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CRUISE SECTOR GROWTH

“A look into the crystal ball”

© Alexis Papathanassis 3



Source Market Perspective:

Cruise Sector Growth & Pax Developments

European Pax Development (‘000)* German Pax Development ('000)*
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© Alexis Papathanassis Base data: European Cruise Council (2010: Online)

* River Cruises are not included in the data



German Cruise Market

» German Market Potential (Source: ADAC Reisemonitor)

= 2010: 4,3% of the German population plan to
take a cruise
— 2009 & 2008: 3,9%
— 2007:3,2%
= Every 3rd German could imagine to take a
cruise over the next 5 years
— Potential 31%

For whom are cruises interesting?

@ Age:
o mlmfﬂ'ﬂle older 49,7
mm (Source: DRV

Studie 2008)

~ mainly for the younger I
generation

« for both generations

0% PA 40% 60% 80%

Quelle: http://www.web-tourismus.de 2008 (n:93
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» Product-Related Preferences

= German-speaking cruise brands

=  Popularity of club cruises

= Focus on itinerary

= Dominating distr. channel is the stationary travel
agency

= Above average day rates (2009: € 183 / EU
Average: € 149)

= Above average cruise duration (2009: 9.3 nights /
EU Average: 9.0)

P ltinerary-Related Preferences
=  35% Med
= 16% Scandinavia
= 15% Caribbean
= 14% Atlantic Islands
= 9% Baltic

» Market Developments

= Deployment of US cruise products in Northern
Europe (2009: 25 Vessels / 35345 LBs),
representing a cruise supply increase of 58%




German Cruise Market

Key Indicators

A\,

N

.

Revenue

¢ 2010: €2.1B.
©2009:€1.9B. (+€0.28Bil./
+10,05%)
©2008:€1.7B.(+€0.2B./ +
11,7%)
e AIDA:
* 2010: € 883 Mil.
(42% of the total German
Cruise Revenue)
® 2009 : € 722 Mil.

(38% of the total German
Cruise Revenue)
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Average Ticket Price

¢ 2010: € 1,696

®2009: €1,881 (-€185/ -
9%)

©2008: €1,868 (+€13/+
0.7%)

Quelle: DRV 2009; 2010

\

NS

Passengers

©2010:1.219.473

®2009: 1.025.968 (+193,505
/ +18%)

¢ 2008: 906.620
/ +13%)

e AIDA Pax

©2010: 511.000 (41.9% of
the total German Cruise
Pax)

*2009: 414.000
(40.3% of the total
German Cruise Pax)

(+119,348

Average Cruise Duration

¢ 2010: 9,3 Days

¢ 2009: 9,7 Days (- 0,4 Days /
- 4.1%)

* 2008: 9,37 Days (+ 0,33
Days / + 3.5 %)




A Critical View on Growth:

Extrapolation of Historical Data

Linear Extrapolation Quadratic Extrapolation Cubic Extrapolation
(S-Shaped Curve)

18000 18000 7 18000
o 16000 < 16000 7 < 16000
2
8 14000 R%2=0,9437 8 14000 RZ=0.9873 8 14000 R%=0,9923
£ 12000 / £ 12000 £ 12000
2 10000 // 2 10000 ¥ 10000
Q Q Q
2 8000 2 8000 2 8000
S 6000 / S 6000 S 6000
S 4000 S 4000 S 4000
© 2000 © 2000 © 2000
0 0 0
1990 1995 2000 2005 2010 2015 2020 1990 1995 2000 2005 2010 2015 2020 1990 1995 2000 2005 2010 2015 2020
P Least data fit (R2 = 94%) P Second best data fit (R2 = 98%) P Bestdata fit (R2 = 99%)
» 30 Million Pax by 2041 » 69 Million Pax by 2041 » Compatible with the
» Indefinite growth assumption » Indefinite growth assumption Product Life Cycle concept

P Historically applicable for
tourist destinations (Butler
1980, 2006) and

P Tourism segments
(Zimmermann 1997)

R

Forecast Implications?

Weak signals (e.g. ticket price reductions; mega-ships / onboard revenue)
Validity of forecasting demand on the basis of supply?

© Alexis Papathanassis Source data: CLIA (2010)




Another Forecast*

A PLC-Based Forecasting Model

Passengers

ooene Beginning of the 2030’s the
German market will start to
experience stagnation with a
penetration rate of 6.7%

% tagna tion
5, 000,000

Laggards | 16%)

4,000,000 -
Late Majority (34%]

Drese bopermsa il

3,032,270 :

e - S <l et pichng SR b ———— e e e — = — — Imitators
2,000,000 : Early Major ty {34%)
Lo00000 4 T T T T T TTTTT e T, TSy T T 1;___________3_ __________
; | Earty Adopters (13.5%)
__________________ i_______________T__________E___I_m__‘hu:'si_i.;'}lsl__-|I'II'IG".I'E1TGFS
o L ' : ‘ J
22282822 £85838 80002 YSDBSSENAE LSRR RRERRBRE BT o
R R R R E R R R R E R E R R R R R R R R s R R RE R R e R RSResaR
»  Bass Diffusion Model (1968): »  Assumptions:
* Representsan S curve — Just like the Product- or Destination- * Market Potential in Germany approx. 5 million
Life Cycle — Travellers spending more than €1700 on a vacation
=  Can be used for forecasting the slope of the S curve, on the — Demographic structure remains the same
basis of the market potential and the degree of imitation and = |nnovation and imitation coefficients are calculated from the
innovation historical data (currently demand is determined by imitators —

cruise market has left the introduction phase)

© Alexis Papathanassis Source: Nee & Papathanassis (2011)




CRUISE SECTOR STRUCTURES

“Duopoly?”




Concentration through M&A

“Cruise Sector Duopoly?”

US Market Share

Disney
0,
2% 2%
NCL
10%

MSC

2%\

Royal Caribbean
26%

Others

Carnival
55%

World Market Share

Louis ]
4% Hurtigruten
r

4%
Thomson
4%
Sta
5%&
MSC/'
10%

Royal
Caribbean
19%

Others
4%

Carnival
50%

P Leverage over suppliers & destinations

P Economies of scale

P Risk-spreading & financial reserves

P Difficult for new entrants due to shipbuilding sector concentration

© Alexis Papathanassis * Source Data: Cruise Market Watch (2010) in Lekakou et al. (2011)




Capacity Development

Mega-Ship Trend... Mega-Crowding?

» 2010%*:

= Global cruise fleet 298
vessels amounting >
400,000 berths

= About half operate in
Europe

P 2012-2016**:
* Total Ships: 20
= Total Berths: 57,751
» Total Order Book Value: fame=®
$13,468,000,000.00 L

= Average Price Per Berth: |
$273,183

(CYAS Papathanassis * Source Data: Cruisecommunity.com, Accessed: 10.10.2011

** Source: ISL(2011), Accessed: 10.10.2011



CRUISE SECTOR EXTERNALITIES

“Globalisation at Sea?”
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Cruise Sector and the Environment

“Clean Ships?”
I BackWater:

¢ Human Waste (Toilets, Medical Facilities)
md Main Sources: * 30 Litres per Cruise Pax / day

e

¢ Wastewater from sinks, showers, galleys, laundry, and cleaning

* Incinerators

® Engines activities
¢ 340 Litres per Cruise Pax / Day

An average cruise ship‘s daily ma SOlid Waste:

emissions

* Plastic, paper, wood, cardboard, food waste, cans, glass, etc.
¢ 1990s: 3.5 Kg per Cruise Pax / Day

e = 12.000 automobiles ¢ 2010: 1.7 Kg per Cruise Pax / Day

=l Oily Bilge Water

401g of CO2 is emitted per Cruise ¢ Water containing fuel, oil, wastewater from engines and other

Pax / Km machinery
¢ Average cruise ship produces 8 tons in 24 hours of operation

¢ 36 times more than a Eurostar Pax / Km
* 3 times more than a Boeing 747 Pax / Km

) ) ) ¢ To stabilize the vessel during transport
e An estimated 60,000 people die worldwide each

¢ Often taken on in one location after a ship discharges wastewater

year as a result of under-regulated shipping air or unloads cargo and then discharged at the next port of call
emissions ¢ Contains a variety of biological materials, including non-native
e This estimated to grow by 40 percent by 2012 plants, animals, viruses and bacteria

© Alexis Papathanassis " Seurce: Ross (2009) 13




Cruise Employment
“24/7 for 500 Dollars a month!?”

[ 4!7 '7 ) ¥

http://www.cruisejobsblog.com/wp-

content/uploads/2011/01/cruise-girl.jpg

F&B: Low paid, non-
customer facing staff =
S$350-500 / month

Housekeeping: Low paid,
non-customer facing staff
= S600-800 / month

Cruise staff: Staff
organising activities for
. passengers = $1800-2100

*_ Applicants from poor
© countries (Philippines,
Indonesia, India)

Between $1500-2000 to
get the job

ing a
b

levels**

=
Q
B
>
el
)

Indicative Wage

Job start with a credit

Costs of gett

Money sent home = $300
/ month (7 months’ work

+ 2-3 months’ lay-off) / month

© Alexis Papathanassis 772001 14

** Source: www.cruiseshipjob.com, Accessed: 20.10.2011



Cruise Sector Challenges & Externalities

“Globalisation at Sea?”

(- Image issue (‘From Paper to Practice’) e Customer satisfaction )
e Friends of the Earth Scorecard deterioration
e Cruise Operators’ sustainability e Relationship between locals
reports & tourists (Antagonism)
e Integration of new technologies on * Destination limitations
existing fleets (Seasonal, infrastructural)
\. Overcrowding J
& Itineraries
Cost Pressures
&
Competition N
¢ Image issue (‘Sweatships’) e Rising fuel prices
e Intl Transport Workers’ Federation (ITF) e Safety & security regulations
e International Labour Organisation (ILO) ® Personnel costs
e Crew living & employment conditions e Fusion packaged tourism —
e Criminality on board (Balancing security cruise tgqrism (extended
with recreation) competitive scope) )

© Alexis Papathanassis
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Friends of the Earth: 2010 Cruise Ship Report Card*

Sewage Air Pollution | Water Quality Change From 2010
Cruise Lines Treatment Reduction Complnance Envnro Info 2009 Final Grade

Holland America Line

Norwegian Cruise Lines A C- C+ v - B-
Princess Cruises C+ A- D+ X C+
S no Alaska
Cunard Cruise Line A F voyages X . C-
. .. no Alaska f
Disney Cruise Line A F C-
y voyages X Most Improved
Regent Seven Seas Cruises C+ F A X <= C-
Celebrity Cruises A F n/a v - D+
Royal Caribbean Int’l D+ F A- v 4 D+
Carnival Cruise Lines F F A X <> D-
Silversea Cruises F F B- X - D-
. no Alaska
Crystal Cruises F F ‘ e — X n/a F
Whether a cruise line has installed the Whether a cruise line has retrofitted To what degree cruise How easy the cruise lines have made it
most advanced sewage and wastewater its ships to “plugin” to available ships violated 2009 water for the average consumer to find
treatment systems available instead of shore-side electrical grids instead of pollution standards information on their websites about
dumping raw or minimally treated running polluting engines when designed to better protect cruise industry environmental practices
sewage directly into the water docked the Alaskan coast and technology

© A|EXiS PapathanaSSiS * Source: Friends of the Earth — http://www.foe.org/cruisereportcard




M&A Activity (1985-2005)

Eastern

Sundance

| Aida I

| Seetours I

| Sitmar I

1985 1990 1995 2000 2005
Admiral (1986)
Royal Caribbean
RCCL {1969) 1838} {19397 International
{1997)
[ celebrity Cruises (1989) |
19498
51%
{1955}

Princess (1965) |
530 P&0 Princess (19?4H 1988}

CARNIVAL
Group

[ CARNIVAL Cruise Lines (1972) } 1959 | {1992] {1997 {1908 |—{ 2000}
[HAL (1873) EEEE
| Home Line
|'|Nindsar Cruises I
Seabourn (1987) ——— 50% . ——

[ Costa Crociere (1924) | [1983]
| Croisieres F"aquel]
[ Cunard Line (1840) | 100%

| Orient Lines (1993) |

[Royal Viking Line 1954

Royal Cruise Line (1972) |

Kloster cruises (Norwegian Cruise Lines) I [1928] [19as]

[st i -J—\ Star
ar Cruises {1993) 120007 Cruises

© Alexis Papathanassis

* Source: Gisnas, Holte & Wergeland (2008)




References

Bass, F. M. (1969). A new product growth model for consumer durables. Management Science, 15, 215-227.

CLIA (2010). 2010 CLIA Cruise Market Overview: Statistical Cruise Industry Data Through 2009. Retrieved April 10, 2011,
from 2010 CLIA Market Overview: http://www.cruising.org/sites/default/files/misc/2010FINALOV.pdf

DRV (2009). DRV Fakten & Zahlen zum Deutschen Reisemarkt 2009. URL: //www.drv.de
DRV (2010). DRV Fakten & Zahlen zum Deutschen Reisemarkt 2010. URL: //www.drv.de

European Cruise Council (2010). STATISTICS AND SOURCE MARKETS 2010, URL: http://www.irn-
research.com/files/2213/0224/9943/ECC%20Stats%20and%20marts %202010%20Final.pdf

Friends of the Earth (2011). Cruiseship Environmental Report Card. Available Online: http://www.foe.org/cruisereportcard.
Accessed: 30.08.2011

Gisnas, H., Holte, E. & Wergeland, T (2008) Cruise market industry analysis. URL:
http://www.ivt.ntnu.no/imt/courses/tmr4850/Visions%202009/BA1-Scenarios.pdf, Accessed 11.10.2011

ISL (2011). Shipping Statistics & Market Overview. Institute of Shipping Economics & Logistics, 55(8):5-74
ITF (2001). War on Want. URL: www.waronwant.org/attachments/Sweatships.pdf , Accessed 11.10.2011

Lekakou, M.B., Pallis, A.A. and Vaggelas, G.K. (forthcoming). “Which homeport in Europe: The cruise industry’s selection
criteria”. Tourismos (forthcoming).

Nee, | (2011). Maturity in sight? An Analysis of the Demand Potential and the Diffusion Extent of Cruises in Germany.
Hochschule Bremerhaven Thesis, supervised by Prof.Dr. Alexis Papathanassis

Ross, K (2009). Getting a Grip on Cruise Ship Pollution. Available Online:
http://www.foe.org/sites/default/files/CruiseShipReport_Klein.pdf. Accessed: 30.08.2011

Sea Trade Insider (2011). Orderbook. URL: http://www.cruisecommunity.com/Orderbook.html, Accessed: 10.10.2011

vV vV VvV VvV ¥V ¥V VVV VY

© Alexis Papathanassis 20




