protectionist measures (Brazil and
Russia), which further reduced trade to the benefit of
local investment. And finally, as for the traditional,
more open markets, they have either picked up but
not yet returned to their pre-crisis level (United
States), or have continued their post-2008 decline,
such as Europe, which s still languishing 20% below its
pre-crisis level. For economic and financial reasons,
the trend over coming years will remain a
concentration of production in consumption zones,
which will limit large-scale export activity.

» Anticipating strategic changes in the
automotive industry, component manufacturers
have favored exports

In the automotive industry, note that component
manufacturers had anticipated the strategy of
carmakers by investing in production zones. The share
of international trade in their sales started to decrease
in 2005. This focus in production zones remains the
strategy of all market players, as the decline in
international trade is set to continue over coming
years.

» Although the dynamicis slipping, the IT
equipment market remains export-driven

The IT equipment sector is an ideal export market. At
around 70% of turnover, exports sit head and
shoulders above the levels seen in other sectors.
However, the characteristics and the behavior within
the IT equipment market make it a highly competitive
sector: it faces strong downward pressure on sales
prices. It also suffers from the effects of its maturity,

resembling more a replacement market — particularly
EENR
13
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in the most advanced-given that the technological
innovations that have defined its history are becoming
increasingly scarce. Sales growth of IT equipment is
increasingly found in production zones. As a
consequence, the contribution of exports to the
sector’s growth is losing strength and stabilizing at its
current level. We are witnessing a decline in the share
of exportsin sales, a sign of the cycle coming toan
end. Beyond 2015, this dynamic may be recaptured,
butitwill take place in new countries and new
continents.

-I When Asia become the factory for
o & the world

» Emerging countries have outperformed over
the past decade

An analysis of the evolution of market share gainsin
terms of global GDP and goods trade in terms of value
added shows that (i) developed economies remain
leaders, but (ii) their performance relative to
emerging economies is slowing. Whereas they
accounted for nearly three quarters of global GDP in
2001 (80% of global trade), developed economies
now account for only 60% of global GDP (60% of global
trade).

Regional market share index for worlwide trade
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» By geographical region, Asia-Pacific has
become the second-largest trade area in terms
ofits share in global trade

Whereas it represented only 25% of global trade in
2001, behind the America (26%) and Europe (43%),
Asia-Pacific accounted for nearly 32% of global trade
atend-2011, compared with 20% for the Americas
and 40% for Europe. This outperformance is explained
by the dynamism of ASEAN-China or ACFTA (ASEAN-
China Free Trade Agreement). Indeed, ACFTA is the
region that has recorded the greatest growth in terms
of trade and economic activity, with fivefold increase
in these two indicators over the period. Hot on its
heels come the Middle East and Eastern Europe,
where GDP has increased fourfold and trade fivefold.
The weakest performances were in Western Europe,
where GDP and trade have “only” doubled.

» Asia has taken the lead in IT equipment
exports

During the past decade, Asia has filled the void left by
North America and Western Europe in the IT
equipment manufacturing industry, for consumer
products in particular. Conversely, from a modest
starting point (less than 2% market share in 2000),
Latin America has tracked at the same pace as the rest
of the world. The other geographical regions, which
are marginal in terms of market shares, have reported
growth rates of between 7% and 10%.

» Asia has also consolidated its dominant
position in the electronic components sector
Asia now controls close to three quarters of the global
market for electronic components. To a lesser extent,
Eastern Europe has also been successful and has
doubled its market share, although this market share
is still not very significant. By contrast, North America
and Western Europe have lost market shares.

The underperformance of the Middle East, despite
having a well-developed electronics industry, stems
from the fact that the region was particularly affected
by the bursting of the internet bubble in the early
2000s.

» In short time, Asia has become world leaderin
automotive component manufacturing

Growth in activity and offshoring of production have
been particularly noticeable in the case of automotive
component manufacturers. Asia now accounts for
60% of world turnover for automotive suppliers. As
has been the case with car manufacturers, the two
regions to have given up most ground are North
America and Western Europe, where growth has been
sluggish and production costs have become hard to
bearin anindustry tagged as deflationary: ever-
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Asia, horn of plenty

increasing equipment for comfortand safety at
sluggish growth in car sales prices.

» Asian car manufacturers have also gained
market shares

In the automotive manufacturing sector, activity has
shifted to Asia, which now represents close to 43% of
world turnover, with certain heavyweights — China,
Japan and South Korea — alone representing close to
90% of turnover in Asia-Pacific. Growth in Eastern
Europe stems mostly from outsourcing from Western
Europe. South America, on the other hand, has
benefited from growth in its domestic market.

The Middle East and Africa continue to have an
insignificant footprintin the car manufacturing sector.

» Asia has emerged over the past decade as the
new heavyweight in the chemicals sector

Asia now accounts for half of global chemicals
turnover, more at the expense of North America than
Western Europe. The substantial weight of the Asian
chemicals sector is a result of massive investments
from large Western chemicals players over the last
decade with a view to establishing themselves locally
and capturing this emerging demand. Faced with the
Asian steam roller, the European chemicals industry
has fared better than its American counterpart. The
former has benefited from a more rapid upmarket
shiftin production, which has allowed it to better
maintain prices and thus withstand deflationary
pressures.

Asia-Pacific Asia-Pacific Asia-Pacific Global
Share of initial ~ Share of initial average annual average annual

turnover turnover growth rate growth rate

2000 2012 2000-2012 2000-2012
Electronic components 51.9% 74.8% 7.4% 4.2%
Pharmaceuticals 30% 47.9% 13% 8.5%
Chemicals 31.7% 52.5% 14% 9.7%
Agri-food 27.5% 42.0% 12.6% 8.6%
Automobiles 32.3% 42.8% 10.1% 7.6%
Automotive components 26.3% 60% 16.3% 9.2%
IT equipment 47.7% 78.1% 8.8% 4.5%

Sources: IHS Global Insight, Euler Hermes forecasts
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» The European pharmaceuticals industry is
withstanding the inexorable rise in power of the
Asian juggernaut

Because itincludes Japan, which, although closed to
international competition, is too often forgotten as the
pharmaceutical sector's second-largest market after
the United States, the weight of Asia in the sector
should not be overstated. Growth rates in emerging
countries over the period may seem high, but they
started from a very low base level. Europe's
competitive advantage in the pharmaceuticals sector
remainsin force. It results from the technological
power of its leading players, which include five of the
top 10 global pharmaceutical companies when Swiss
companies Novartis and Roche are included.

» Combination of factors favorable to the rise of
Asia in the agri-food industry

The global mapping of the agri-food industry has
closely followed the progress of two parameters
during this period: the demographics and the
economic dynamics of each region. Thus, Asia has
drawn on this double dynamic to increase its weight in
the global agri-food industry. The structure of the agri-
food industry, comprising increasing consumption of
processed food products, reflects the progressin the
purchasing power of the middle classes. In the
absence of strong demographic and/or economic
growth drivers, the developed countries in North
American and Western Europe have not benefited

from the same momentum.
1 Some regions and sectors have
« <J emerged and grown richer

The opening up of international trade has favored
growth particularly in emerging countries and
free-trade zones.

» The opening up of international trade has
been a growth factor in each of the world's
regions

Allregionsin the world have benefited from the
opening up of their economy, whether they are
considered in economic terms (developed vs.
emerging), geographical terms (America, Europe,
Asia, Africa) or as the fruit of trade agreements
(European Union, GCC, Mercosur). This opening has
resulted in an accelerationin growth of close to 0.2
percentage points on average. The more open the
economies, the stronger the economic growth has
been. With a degree of openness of close to 71%on
average over the decade, ACFTA (ASEAN-China Free
Trade agreement) has been the best-performing
region (+17% on average). By contrast, NAFTA, with a
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degree of openness of 30%, has registered the
weakest performance.

» Emerging economies have benefited more
from the opening up than developed economies
Over the last decade, international trade has been
more beneficial to emerging economies. A “catching-
up” effect seems to have taken place. Economies with
the lowest life expectancies (measured as GDP per
capita) benefited most from the opening up (with
growth rates above +9%), more than those with the
highest life expectancies (globally below 9%). In other
words, the opening up has benefited economies but
itsimpact has been less significant for those with an
“economic” size close to that of North America.

» Trade zones have globally outperformed their
respective regions

At the least, trade agreements have allowed countries
to maximize the impact of trade liberalization at the
regional level. Also, “trade” regions have
outperformed their respective regions. The most
significant performance has been from the ACFTA,
achieving 7 percentage points more growth than the
Asia-Pacific region as a whole. The weakest
performances were recorded by North America and
the European Union, where trade zones almost
matched up with geographical regions.

Trade liberalization between 2001 and 2011 and growth rate by region
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» Beware however of the risks of contagion
However, in the aftermath of the 2008-2009
recession, the risks tied to too much or too rapid
liberalization became clear. In terms of growth, note
that some countries particularly open to international
trade were that much more vulnerablein 2012 to the
loss of vigor in neighboring regional blocks. For
example, emerging economies that had developed
close ties with the eurozone have been hit by a
substantial slowdown in growth, “imported” by
demand shocks in the countries that receive their
exports. Turkey, on the footsteps of Europe, and also
smaller open economies in Asia have seen their GDP
growth rates slump, directly in line with the
slowdowns observed in Europe. On the other hand,
certain economies less open to global trade have
managed to maintain substantial grown ratesin 2012
(Indonesia, for example), proving that while
interdependence is a precondition to structural
growth, it can also be unsettling economically.
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Exports and growth rates by country

Euler Hermes
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Openness to trade and growth in value added by sector
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» New developments and catch-ups are also
valid by sector

A comparative analysis of trade since 2000, measured
by average annual growth rates for exports and
imports, and of value added, measured by its average
annual growth rate, shows that not all sectors have
benefited to the same extent from this growth.
Despite significant efforts to increase trade, the
pharmaceuticals sector has not been able to
significantly grow its value added, while chemicals
have succeeded in this endeavor. With less effort in
terms of trade growth, the automotive and agri-food
industries performed well in terms of growth in value
added. Trade in the electronic components and IT
equipment sectors did not increase much, nor did
these sectors improve significantly their value added.

Historically globalized, highly
competitive

» The opening up of the electronic components
sector to international trade has benefited
emerging zones in terms of value added

At the global level, 6% of trade growth corresponds to
2% of growth in value added. The emerging regions
that have experienced the strongest trade growth
have also experienced the strongest growth in value
added. Whereas the most developed countries are no
longer able to keep their position in global trade, they
arealsolosing interms of growth in value added in the
electronic components sector. Emerging countries
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Openness to trade and growth in value added in the chemicals
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are pulling the world along, notably Eastern Europe
whose liberalization drive has been more recent but
also more profitable in terms of value added.

» Marked asymmetries in IT equipment
depending on the different regions

The global average (increase of +3.5% in trade and
+2%in value added) is dragged down by two regions:
Western Europe and North America are at the
opposite end of the scale from the other regions. In
fact, export growth in the sector has abandoned
these two regions (zero or even negative growth). By
contrast, emerging regions have seized those
markets and are able to generate slightly higher
growth rates in value added than those in electronic
components. Again, Eastern Europe and also Africa
are benefiting from their opening up.

m The champions of market
liberalization

» The international development of the
pharmaceuticals sector has benefited emerging
regions in value added terms

At the global level, 14% growth in pharmaceuticals
trade corresponds to a little less than 8% growth in its
value added. But two blocks stand out: on the one
hand, Eastern Europe, Asia and Middle East, which
are growing rapidly; on the other, developed
countries, Africa and Latin America. The
pharmaceuticals industry has long been the reserve
of developed countries that have concentrated both
medication sales and R&D. Large Western
pharmaceutical companies have taken advantage of
emerged countries'freshly solvent demand for
pharmaceuticals products. On the other hand, these
companies have suffered from the lower
productivity of their R&D and from the competing
supply of generic drugs with much less value added
than their patented medications.

20%
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» The chemicals sector breaks down into two
blocks:

North America and Western Europe on the one hand,
and emerging regions on the other. Compared with
other sectors, growth in trade in the chemicals sector
has always been high, with a minimum growth rate
in excess of 8% over the period in question. Mature
regions have seen growth in their trade penalized by
the difficulties encountered by some of the large
industries to which they supply, such as the
automotive industry forexample. Furthermore, the
principal playersin the Western chemicals industry
did not await this decade to invest massively in high-
growth regions. They now produce more locally,
while stillimproving the market positioning of their
products with a view to withstanding deflationary
pressures from their Asian competitors that offer
cheaper albeit more downmarket products.

Group 3 Fowed
toopen

» Trade growth in the automotive sector results
from growth in demand from emerging
countries, but also in large part from offshoring
mainly to the benefit of Eastern Europe, the
Western European market's leading new
manufacturing region

While the North American automotive industry may
consider the past 10 years as a lost decade, it has
regained growth and profitability over the past two
years on the back of major restructurings. Still, trade
has been concentrated within the region itself.
Western Europe is still lagging and has been facing a
declining market for several years. Even thoughiitis
growing, Africa remains largely insignificantin the
automotive sector, with the exception of South
Africa. South America is growing strongly and is
benefiting from vigorous domestic demand, while
the strong growth in Eastern Europe is a result of

Openness to trade and growth in value added in automobiles

Average annual growth rate of trade 2000-2012 (import + export)

Sources: IHS Global Insight, Euler Hermes forecasts
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offshoring from Western Europe, but still serves
demand mostly from Western Europe. Trade growth
emerges as a driver for the creation of value added
and therefore wealth. Automotive sector players with
a footprint throughout the various global markets
have posted growth and profits above their more
regional counterparts.

» The mapping of automotive component
manufacturers is fairly similar to that of car
manufacturers, with the exception of Asia which
is more open, with a focus being on lower labor
costs than in the producer countries

Japan, which has suffered from a strong appreciation
of its currency for several years, is the chief victim of
this trend. The position of North America illustrates
the crisis that this industry has endured over the past
decade, with car registrations in the American
market declining from 17.5 millionin 2005 to 10.5
millionin 2009. Many market players were in fact
forced to file for bankruptcy protection in order to
see through the necessary restructurings.

» In the agriculture and agri-food sectors, all
regions have contributed to growth in trade and
in the creation of value, although a two-speed
global “map" has taken shape between
developed countries (Western Europe and North
America) and emerging countries.

For the agriculture and agri-food sectors, growth in
trade seems to have contributed to the growthin
sector wealth, with near-identical increases during
the period under study. Sectoral trade has grown by
+8%, value added by +9%. These figures put the
agriculture and agri-food industries among the main
beneficiaries of globalization in terms of this twin
growth.

The regions that have positioned themselves on
these trade routes, whether through strategy or
opportunistically, and that have experienced the

Openness to trade and growth in value added for agri-food
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strongest growth in performances are also the
regions that have seen the most substantial
increases in value added in the sector (chiefamong
which Eastern Europe, Latin American and Asia). For
some, the dynamic of increase in trade/increase in
sectoral value added has been key to their economic
development. The regions considered to already be
mature have posted the smallest increases in trade,
resulting in less vigorous wealth creation. ]
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sshown above, global trade growth has been
Abenefited most regions and sectors, with dif-

ferent stories and results, some more tur-
bulent than others and some more or less consoli-
dated. Behind these successes, new developments
and catch-ups often lies the deployment of specific
strategies depending on the regions and sectors
that has formed today's strengths and weaknesses
in the international market. What are the limita-
tions of and weaknesses in international trade
growth today?

2 -I Reality check: Economic
o I interconnectedness as a factor of
volatility

» Regions are increasingly connected, driven by
increasingly regionalized trade flows. Inter-
regional trade ties have increased, but the logic
of dependence has gradually changed, giving
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Change in intra-regional trade
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way to greater autonomy on the part of
emerging economies. In addition to expanding
inter-regional trade, intra-regional trade has
also gathered pace

Trade agreements between emerging and
developed economies increased over the past
decade, but the pace slowed at the end of the periods
(+2 points between 2001 and 2007, +1 point since
2007). Nevertheless, emerging economies remain
very dependent on developed economies, with
volumes between the two representing over 50% of
the former’s total trade. However, this degree of
dependence is decreasing rapidly (-12 points
between 2001 and 2011). This follows in particular
the emergence of industry giants among these
regions, especially in Asia (China, Thailand), but also
in Eastern Europe (Russia, Czech Republic), that are
slowly overturning production patterns. The
dependence of developed regions on trade with
emerging countries remains slight (one third of
trade on average between 2001 and 2011), a
situation due in large part to the substantial amount
of intra-eurozone trade. The proximity of a trade
partner is a determining factor in international trade.
This gravity effect goes back to the fact that the
closer the economies are from one another, the
more likely they will trade among themselves. This
concept, which does not exclude geographical,
cultural or linguistic proximity, remains the
predominant variable. The last decade provides a
good illustration, with strong growth in intra-
geographical-regiontrade. The best performances
were found in emerging economies, which saw

growth in intra-regional trade of 19% compared with
7% for developed counties. ASEAN-China, Africa and
Eastern Europe saw their trade volumes more than
quadruple in the last decade. The expansion of
regional markets has allowed better performances
over larger areas thanks to spill-over effects: for
example, Asia-Pacific has become the best-
performing large region.

Among globalized sectors, this regionalization of
trade can be observed, but factors specific to each
sector should also be noted. Sectors can be bro-
ken down into two groups according to various fac-
tors - positioning within the production chain,
industry strategies, location of demand, years of
openness to trade: sectors that are highly globali-
zed on the one hand, and sectors in which the

regional dimension pre-

LG IDEIEELE dominates on the other.

» In the chemicals sector, the share of intra-
regional export flows for a given geographical
region relative to its total exports to the rest of
the world remained relatively stable over the
period under study, except for Latin America and
Asia-Pacific

For example, Western European countries exported
66% of their chemicals within Western Europe in
2001 and 67%in 2011. Intra-regional trade of
chemicals seems very highly integrated in Europe.
This is less the case in North America, where
countries exported 42% of their chemical produc.ts.

=
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Intra-regional export share for pharmaceuticals
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within the regionin 2011. Compared with the well-
integrated European zone, the American zone has
focused more on heavy local investments with a view
to capturing local demand.

In the Asian zone, the already-strong integration in
the chemicals sector is increasing. As early as 2001,
Asian countries exported 60% of their chemicals
production within the region, compared with 67% 10
years later. Of course, this growth in intra-regional
exports has benefited from the healthy regional
economic growth. Latin America decided to develop
its intra-regional trade at the expense of the rest of
the world. Indeed, it certainly began at a very low
level. But the more-than 20 point difference within
10years clearly reflects the choice that South
America has made to become an “autonomous”
trade zone. It also serves asa means to reduce its
dependence on the vagaries of inter-continental
trade. Taking a closer look at chemicals and
separating mineral chemistry from organic
chemistry, it becomes apparent that Latin America
has focused its intra-regional trade in organic
chemistry. There is a link as well with the discovery of
enormous hydrocarbon reserves in (off the coast of)
Brazil, which boosts other downstream
petrochemical industries and, in particular, plastics.
On the other hand, Asia is focusing its intra-regional
trade on mineral chemistry (fertilizers in particular).
Here too there is a link with the regional policies of
food self-sufficiency. There has been little progress in
intra-regional chemicals trade in Africa.

» Over the period under study, the
pharmaceuticals sector has demonstrated an
increasing openness to global trade

Export flows of pharmaceuticals from the various
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producer countries are no longer limited to
neighboring economic zones. The share of intra-
regional trade in a given region’s total exports has
decreased for all regions studied. The most
significant decreases have been in Latin America,
Asia and Africa.

The European region remains highly integrated, but
the share of intra-regional exports compared with
those to the rest of the world did decline somewhat
over the 2001-2011 period. While North Americais
much less integrated than Europe, it now depends
more than ever on demand in its global markets. The
high degree of intra-regional trade integratiomin the;
pharmaceuticals sectorin Latin Americain 2011
(73%), while lower than in 2001 (82%), demonstrates!
thatitalready has a local production base. This is
ensured by the local subsidiaries of large European
and American pharmaceutical companies. Africa
presents the particular situation of relying less on the
development of its intra-regional markets (62% —
49%) than on those farther afield in Asia. North
America’s share of intra-regional trade has increased
— despite remaining small compared with that of
Europe —as has the size of its Asian market.

» In the IT equipment sector, geographical
trade-off between independence and preference
for the extra-regional

Asia earmarks a larger share of its exports of these
products to extra-regional trade, in contrast to
electronic components. IT equipment contains
higher value added, which offers greater margins
allowing for transportation costs to be absorbed. In
Africa, the export driver is essentially South Africa,
which represents two thirds of intra-regional exports.
The sharp increase in intra-regional exports in Africa

Intra-regional export share for IT equipment
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The regionulized results from a decrease in

exports to Western
Europe.

» Actors in the automotive sector establish their
production near zones of consumption

Two zones with different profiles can be identified
in the automotive sector:

1e Ahigh concentration of intra-regional exports.
This concerns Latin America (supported in particular
in Brazil by import tariff barriers); North America and
Europe also remain very intra-regional, although
between 2001 and 2011 trade was internationalized,
from Eastern Europe to Western Europe (as a result
of the offshoring of production units).In 2011 66% of
total automotive exports from Eastern countries
were sent to Western Europe. From Asia to North
America: although this trade has decreased in
absolute value, Japanese manufacturers having
increased production sites in North America to
hedge against changes in exchange rates, which
have been very unfavorable to the yen compared
with the dollar over the past four years. In addition,
large investment projects have been penciled in,
with three new factories to be builtin coming years,
although these will be located in Mexico, the new
“factory” country for North Americain light of its very
low labor costs.

2 « Alow concentration, from which Africa and the
Middle East can be excluded due to the fact they
remain minor players in automotive production. Asia
has very specificissues: first, the Japanese and
Korean economies remain very closed, which limits
trade. As for China, its automotive industry is still
young and its primary goal is to meet domestic
demand. On the other hand, the products offered by

Intra-regional export share for automobiles
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Chinese manufacturers would struggle to satisfy
Western consumers, due to the substantial ongoing
shortfallin technological progress.

» Itis logical in the automotive sector that
automotive component manufacturers are
located near car manufacturing centers

For component manufacturers, the scenario is
globally the same as for car manufacturers, albeit
with a greater level of intra-Asian trade for the
former than for the latter. Here too, Japanese

» Trade in the agriculture and agri-food sectors
remains mostly intra-regional, with around 57%
of total global exportsin 2011

With the exception of the Middle East, all regions are
“open” to trade beyond their boundaries, as
demonstrated by the decreasing share of intra-
regional exports. One of the drivers of this
internationalization is the increase in the trade of
agricultural products (with minimal processing),
increasingly targeted for global export (51% of
agricultural exports are extra-regional, compared

Intra-regional export share for agri-food
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with only 39% for processed products). Western
Europe is a major exporter of agricultural and agri-
food products, but this dominance is aresultin large
part of trade between countries in this geographical
zone and involves more processed products (64% of
exports) that travel less easily than agricultural
commodities. In this schema of predominantly
regional trade, Asia finds itself with strong growth in
local demand (Chinese in particular) that continues
to constitute an important outlet for the region'’s
mong the large exporters, North and

ca by contrast have again focused their
large-scale exports, taking advantage of
bal demand. South American countries
ced their particularly globalized export
h regional exports remaining very

cting strong activity in agricultural trade
region’s exports). On a lesser scale,
itioning in agricultural commodities

lly lends itself to a greater “globalization”
ent's exports.

ctronic components sector, export
decisions are very heterogeneous
nsina closed circuit. 79% of exports from
s countries are sent to bordering
countries. This trend was reinforced during the past
decade. In a similar manner, Eastern European,
Middle Eastern and African countries increased the
share of their trade to neighboring zones. At the
same time, intra-zone trade flows remained stable in
developed countries (Europe and North America). In
Latin America, a decrease in intra-regional exports
resulted in the strong increase in exports to Asia,
from Costa Ricain particular.

2 2 Macroeconomic and sectoral
o £ limitations: between geo-
economy and sectoral history

» Trade growth and the proliferation of trade
agreements have also favored protectionist
measures

The WTO registered more reports of international
partnerships in the second half of 2000s alone than
in all of the preceding periods combined. And the
pace is not slowing, with fifty-three agreements
signed since 1January 2010. Between the 1990s and
the 2000s, their number, as reported to the WTO,
increased fivefold, with an average of four per year
during the 1990s and 15 per year in the 2000s. While
the scope of this trend should not be overstated, in
particular due to the creation of new countries (i.e.
dissolution of the USSR, breakup of Yugoslavia), the
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increase in such trade agreements is nonetheless an
important feature of the period in question. These
agreements take different forms according to the
level of integration desired by the participating
countries. They have contributed to further opening
up markets and, in particular, lowering trade barriers,
allowing freer circulation of goods and services. The
term “regional” must be clarified: these are not
necessarily based on geographical proximity.
Intercontinental agreements have also increased
(United States and Israel since 1985, the European
Union with countries on the other side of the
Mediterranean basin and South Africa, and United
States with Morocco and Turkey). This was the
preferred type of partnership for developed
countries over the last decade, insofar as trade

Number of regional trade agreements
reported to GATT

Cumulative number of trade ag recorded by the WTO since 1990 (right axis)
30 I Number of trade agreements recorded by the WTO since 1990 (left axis) 250

0 0
90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12
Source: WTO

Number of trade barriers introduced since 2008

Russia 170
Argentina
india I 74
United kingdomn NN 68
Germany N 64
France . s
china I 61
italy I 56
Brazil NG 55
spain NN 53
Kazakhstan NN 52
Belarus NI 50
Netherlands [N 49
irefand IR 49
Hungary 9
Austria [N 49
Poland [N 48
Latvia I 47
Indonesia I 47
Greece NN 47
Belgium 4T

Source: Center for Economic and Policy Research
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Cover ratio in the automotive sector

agreements had already been concluded with
neighboring countries (eurozone, NAFTA). Emerging
regions have also negotiated trade agreements. In
Asia-Pacific, Eastern Europe and Latin America, the
proportion of intra-geographical trade agreements is
larger. Nevertheless, this trend is tempered by the
growing number of protectionist measures adopted
since 2009. The Global Trade Alerts report cites an
increase in protectionist measures over the past
couple of years: 110 are said to have been introduced
between November 2011 and June 2012, including
89 by G20 countries. This highlights the inability of
international institutions to sanction countries that
resort to such barriers, in particular the G20: while
60% of protectionist measures originated in G20
countries in 2009, this proportion increased to 79%
by mid-2012.

» The automotive sector suffers from too many
imbalances and particularities

Some countries present a degree of one-way
openness (Japan, South Korea) and others are very
balanced (Turkey), while Russia presents a large
deficit due to an insufficiently modern industry.
Whereas Germany, the world's leading exporter,
reaches a coverage ratio of 247%, other countries
report abnormally high coverage ratios: 744% for
South Korea and 787% for Japan, despite being a
signatory of a free-trade agreement. Some
limitations remain: in addition to the nationalism of
some populations, technical barriers, and even
products (for example, the Japanese market registers
many small vehicles of less than 600 cm3 that only
Japanese manufacturers produce because it would
e profitable for a foreign manufacturer to

op such a product for such low sales volumes
that this market is non-existentin other
countries). Finally, consumer preferences are
heterogeneous, with, for example, American
consumers who primarily purchase pick-ups and
SUVs which not all manufacturers produce.
Financially, it is very costly to address all consumer
tastes. Note also the increase in trade barriers from
certain countries such as Brazil, which has increased

Euler Hermes

its tax on imported industrial products for vehicles
manufactured outside Mercosur by 30%. This
increase, which affects imports of private vehicles as
well as heavy-goods vehicles, was originally intended
to apply until December 2012 with the aim of
sheltering and re-launching the Brazilian industry.
The new rates valid since 17 September 2011 vary
depending on the type of vehicle from 37% to 43%
(vs. 7% and 13% previously). Car manufacturers that
use at least 65% of pieces and components produced
within Brazil or that contribute in a significant
manner to the transfer of technology and to
promoting R&D in Brazil are exempt. Another
symbolic example is the suspension of the bilateral
agreement in the automotive sector between
Mexico and ArgentinainJune 2012. The quotas
provided in the new agreement signed on 14
December represent a decrease of around 40%
compared with the level of car exports from Mexico
to Argentina before this suspension. Itis expected to
be reinstated on 19 March 2015. Finally, a specific
feature of the automotive sector is that it has a very
small presence in large-scale exports, except for a

2011 (Bn USD) Japan Korea Germany China Turkey  United States France Russia
Import 19 9 102 72.3 17 1333 64,2 30
Export 148 67 253 375 16 119.7 53.1 3
Cover ratio 787% 744% 248% 52% 94% 90% 83% 10%
Source:ITC
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Exports of pharmaceuticals by region

few luxury vehicles. Being a volume market with very
heavy products and relatively small unit margins,
transport and logistics costs quickly become difficult
to bear, so that production takes place close to
consumption zones.

» The pharmaceuticals sector is facing lower-
cost subcontracting and the squeezing of
healthcare funding

Over the 2001-2011 period, Asian pharmaceutical
exports were increasingly sent to Europe (21% —
31%). Besides the policy of large pharmaceutical
companies to manufacture pharmaceuticals locally
atlower cost, the effect of Asian health insurance
systems —which are not (yet) at the level of those
operating within developed countries —should also
be kept in mind. The share of exports from Africa to
Asiaincreased from 11%to 30%in 10 years. Last, both
North America and Latin America “avoid” exporting
to Africa. The trend for the past 10 years in the
structure of American pharmaceutical exports has
remained stable.

» Exports in the chemicals sector characterized
by opportunism

The global chemicals market over the 2001-2011
period displayed different characteristics according
to the large geographical zones. The European

as % of total exports 2001 2011

Europe/Asia 10% 12%

Asia/Europe 21% 31%

North America/Asia 12% 15%

Latin America/Europe 3% 9%

Africa/Asia 11% 30%

Source: ITC

Transport costs* of imports in 2000

in% United States Brazil
All products 3.3% 10.6%
Food products and live animals 7.7% 9.2%
Beverages and tobacco 5.2% 5.5%
Raw materials 7.5% 7.2%
Mineral fuels, lubricants and related products 4.1% 15.7%
Qils, fats and waxes of animal or vegetable origin 6.6% 6.2%
Chemical products or related products 3.0% 5.3%
Manufactured products (by raw material) 5.1% 6.8%
Machinery and transport equipment 1.9% 4.1%
Various manufactured products 4.9% 5.7%
All other products, NSE 1.0% 8.7%

*Transport tariffs paid as a percentage of the value of transported goods, grouping all exporters by

importer and product.

Source: Center for Transport Research
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region (West and East) as well as the Asian region
were already highly integrated in 2001. When this
situation did not stay stable, itincreased on the
upside, such asin late 2011. For example, Western
Europe exported 67% of its chemicals production
within the European region in 2007. 10 years later, it
exported 70%.

Eastern Europe favored its Latin American markets
over this period (4% — 8%) at the expense of Africa
and the Middle East markets (15% — 6%).

Unlike Europe, North America increased its exports of
chemicals to Asia from 19% to 22%. More so than
Europe, North America has taken advantage of the
competitiveness of its currency. There has been a
significant trend of increasing chemicals exports
from the Middle East to Europe. The Middle Eastern
policy of adding more value to its crude ol
production locally has led it to adopt the European
strategy of lifting its chemical products upmarket. Its
exports of chemicals to Europe increased from 25%
to 38% between 2001 and 2071, as opposed to those
to Asian emerging countries which have declined
from 35%to 29%.

Africa still favors the European market (28% to 32%),
with which it maintains old trade relationships for
refining crude oil and rubber. African exports to the
Middle East, on the other hand, remain minimal.
European exports of chemicals to Africa have
reached a ceiling (from 5% to 6% of its total exports).
This can be explained by the move upmarket by
European chemicals products, which are not well
adapted to African demand.

» Agricultural and agri-food exports at the
whim of expensive logistics

First, the sector features prominently in national
policies, sometimes in terms of self-sufficiency or
food security, and always in terms of public health.
This can lead to particular regulatory environments
which automatically impact the sector and influence
trade. In addition to the need for many countries to
import agricultural or agri-food goods to meet
domestic demand (which constitutes one of the
factors behind the development of sectoral trade)
and for “competitive” products (a classical
supply/demand situation which is no longer
strategic), itis interesting to note that logistics costs
for the sector are animportant parameter. Because
of the characteristics of the products transported,
these costs are higher because they include more
constraints (perishable products requiring
appropriate conditions to ensure adherence to
norms for human or animal consumption). These
characteristics raise an additional structural barrier
because exporters must position their offer so as to
absorb these additional costs while remaining
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sufficiently attractive/competitive in their target
markets. As the agriculture and agri-food sectors are
sovast and therefore face such a wide range of
constraints, this “logistical millstone” is bound to take
on different forms and, sometimes, not even exist.
Globally however, for anindustry that already
presents lower value added than otherindustries on
average, itis unlikely that exporters are in a position
to further decrease margins to gain access to
international markets. Consequently, the rollout of
classical strategies of competitive advantage or
supply differentiation necessarily plays a major role
andis an even greater determinant thanin other
sectors. This additional requirement, which is not
always surmountable for all players because of
product ranges, scale or other factors, constitutes an
obstacle to growth in the sector’s exports.

» The electronic components sector is affected
by a high degree of industrial specialization and
structural pressure on its sales prices
Strengthened by the presence of the major
semiconductor foundries, Asia has benefited from
the massive outsourcing of production in electronic
components. Considering the scale of investment
required to achieve profitable production capacity
and the strong pressure on prices, this trend seems
unlikely to be reversed in the short term. The strategy
of offshoring the production of electronic
components to Asia is facilitated by the
improvement in the quality of the labor force and the
division of labor among the countries in the region. In
addition, the production of finished products in this
same region contributes to limiting trade with
countries in other regions. The electronic

Change in price of electronic components in Taiwan

120 | basis 100=2000
110
100
90
80
70

60

Euler Hermes

components sector is one of the sectors most
affected by offshoring, and one of the first to have
travelled this path, to the benefit of Japan and then
Asia in search of large markets and low labor costs.
This success attracted downstream industries,
limiting exports of electronic components to the
benefit of local production of finished goods. Despite
the surge in the use of electronic components,
exports of these products in value terms have been
penalized by downward pressure on prices.
Reversing this offshoring of production would
require expensive unilateral policies, especially given
that the relocation of research centers to these areas
has already begun. The TSMC and UMC
semiconductor foundries are located in Taiwan and
control over 50% of the market.

» IT equipment exports are suffering from the
effects of constraints on manufacturers in this
industry: pricing pressure and innovation
Manufacturers of IT equipment are searching for
growth markets with lower production costs. Here
again, pressure on the prices of this equipment has
contributed to offshoring to low-cost countries. In
addition, the increase in demand for IT equipment
and its production are concentrated in Asia, in
particular due to the relative maturity of the markets
in developed countries in the absence of any
technological revolution. Hardware manufacturing is
conducive to production assembly lines and to the
intensive use of labor. Furthermore, Chinais also a
leading source of patent filings. According to the
Patent Cooperation Treaty, which ranks countries
according to the RSI (Relative Specialization Index)
corresponding to a country's propensity to file
patents by domain, Chinais the world leader in the
ICT industry.

Propension to patentin the ICT sectorin 2011
(SRlindex)
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Breakdown of German car exports by destination

Source: United Nations Comtrad
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2 The shockwave effect, or how
o J difficulties for some become
problems forall

The regionalization of trade grew from the
increasing interweaving of economies through the
expansion of supply chains beyond national borders,
and from the increasing internationalization of
production processes via networks formed by
corporations. This dynamic, aided by declining
transaction costs (reduction in tariff barriers and
transport costs) and the improved infrastructures
and logistics services thanks to technological
progress, has allowed for a better integration of the
global economy but also increased shock
transmission channels. Until the beginning of the
decade, the concrete result of this phenomenon was
the development of a developed countries-
emerging countries relationship (or north-south
flows) whereby firms in developed countries
outsourced production phases to the nearest
emerging countries. Thus, American companies
offshored part of their production lines to Latin
America, or Western Europe to Eastern Europe. The
gradual development of emerging-emerging
relationships (south-south), in particular with the
strengthening of the Asia-Africa relationship
(offshoring, expansion of supply chains for raw
materials) represents a major development of the
last decade. Given the degree of interconnection
involved, the impacts of shocks in one place are more
rapidly transmitted to other regions. Thus, shocks in
developed economies have considerably affected
performances in their respective regions: Latin
America experienced a slowdown due to the
deterioration in the regional heavyweight, and
Eastern Europe continues to be held back by weak

China
Argentina

Colombia

—14%'%
1.5%

Others

Japan

China

United States

Europe

Source: United Nations Comtrad

Breakdown of Mexican car exports

Economic Outlook no. 1192 |February 2013 | Special Report | Trade Routes

prospects in the eurozone.

» In the automotive industry, multiple
relationships of dependence have taken shape
The automotive sector displays particular
characteristics, between “creator” zones and
“production” zones that form a link between two
continents and therefore a high degree of
interconnection. The analysis of exports by
destination reveals that Eastern Europe has
developed a particularly strong dependence on
Western Europe. Export ratios from East to West
reached 80% of total exportsin 2001 and remained
very high atalmost 70%in 2011. Afall in the Western
European economy therefore affects exports and
production in Eastern Europe. This dependence is
even more pronounced when we look at exports of
automotive component manufacturers. Here again
we find this dependence in intra-regional flows due
to the development of free trade zones. This is the
case with North America, which in our study includes
Mexico (NAFTA). 80% of Mexican automotive exports
are sent to the United States and Canada, which
makes Mexico particularly dependent: registrations
account for less than 23% of its production {in units).
It has thus become a factory for North America. This
is also the case with Germany. Renowned for its
large-scale export performance, 65% of its
automotive exports are sent to Europe. German car
manufacturing therefore depends primarily on
European demand.

» The pharmaceuticals sector could find itself in
asituation of dependence with regard to generic
drugs manufactured in low-cost regions

The pharmaceuticals sector depends on the financial
soundness of health insurance funding systemsin the

Chile

Germany

United States,
Canada
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The example of the drop in sales price of a drug*

American market Patented Generic
medication medication
(Lipitor) (Atorvastatine)
Manufacturing laboratory PFIZER RANBAXY
Laboratory nationality United States India
Average sales price USD 200 USD 40

*between its patented version (Lipitor) and the generic version (Atorvastatine)
following the patent expiring at the end of November 2011
Source: Fierce Pharma

Oil consumption by sector

Year 2011 Oil consumption Global market

(in Mtop) sharein %
Transport 2196 62%
Industry 321 9%
Non-energy uses 610 17%
Other (agriculture, residential, public...) 443 12%
Global total 3570 100%
Source: [EA

Estimated impact of the Japanese tsunami on annual production
in chemicals and transport equipment

in % point United States China Eurozone

Chemicals -0.2 -0.5 -0.1
Transport equipment -0.4 -0.8 -0.2

geographical zones under study. Mature countries
have long accounted for the majority of sales of
pharmaceuticals. They boast health insurance
schemes that adequately price the quality of
laboratories’ pharmaceuticals innovation.

While the risk of inter-regional shocks remains low,
the crisis in public health insurance fundingin
developed counties is starting to jeopardize this
relatively stable situation. Drug makers are no longer
in a position to demand a sales price for new drugs
that compensates their R&D investments. The
system of a high price for current medication
funding spending on research for tomorrow’s
medication has fallen ill. The rise of generic drugs is
visible in emerging regions as much as in developed
ones. Such drugs are sold significantly cheaper than
patented medication, and are more often
manufactured in low-cost regions, therefore driving
down the sales margins of drug makers. Although

Euler Hermes

low at present, the risk of inter-regional shocks could
increase on account of the sector’s high dependence
on health regulation.

» Oil is the shock transmission channel for all
geographical regions in the chemicals sector
Aninter-regional shock in this sector could result from
geopolitical eventsin particularin the Middle East, the
world's leading oil-producing region, translating into a
sudden surge in the price of the most indispensable of
commodities, oil, at least for all industries related to
organic chemistry, i.e. plastics and petrochemicals.
The mineral chemistry for gases and fertilizers would
also be affected, although to a lesser extent since it
uses oil only as an energy fuel. For example, a scenario
involving a blockade of the Strait of Hormuz by Iran,
where one fourth of global oil production is freighted,
would likely lead to sky-rocketing prices for this
essential raw material so precious to industrialized
countries. It would wreak havoc both on the supply of
theirvarious modes of transport - the largest global
consumer of oil - but also industry in general and the
residential construction sector. For example, the
French chemical sector analyzed the impactonits
costs of asurgein oil prices in 2007. It estimated that a
USD 10 per barrel increase in price led to additional
supply costs of USD 2 billion, with only half of this
being recoverable downstream. The European
chemicals sector today is in a better position to
withstand such a scenario, insofar as successive
moves upmarket have allowed it to better uphold the
high value added in its products and therefore sales
prices. The lessons learned from the 2007-2008 surge
in commaodity prices have only accelerated this
strategy. The American chemicals industry appears
more sensitive - or, rather, appeared. Its exposure to
this risk has largely been offset by the recent take-off
of the shale gas industry. This reduces US
dependence on oil as an energy source to operate its
factories. Its lesser capacity to increase sales pricesin
the chemicals sector is offset by its advantage in
terms of cheaper supply costs, thereby preserving
margins. The Asian chemicals sector seems more
exposed to this risk. Positioned at the low end of the
product range with high-volume activities and low
value added, itis therefore seeking to secure its
supplies. To this end, it favors access to and control of
energy resources, pending the acquisition of the
necessary technological skills to produce higher-end
chemicals. In addition to a fresh oil supply shock, a
natural disaster cannot be ruled out either. French
statistical office Insee has calculated the estimated
effects of supply constraints resulting from the
Japanese tsunami on the annual output of the
chemicals sectorin certain geographical regions (see

table above). It seems logical that Chinese chemicals
EEN
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were the most affected. However, when compared
with the effects on other sectors of activity (transport
equipment for example), it appears less significant.
» Export flows in the agriculture and agri-food
industries grow in complexity and give rise to
strategic relationships between certain regions
The analysis of export flows leads to a world mapping
thatis tending to grow increasingly complex, with
the strengthening of certain agricultural and agri-
food trade routes. The most striking example is the
growth in trade in the sector between non-OECD
countries (which can be referred to as emerging
countries): from only 7% (estimated) of trade in
2001, flows between these emerging players
reached 17%in 2011. This growth provides further
evidence of the growing integration of these
countries in the sectoral “concert” of nations.

» An analysis of regional markets reveals certain
sensitivities of exports

Unsurprisingly, and as mentioned above, the
performance of European and Asian exports is of
course highly dependent on intra-regional demand.
North America’s markets seem more stable,
although a large exposure to Asia exposes them to
fluctuations in local economies. Latin America
displays the most diversified export profile, with a
number of major export markets. This mitigates the
risk of one client region running out of steam. For

Breakdown of agricultural and agri-food exports by regionin 2011

from [ to North South . . .
Europe . . Asia Africa Oceania
America America
Europe* 80% 4% 1% 10% 4% 1%
North America 8% 37% 16% 34% 4% 1%
Latin America 27% 21% 17% 28% 7% 0%
Asia* 19% 11% 2% 59% 7% 2%
Africa 49% 7% 2% 19% 23% 1%
Oceania 15% 10% 3% 59% 5% 9%

*Different scope to that presented in 2.1

Source: ITC
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better or worse, the export markets of Africaand
Oceania are clearly anchored to their preferred
markets, Europe and Asia, respectively.

» An analysis of agricultural and agri-food
imports shows favored supply links that make
these zones highly interdependent and, at the
same time, provide clear transmission channels
for the slightest event to spread (in the areas of
agriculture, climate, health, etc.)

Among major regions, Europe is the least exposed, as
most of its needs can be met from within its borders.
Asia, on the other hand, seems more vulnerable
because of the globalization of its supply sources,
with North America, Europe and Latin America all
important suppliers. North American imports
originate in large part from South America.

One of the characteristics of trade that holds
particularly true for agriculture mitigates these
imbalances and situations of overdependence:
markets are global and prices reflect a global
situation, so exposure to fluctuations is practically
uniform among all regions and changes in prices are
felt globally.

» The electronic components sector is
overexposed to shockwaves

The magnitude of inter-regional trade amplifies the
potential consequences of difficulties in one of the
regions. This riskis all the more significantin that the
supply of components depends primarily on one
geographical zone - Asia. Analyzing the main supply
sources by region, we note that Asia is systemically
among the two primary sources of supply foreach
source. The high dependence of North America and
Western Europe on Asia isamplified by the
dependence of other zones on these two regions,
especially insofar as Asia is also their supplier.
Difficulties in these regions could also spread to Latin
America, Africa and Eastern Europe. The fragility of
supply from seismic zones such as Taiwan or
California, or from regions susceptible to flooding such
as Malaysia, is well known. The Japanese earthquake
and allits consequencesiillustrated the effects of
supply disruptionsin electronic components. The
earthquake and tsunami of March 2011 in Japan
disrupted automotive production not only for
Japanese manufacturers, butalso for large global
groups following the disruption in the supply of
electronic components (a breakdown in the supply of
one particular componentinterrupted production of a
diesel motorin France). The delivery of many models
was delayed. The tsunami-related constraints led to
estimated shortfalls in production growth of 0.1%
percentage pointin the United States and Europe and
0.8 ppin China. Therisk of contagion is all the greater
as electronic components are essential for many
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Supply flows of

IT equipment
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Sources: ITC, Euler Hermes
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and electronic components

7%

Electronic components in the world
in2012

Service providers for
ICT operators
Transports, Energy, Security

Automobile, Oil, Steel
Chemicals, Defense, Medical
Aeronautics

Electronic industry

300

Electronic components
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Source: Euler Hermes

products and, indirectly, for related services. The
importance of electronic componentsin the economy
asawhole can be represented in the pyramid below.
» In the IT equipment sector there is also a high
degree of dependence on Asia, creating the risk
that supply problems could spread on a large
scale

Such risks are once again amplified by the
dependence of regions supplied by North American
and Europe. Difficulties in Asia could have major
consequences on all the other regions. Asia itself
depends on the healthy functioning of its own region
and is particularly exposed to an across-the-board
slowdown in the global economy. Growth in
international trade translates into the deployment of
strategies specific to each region and sector, giving
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Seeking demand wherever it may be:
The next routes of global trade

the stabilization of demand in certain zones

lead us to take a closer look at extra-regional

flows and national trade flows. This analysis allows

us to highlight the potential for additional demand

during the next decade, but also to determine the

countries the most apt to benefit from this demand,

eI = = Gian) and thus to identify new trade routes and national
flows.

The increasing complexity of trade flows and

. Along mythical trade routes

The gold

Asia

The cotton
roads

3 -I The future actors in global trade:
« 1 Between potential growth and the
role of infrastructure

» Anew order?
In the long term, in terms of growth: (1) trade
between developed countries is expected to weaken,

Sources: Euler Hermes (2) trade between developed and emerging countries

32



Economic Outlook no. 1192 |February 2013 | Special Report | Trade Routes

should intensify, (3) trade between emerging zones
should experience strong growth. The (new)
emerging economies will be the cornerstone of future
trade growth. Without a change in paradigm (change
in structural policy in developed countries in
particular), past trends will persist. Following the
collapse in demand in 2009, the speed of recoveryin
international trade for emerging countries (+25% per
year) was 7 percentage points greaterin value terms
than that of developed countries. The progress in Asia
has been confirmed, with an increase of +26% per
year, led by China-ASEAN with an increase of +27%.

» The wells of demand
In order to determine the potential for demand, we
focus on the main global import countries and

E
China /‘

India Nigeria

Euler Hermes

incorporate the major economies from regions
withouta significant presence on the global market.
Certain countries susceptible to extreme risks that
may severely hinder the economic engine have been
removed from the sample (Syria, for example). An
analysis in terms of performance and potential
growth calculations reveal clusters based on the
percentage of the number of economic unions, intra-
zone agreements and extra-zone agreements as well
asthe dates of their signing (before or after 2000).
The most highly ranked countries in terms of
economic performance and import prospects
represent potential demand for the years to come,
with favorable fundamentals in terms of growth and
imports given the recent agreements signed.

Import growth forecast 2012-2015
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notential imports by sector

Brakdown of potential imports by sectorin 2015 compared to 2012

» Pole position

However, countries are not equal in connectedness
and logistics. Those that reap the benefits of vigorous
global demand are those with adequate
infrastructure, which creates favorable export
conditions. Countries can be grouped based on their
export performance relative to the rest of the world
and on the quality of their infrastructure. The
assessment of infrastructure quality draws on scores
published in the World Bank's Logistics Performance
Index and Liner Shipping Connectivity Index. Export
performance is quantified based on long-run growth
in exportsinvolume terms. Thus, the best-performing
countries according to this second criterion are those
with high-quality infrastructure and healthy export
performances. Most developed countries fall into the
group of countries with favorable infrastructure but
underperforming exports. Intermediate countries are
those that display favorable export prospects, but
whose deficientinfrastructure makes them
potentially fragile, or those with moderately favorable
infrastructure but less favorable export prospects. The
group of oil-exporting countries has benefited from a
favorable price effect despite an underperformance in
terms of export volumes, which makes them
vulnerable to a cycle downturn in commodity prices.

IT equipment
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in 2015 compared to 2012

Growth inimport potential by sectorin 2015 compared to 2012
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3 2 From silk road to tablet road,
o £ fertilizer road or gearbox road

» An analysis of additional imports expected for
2015 versus 2012 highlights the regions and the
sectors that are likely to receive additional
demand

Together, three regions account for close to 85% of
additional imports forecasted. Asia is the most
sought-after geographical zone, with 45% of such
expected imports. In terms of sectors, imports are also
concentrated in a few sectors: the chemicals,
automotive and agri-food industries together account
for over 80% of forecasted new imports. In addition to
the large shares forecasted for chemicals and for Asia,
sectoral growth is also expected for Latin America,
Eastern Europe and Africa. The total amount of
additional imports forecasted for 2015 versus 2012
amounts to USD 845 billion, across the sectors
included in this study alone.

» What sectoral routes are taking shape?

Three very distinct groups of sectors can be defined
based on their outlook and potential. First, the ‘high
potential’ sectors such as plastics and fertilizers, both
sub-sectors of the chemical industry, and the
automotive industry (both components and
manufacturers) which have bright futures ahead for
demand being on a structural upward trend. Second,
there is an ‘intermediate potential’ cluster which
encompasses the agriculture and pharmaceuticals
industries. They both have a slightly less positive
outlook than the high potential cluster but appear as
super resilient since they both cater to the end
consumers: households. Last, the ‘low potential’
group including the electronic components and IT

inBn USD and % 2015-2012

0 50 100 150 200 250 300 350 400
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equipment industries gathers sectors which are less
intensive in value added because of the already
established Asian supply chains, and important
pressures on prices and margins.

A - High Potentials

» The plastics industry is a strategic industry for
emerged countries

The reshuffling of cards among countries has seen
growth take off in emerging countries such as Turkey
and Poland. On the other hand, Saudi Arabia, for
example, has been unable to take advantage of its
privileged cheap access to the most essential raw
material in the plastics industry —oil. More generally,
exports of plastics chemicals favor countries with low
production costs, which is also the case of
petrochemicals —upstream from plastics —where
large volumes and low unit value added converge.
The significance of the potential for plastics importsin
emerging countries explains the delay that these
countries have shown in mastering this chemicals
industry. Plastics are used in food packaging as well as

in construction and the automotive industry. China
has enormous demand given the size of its
population, as do India and South Korea. These three
countries are keen to vertically integrate thisindustry
into their national petrochemicals companies.

EEN
Potential imports of plastics expected in 2015
in comparison with 2012 (in Mn USD)
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A2

A3

» Fertilizers: Between potential in mineral
reserves and changing diets

The chemical fertilizer industry has the particularity of
not depending on oil, but rather three other raw
materials — nitrogen, potassium and phosphate.
These raw materials are located in mineral reserves
with uneven geographical distribution. 70% of the
world's potassium reserves for example are evenly
split between Canada and former Soviet countries. If
Russia and Belarus are major fertilizer producers, itis
because their production costs are low. These two
countries can adjust their sales prices to gain
international market shares at the expense of Canada.
Along with China and Turkey, Russia is a large exporter
of nitrogen products. Saudi Arabia is busy trying to
catch up fromits delay in the phosphate fertilizer
industry, at the expense of Morocco, which has
historically been aleading producer but with less
competitive production costs. Unlike China, India does
not have mineral reserves. But it does have the same
need to feed its enormous population. On a smaller
scale, the situation is similar in Brazil. Their respective
agricultural sectors require very large quantities of
fertilizer that they massively import from countries
that, for the most part, benefit from considerable
mineral reserves. Another factor is the changing diet

Potential imports of fertilizers expected in 2015
in comparison with 2012 (in Mn USD)
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of populations in some fertilizer-importing countries.
Ahigher meat-based diet requires more livestock
which requires more fertilizer to grow animal feed.

» Automotive component manufacturers are
forming new routes between potential growth
inimportsin 2012-2015 and the industrial
strategy of the automotive sector

Growth inimports for automotive component
manufacturers shows a difference between the
locations of car assembly plants and the upstream
manufacturing of parts. In this light, Germany's
situation is revealing: a historic leader in the
automotive industry, itimports a huge number of

Economic Outlook no. 1192 |February 2013 | Special Report | Trade Routes

components for its vehicles from former Eastern
countriesin order to reduce costs. Growthin
American imports also demonstrates the increasing
decoupling between vehicle assembly in zones of
consumption and equipment manufacturing in low-
cost zones. This s also true in China, whichis supplied
by Thailand and Malaysia, where labor costs are
significantly lower

» Auto manufacturing, potential import growth
in 2012-2015 marked by deindustrialization
The potential forimportsin 2015 rests largely on the
shoulders of countries formerly referred to as
industrialized, chief among which the United States
and Canada. These two countries will account for over
one third of additional imports in 2015. There are two
explanations for this phenomenon. First, these two
countries are big car "consumers" and, in particular,
consumers of expensive vehicles (luxury sedans and
large pick-ups). In addition, manufacturers are
massively investing in the region's low-cost country,
Mexico, which is slowly becoming a factory for North
America. China, whose middle class continues to
grow, also offers strong prospects forimports, in
particular for higher-end vehicles. Imports in Europe
from former Eastern-bloc countries in particular will
continue to grow, following the same model of
manufacturing near consumption areas, albeit in low-
cost countries. By contrast, Japan continues offer few
prospects forimports, remaining with its rather closed
economic model to the benefit of its national industry.

Potential imports of automobiles expected in 2015
in comparison with 2012 (in Mn USD)
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B1

B2

B - Intermediate potentials

» Agriculture: Enduring dynamicsin the
agriculture and agri-food sectors

It must be noted that these solid import prospects
incorporate expected increases in the agricultural
commaodity prices (which are also priced into the
value of processed products), which themselves
reflect more strained market conditions.

China will remain a major market for agricultural and
agri-food producers, since the country is in the midst
of very favorable changes to the development of
sectoral trade which are materializing in significant
figuresin light of the size of the market (along with
the ramping-up of local production): ongoing
population growth, a change in diets (with growth in
meat-based productsin particular) and, strongly
correlated, the emergence of a middle class with
growing purchasing power, and, in more general
terms, more robust economic growth. To various
degrees, these same dynamics can be found in India
(with the particular case of religious bans), the United
States, Russia and South Korea. Japan will continue to
import massively in order to meet needs not met by
insufficient domestic resources. The substantial
Germanimports expectedin 2015 should be seeniin
light of Germany’s position as the European
heavyweight. Without going into detailed figures, itis
interesting to take a closer look at the example of the
Northern European pork industry that has formed
around Germany: large increase inimports of live
animals (piglets) from Denmark and the Netherlands
in Germany and, in parallel, sharp increase in exports
of pork meat and processed products. This increase in
trade reflects the country's national specialization in
this sector.

Potential imports of agri-food stuffs expected in 2015
in comparison with 2012 (in Mn USD)
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» Pharmaceuticals: Demographic changes fuel
growing demand for medication

The pharmaceuticals industry is benefiting from an
endogenous growth factor that reflects the
demographics and relative aging of populations in
developed countries. Medication needs in volume
terms is growing strongly among emerging country
populations. However, the weak purchasing of the
latter power is dampening growth in value terms.
Pharmaceutical companies are already largely
internationalized. In addition, American
pharmaceutical companies supply their European
customers from their presence in Ireland and
Switzerland, where tax conditions are particularly
favorable. The scenario is the same in Poland for
European pharmaceutical companies that supply
Eastern Europe. While Israel is home to the world's
leading —and fast-growing —generic drugs producer,
India dominates the scene for manufacturers of
medication whose patents have fallen into the public
domain. The case of Japan is unique. Long closed off
toall trade in the pharmaceuticals sector, recently it
has started to internationalize with its nearest zone of
influence, Asia. The greatest import potential in
pharmaceuticals may surprise, located in developed
countries such as Germany and Japan. But they are
also the countries where population ageing is the
fastest. Many pharmaceutical companies are also able
to choose to produce the active ingredients for their
leading drugs in countries with lower costs. These are
then re-imported to their German or Belgian factories,
where they are prepared to be administered to
patientsin pill, tablet or injectable form.

EENR
Potential imports of pharmaceuticals drugs expected
in 2015 in comparison with 2012 (in Mn USD)
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Cc2

C - Low potentials

» Electronic components: Enduring Chinese
dominance in the electronic components
industry

Over the past decade, China has become a major
actor in the electronic components sector,
generating import flows with neighboring countries.
Yet new routes are also emerging. German imports
of electronic components, in the form of electronics
and in more general terms in any product containing
electronic components, are increasingly being
supplied by Romania and, to a lesser extent, by the
Czech Republic and Hungary. In Africa, Morocco and
Tunisia are the countries that supply the most
electronic components out of the continent (to
France, Italy and Spain). China will continue to suck
up imports of electronic components, especially
considering these are particularly important to the
industrial strategy being implemented, namely
manufacturing more sophisticated products with
greatervalue added.

» IT equipment: No change in production and
trade hubsin the IT equipment sector

Asian countries remain eager for [T equipment to
meet domestic demand as well as to organize
productionin the region, butin this respect they
compete with other countries, such as the
Netherlands, which serves as a hub for European

Potential imports of electronic components expected
in 2015 in comparison with 2012 (in Mn USD)
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imports and is likely to retain this status. Russia will be
unable to meet domestic demand for IT equipment
in the short term, in particular for its industrial needs,
and this shortfall will in all likelihood be filled by
imports. Hong Kongis in a position of dependence
with regard to China. Even more so, Thailand serves
as a factory country for the trio formed by China,
Hong Kong and the United States, while other routes
are developing towards Malaysia, the Czech
Republic, India and Poland. There is sustained
average annual growth in IT equipment sourced
from the Czech Republic. Geographical location,
however, tilts the scales to the benefit of Germany,
Great Britain, France and the Netherlands. As for
Africa, it should be noted that while South Africa is
the continent's largest producer of hardware, its
edge is being challenged by Kenya, which is growing
at a faster rate. South Africa's major partners are
found throughout the African continent, whereas
Kenya relies primarily on Tanzania and Uganda,
which are all three members of the EAC. 1]

Potential imports of IT equipmentin 2015 in
comparison with 2012 (in Mn USD)
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