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NAL SHIP IS NOT THE

On 23 March 2021, a 400-metre-long container ship ran aground in the
Suez Canal in Egypt. We calculate that each day of immobilization
could cost global trade USD6bn-10bn. The Suez Canal is the gateway for
the movement of goods between Europe and Asia, and welcomed over
19,000 ships in 2019, or 1.25 billion tonnes of cargo. This represents around
13% of world trade so any blockage is likely to have a significant impact. In
particular, this incident will likely result in shipping delays of everyday items
for consumers around the world. According to Lloyd's List, every day it takes
to clear the obstruction will disrupt an additional USD9bn worth of goods.
Rough calculations suggest westbound traffic is worth around USD5.1bn
daily while eastbound traffic is worth USD4.5bn. Yet, coping mechanisms
arein place. According to our estimation, every week of closure should cost
from -0.2pp to -0.4pp of annual trade growth. Note that in our trade
forecasts, we assume the vessel will only block the Suez Canal for one
week.

The problem is that the Suez Canal blockage is the straw that breaks
global trade’s back. Supply-chain disruptions since the beginning of the
year (shortages of containers, semi-conductors, etc.) could cost real
trade growth -1.4pp or roughly USD230bn of direct impact, on top of the
immobilization in the Suez Canal. First, suppliers’ delivery times have
lengthened since the start of the year and are now longer in Europe than
during the peak of the Covid-19 pandemic in 2020 (see Figure 1). The
indicator slump, from peak to trough in March 2021, is equivalent to what
happened in 2020 between January and April for Europe and is almost
twice as bad for the US. The lengthening of suppliers’ delivery times for the
US could be explained by the rapid depletion of inventories in the
manufacturing sector as companies anticipate a demand boost caused by
President Biden’s stimulus (see Figure 2). In Europe, this rapid deterioration
of delivery times last February was chronicled in our last report: Is the
Chinese ox reflating the world, one container at a time?. All in all, the
deterioration of suppliers’ delivery times in Europe and the US could
subtract -1.4pp of growth from real global trade in 2021 and cost roughly
USD230bn in value terms, all other things equal (Figure 3).

Second-round effects will be much more important as the main impact
channel is prices. Supply-chain disruption is hurting European input
prices in particular. Looking at the relationship between suppliers’
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delivery times in the manufacturing sector and input prices, we find that on
ay/y basis, the impact is higher in Europe (coefficient of -1.38, R? of 63%)
and its transmission is relatively fast (one month), while in the US the
dependency is lower (coefficient of -0.95, R? of 38%). Hence, we expect
European companies’ margins to be hit harder compared to the US where
the pricing power continues to be limited, with a higher gap between input
and output prices compared to the US (see Figure 4).

Last, taking into account negative disruptions and positive drivers, we
forecast global trade to grow +7.9% in 2021. However, excluding base
effects, volume growth should only reach +5.4%. Supply-chain disruptions
should take a toll on our Q2 2021 forecast in particular, which will be only
slightly positive (and the lowest in 2021) and at risk of being negative in
case disruptions linger. A significant carry-over effect due to the recovery
in late 2020 and strong January merchandise trade figures (in part due to
China) are propping up our forecasts for 2021. In other words, should
global trade remain at its January level for the rest of 2021, annual 2021
growth would surpass +4% for goods and services (2.5pp higher than our
previous carry-over estimate). Instead of +7.9% real growth, we would thus
have had +5.4% without this increased carry-over (see Figure 3). Moreover,
the stronger-than-expected US super stimulus should add +0.7pp to global
trade growth in 2021.

Figure 1 — Suppliers’ delivery times in the manufacturing sector (the lower
the index, the longer the delivery times)
65

60
55

50

45

40

35

30

25

Europe - Suppliers delivery time US - Suppliers delivery time
20
© O - 0 0 0 OO 4 d N MO MST T DLW O©N~MNOWOVO” O O o
O 00090090 ddddddddddddd o dd N NN
\\\\\\\\\\\\\\\\\\\\\\\\\\\
— 0 M O WL ANNMNMNANOOT O 40 MO U NNMNMNODDI A O© 4 0 M
O OO0 40«1 0000 +d0 0004040000« 00 OO0 o

Sources: Markit, Euler Hermes, Allionz Research

Figure 2 — Stocks of finished goods in the manufacturing sector (above 50
= expansion)
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Sources: Markit, Euler Hermes, Allianz Research
Figure 3 - 2021 global trade growth forecast, %, y/y
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Note: we assume the Ever Green vessel will only block the Suez Canal for one week. Supply-
chain disruptions should take a toll on our Q2 2021 forecast in particular, which will be only
slightly positive (and the lowest in 2021) and at risk of being negative if disruptions linger.
Sources: IHS Data Insight, Euler Hermes, Allianz Research

Figure 4 — Input vs. output prices in the manufacturing sector (above 50 =
expansion)
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These assessments are, as always, subject to the disclaimer provided below.

FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, statements of future expectations and other forward-looking
statements that are based on management's current views and assumptions and involve known and unknown risks
and uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such
forward-looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive
situation, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets
(particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including
from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends, (v)
persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii)
currency exchange rates including the EUR/USD exchange rate, (ix) changes in laws and regulations, including tax
regulations, (x) the impact of acquisitions, including related integration issues, and reorganization measures, and (xi)
general competitive factors, in each case on a local, regional, national and/or global basis. Many of these factors may
be more likely to occur, or more pronounced, as a result of terrorist activities and their consequences.

NO DUTY TO UPDATE

The company assumes no obligation to update any information or forward-looking statement contained herein, save
for any information required to be disclosed by law.
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