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The impact of the virus reverberates across the
globe as the industry — like the world — pins its
hopes on the outbreak being swiftly resolved

OPINION

T

his year was expected to be marked
by the arrival of the sulphur cap
and the ushering in of a new era of
greener shipping. As with most walks
of life, however, the coronavirus outbreak
has since taken centre stage.
For shipping, talk of alternative fuels,
decarbonisation and the like have taken a
back seat as the industry — and indeed the
world — watches on as countries and their
communities scramble to get to grips with
the virus.
The situation is grave, and fears grow
that a full-scale global pandemic is on
the cards.
As the number of confirmed cases
of the respiratory disease coronavirus —
or, to give its now official name, Covid-19
— increase, the likelihood of such a
scenario, unfortunately, becomes closer
to reality.
At the time of writing, individual cases
of the virus had swelled to more than
80,000. Although the majority remain in
China, where the disease originated in
Wuhan city, coronavirus was present in
approaching 40 countries, including
significant outbreaks in South Korea, Iran
and, most recently, in Italy.
Here in the UK, cases too have now been
confirmed. Indeed, given the current rate of
infection, it appears only a matter of time
before the virus reaches countries lacking

the necessary resources and infrastructure
to prevent the contagion spiralling out
of control.
Such an epidemic has the potential
to be catastrophic, and the human cost
doesn’t even bear contemplating.

Disruption to supply chain

For shipping, which relies on the seamless
and frictionless movement of trade, the
outbreak has already begun to take its toll.
With the brakes firmly on China’s
economy, all industry sectors have been hit
hard. Such is the country’s central role to
international trade, the disruption to supply
chains has reverberated around the globe.
The International Chamber of Shipping
reported that the coronavirus outbreak is
costing the industry $350m each week in
lost revenues.
Market forecasts, meanwhile, are being
rewritten almost by the day, as shipping
faces up to what promises be a costly year.
News that China was beginning to get to
grips with the virus in late February, as the
number of new cases identified began to
stabilise, is at least one major positive for
all concerned.
For now, the industry holds its collective
breath in the hope the contagion is
contained and the impact manageable — at
least to some degree.
Worrying times, truly.
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Shipping struggles with
exposure to coronavirus
The new coronavirus is convulsing every segment of the
industry. Although the situation in China is improving, recent
outbreaks overseas have raised concerns over further disruption

CICHEN SHEN
China editor
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With China reeling from
the virus onslaught, its
imports are not faring any
better... The dry bulker
and tanker markets have
also taken a sharp knock
from China’s dulled
appetite for commodities
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T

he impact of coronavirus is rippling
through the shipping industry chain.
Container shippers have witnessed
record high blank sailings by carriers
amid a plummeting of Chinese exports.
Meanwhile, scores of boxes are still stuck
at several major ports in China, with the lack
of truck drivers who are being blocked from
their duty by strict quarantine rules enforced
by the government.
Ports are working hard to find solutions.
Some have garnered policy support to relax
the travel restrictions on drivers; some are
allowing shipside operations for traders to
pick up or load their cargo so they can skip
the overcrowded storage yard.
However, the stalled factory output and
disrupted supply chain cannot be fixed in a
short time. That is why Maersk chief executive
Søren Skou admitted “we will have very weak
exports in February and March”.
With China, the world’s second-largest
economy, reeling from the virus onslaught, its
imports are not faring any better.
The dry bulker and tanker markets have
also taken a sharp knock from China’s dulled
appetite for commodities such as crude oil,
liquefied natural gas, iron ore and coals.
A recent survey showed Chinese refinery
runs in February were 4m barrels per day
lower than January, implying the loss of
120m barrels of oil demand, or 320,000
barrels per day over the year.
The muted shipping movement has also
been reflected in increased fuel oil inventories
in Singapore, which, in mid-February, jumped
to their highest in more than nine months.
That said, demand for high-sulphur
bunkers might see a short-term surge if

Beijing accepts domestic shipowners’ request
for a temporary reprieve in Chinese waters
from the International Maritime Organization’s
sulphur cap.
That would be good news for shipping
companies that have suffered great damage
from the disease or have failed to put
scrubbers on board on time due to postponed
shipyard schedules.
Yet the halt of the sulphur mandate at the
same time will pose a big challenge to China’s
international image and — perhaps more
importantly — to the IMO’s authority.
Nevertheless, Chinese shipyards are also
victims of the virus. An insufficient workforce,
as seen in sectors elsewhere, is putting
hundreds of newbuilding and repair projects
at risks of delays or even cancellations.
Their ‘Act of God’ claims will be strongly
contested by shipowners and their suffering
is being once again cited by analysts as a
positive sign for a longer-term improvement
in shipping fundamentals.
Soon the banking sector behind those
shipping and shipbuilding contracts will also
feel the pain as lenders start to renege on
their payments.
However, like Maersk, many shipping
firms hope to have “a strong rebound in
April”, with the infection numbers falling and
production activities rising in China, where
the virus originated.
The stock markets had held a similar view,
before they crashed in February over news
about the extended outbreak in South Korea
and Italy.
A recovery will eventually come; but let
us hope this battle against the epidemic will
not take longer than expected.
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Industry comes to terms
with its future
Three years ago, shipping managed to secure a
temporary reprieve from EU regulations on emissions.
In 2020, that scenario looks unlikely to repeat itself

ANASTASSIOS
ADAMOPOULOS
Reporter
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The pressure to impose
EU-only rules — coming
straight from the top via
the European Commission
president Ursula von der
Leyen — is simply too
strong for those in the
shipping industry
opposed to these
measures to stop them

6 | Lloyd’s List | February/March 2020

T

hree years is a long time when you are
in a race to stop irreversible damage
being done to the planet’s climate.
Since the last European Shipping
Week held in Brussels in February 2017,
the maritime sector has seen the adoption
of an initial greenhouse gas strategy, the
implementation of the global 0.5% limit and
the ascension of sustainability as the single
largest long-term topic of discussion.
And yet, looking at the European Shipping
Week that unfolded in February 2020, you
could be forgiven for thinking not much had
changed over the past three years.
Just as in 2017, one of the central issues
was the European Union’s plans to regulate
international shipping emissions, primarily
through the inclusion of its notorious
Emissions Trading System — the so-called
‘pay to pollute’ scheme.
Such an idea is anathema to the global
industry, which points out that regional rules
cannot work in an industry that works on a
global stage.
Detractors to those pushing for regional
regimes say global regulation through the
International Maritime Organization works
much better than fragmented and disjointed
rules. What is more, many shipping players
feel they have a direct voice in the forum of
the IMO.
By contrast with three years ago, this year,
the mood among attendees in Brussels was
very different.
The most striking aspect was the apparent
acceptance that the EU’s plans to regulate
shipping emissions will materialise. Soon,
ships using EU ports will have new rules to
comply with, regardless of who owns them or
where they are flagged.
Public opposition will likely continue. What
is more, those inside the shipping industry
who view the EU working on its own in a
disjointed fashion as a nonsensical idea will
use their industry organisations to push for
a singular global regime. They will warn the
apparatchiks in Brussels about the dangers
that come with fragmented regulation.
Privately, though, officials from influential
companies and organisations admit they
know that EU regulations are coming. There

was a tangible frustration and, at times,
confusion about how all this red tape would
work if is going to be confined to the EU.
The pressure to impose EU-only rules —
coming straight from the top via the European
Commission president Ursula von der
Leyen — is simply too strong for those in the
shipping industry opposed to these measures
to stop them.
The real question that remains is how all
this is going to be done. Will it mean shipping
companies trading carbon allowances? Will
it be a direct levy on fuel? Will it include
mandatory cuts to emissions? What will the
repercussions of non-compliance be?
It is still early days in a process that
will likely continue well into 2021, but
those shipping players who oppose these
measures — and who are lucky enough
to have a voice in Brussels, alongside the
bureaucrats and multi-nationals — will try to
push for regulations that are as undisruptive
as possible, in terms of cost, operations and
global competitiveness.
At this stage, there are issues that
remain unclear. These outstanding matters
relate to the definition of how much any
new rules will affect shipping. Not least is
the isssue of whether owners will be able to
somehow ensure, through the regulation,
that any costs from new rules can be passed
on to charterers.
The intensifying pressure around the
climate agenda means that no single
regulator, no matter what their size or
scope, can expect to be given the same
level of understanding and space from other
regulators as they might have enjoyed in
the past.
This also serves as an important lesson
for the EU — if it is interested in getting one.
The EU would like to think that its rules will
eventually serve as a template for the IMO
and the rest of the world.
The new regime may also serve as a
precedent for other regions, such as China,
the US and others, who may feel compelled
by the need to take immediate action and
introduce their own emissions rules in the
future, with their own particularities, diverging
from global rules and from the EU.
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Lloyd’s List Awards 2020:
30+
winners

200+

companies as
finalists

The Lloyd’s List Excellence
in Shipping Awards are
the industry’s flagship awards
programme, seeking to
recognise and reward
excellence and success within
the industry, from large
companies, established SMEs
and promising start-ups.

2020 events

Our regional awards will
take place in Dubai, London,
New York and Singapore.
Category winners at these
awards are then given the
chance to be doubly recognised
through automatic inclusion
as finalists in the Lloyd’s List
Global Awards.
To find out more about the
2020 awards, visit:
lloydslist.com/awards
or contact:
natasha.dwyer@informa.com

1,100+
attendees

October 1
New York

30+

December 3
London

December 8
London

hours spent
networking

Top tips for entering the awards:

www.lloydslist.com
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1.

Check your entry
meets the criteria

2.

Stick to the
word limit

You’d be surprised how many
entries get rejected due to a simple
mistake such as being in the
wrong category, year or region.

No-one wants to wade through an
overblown entry full of frothy
platitudes on why your entry is
the absolute best.

The judges will check your entry
against the criteria. You should too.

The limit is 500 words. Stick to it.

8 || Lloyd's List | February/March
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3.

Provide online
supplemental information

Our judges do a surprising amount of
research into the shortlisted entries.
Make their job easy by including links to
online videos, webinars or articles that
support your entry.

celebrating excellence
Lloyd's List forums
November 12
London

November 4
Dubai

The Lloyd’s List series of forums offer the unique
blend of expertise, intelligence and networking
you would expect from the heritage of the shipping
industry’s bible.
Drawing on the knowledge and wisdom of leading
industry figures alongside our global staff of
maritime analysts, the forums tackle the biggest
topics and challenges facing the sector.
The Lloyd’s List forums offer the complete package
for anyone looking to gain a business advantage.

Upcoming forums:

October 15
Singapore

Posidonia, May 31
‘How to make money in shipping’
• Can shipowners still make money out of
operating ships?
• Is the traditional shipowner being cut out
of the leasing model?
• Is it possible to invest in sustainability
and maintain profitability?
• Can the traditional, private shipowner survive
the next decade?

SMM Hamburg, September 10
‘Making shipbuilding more profitable and
recycling more responsible’
• If and when will overcapacity subside?
• Where is consolidation most likely to
occur in the industry?
• Where will the finance come from?

December 4
Athens

To find out more, visit
lloydslist.com/forums

4.

Enter more than
one category

There is no limit to the number of
categories you can enter.
A single project, deal or technology
solution could work for a number
of categories.

5.

Set free your
inner journalist

Reporters at media school have
‘what, where, when and how’
drummed into them from day one.

6.

Hit the deadline

Late entries don’t count. No-one
wants that. After all, you can’t win
if your entry doesn’t count.

What is the entry about? Where did it
take place? When did it happen?
How did it come about?
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Open for business: shipping’s
transparency revolution

S

hipping has unconsciously sailed
into an era of transparency.
Amid a slew of Lloyd’s List
headlines exposing hidden flows
of sanctioned oil cargoes, ‘dark-ship’
subterfuge and offshore obfuscation,
that may sound a counter-intuitive
assertion to make.
However, a confluence of security,
financial and regulatory forces have
systematically hoisted the industry’s
corporate veil and made life increasingly
difficult for the persistently private and
defiantly dodgy.
The inexorable force of digitalisation
is partly responsible for peeling away
shipping’s opaque patterns of behaviour,
but it is not the whole story.
As is so often the case in shipping,
change has been gradually coerced,
imposed and ultimately enforced by outside
forces well beyond the limited scope of the
industry’s own agency.
Shareholders are demanding robust
corporate governance that is now being
measured. Governments are shining a
light on sanctions-dodging ships
determined to go dark, while deploying
increasingly effective measures to wrestle
non-co-operative tax regimes to open up.
Cargo interests, banks and society in

Yupa Watchanakit/Shutterstock.com

The colour chart of opaque
business practice in
shipping comes in an
endless range of hues, but
a combination of security,
financial and regulatory
forces have systematically
hoisted the industry’s
corporate veil and are
forcing the industry’s
hand into becoming
more transparent
and accountable,
Richard Meade reports

www.lloydslist.com

SPECIAL REPORT: TRANSPARENCY & SECURITY

On the radar: shipping is being forced to reveal more in public than it has ever been used to.
general are forcing through a new era of
environmental, social and governance
requirements that is making sure capital
doesn’t flow in the direction of those who
refuse to step out of the shadows or
account for their emissions.
And all the while, digital efficiencies,
smart operation and standardised
data requirements for everything from
trade finance to predictive analytics are
luring ship operations into opening up
information as an asset that can ultimately
create value.

Carefully navigated

Much of this disclosure revolution is
positive and overdue, but this is not
a shift that the industry can passively
accept unquestioningly. With increased
transparency comes complexity
and significant risk that needs to be
carefully navigated.
The lazy assertion that transparency is
a dirty word in shipping often — wrongly
— conflates private strategy with opacity.
For those few shipowners with deep
enough pockets to remain truly private,
they retain the luxury of reacting to
opportunities as they present themselves
without having to justify an overarching
narrative for investors.

The private shipowners’ reticence to
talk publicly about deals is not shyness,
or even a result of the now ubiquitous
‘non-disclosure agreements’ being
routinely slapped on deals. It is a lucrative
convenience they can afford — and will no
doubt seek to protect — while those around
them open up at the behest of others.
Not all public owners would admit
that returning to private ownership would
be their preferred option, but most
would concede it offers a simpler focus
for a business without the tyranny
of transparency.
If being able to afford anonymity is a
rare luxury that only a handful of owners
with the agility of cash in hand and a
determinedly long-term outlook can afford,
the reality for the squeezed middle of
shipping’s fragmented operator base holds
fewer options when it comes to accessing
finance in an increasingly corporatised
world where transparency of accounting
and corporate governance is a requirement
to get in the door.
The rest of the private end of the
industry is increasingly finding that its
hand has been forced and the reality is
that the world has become so much more
transparent that there is less to be gained
by secrecy.
February/March 2020 | Lloyd’s List | 11

This is not simply a statement of
tightened financial regulation. The banks
are reacting to the public stage they are on,
but they are not alone.
The cast of cargo interests, OEMs, lobby
groups and supply chain influencers
represented on the growing coalition
of efforts like the Poseidon Principles,
Get to Zero campaign and others now in
the pipeline are demanding action from
shipping that requires accountability.
Today’s monitoring and reporting of
emissions will inevitably segue into
market-based measures and accountability
for carbon will come with a price tag.
Those behind such efforts argue that
owners will need to come to grips with
the fact that reforms will make shipping
different in the future, but that is not
necessarily a bad thing for those prepared
to engage. Those seeking to hide, on the
other hand, are likely to find themselves
increasingly locked out and sidelined.
Dark corners, of course, will always
exist, but the days of hidden offshore
dealings disappeared in the wake of
post-September 11 security standards and
more recently the all-encompassing scope
of sanctions scrutiny. Global trade
is becoming more transparent and
resistance is increasingly futile.
A lot of the privacy that shipping offered
in the past has been lost in favour of
accountability.
Creditworthiness and compliance
checks, the ubiquitous ‘KYC’ due
diligence, audited financial statements
and third-party reports investigating any
historical payment problems — this is
all now standard practice.
What was once offered up in the
hope of earning reputational reward is
now considered a basic entry to market
expectation from counterparties no longer
willing to take on financial risk.
Even the murkier end of the shipping
industry’s known grey area is being
rapidly reduced, thanks to increasingly
sophisticated data analysis and the forensic
attentions of international governments
and agencies that now monitor every
aspect of shipping’s trade links.
Consider the subterfuge tactics of Iran’s
fleet ‘going dark’, engaging in ship-to-ship
transfers, setting up shell companies and
generally playing an elaborate game of cat
and mouse to disguise cargo origins.
Try as they might, such strategies are
not working. The risk to Iran’s fleet is well
understood and Lloyd’s List Intelligence
tracks every move, along with the US and
the insurance industry.
If a risk remains, it is the potential
for uninformed third-party operators
12 | Lloyd’s List | February/March 2020
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SPECIAL REPORT: TRANSPARENCY & SECURITY

The interconnectedness of the digital revolution requires transparency.
not asking the right questions. While
transparency is available, the reality is that
avoiding sanctions requires increasingly
forensic due diligence across the supply
chain to ensure security ‘red flags’ are not
raised by international governments and
agencies, and not everyone has access or
wants to ask the right questions.

Digital revolution

Meanwhile, the interconnectedness of the
digital revolution doesn’t just look favorably
on transparency — it requires it. However,
the miracle cure of blockchain and the new
world order of data sharing has not quite
panned out the way that some early digital
evangelists had hoped.
No doubt digital ledger technology has
the power to be a dynamic game-changer,
overhauling the analogue inefficiencies
of traditional trade finance worth $15trn a
year and turning the shipping of goods
into a paperless, online environment where
smart contracts enforce transparency and
security of transactions.
Pockets of progress are being made and
power platforms are delivering efficiencies
across a spectrum of digital efforts in
the industry right now linking port and
terminal operators, cargo owners, customs
authorities, freight forwarders, brokers and

transportation companies in a seamless
process that could be smoother and more
efficient than the old method of having
to rely on an seemingly endless round of
paper checks and rechecks.
Yet data standardisation has proved,
to date, to be frustratingly difficult to
establish. Platforms launched with the
hope of unifying are now accepting that
they will be one of many operating in ‘an
ecosystem’ of data. And while the direction
of technological progress is clear, the risk of
emerging divides could yet harden.
The analogy here is that we are still
sending data in a break bulk mentality
with myriad standards, formats and sizes.
The birth of a single global standard —
the 20ft container — that revolutionised
shipping has not yet been found digitally.
That is at least visible in trade finance
where — partly because of tariffs, partly
because fleeting consumer tastes require
shorter supply chains — commerce is
splintering into regional blocs. However,
the same is true across the digital projects
under way across the industry right now.
If digital standards also develop in silos,
rather than as part of a global effort, that
may prove impossible to reverse. And the
digitalised shipping revolution may yet see
its container moment float away.
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Cyber risk needs proper
training to minimise threat

A

ship “is no longer a discrete set
of engineering disciplines; it’s a
system of systems [for which] we
now need systems engineers,”
according to Bernard Twomey from the
Department of Computer Science at the
University of York.
Speaking at the ‘AI in the Marine and
Maritime Environment’ Conference,
organised at International Maritime
Organization headquarters in London
by MLA College — a provider of online
and distance-learning degrees in a
range of maritime and marine-based
subjects — Mr Twomey said a real gap
is emerging between what is expected
from Standards of Training,
Certification and Watchkeeping
training and the latest technology.
That gap is important. It is the reason
why cyber security has grown over the
past five years from an insignificant
threat to one of the top two threats to
vessel operations.
Professor Kevin Jones, executive dean
of the faculty of science and technology
at Plymouth University, speaking at the
same event, observed that people are
usually the problem.
“As people become more wired, there
are more opportunities for things to get
into a system in a way they shouldn’t,”
he said.
Prof Jones believes there are
four factors to be considered in any
understanding of the threat posed by
increasing digitalisation of operations.
The first is the need to make a proper
risk assessment.

nonowon/Shutterstock.com

Speakers at a cyber
risk conference have
suggested that increasing
digitalisation and
connectivity have brought
new vulnerability to
shipping that training has
been unable to match,
Richard Clayton reports

www.lloydslist.com

TRANSPARENCY & SECURITY: CYBER RISK

In the past five years, cyber security threats such as distributed denial of service (DDos)
attacks have grown to become one of the top two threats to vessel operations.

As people become more
wired, there are more
opportunities for things
to get into a system in a
way they shouldn’t... Some
companies are spending
more on cyber security than
the cost of their asset...
If you don’t understand the
risk, you are likely to take
the wrong decision
Professor Kevin Jones
Executive dean of the faculty
of science and technology
Plymouth University

“Some companies are spending more
on cyber security than the cost of their
asset,” he commented.
Not all spending is well correlated to
a risk profile. “If you don’t understand
the risk, you are likely to take the wrong
decision.”
Prof Jones’ second factor confirmed
Mr Twomey’s characterisation of a ship
as a system of systems, leading to his
third factor, that appropriate training is
essential for everyone involved, both at
sea and on shore.
Traditionally, training teaches what
to do when machines fail. However,
technology doesn’t often fail — although
when it fails, the consequences can be
catastrophic.
The fourth factor is to understand
crew reactions when systems do fail;
in other words, how far can a system
become distorted before a seafarer
senses a concern.
There is a real difference between
the reaction of an experienced master
mariner and a cadet in a simulator.
The increasing threat of cyber attack
reflects the exponential rate of growth
in vessels connected to the internet. A
decade ago, only about 4,000 ships were
connected; today there are more than
40,000 ships.
February/March 2020 | Lloyd’s List | 15
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Connections enable vessel
performance analysis, navigational aids,
and crew entertainment and welfare.
However, training in protection and
security has failed to keep up, while too
many firewalls and anti-virus systems
are now out of date. This brings practical
problems the industry is only now
starting to understand.

Due diligence

Professor Baris Soyer, director of the
Institute of International Shipping and
Trade Law at Swansea University, asked
delegates at the conference whether
a ship might be considered seaworthy
if the owner had failed to invest in
protection against cyber attack.
The question is “whether the carrier
has failed to exercise due diligence to
make the ship seaworthy”, which would
itself require an analysis of industry
practice.
Kelly Malynn, senior risk manager
at Beazley, the specialist insurer,
spoke of real-life incidents where
navigation systems had been infected
by malware; software updates had been
infected by vendors using compromised

USB sticks; and ransomware attacks to a
navigation system had partially blacked
out a cruiseship.
“Now, for the first time, it is
conceivable that a whole fleet could
be affected by a common software
provider,” Ms Malynn told the
conference.
Threat actors will become more
sophisticated and range from individuals
through to organised crime syndicates
and even nation states.
“Insurers are more concerned with
catastrophes than individual loss,” she
said, adding that catastrophes are more
likely after 10 years of digitalisation,
increased connectivity and more
aggressive threat actors.
Cyber security will inevitably form
a central pillar of the UK’s Maritime
2050 strategy — and that will only be
achieved with a complete reassessment
of training, explained Phaedra Gibson,
head of training, defence and security
at BMT Group.
She drew on many years of military
training to develop a list of needs
for maritime, including significant
change to the way organisations are

structured, a competency framework and
competency assurance, coaching and
mentoring, and thought leadership.
She believes “training of future
leaders is crucial” to successful cyber
security and will be required much
sooner than 2050.
“Military prevention technology is
much more advanced [than commercial
shipping] but the threat is developing so
rapidly that you can’t keep up,” she said.
The military is trained not to trust
technology, she advised, in contrast to
recent developments in maritime.

Resolution adopted

The IMO’s Maritime Safety
Committee has adopted the Maritime
Cyber Risk Management in Safety
Management Systems resolution, by
which administrations are encouraged
to ensure that cyber risks are
appropriately addressed under the
ISM Code no later than the first annual
verification of a company’s Document
of Compliance after January 1, 2021.
Given that technology is both an asset
and a vulnerability for shipping, there’s
much work still to be done.
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TRANSPARENCY & SECURITY: BLOCKCHAIN
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Blockchain was once viewed as a panacea to all of the ills of international trading.

Is blockchain a magic bullet
for securing supply chains?
Blockchain was very
much in vogue a few
years ago, but has since
become far less of a
darling for investors,
Sumeet Malhotra and
Christina Whitehead, of
Hill Dickinson, report

T

he issue of securing supply chains
is a topic that is gaining increasing
currency among commodity
traders, trade finance banks and
funds, shipowners, and operators of
chartered tonnage.
At Hill Dickinson, we are regularly
instructed by a number of stakeholders
within the commodity supply chain
and have been notably instructed on
cutting-edge work involving the
crossover of trade finance and
blockchain technology.
Blockchain was very much in
vogue from about late 2017 through
to 2018. Like all things fashionable,
though, it has had its moment and
has since become far less of a darling
for investors.

Blockchain was viewed as a
panacea to all of the ills of
international trading. Today, our
clients are taking a far more circumspect
view of technologies such as blockchain
and electronic bills of lading.
The true goal in using these
technologies is the creation of
transparency and security in
supply chains.
Transparency and security have
been issues for as long as there have
been supply chains. The ancient
Phoenicians and Sumerians had as
much of a vested interest in securing
their supply chains as the big agri and
energy trading houses of today.
A number of a major commodity
trading houses do use eBills and
February/March 2020 | Lloyd’s List | 17
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Lack of transparency

As a general rule, traders make
their money as a result of the lack of
transparency around the origin of goods,
the supply and demand for those goods,
what the base pricing of those goods is,
and what the realistic market price of
those goods should be.
It is hardly surprising that an industry
that profits on opacity would be slow
to adopt a technology, that will create
transparency within that industry.
The impetus for the universal
adoption of these technologies will
probably come from those within the
supply chain who value transparency
and security, such as banks, who can be
left holding the proverbial baby in the
event of a default by traders.
Our industry is in the middle of
unravelling a billion-dollar default in the
agritrading sector, which has highlighted
the need for greater transparency and
security in supply chains.
The documents filed in court, which
are a matter of public record, contain
allegations of fraud perpetrated by the
accused, with the result that a number
18 | Lloyd’s List | February/March 2020
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proprietary online merchanting
platforms, but these are hardly the
industry-wide norm.
The shipping industry at large has so
far failed to adopt these technologies;
now cyber security risks have presented
their own set of problems.
There are two key issues with the
broad acceptance of these technologies.
Firstly, they tend to be extremely
expensive, as they involve an
upheaval in the global infrastructure
around trading.
International trade involves multiple
stakeholders, including banks,
non-banking financial institutions
engaged in commodity trade finance,
shipowners, charterers, brokers, agents,
buyers, sellers, intermediaries etc.
All of these stakeholders would
necessarily have to be on the same,
universally accepted system in order
for it to work in a secure and
transparent manner.
Failing universal acceptance, you
would end up with certain blocks of
transparency and security, as well as
opacity throughout the rest of the supply
chain, which defeats the point of the
technology in the first place.
Secondly — and this issue is not often
discussed — the fact is, for an entity
involved in international trade, opacity
in pricing and provenance is often in
its favour.
The legal industry is unravelling a billion-dollar default in the agritrading sector, which
has highlighted the need for greater transparency and security in supply chains.

Malhotra, left and Whitehead.

It is hardly surprising that
an industry that profits on
opacity would be slow to
adopt a technology that
will create transparency
within that industry

of financial institutions may well be
left without recourse because there
was no transparency as to the true
nature of the trades they financed.
We are sometimes asked
whether governments will take the
lead in ensuring transparency in
supply chains.
So far, that has not happened and
we do not believe it will happen
because of the international nature
of commodity trading.
At present, we are all living
through the disruptive effects of
revolutionary technologies, which
have had a net positive impact upon
the quality of human life.
We suspect we are not too far
from a tipping point… Watch this
ever-evolving space!
Sumeet Malhotra is a partner and
Christina Whitehead an associate
at Hill Dickinson LLP
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OPINION: AUTONOMY
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While some companies have started to invest in autonomous technology, others will be following very conservatively.

The transition to autonomy
must be handled sensitively
A conference on AI in the maritime environment has heard that the path to
autonomy is paved with good intentions. While no challenge is a deal-breaker,
any of them could be painful, Richard Clayton reports

T

he transition from fully manned
ships to remotely controlled, then
autonomous ships will be complex,
messy and painful.
Nevertheless, as with the move
from sail to steam during the latter half
of the 19th century, this change is
necessary if shipping is to meet its
environmental targets.
This was the message from a
conference held at the International
Maritime Organization in London at
the end of January on AI in the
maritime environment.
While some companies have started
to invest in autonomous technology and
will be leading the innovation in the
2020s and 2030s, others will be following
very conservatively.
The laggards have not yet embraced
the need for digitalisation in any
practical way. They are likely to do the
minimum necessary.

All of which surely means the
transition will see shipping exhibiting
a range of autonomous capabilities
competing for business.
The complexity comes from
professional services trying to
accommodate different requirements
for cargo handling, bunker supply and
agency services, as well as understanding
the legal considerations of 50-year-old
charterparties attempting to deal with
a need to “exercise due diligence” to
make a vessel seaworthy.
Then there is the whole issue of
training a new cadre of deck and
engine officers.
Some will have a traditional level
of responsibility with the benefits of
upgraded ship-to-shore connectivity;
others might be members of a skeleton
crew on board to meet a legal or
regulatory expectation.
There is also a balance to be maintained

between recognising the positive narrative
of a cleaner, greener maritime industry
and embracing the challenge of rebuilding
the human element.
Jobs will undoubtedly be lost; training
will probably fail to provide enough of the
right skills at the right time in the right
places; safety errors will be made because
responsibilities have not been understood.
This is the pain the industry must
expect to endure. It should be tackled
early on by educating the entire maritime
industry in why change is necessary. This
must not be left to the technology teams;
that is not their skill.
Complex, yes. Messy, certainly. Painful,
probably. However, the success of digital
shipping will depend on how sensitively
this third pain point is handled.
If we get the human resourcing wrong,
or overlook the discomfort it could
bring, the transition will be much more
challenging than it ought to be.
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Keeping the dialogue going
The in-tray of the
president of the European
Community Shipowners’
Associations includes
the aftermath of Brexit;
concerns about the pace of
emissions reduction; and
gender equality. He says
the key is to keep talking,
Richard Clayton reports
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W

hile the centre of gravity in
the shipping world is now
very firmly in the eastern
hemisphere, European
shipping remains competitive and is
at the forefront of technological
innovations and solutions.
However, one of the major challenges
facing the industry across the continent is
the aim of the new European Commission,
led by president Ursula von der Leyen, to
make the bloc carbon-neutral by 2050.
A recent European Parliament report
urged the commission and EU Council
to consider including shipping in the
EU’s Emissions Trading Scheme,
much to the alarm of shipowners and
others in the sector who have warned
that such a move would threaten
progress at the International Maritime
Oraganization towards the longer-term
goal of an international agreement
on decarbonisation.
One of the key figures arguing the case
for European shipping in Brussels is Claes
Berglund, director of public affairs and
sustainability at Stena AB and president
of the European Community Shipowners’
Associations, which represents all EU
shipowners’ associations plus Norway.
Speaking to Lloyd’s List in Athens prior
to setting out the Ecsa position on the
European Commission’s flagship Green
Deal at February’s European Shipping
Week event in the Belgian capital, Mr
Berglund said his aim is to engage with EU
policymakers to ensure Europe’s shipping
sector is “sustainable, competitive,
innovative and agile enough to adapt to
the rapidly changing global environment”.
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Berglund: one of the key figures arguing the case for European shipping in Brussels.

Europe’s owners have
come up with many new
ideas. If they hadn’t, no
doubt the main players
would leave Europe

The Ecsa ambition is to not only keep
European shipping profitable but also to
make sure they have the tools to remain
innovative. “Europe’s owners have come
up with many new ideas,” Mr Berglund
said. “If they hadn’t, no doubt the main
players would leave Europe.”
He is well aware that competition
from Asia is very strong, which is why
Ecsa is so focused on the application of
state aid guidelines.
“It’s important that we have partners
such as Kongsberg and Wärtsilä, and that
research and development is well funded
and supported. They bring the innovative
solutions to the industry,” he emphasised.
Mr Berglund took over his Ecsa role
prior to the UK’s withdrawal from the
EU at the end of January and an Ecsa
statement at the time observed: “Brexit
discussions have brought to the forefront
how interrelated EU-UK supply and
logistics chains are. Maintaining the
fluidity of EU-UK trade must therefore
be a priority.”
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Kongsberg

Partners such as Kongsberg and Wärtsilä bring the innovative solutions to the industry, according to Mr Berglund.
The association called for both EU and
UK regulators “to continue the current
close alignment on shipping issues and
emphasises the importance of including
maritime transport in the upcoming
trade negotiations”.
Mr Berglund said it is too early to say
what the full implications of Brexit will be
but hopes the British remain within Ecsa.
“I hope the UK Chamber of Shipping
will stay a member — Norway is a member
[but is not in the European Union]. It
all depends on the agreement reached
between London and Brussels. I hope
they will stay, as we are extremely
interdependent and will continue working
with the British on practical issues.”
Ecsa associations value their
membership, even though the ship types
differ. Some owners focus on deepsea
shipping, others on shortsea, while some
members argue that the environmental
requirements are too onerous.
“Members do not always agree on every
issue,” he conceded. “Sometimes there
are challenges: we are an association of
members. But mostly it’s no problem —
they almost always agree.
“The overriding concern is to make
our shipping successful, and there are
policies in place to make that happen.
At the end of the day, we must keep the
dialogue going.”
There are clearly national divides
on issues such as gender equality.
The president describes this as “a big
problem”. There has been a lot of
action within Stena to change the
balance, though.
“We believe our company would be
better off if there were more women at sea
and in our offices. Interest is increasing.

I have a big concern
that we are trying to do
something very quickly. We
must be careful not to bring
in new policies that will
penalise certain owners.
We have to explain to
everyone what’s required

“I think the gender equality discussion
will grow stronger. Diversity has to be
embraced by our industry,” he added.
Addressing concerns that not all
member associations can meet the
pace of innovation set by Scandinavian
businesses, Mr Berglund admits it will
not be easy.
“I have a big concern that we are trying
to do something very quickly. We must be
careful not to bring in new policies that
will penalise certain owners. We have to
explain to everyone what is required.
“Our precedent is always to have global
regulations [but] sometimes we hear from
the European Commission that the IMO is
too slow. I sense that member states feel
the IMO is too slow.”
At a press event in Brussels in February,
Ecsa argued in a paper that a main
priority for the EU should be to lead in the
international regulatory process, helping
ensure the IMO targets are met without
distorting international competition.
Beyond supporting global policy, Ecsa
wants the EU to lead the race in research
and development on alternative fuels
and technologies, plus offer supportive
measures for their uptake, while
facilitating first-movers.
“The EU has a unique opportunity to
serve as a test and demonstration centre
for the development and deployment of
new fuel types. All with a view to be
upscaled to a global level,” Ecsa said.
Lloyd’s List’s Friday interview slot
features some of the biggest names in
shipping, sharing insight and foresight
on the big issues shaping and driving
the maritime industry
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North America focus
The Lloyd’s List team homes in on the big stories shaping the continent’s shipping
sector. While the trade war looms large, Wall Street’s woes continue and Washington’s
regulators strengthen their power, Canadian ports are jostling for a slice of America’s
cargo pie, and numbers suggest it’s not all plain sailing for US Gulf crude shipments

WASHINGTON
“For the first time in
decades we’ve broadened
our authority to block an
agreement or to deny the
antitrust exemption”
DANIEL MAFFEI,
FEDERAL MARITIME
COMMISSIONER

www.lloydslist.com

WEST COAST
“In terms of volume,
Vietnam and other
southeast Asian countries
are hardly replacing China
as top US trading partners…
but figures suggest the
trade war has shifted
trade patterns”
ERIC WATKINS

22 | Lloyd’s List | February/March 2020

WALL ST
“Banks have slashed their exposure to
shipping companies and capital market
support for shipping is at 50% of where
it has been over the past 10 years”
ANASTASSIOS ADAMOPOULOS

EAST COAST
“Canada’s east coast provides a natural
gateway to the US Midwest. Terminal
operators are now looking at how best
to serve that market”
JAMES BAKER

US GULF
“Not only are there signs that the pace
of US crude export growth will slow in
2020, but also these trade flows are
unlikely to augment tonne-mile
demand for crude tankers”
MICHELLE WIESE BOCKMANN
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Substantive changes to the Shipping Act could be considered as a vote of confidence by Congress in the Federal Maritime Commission.

New regulations widen
powers of the FMC
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US shipping legislation
was written in a time
before carrier alliances.
Now the regulators
overseeing it are
balancing competition
and commercial reality,
James Baker reports

24 | Lloyd’s List | February/March 2020

C

ommercial maritime law in
the US is “woefully behind
and anachronistic”, according
to one of the people charged
with implementing it.
However, a year after an update to
US shipping laws, Federal Maritime
Commissioner Daniel Maffei says the
legislation, while not accomplishing many
things, was “a good step” in restructuring
how the US maritime sector is regulated.
“At least there are now some areas
where the law does seem to be updated
and has given the FMC the ability to
address some new issues, the most
important of which is the one of monopoly
power and how carrier alliances might be
able to negotiate with suppliers, such as
towage services,” Mr Maffei told Lloyd’s
List in an interview.

“For the first time in decades, we’ve
broadened our authority to block an
agreement or to deny the antitrust
exemption.”
The Federal Maritime Commission
Authorization Act of 2017 was signed into
law by Donald Trump in December 2018 as
part of the as part of the Frank LoBiondo
Coast Guard Authorization Act.
It represented the first substantive
revision to the US Shipping Act since 1998,
providing several of the most significant
changes to the Act since 1984. The changes
primarily address antitrust issues related
to consolidation in the maritime industry
and the emergence of the alliances.
Law firm Holland & Knight said at
the time the amended Shipping Act
signalled “an important development for
the maritime industry in the US”.
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“It is aimed at preserving competition
in US trades and assuring future
capital investment in maritime and
transportation infrastructure, the vital
link in supply chains across the US and
the world.”
As a former Congressman himself, Mr
Maffei, who returned to the FMC for a
second term last year, says trying to keep
the legislation up with the needs of the
industry is one of his top priorities.
“More important than the details is
the fact that this is the first time Congress
has weighed in in decades and said
it would like the FMC to look at more
things,” he says.
“It was the message that Congress
sent that while it doesn’t want any agency
to overstep its bounds, it is not unhappy
with what the commission has done
in terms of giving the industry a
vigorous oversight.”
It could be considered as a vote of
confidence in the commission, he added.
However, the new law still has not
clarified the roles between the FMC and
the Department of Justice, which also has
a role in overseeing antitrust behaviour.
“We work with Justice more than we
clash,” Mr Maffei said.
Yet it was the DoJ that in 2017 served
subpoenas on some of the top names in
the container shipping industry as they
attended a meeting of the Box Club in
San Francisco, although no charges were
ever brought and the investigation was
quietly closed two years later.
Mr Maffei says by giving the FMC
additional authority, Congress reinforced
the view that it wanted the commission to
be the authority to supervise shipping.
“I think most of the DoJ believe that
and let us have it,” he says, “but it is a
big department.”
The more common issue facing
US regulators is the lack of oversight
of shipping.
“Given how fast this industry changes
and how global it is, it is hard to know
who handles things,” says Mr Maffei.
He points to the coronavirus outbreak
as an example.
“If there’s a commercial crisis or
carriers are unable to stop in China, who
is supposed to take control? No-one really
knows — and that is more of a problem
than us wrangling with the DoJ.”
Where there is clear authority over
coronavirus, such as the Center for
Disease Control, the FMC will not get
involved, except to help.
“The question is, what if it affects one
particular carrier or alliance more than
another?” Mr Maffei says.
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WASHINGTON

If there’s a commercial
crisis or carriers are
unable to stop in China,
who is supposed to take
control? No-one really
knows, and that is more
of a problem than us
wrangling with the DoJ

Maffei: former Congressman returned to
the FMC for a second term last year.
“This is theoretical, but in that instance
— as well as things like cybersecurity and
the ripple effect of bankruptcies such as
Hanjin Shipping — you’re dealing with a
world full of risks.
“Because shipping is so global, we
have to deal with these areas. The
question is whether there is a role that
we should try and step into to ensure that
the sector remains viable, or to alert other
agencies that there could be an issue.”
That is still to be resolved, he says, and
will not be without a clear direction from
Capitol Hill.
“As an individual commissioner, it
is something I’ll be drawing attention
to, as I don’t think any of these risks are
addressed in the current rules and laws
we have,” Mr Maffei says.
“The LoBiondo Act is a first step, but
by and large, our laws are still way out
of date with the current needs of the
industry. It is more than welcome, but we
have a long way to go.”

Environmental regulation

The latest environmental regulation in the
form of IMO 2020 also poses questions for
the commission.
“What happens if there are disputes
over how those are passed on? At the FMC,
we have the authority to monitor, ask for
information and, if we think something
is unreasonable, we could bring some sort
of enforcement.
“However, the fact is that the

impact on the industry as a whole of
increasing environmental costs was not
really anticipated.”
In many ways, however, the FMC’s role
is still to speak softly and carry a big stick.
“The large shipping conglomerates and
alliances make changes if we tell them
we are concerned about something,” Mr
Maffei says.
“It is so rare that anyone would go to
court on any of these things. It provides
a chilling effect. Nobody wants to come
to a court, for their own image and
global relations.”
However, the changing nature of the
industry means the commission must be
alive to the challenges faced by both the
lines and their customers.
When much of the legislation covering
the industry was written, it was assumed
that if there was too much consolidation,
prices would skyrocket.
“No-one anticipated that we would
have chronic oversupply of liner capacity,”
Mr Maffei says. “In that environment, there
is no choice but to continue with some sort
of exemption for alliances.”
In the US, where the exemption is
regulated, it may not be loved, but it is the
“best possible outcome”.
“Otherwise there would be
bankruptcies and more consolidation, or
just niche carriers operating in certain
markets,” Mr Maffei says.
“The demand would not be satisfied.
The problem is not that you have
too little competition, but because
of the oversupply, you have so much
competition, even within alliances.”

Shipping faces familiar story
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Like the rest of the world,
shipping hopes the
coronavirus outbreak will
be a short-lived threat
to human health and
the global economy; but
outside this unpredictable
factor, shipping companies
trading in the US market
must contend with different
— yet familiar — issues,
Anastassios Adamopoulos
and Declan Bush report

M
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ore than a decade after the
eruption of the global financial
crisis, trading on the stock
exchanges of New York, once
— and perhaps still — considered the
pinnacle for shipowners, is not necessarily
attracting the type of attention shipping
companies would have wanted.
Finance in shipping today is not a
uniform landscape. Western lenders are
notoriously cutting down their exposure
to shipping, just as Chinese lessors are
becoming increasingly popular.
Climate considerations are causing
fears that ships could become stranded
assets and sunken investments, while the
Oslo Stock Exchange continues to attract
attention from those looking for access to
public markets.
The coronavirus outbreak has been
a destabilising parameter for shipping
stocks, with most of them tumbling
over the past few weeks in the wake of
disruptions to trade.
Looking beyond this issue, however,
more elemental concerns persist.
AMA Capital managing director Peter
Shaerf believes that shipping companies
are continuing to struggle in North
American public markets, despite
valiant efforts.
“Only when the fundamentals improve
will you get any real traction in the public
markets,” Mr Shaerf told Lloyd’s List.
Flex LNG, the liquefied natural gas
vessel owner that completed a direct

Wall Street: as of February 13, shipping companies on both the Nasdaq and the NYSE
make up for a combined market worth of around $31.3bn.
listing on NYSE last summer after raising
$300m of equity in the Norwegian market
in 2018, sought the US because of the
country’s rising prominence as an LNG
exporter and to broaden its investor base,
according to company chief executive
Øystein M Kalleklev.
“So far, that has not played out well in
terms of stock price performance, as the
glut of gas, two very mild winters, the
US-China trade conflict and now
coronavirus have resulted in a more
challenging market environment than we
envisioned,” he told Lloyd’s List.
From June 17 to February 13, the share
price of the John Fredriksen-affiliated firm
dropped by around 33% to $7.50.

However, Mr Kalleklev is optimistic that
this glut of cheap gas will ultimately result
in an increase in demand.
“Since we are not dependent on raising
equity, we focus on what we can influence,
which is building a lean and focused LNG
shipping company while adding backlog
to decrease earning volatility as our fleet is
growing,” he said.
Nonetheless, investor sentiment for the
LNG segment is very depressed and, while
financing sentiment is a bit better, banks
are also cautious these days, he added.
“Only top-tier customers get the
bluechip financing. The rest have to get
more expensive financing, if any at all,”
Mr Kalleklev said.
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Size matters

The market fundamentals could ultimately
fall into place. Yet low market caps may
preclude investors from committing to
shipping companies long term.
As of February 13, shipping companies
on both the Nasdaq and the NYSE make up
for a combined market worth of
around $31.3bn.
However, of the more than 50 listed
firms, only nine break the $1bn valuation
— and the most highly valued one, Kirby
Corporation at $4.54bn, is predominantly
an inland waterways barge operator.
Without Kirby, shipping and offshore
companies’ average market cap is at
$505m and just eight break the $1bn
market cap barrier. Meanwhile, at least
13 companies have a market cap of less
than $100m.
Dismal assessments of shipping
stock performances over the past few
years — with periodical exceptions — are
widely known.
Yet the latest comeback was from the
crude oil tanker market, with shares rising
as rates catapulted during the last four
months of 2019, thanks to a combination
of geopolitical tensions, sanctions, the
incoming 2020 sulphur cap and ostensibly
positive market fundamentals, due to a
low orderbook.
After carrying over into the new
year, tanker rates and shares have been
subdued in part due to coronavirus.
Investors, Mr Shaerf warned, have been
down that road before where they have
been urged to buy stocks that ultimately
did not pay off, while volatility continues
to be a preventive factor for investment.
“I think that investors look at it as a bet.
We have seen depressed markets that have
had short-term rallies and then come back
down again,” he said.
Jefferies equity research senior
vice-president Randy Giveans agreed that
the market cap is an important point for
investors deciding whether to hold on to
an investment.
“If you are a small micro-cap company
that only has a few vessels in weak sector,
right now you are certainly trading at
a massive discount to NAV [net asset
value],” he said.
However, unlike Mr Shaerf, who
identified a liquidity problem for shipping
stocks, Mr Giveans does see movement in
the markets — especially in tanker stocks
where, in the fourth quarter of 2019, the
bigger names saw between $20m-$25m
being traded daily.
Euronav chief executive Hugo De Stoop,
whose firm is one of the few US-listed firms
valued above $1bn, acknowledged investor
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The market fundamentals
could ultimately fall
into place. But low
market caps may
preclude investors from
committing to shipping
companies long term

sentiment in the short term is challenging,
given dislocation from China.
Additionally, banks have slashed their
exposure to shipping companies, while
capital market support for shipping is
at 50% of where it has been over the past
10 years.
Nonetheless, Mr De Stoop argued,
investors and financiers are constructive
toward shipping companies exhibiting
core skills of good governance,
stewardship of capital and with a diverse
funding base.
“We believe the game has become
relative rather than absolute. The amount
of capital dedicated to our industry has
reduced — but in parallel, there has been
a dramatic flight to quality,” he told
Lloyd’s List.
Ultimately, trading in the US market
for a company like Euronav still offers
opportunities like greater exposure, access
to the US capital market and more sources
of funding.
“The prize is a big one and dynamic
— for instance, increasing liquidity in
our share over the past six months has
allowed access to new set of larger, more
resourceful investors,” Mr De Stoop said.

Shorter-term portfolios

The decline of private equity involvement
in shipping since the GFC has been well
documented. Today there are a lot more
retail investors, hedge funds and family
offices involved and cyclical trades are
popular, Mr Giveans said.
“The time horizon of your folders
is certainly smaller and they are more
of a trading vehicle than a long-term
investment,” he said.

However, Mr Giveans insisted there are
still long-term investors with an appetite
for larger market-cap companies with
vessels on long-term contracts and some
cashflow visibility.
Yet Mr Shaerf questioned how long this
sentiment would last. “Some of them hold
a long-term view. But it is hard to hold a
long-term view in fundamental markets
that have not delivered as promised or as
expected,” he said.
International Seaways chief financial
officer Jeffrey Pribor told Lloyd’s List
that after the company was born out
of Overseas Shipbuilding Group in late
December 2016, the private equity interests
that held around 50% in the firm started
an exodus, which lasted until early 2019.
Mr Pribor said the spike in tanker
values has also brought back interest from
hedge funds — some familiar and some
new — who had retreated during the
2016-2019 downturn.
One of the largest shareholders in
the firm today is Spanish-based Cobas
Asset Management, which has been
buying up since 2017, while investment
management firm Donald Smith & Co
also has a stake.
“We saw Wall Street, US private equity
funds get out [and] US and international
long-term value funds gradually come in,”
Mr Pribor said.
With IMO 2020 acting as a catalyst
and robust fundamentals, thanks to the
low orderbook, investors have regained
excitement for the sector, he said. They
will want to be around for a year or two of
good times that could see them reap strong
dividends or other benefits.
“They are not thinking three or six
months; they are thinking a little longer
term than that,” Mr Pribor said.
Niklas Nilsson of London-based
StarStruck Marine Capital predicted the
next wave of investment into shipping
companies would most likely come from
American hedge funds buying shipping
portfolios from traditional lenders.
“I would not be surprised if we see
some high-profile transactions in this
space over the next one or two years,
perhaps in excess of $50bn in total.”
European lenders — most of whom are
slashing their shipping portfolios — have
to deal with stringent regulations that will
increase European banks’ cost of capital
for shipping loans.
Mr Nilsson said some will decide it is
not worth it and exit the space.
“Whether these funds will write new
loans for owners remains to be seen, but
the net effect is likely to reduce credit
availability even further,” he said.

Tonne-mile demand for US Gulf
crude shipments contracts

While the pace of US crude export growth may slow in 2020, trade flows are unlikely to augment tonne-mile demand for crude tankers.

Conventional wisdom is
that rising oil exports from
the US Gulf is good for
crude tanker tonne-mile
demand; the numbers tell
a different story, Michelle
Wiese Bockmann reports

T

he US Gulf is at the epicentre of
American energy independence
and the region’s rising exports
of oil and refined products have
reshaped global trading patterns for
tankers and gas carriers since 2016.
However, the tonne-mile demand data
from Lloyd’s List Intelligence challenges
the assumption that the eight-fold rise
in US Gulf oil exports over three years
is positive for tonne-mile demand for
crude tankers.
Analysis suggests that while this was
initially true, the trend reversed in 2019.
Tonne-mile demand measures distance
travelled by volumes carried and is a
proxy for vessel demand.
The US Gulf shipped some 2.7m
barrels per day in crude from January to
November in 2019, according to the US
Energy Information Administration, up
37% so far on the prior year.
Expanding port infrastructure and
increased pipeline capacity supported the
rapid acceleration.
Since the US lifted a ban on most
crude oil exports in 2016, new markets
in Asia and Europe have been rapidly
established. Canada is still the biggest
buyer of American crude, followed by

refineries in South Korea, India and
countries in Europe including the UK.
Not only are there signs that the pace
of US crude export growth will slow
in 2020, but also these trade flows are
unlikely to augment tonne-mile demand
for crude tankers.
US Gulf refineries are importing less
crude from further-away destinations,
particularly the Middle East Gulf.
Tonne-mile demand for crude
tankers loading cargoes from the US
Gulf for export in 2019 was measured at
889.5bn tonnes, according to Lloyd’s List
Intelligence.
That contrasts with tonne-mile
demand tracked on crude tankers
bringing imports into the US Gulf, which
was at 476.2bn tonnes.
The previous year, tonne-mile demand
for imports was measured at 822.6bn
tonnes, representing a year-on-year fall
of 42% in 2019.
This fall was at its most extreme over
the final quarter as the US Gulf exported
more crude than it imported for the
first time on record. There are some 57
refineries in the so-called PADD3 area
that incorporate the US Gulf and parts of
Florida, with about 9.8m bpd capacity.
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Port of Corpus Christi

Additional capacity from the Permian to Texan ports, particularly the port of Corpus Christi, underpinned the growth in exports last year.
217.6bn tonne-miles in 2017, and 153.6bn
in 2018. However, over 2019, 137.4bn fewer
tonne-miles were generated on both the
export and import routes, compared
with the prior 12-month period.
This finding runs contrary to many
established narratives. The expectation
has been that because refineries in South
Korea, Taiwan, India and China have
ramped up crude purchases from the US,
this has been positive for tonne-miles.

However, many are configured to
operate with heavier or higher-sulphur
crude and are already using the
maximum possible of the light sweet
shale oil that is piped or railed down to
US Gulf ports from the Permian and other
basins. This is the so-called “refinery
wall” being reached.
Lloyd’s List Intelligence data shows
that over 2017 and 2018, there was a net
gain in tonne-mile demand generated for
crude tankers from the US Gulf.
Year on year, total tonne-miles from
exports and imports to the region rose by

Employment for VLCCs
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US Gulf crude exports (bpd)

Source: EIA
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The six-week voyage to new markets in
Asia from the US Gulf quickly established
new employment for the global fleet of
very large crude carriers.
Such routes remain hugely positive
for these vessel types, especially as
oversupply has outpaced demand over
2018 and the first three quarters of 2019,
depressing earnings.
Yet refineries in Europe — notably
the UK, the Netherlands, Italy and
France — are also buying record volumes
of shale oil shipped from the US Gulf.
These are shorter-haul, transatlantic
voyages that do not generate the
massive tonne-miles seen on voyages
east to Asia and India.
At the same time, crude imports from
the Middle East Gulf into the PADD3
region dropped significantly.

Data from the US Energy Information
Administration shows that in the first 11
months of 2019, imports in the ‘Persian
Gulf’ category are 53% lower than 2018.
This year, the US will become a net
petroleum exporter for the first time since
records began in 1949, according to the
EIA’s latest forecast.
In the US Gulf, this equation is at its
most extreme: November crude exports
set a monthly record, measuring 2.9m
bpd, while imports were at 1.2m bpd.
The majority of imports was
high-sulphur, heavy crude from nearby
Mexico or Canada. The US is already a
net exporter of gasoline.
US tight oil production in 2020 is
estimated to be at 8.5m bpd, according
to the February monthly report from
the Organisation of the Petroleum
Exporting Countries. That is 860,000 bpd
more than 2019.
Last year, tight oil production —
which includes the Permian, Bakken
and Eagle Ford shale plays — grew by an
estimated 1.19m bpd.
This additional crude will be coming to
market from the US Gulf just as forecasts
for global oil demand growth this year
are trimmed because of the coronavirus
outbreak in China, the world’s biggest
importer of crude oil.

Infrastructure spending

Furthermore, falling prices are expected
to pressure infrastructure spending for
producers in the Permian, especially as
gas prices are so low.
Additional capacity from the Permian
to Texan ports, particularly to the port of
Corpus Christi, underpinned the growth
in exports last year.
The port is the location for two of
three proposed projects for single-point
mooring buoys that will allow VLCCs
to load.
None are expected to begin until
2023, although the port is dredging and
deepening port access under a $360m
project so larger tankers can load.
Whether China will step up to to
become a significant buyer of US crude
in 2020 and boost tonne-miles to reverse
the 2019 contraction, is uncertain.
Under phase one commitments of
a trade deal brokered with the Trump
administration, there are specific targets
to meet energy commodities spending.
Before diplomatic relations with
the US were strained, the country’s
state-owned and independent refineries
were prolific buyers of shale oil. For
several quarters in 2018, China was the
biggest importer after Canada.

US crude exports by destination (’000 bpd)

Source: EIA

Whether China will step up to to become a significant
buyer of US crude in 2020 and boost tonne-miles to
reverse the 2019 contraction, is uncertain. Under
phase one commitments of a trade deal brokered
with the Trump administration, there are specific
targets to meet energy commodities spending

US Gulf exports (’000 barrels)

Source: EIA
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Quebec will seek to challenge Montreal for access to the lucrative US Midwest market.

Quebec and Montreal battle
for the US heartlands

www.lloydslist.com

Canada’s east coast
provides a natural gateway
to the US Midwest.
Terminal operators are
now looking at how best
to serve that market,
James Baker reports
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H

utchison Ports’ plans to build
a new 700,000 teu capacity
deepwater terminal in Quebec
could see the start of large ship
services to Canada’s east coast, but the
port will have to compete with Montreal
for services aiming to target the
lucrative US Midwest market.
Last May, Hutchison and its
joint-venture partner, railway operator
Canadian National, signed a 60-year
concession with the Port of Quebec
to establish a new deepwater
container terminal.
“Quebec will become Hutchison’s
gateway to the east coast of North
America,” said Hutchison Ports Europe
finance director James Pettifer.
“With 16m alongside and full-year
access, the terminal will be able to work
vessels up to 13,000 teu.”
The total terminal cost is expected to
be C$775m ($582.7m). The port of Quebec

will develop the infrastructure for the
port quay and facilitate dredging and
land reclamation, while Hutchison and
CN will develop the superstructure and
the yard facilities in a joint venture.
While the development still requires
environmental consent, the operational
date is targeted to be 2024.
The ability to take ships up to 13,000
teu would make the terminal attractive to
carriers, Mr Pettifer added, as this would
allow the benefits of lower slot costs that
large tonnage provides.
“Big ships calling at Quebec with
lower slot costs will be able to access
these inland markets,” he said. “Direct to
train will reduce dwell time.”
Mr Pettifer said the new terminal
would be able to rival US east coast
ports in terms of speed of access to the
important markets of Detroit and Chicago
once terminal dwell time and rail links
had been taken into consideration.

Other developments

Nevertheless, the new terminal will face
competition from other developments in
the region. A berth extension at the South
End Container Termina at Halifax, due
to be completed this year, will allow two
vessels of up to 14,000 teu to be worked
simultaneously.
While Halifax and Port Sydney, which
is also has a proposal for a deepwater
terminal under consideration, are further
from the inland markets than Quebec,
the port of Montreal is closer and is also
adding a new terminal.
The Contrecoeur terminal will have
capacity of 1.2m teu when it comes
online in 2024, and also has direct rail
connections to the US heartlands.
Montreal argues that the case for big
ships is not particularly relevant, as the
slot cost advantages only apply when the
ships are running with high load factors.
“You need to look beyond the size of
the ship alone,” said port of Montreal
vice-president Tony Boemi.

Port of Québec

“The east coast of Canada is
strategically located to reach the US
markets, and we’ve noticed a shifting
competitive advantage from the west
coast due to macro changes in the global
shipping industry and changing trends in
manufacturing from China to Southeast
Asia,” Mr Pettifer said.
CN vice-president Dan Bresolin said
there had been a fundamental shift
in the origin of goods shifting from
China to India and other Southeast
Asian countries.
“As you go further south in this region,
it makes for better connectivity into east
coast ports. It is just as fast in some cases
from ports of origin west of Hong Kong to
go to an east coast port in order to access
the large population centres in the US
Midwest and east coast.”
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The 700,000 teu deepwater container terminal is expected to cost C$775m ($582.7m).

The east coast of Canada
is strategically located to
reach the US markets, and
we’ve noticed a shifting
competitive advantage
from the west coast due
to macro changes in the
global shipping industry
and changing trends in
manufacturing from
China to Southeast Asia
James Pettifer
Europe finance director
Hutchison Ports
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Montreal: the port points to its own ease of access to the Midwest market.

With its balanced mix of imports and
exports, Montreal could offer carriers a
full ship both inbound and outbound,
he said.
Montreal’s location on the St Lawrence
river and draught limitations mean that
Contrecoeur will only be able to service
ships of up to 6,000 teu.
However, the port believes it is not
just the size of the ship that counts.
More important is the number of laden
containers worked.
In Montreal, vessels between 2,000 teu
and 5,000 teu are worked with an average
offload/load cycle of 4,200 teu.
“If you compare that to the Atlantic
ports’ average, they do about 1,700 teu on
much larger vessels,” Mr Boemi said.
“Everyone is so caught up with the size
of the vessels but it is not this that counts
but what happens when they come in. We
are a full discharge/full load port.”
For a ship of more than 6,000 teu to
work for carriers, it required multiple port
calls, he said. “There are no ports on the
east coast that discharge more than we do
in one cycle.”
And Montreal points to its own ease of
access to the Midwest market.
“Montreal’s locations makes it an ideal
gateway into the Midwest from Europe,”
Mr Boemi said,
“The port has a catchment area of
40 million people within a one-day truck
journey, with another 70 million within a
two-day rail journey.
“Cargo will follow the path of least
resistance, which is why we’re seeing
the Asia cargo. Much of this is
transhipped in European ports and, as
a result of that, it comes in right into
the core of the market.”
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Sino-US trade war accelerates
changes in transpacific trade
Figures from the US Census
Department underline a
shift in the pattern of trade
as some supply chains
have moved out of China
and into southeast Asia
— Vietnam in particular —
Eric Watkins reports
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Prince Rupert Port Authority

T

he Sino-US trade war has adversely
impacted ports along the Pacific
coast, heavily dependent — as most
of them are — on trade with China
along the historic transpacific route.
Figures from the US Census Department
underline a shift in the pattern of trade
indicating that some supply chains have
moved out of China and into southeast
Asia, Vietnam in particular.
That shift puts supply chains closer to
the US east and Gulf coasts than to the
west coast.
In dollar terms, US exports to China
declined by 11.3% from 2018 to 2019, while
imports declined by 16.2%. By contrast,
US exports to Vietnam rose by 12.5% and
imports rose by 35.6%.
In terms of volume, Vietnam and other
southeast Asian countries are hardly
replacing China as America’s top trading
partners. However, the census department
figures suggest the trade war has shifted
trade patterns.
Gene Seroka, executive director of
the Port of Los Angeles, is conscious of
“shifting trade patterns” resulting from US
and Chinese tariffs.
“The shifting trade patterns are real
to us here in California and Los Angeles
specifically because of our high China
content in trade,” he said.
The two ports move “more than 50%”
of their containers back and forth with
China, he said.
With more goods coming out of
southeast Asia, Mr Seroka said “it’s a little
bit easier to ship that cargo via the Suez
Canal” to the US east and Gulf coasts.
From those locations, it goes to

Prince Rupert showed the highest increase in containerised imports in North America.

While NWSA’s lost cargoes
may have been routed to
the US east or Gulf coasts,
the more likely move is into
Canada’s southwestern
port of Prince Rupert which,
with its superb CN railroad
connections, reaches
right across Canada and
into the US heartland

“Midwestern distribution centres and
fulfilment locations”.
Mario Cordero, executive director of the
Port of Long Beach agreed. “For the Port of
Long Beach, the tariff dispute dramatically
reduced cargo volume between China and
the Port of Long Beach.”
He said “some of this was made up
with increased trade with other nations”
but emphasised the tariffs have had
“a profound effect”, especially on US
businesses that export and import goods.
Underlining the theme of shifting trade
lanes, Mr Cordero said “farmers, ranchers
and manufacturers in California were
hit hard and have tried to shift to other
markets [than China]”.
Weston LaBar, chief executive of the
Harbor Trucking Association, which
represents drayage drivers, said the trade
war has created “many issues” for the
trucking community on the west coast.
“The fallout has been a drop in cargo
volume and long-term concerns regarding
market share as trade lanes have shifted to
reduce tariff exposure,” he said.

Canadian National Railways

The February issue of the Global Port
Tracker, produced by the National Retail
Federation and Hackett Associates,
supports those views by showing a 3.6%
drop in US west coast containerised
imports from 2018 to 2019, while the US
east coast saw a 3.7% increase.
More to the point, Los Angeles and
Long Beach saw a combined 5.5%
downturn, while east and Gulf coast ports
saw increases.
On the east coast, New York-New Jersey
was up 2.6%; Virginia, 2.9%; Charleston,
5.5%; Savannah, 6.6%; and Jacksonville,
6.5%. Along the Gulf coast, Miami was up
6.3% and Houston, 5.6%.
In northern California, Port of
Oakland maritime director John Driscoll
gave a slightly different report, saying
the impact of the trade war has been
“negligible”. He said a “vibrant northern
California economy, coupled with strong
Asian demand for US exports, has kept
volume steady”.
“The port witnessed low single-digit
import declines during the last four
months of 2019, but imports jumped 7.3%
last month. Meanwhile, exports have
increased for four consecutive months,”
Mr Driscoll said.
Port Tracker shows that Oakland,
alone among US west coast ports, saw
a modest increase year over year: “The
loaded volume imported in 2019 totalled
975,000 teu for a 1% increase over the
previous year”.
Despite the slight uptick for Oakland,
Mr Driscoll welcomed the recent Phase
One agreement between the US and China
as a “hopeful starting point for our import
and export customers”.
“There’s still much more to do in
unravelling the tariffs imposed over the
past two years and we urge both sides to
push for a final resolution to the trade
impasse,” he said.
The Northwest Seaport Alliance,
comprised of the ports of Seattle and
Tacoma, has seen a decrease in its
containerised imports. According to Port
Tracker, “the loaded volume imported in
2019 totalled 1.37m teu for a 5.7% decrease
from the previous year”.
NWSA chief executive John Wolfe said
China is the primary import and export
market for ports on the west coast, so
tariffs on China have a “disproportionate
impact on our cargo volumes”.
He said importers have been
“diversifying supply chains” over time to
include manufacturing and sourcing from
other countries, in addition to China.
“Tariffs have drastically accelerated
that trend. Since the trade war began,
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Prince Rupert offers CN railroad connections across Canada and into the US heartland.

Figures show west coast
ports lost 3.6% in imported
throughput, while east
and Gulf coast ports
gained 3.7%. That suggests
something different
than tariffs at work:
trade is migrating from
the west coast to the
east and Gulf coasts

we’ve seen an increase in container trade
with countries in southeast Asia and a
larger decline in volume with China,”
he said.
More to the point, Mr Wolfe said the
geographic shift of manufacturing and
sourcing to Vietnam, Thailand, Cambodia
and other countries in southeast Asia has
created “additional routing options”.
While NWSA’s lost cargoes may have
been routed to the US east or Gulf coasts,
the more likely move is into Canada’s
southwestern port of Prince Rupert, which,
with its superb CN railroad connections,
reaches right across Canada and into the
US heartland.
Prince Rupert saw the largest
percentage rise in imported containerised

cargo of any port in North America,
up 19.3% year on year.
By contrast, Canada’s Port of
Vancouver saw a drop of 2%, making
it an unlikely source of competition
for NWSA’s wandering volumes.
Ultimately, the most revealing number
regarding the trade war comes from Port
Tracker, which said US ports collectively
saw just a 0.2% decline in imported
throughput year over year.
In a word, the trade war seems to have
made no real overall change.
Equally telling are the figures that
show west coast ports lost 3.6% in
imported throughput, while east and Gulf
coast ports gained 3.7%. That suggests
something different than tariffs at work:
trade is migrating from the west coast to
the east and Gulf coasts.
John McLaurin, president of the Pacific
Merchant Shipping Association, which
represents marine terminal operators,
ocean-going vessels and maritime industry
stakeholders, summed it up best.
While the trade war has “suppressed”
overall trade volumes, Mr McLaurin said
his members are more concerned about
“the shift in cargo to Canadian, Gulf and
east coast ports”.
“They view this as a structural
change that is taking place that is being
influenced to some degree — shifting of
overseas manufacturing out of China — by
the Trump trade policies but which started
years before the trade war,” he said.
For most observers, that structural
change was triggered by the expansion of
the Panama Canal, which opened the way
for discretionary cargoes to take the
all-water route from the Far East to the
US east and Gulf coasts — a process now
accelerated by the trade war.
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Automation is a controversial topic on west
coast waterfronts, a point underscored in
the Port of Los Angeles over the past year
as members of the International Longshore
and Warehouse Union sought to rally public
support against plans by APM Terminals to
automate their facility.
Although the public clamour has died
down from those protests, the issue of
automation has still not been fully resolved
as the port, union leaders and the terminal
operator develop plans for a training facility
where workers can be prepared for jobs in
an automated maritime setting.
Even as those efforts move forward,
the debate over automation continues,
as shown by the recent Smart Ports
conference held in Los Angeles under the
auspices of the American Association of
Port Authorities.
A key theme of the event was the clear
trade-off between the increased efficiency
of automated ports and job losses that
come with automation — a point stressed
by Mark Sisson, vice-president and senior
port planner/analyst for Aecom.
According to Mr Sisson, one aim of
information technology is to “take as many
people as possible out of the process” and
he said “unreliable labour” is a key driver
for automation at ports.
Mr Sisson noted automation does not
necessarily improve performance, citing
statistics that show it takes an automated
terminal up to five years of operation before
reaching the average of 25-35 lifts per hour
in a manually operated terminal.
However, he said members of the ILWU
have agreements that limit their work time
to a maximum of 21 hours per day, divided
into two shifts of eight hours a day and
one of five.
Mr Sisson said few ILWU members
want to work the five-hour shift, so the
work day is “really” just 16 hours long.
He calculated that an automated terminal
working a 21-hour day would produce more
lifts than union members and do it more
consistently. That is good for shipping
lines, he said, as they want “fewer days in
port” and automation enables that.
Automation also is good for the truckers
who transport containers to and from port
terminals, according to Weston LaBar,
chief executive of the Harbor Trucking
Association, which represents drayage
drivers up and down the US west coast.
He said automation helps make things
“faster, more predictable and a lot easier”
for truck drivers while reducing costs for
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Automation keeps ports competitive, but job losses are worry

Job losses make everyone stop and think.
shippers — a point to consider, given the
competition for market share “from our
friends on the Gulf coast and east coast”.
Mr LaBar said automated terminals take
about half as much time to use and have
much more consistent turn times than the
non-automated terminals. In particular,
he said, the average turn time at the two
automated facilities in the San Pedro
Bay ports of Los Angeles and Long Beach
averages 43 minutes, while their 10
non-automated terminals average almost
twice that amount of time, at 84 minutes.
According to Mr LaBar, automated
truck delivery is a “huge boon for our
industry. It’s a huge opportunity. It creates
more productivity and more revenue
opportunities while reducing costs to
shippers”. Not least, it helps in “keeping
cargo here” as opposed to migrating to
competing ports around the country.
While affirming the HTA is “pro
automation”, however, Mr LaBar also
affirmed that “automation should be
used as an efficiency tool, not as a labour
replacement tool”.
He also insisted that “robust” training
programmes are needed to prepare
longshoreman for the future and to make
sure they are an “active part” of that future.
Dane Jones, clerks technology
co-ordinator for the ILWU, agreed with the
view of preserving jobs for union workers.
“Are we friends or are we food?” he asked,
underlining the fact that ILWU members are
stakeholders in the port process and not to
be gobbled up by automation.
“I represent people, I represent marine
clerks that work together with the marine
terminal operators to ensure that their
appointment systems are optimised so
that there’s never peaks or valleys and that
people can get to the cargo when they need
to,” he said.
Chad Lindsay, vice-president of labour

relations in Southern California for the
Pacific Maritime Association, which
conducts negotiations with the ILWU, made
a plea for the introduction of automation
as a means of preserving the dwindling
market share of US west coast ports.
Mr Lindsay cited a recent report
commissioned by the PMA that projected
the market share of US containerised cargo
for the San Pedro Bay ports would drop
to 42% by 2030 — well down from the
benchmark of 56% in 2006.
While recognising that automation
might reduce jobs on the waterfront, he
stressed that the failure to automate could
jeopardise even greater numbers of jobs.
“When you lose 15% or 16% market share
in a port that does 17m lifts a year, you’re
talking thousands of jobs,” he said.
The bottom line, he said, is that
“discretionary cargo has places to go” and
that other US ports have invested “billions
of dollars” to attract it.
Clearly, a balance has to be struck
between job losses and more efficient
terminals as a means of retaining market
share. Education is seen as key to striking
that balance by keeping workers up to date
— and on the job — with the technological
changes that come with automation.
However, uncertainty pervades the issue
of education itself.
“What are we going to do about
training as technology evolves?” asked
Avin Sharma, director of labour relations
and workforce development at the Port of
Los Angeles.
He spoke in particular of the twin
ports’ Clean Air Action Plan, under which
diesel-powered trucks and machines are
to be phased out and replaced by ones
running on electric batteries.
“What does that mean for the
workforce?” he asked. “How do you create
training programmes for technology that
doesn’t exist?”
Stephen Edwards, president and chief
executive of TraPac LLC, the only automated
terminal in the Port of Los Angeles, was
somewhat more pessimistic, noting the
industry is “woefully behind” when it
comes to preparing for the future.
He observed there are no cranes or even
simulators for training crane operators in
the entire San Pedro Bay ports complex.
He called the situation “shameful” and
said “much more has to be done to get
people ready”.
“Most of us,” he said, “have no clue
how to do this.”
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Iumi committees have highlighted the risks from off-specification bunkers and catalytic fines.

Insurers prepare for damage
claims linked to sulphur cap
Iumi warns that the introduction of the fuel sulphur content cap is likely to mean
hull and machinery insurers will see an increase in claims, David Osler reports

H

ull and machinery insurers can
expect an increased level of engine
damage claims in the wake of the
fuel sulphur content cap introduced
at the start of this year, the International
Union of Marine Insurance (Iumi) has warned.
Both off-specification bunkers and
catalytic fines are potentially problematic,
members of the trade association added.
The comments came as Iumi’s committee
chairs addressed journalists in London
on February 11 at the conclusion of the
organisation’s winter meeting.
QBE’s Rama Chandran, chair of Iumi’s
ocean hull committee, pointed out the policy
— which restricts vessels to using fuel of a
maximum sulphur content of 0.5% unless
they are fitted with pollution-reducing
scrubbers — is still in its early days.
A ban on the carriage of high-sulphur
fuel oil is due to start in March and there has
been a tendency for owners to put off dealing
with that question until the last minute.
Nevertheless, Mr Chandran
commended owners for their prudence in

The slightly unknown claim
out there is obviously
when you have an
off-spec or potentially
off-spec bunker that has
passed one test but is not
necessarily fit for purpose
managing the transition, but said the full
picture would probably not be apparent
until Iumi meets for its annual conference
in Stockholm in September.
Chaucer syndicate 1084’s Philip Graham,
chair of the facts and figures committee,
spoke of potential damage to engines from
cat fines and other impurities found in
low-sulphur fuel oil (LSFO).

“Certainly we’ve had evidence of where
fuel has passed [inspection] but has other
additives inside it, which potentially could
cause harm to machinery,” he said.
While that will take time to have any
impact, awareness of the issue is high
in both the shipping community and the
insurance community.
“The slightly unknown claim out there
is obviously when you have an off-spec
or potentially off-spec bunker, which has
passed one test but is not necessarily fit
for purpose,” he concluded.
Neil Roberts, head of marine
underwriting at the Lloyd’s Market
Association, the UK Iumi affiliate, said
scrubber corrosion issues may not be
being reported.
However, he said insurers need to be
fully informed to properly evaluate risk.
The sensible step now is for refineries
to ensure widespread availability of
LSFO and the International Maritime
Organization has been lobbied on
this matter.
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A new generation of ship finance
Ship finance has changed radically through the years and is most likely to change
again in the decades to come, as Jasel Chauhan, of Hill Dickinson, explores

I

In addition, more regulation and due
diligence will mean that larger banks could be
unable to respond promptly to requests for
funding, frequently working with increasing
procedures and criteria.
Funding is simply not yet readily available
in an ESG format to provide cash for the broad
range of shipowners around the globe.
Not only do these issues increase
difficulties for small to medium-sized shipping
companies but finance providers may not
be able to lend as much (or as often) as they
would like. That affects the lenders’ volume
and profitability too and together those
factors leave a potentially big (and profitable)
gap in the ship finance market.

t is inevitable that ship finance will change
during the next decade if the industry is to
find investment and finance its operational
needs and growth objectives.
The status quo in shipping finance is
beginning to shift and fundamental principles
have changed. Multinational banks that have
long been a source of funding in the sector
are increasingly cautious.
Some major European players have
left, while some of the largest Asian
banks (particularly those in China) have
become ship finance superpowers through
financial leasing structures.

Greek gods
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The price tag

While it is fundamentally “the right thing”
that shipping is moving towards a more
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Back to the future
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As Principles for Responsible Investment
and the Poseidon Principles begin to exert
a powerful influence on major international
banks — and the public shareholders that
invest in them — those principles could make
it more difficult for smaller, perhaps less
“green” shipowners to find funding.
The 12 banks currently signed
up to the Principles look likely to expand
imminently. You can never write off the
ingenuity of small to medium-sized
shipowners, but pressure to correct policies
that do not take account of environmental,
social and governance (ESG) considerations
will increase.
New regulations and competition will drive
more environmental compliance throughout
the industry. Future initial public offerings
(IPOs), capital markets and public investments
in the shipping sector will demand a clear
environmental or ESG focus if they are to
be successful.
For publicly quoted companies, the need
to demonstrate social responsibility has long
been a given and they have been proactive
in adopting more environmentally friendly
technologies and practices. However, for
many smaller and privately owned companies,
the imminent changes in regulation have
created a financial stress point.

In virtually all circumstances, taking the
greener option costs more money.
sustainable future, considering climate
issues, social awareness and carbon
footprint, it cannot be denied that there
are considerable costs to the industry —
proportionately more difficult to bear for
the smaller shipping companies.
In virtually all circumstances, taking
the greener option costs more money. As
the industry is well aware, meeting the
International Maritime Organization’s sulphur
cap has been (or will be) at a heavy price to
shipping and the full effects are still to be seen.
Even where there is no increase in financial
cost, being greener can cost more in terms of
labour, time and investment.

So, where does the shipping industry turn
now for fast and accessible investment (even
if not always cheap)? One solution making
waves is the funding provided by or with
financial technology: fintechs.
Already significant providers to the
automotive sector, fintech entities are looking
to the shipping industry too. Private equity
firms, for example, have access to significant
funds but are often subject to fewer financial
and banking regulations when compared to
traditional banks.
Managers and operators are assessing
smart technologies for ships, big data, virtual
reality training, crewing apps, blockchain
and autonomous ships, to name just a few.
Competitive or cost-saving advantages will
make many of those technologies relevant
in a short space of time. Those needs and
competitive advantages will apply to ship
finance providers just as much.
Certain tools being developed today will
focus on speeding up the lending process
— to the benefit of both the borrower and
the lender — while other tools will focus on
the secondary finance market and how the
lenders themselves obtain investment and
funding to provide more loans.
Combined with the need of shipowning
stakeholders to improve access to ship
finance, developing technologies to simplify
and speed up the lending process

Legal research can now be done in minutes; and without compromising quality
i-law is a vast online database of commercial law knowledge. It contains thousands of pages from many trusted legal
sources. Sources that top lawyers and companies rely on daily.

The Poseidon Principles

The Poseidon Principles were developed in an effort spearheaded by global
shipping banks — Citi, Societe Generale, and DNB — in collaboration with leading
industry players — A P Møller Mærsk, Cargill, Euronav, Gram Car Carriers, Lloyd’s
Register and Watson Farley & Williams — with expert support provided by the
Global Maritime Forum, Rocky Mountain Institute and University College London
Energy Institute.
Under the Poseidon Principles, signatories will calculate the climate alignment
of their shipping portfolio relative to established decarbonisation trajectories.
Signatories will, on an annual basis, measure the carbon intensity and assess
climate alignment of their shipping portfolios.

Assessing climate alignment

Chauhan: potential for ship finance.
(throughout the money supply chain) has
become an attractive prospect.
This type of common interest will see more
traditional shipowners working with private
equity firms to develop and use new financial
technologies.
Clearly, plain vanilla bilateral ship finance
will not “go the way of the dodo”. Indeed,
those deals will remain part of the staple diet.
However, the way in which they are funded
or delivered to owners will become smarter
and more efficient.
As the world changes, so too will the ships
that carry its foodstuffs, its fuel and its goods
all around the globe. This may well result in
added costs for every single party involved in
the supply chain but that is unlikely to stop
the change that the next generation of
consumers will demand.
It is not a big leap of faith to see that
ships in the next decade will eventually
become smarter, more efficient and better
for the environment.
Whether those changes will be the
catalyst for ship finance to develop is yet to
be seen but new technologies have too much
potential to ignore — especially for those in
the business of making a profit from lending
(or borrowing) money.
Jasel Chauhan is a partner and head of
international finance at Hill Dickinson
This article was first published
in MRI, an Informa publication:
www.maritime-risk-intl.comww

The Poseidon Principles use carbon intensity relative to established
decarbonisation trajectories to measure climate alignment.
Climate alignment is defined as the degree to which a vessel, product, or
portfolio’s carbon intensity is in line with a decarbonisation trajectory that meets
the IMO ambition of reducing total annual greenhouse gas emissions by at least
50% by 2050, based on 2008 levels.
The Poseidon Principles rely specifically on the Annual Efficiency Ratio (AER) as
the carbon intensity metric. The AER uses the parameters of fuel consumption,
distance travelled, and design deadweight tonnage.
To assess climate alignment of a single vessel, the vessel’s annual carbon
intensity is compared with the decarbonisation trajectory for its ship type and
size class.
The climate alignment of a product and or portfolio is a weighted average of the
vessel carbon intensities in each product or portfolio.

What is a decarbonisation trajectory?

A decarbonisation trajectory is a representation of how many grams of CO2 a single
ship can emit to move one tonne of goods one nautical mile over a time horizon.
To assess climate alignment of a single vessel, the vessel’s annual carbon
intensity is compared with the decarbonisation trajectory for its respective ship
type and size class.
Standard decarbonisation trajectories are produced by the Secretariat of the
Poseidon Principles for each ship type and size class.

The timeline
November 2017

Initial convening of financial institutions on climate risk in ship finance

April 2018

IMO Agreement sets level of ambition

June 2018

Workshops on climate risk and collective ambition held in Singapore, London and New York City

Aug–Sept 2018

Drafting group begins work on initial principles, which become known as the Poseidon Principles

October 2018

Industry feedback sought on initial draft of Poseidon Principles at Global Maritime Forum summit

Nov 2018–Feb 2019

Drafting group completes Poseidon Principles

June 18, 2019

Launch of Poseidon Principles in New York City

February/March 2020 | Lloyd’s List | 39

www.lloydslist.com

I-LAW

Yard Talk with Cichen Shen

A regular column that looks behind the news headlines, adding analytical
value to coverage of the big Asian shipbuilders and yards around the world

Who will blink first?
Japan is one of the five foreign jurisdictions whose anti-trust authorities
could throw a spanner in the works of the HHI-DSME megamerger

W
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hile Japan tries to solve the
sticky problem of South
Korea’s shipbuilding subsidies,
the World Trade Organisation
may not be the best option.
Tokyo has recently made another
consultation request on the issue,
following the previous one in late 2018.
The move should come as little surprise,
with the two countries being locked in a
wider trade dispute.
The stumbling block is that Geneva
lacks the capacity to make a ruling if the
meeting again ends without consensus.
Adjudication is the next stage that the
two countries can enter within the WTO
dispute settlement system.
However, the Appellate Body — the
second leg of the adjudicative process,
which reviews appeals from panel
proceedings — is currently hamstrung
due to a lack of judges.
The US, now increasingly
self-centred, has vetoed the appointment
of supplementary judges, arguing that
the group has strayed far from its
original role.
The dissatisfaction was reiterated
in a report released by the US trade
representative’s office in early February.
The deadlock may leave ongoing
trade disputes “pending indefinitely”,
according to Aarshi Tirkey, a fellow at an
Indian-based think tank, the Observer
Research Foundation.

Japan’s shipyards have
borne the brunt in the
latest industry downturn as
their backlog of orders has
dropped to a 20-year low
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“For countries seeking an early
resolution, an option would be to meet
bilaterally outside the WTO to iron out
their differences,” she wrote in an article.
Japan does need to speed up the pace.
The country’s shipyards have borne the
brunt in the latest industry downturn as
their backlog of orders has dropped to a
20-year low at 18.5m gt as of end-January,
according to data from the country’s ship
exporters’ association.
Moreover, it is not as though the
once-largest shipbuilding nation has failed
to explore other options.
Its recent attempt to introduce a new
shipbuilding competition regime at the
Organisation for Economic Co-operation
and Development was rejected by South
Korea, also a member state.
Tokyo has also tried and so far failed
to convince Beijing — whose shipyard
handouts have been long used by Seoul
to defend its subventions — of the merits
of a hands-off, market-based approach.

Supportive practices

In fact, major Chinese state-owned
shipbuilders are no strangers to a
string of the supportive practices
illustrated by Japan in its complaints
against South Korea, such as low-interest
loans and below-market-rate
debt-to-equity swaps.
And they will probably continue to be
given these favours, unless the US can
persuade China to do otherwise in the
next round of trade talks.
That said, Japan does have an ace
up its sleeve.
It is one of the five foreign
jurisdictions whose antitrust authorities
could throw a spanner in the works of
the megamerger between Hyundai Heavy
Industries and Daewoo Shipbuilding &
Marine Engineering, two of South Korea’s
largest shipbuilders.
Among those jurisdictions, only
Kazakhstan has approved the deal, while

The underlying message
seems quite clear: how
can a deal be legitimate
if its procedures are on
shaky legal ground?
Singapore and the European Union are
being cautious.
A Japanese shipbuilding official
contended that Japan’s appeal at the WTO
was not directly linked with the HHI-DSME
marriage because the former is about
misconducts in the past, while the latter is
concerning the future.
However, in its latest complaint to the
WTO, Japan did list state supports for
HHI’s acquisition of DSME shares — part
of the tie-up arrangements — as violations
against the rules-based trading systems.
The underlying message seems quite
clear: how can a deal be legitimate if its
procedures are on shaky legal ground?
South Korea certainly would like a
quicker clearance on the merger plan.
In its defence, the subsidy argument is
an excuse used by Japan to cover up its
own failure.
“Japanese shipbuilders have failed
to respond to changing market trends
such as vessel enlargement and
environmental regulations, and they
have failed to catch up with South Korean
shipbuilders all the way since 2000,” a
research unit of the Export-Import Bank of
Korea was cited by local media Business
Korea as saying.
“Japan’s attempt to block the
combination between Hyundai and
Daewoo is futile and meaningless.”
However, Japan is unlikely to
compromise until the counterparty budges.

lloydslist.com/yardtalk
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Shipyards in Japan and South Korea are in strong competition.

Coronavirus: Chinese yards braced for ‘heavy blow’
Due to coronavirus fears, many shipyard
workers in China failed to return to their
positions after the holiday extension.
At three of the country’s largest yards —
Shanghai Waigaoqiao Shipbuilding, HudongZhonghua Shipbuilding and Jiangnan
Shipyard — the turnout ratio was only 50%,
state news agency Xinhua reported.
Even so, this figure was likely to be
better than lots of their domestic peers.
As the major units under state
conglomerate China State Shipbuilding
Corp, the trio are equipped with abundant
anti-virus provisions.
An array of vessels on their orderbook
also makes them high on the government
agenda that seeks to minimise economic
impact while curbing infection.
Jiangnan, for example, was said to have
prepared more than 500 isolated rooms
to quarantine suspected patients. By
comparison, some smaller privately run yards
could not even garner enough facemasks.
Nevertheless, delays in delivery seem
inevitable, even for the big players.
Chen Jun, general manager of HudongZhonghua, told China Ship News, an internal
publication of CSSC, that schedules of the
company’s 18 vessels being built (including a

number of ultra large containerships
and large liquefied natural gas carriers)
are affected by the disease outbreak.
What is worse, some newbuilding
contracts may be scrapped for
regulatory reasons.
In an advisory to member companies,
the country’s shipbuilding association,
known as Cansi, warned of the incompliance
risks in relation to the Goal-Based Standards.
Most dry bulkers and tankers more than
150 m long whose shipbuilding contracts
were signed on or after July 1, 2016; or
whose keels were laid on or after July 1,
2017; or whose delivery is made on or after
July 1, 2020 must meet the high-level vessel
standards stipulated by the International
Maritime Organization.
However, some of these non-GBS ships
at Chinese yards that are reeling from the
virus onslaught may fail to beat the delivery
deadline this year, said Cansi.
These vessels will be required to make
changes in designs and construction and
“may enter a severe situation where they
cannot be delivered”, the group added.
Recommendations by Cansi include
timely reports to the shipowners and seeking
protection from force majeure or “Act of God”

clauses. The same advice has also been
given to domestic shiprepair yards that are
also feeling the impact of the epidemic.
This is revealed in a recent Cansi survey
of more than 200 ship repairing/retrofitting
projects in China.
Foreign owners are behind more than
90% of these projects, and they do not
appear to compromise easily.
Fewer than 1.5% of the owners have
modified the contracts to ensure the
fulfillment, the results showed, while the
other 1.5% explicitly rejected the force
majeure argument.
The remaining majority have shown
sympathy, yet are lacking commitment.
A bigger problem will derive from “a
tradition” between yards and their “old friend
customers” that the contract for repairing
a single ship is normally signed upon the
delivery, Cansi noted.
The situation will obviously leave many
Chinese yards unprotected if the owners
choose to walk away from delayed projects.
It is time to review the old saying: a friend
in need is a friend indeed.
Yet Cansi does not appear optimistic. It
has asked the repair yards to be braced for a
“heavy blow” in the coming months.

February/March 2020 | Lloyd’s List | 41

www.lloydslist.com

YARD TALK

MARKETS

The global active fleet of
bulkers totalled 11,902 vessels
comprising 861.2m dwt in
early February, according to
Lloyd’s List Intelligence. In
terms of carrying capacity,
this represented a rise of 4.2%
against last year.
Ships with a capacity greater
than 20,000 dwt remain the
principal driver of fleet growth,
up nearly 11% on the year-ago

level. This was in addition to an
9.1% jump in smaller dry bulk
units in the post-panamax sector,
or between 80,000 dwt-99,999
dwt, on 2019 levels.
The dry bulk orderbook stood
at 1,003 units at the start of
February with a combined
capacity of 99.4m dwt. In 2020,
764 more ships are due for
delivery, with an extra 222 next
year and a further 17 from 2022.

World active bulker fleet
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Glimmer of hope for the
bleak dry bulk market?
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Market participants expect the dry bulk market could pick up in the second
half of the year if coronavirus is contained, writes Nidaa Bakhsh
The dry bulk market has started
the year on a sombre footing.
Although the first quarter is
traditionally weak, few could have
anticipated that China — and the
rest of the world — would be hit by
a deadly disease: coronavirus.
Although it remains uncertain
how long the outbreak will last,
there are concerns that demand
for dry bulk materials into China
may be hit, hurting the capesize
sector the most.
The concerns stem from
a potential drop in economic
activity. According to shipbroker
Howe Robinson, when the SARS
epidemic hit in 2003, China’s
GDP fell by 2% to 9%. The crisis
then lasted six months.
However, it said the Chinese
government would do whatever it
takes to stimulate the economy,
should it feel the need.
Although coronavirus is not
— so far — as deadly as SARS,
it has the potential to be more
disruptive due to supply chain and
logistics interruptions, with added
concerns that quarantine periods
may be extended beyond the
initial 14 days.
Should the epidemic not be
controlled, crew changes could be
difficult and loading/unloading
activities may be subject to delays.

The Chinese government is likely to do whatever it takes to stimulate the economy.
“There may be continued
bumps ahead, but we take heart
that as yet there has not been a
collapse in commodity prices,” the
brokerage said, as was the case in
2015 that led to the exceptionally
negative fundamentals of 2016.
BIMCO’s chief shipping
analyst Peter Sand said current
earnings levels were a “sight for
sore eyes”.
He noted iron ore moving to
China has taken a hit, with only
38 cargoes booked for February
versus 62 spot cargoes at the
same time last year.
Similarly, coal imports will
take a blow, he said, as extended
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holidays and slower industrial
production reduces demand for
coal-fired power generation.
In his base case scenario,
whereby the virus is contained
by the start of March, the impact
to the dry bulk market will be
short-lived; but should the
outbreak linger, construction
and industrial projects will
“remain slow up until
mid-March, before ascending
on a gradual rebound”.
In any case, improvements
for dry bulk earnings in the first
quarter “will come in the shape of
declining bunker prices and not
by demand pick-up,” he predicts.

Total bulker orderbook

Dry bulk delivery schedule
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Combined with the virus
concerns, heavy rains in Brazil
prompted Brazil’s mining giant
Vale to issue a statement
announcing it would miss its
first-quarter iron ore production
targets by 5m tonnes.
However, it maintained its
full-year guidance at 340m
tonnes to 355m tonnes, subject
to operating licences being
reinstated following the deadly
Brumadinho tailings dam
collapse in Brazil in January last
year, which led to several mining
complexes being forced to close.
Cyclone Damien in Western
Australia, which shut key export
terminals for more than 24 hours
in February, as well as bushfires
on the east coast of Australia
curtailing coal operations, have
added to the woes.

Negative BCI

So bad was the market that the
Baltic Capesize Index, a measure
of economic activity, turned
negative at the end of January,
dragged down by the C16
backhaul route, which breached
its threshold, forcing the Baltic
Exchange to hold a review of
its indices.
While the negative BCI was
ascribed to a technical anomaly, it
was also seen as counter-intuitive
for a headline figure to sit below
zero, said Cass Business School
professor Nikos Nomikos.
The BCI fell to an
unprecedented low of -294 points
on February 14, having dropped
into negative territory for the first
time on January 31 at -20 points.
The C16 backhaul route sank
to -$12,800 per day, the lowest
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ever, which dragged the 5TC,
or the average of five routes, to
$2,445 per day — the worst since
March 2016.
Last year, capesizes sank
to $3,540 per day on April 3.
However, the market bounced
back, with rates at $38,012 per day
by September 4, highlighting how
volatile this sector can be.
According to the Baltic
Exchange, the capesize market
was “always going to be hard
pressed to make any sort of
revival” due to the current
confluence of negative triggers.
While bunker volatility was
causing fluctuations for vessel
earnings, voyage rates were also
mostly softening, with the C3
Tubarao, Brazil, to Qingdao, China,
route at $12.94 per tonne as of
February 17, and the C5 Australia
to China route assessed at $5.66
per tonne. Comparative figures for
the start of 2020 were at $18.52
and at $7.16, respectively.

Silver lining

Shipbroker Braemar ACM said
although the market was in a
dire state at the moment, there
was a silver lining in that China’s
“massive drop in demand for oil
has led to cheaper crude, which
in turn has led to reduced
bunkers, giving owners a little
breathing room”.
It said in a note the major
concern for the market was
China’s supply chain, which
could start to falter, leading to
“a very detrimental effect” on
established contracts throughout
the dry bulk sector.
With levels assessed below
operating costs, there could be

a “wholesale idling” of vessels,
it added, which would help cap
further moves down.
Although this year was likely
to see higher fleet growth than
demand growth, Howe Robinson
expects better market conditions
from the second half of the year.
It expects a net increase of
3.4% in supply of vessels versus
a 2.3% gain on the demand
side, excluding Chinese coastal
coal trades.
A few bright spots are dotted
against the bleak backdrop, with
continued strength in bauxite
trades, especially from Guinea in
West Africa to China, aiding
tonne-miles on bigger vessels,
combined with coal import
increases from Asian countries
such as Vietnam and India, which
is helping the smaller sizes.
In terms of iron ore, trade
should pick up by 1.2%, after
a similar contraction last year,
according to Howe Robinson
estimates, despite a rising share
of scrap metal being used in
arc furnaces in China, instead of
imported iron ore and coking
coal in blast furnaces.
Grains may also just save the
day, with strong projections for
cargoes moving from the east
coast of South America. That would
mainly help panamax vessels.
While there are still many
unknowns, it is fair to say smaller
sizes are winning the day as the
first quarter passes the midway
mark, providing steady revenues
for owners and operators.
Capesize and panamax owners
exposed to the spot market, on
the other hand, may be hoping for
better days to return.

February/March 2020 | Lloyd’s List | 43

www.lloydslist.com

MARKETS: DRY BULK

MARKETS

The active crude carrier fleet
comprised of 2,429 ships,
equivalent to 464.6m dwt, at
the start of February, according
to Lloyd’s List Intelligence. This
represented just shy of a 5%
increase over last year.
Very large crude carriers, of
200,000 dwt or above, led the
way in terms of growth, with
numbers up by around 7% on
year to 274.8m dwt. Aframax

tankers of between 70,000 dwt
and 120,000 dwt continue to
drive advances, up 3% on year
to 798 vessels, or 84.4m dwt.
The global orderbook
comprised of 293 ships in
early February with a carrying
capacity of 54m dwt. In 2020,
deliveries are scheduled to hit
26.5m dwt, with a further 23m
dwt due in 2021 and 44.2m
dwt from 2022 onwards.
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Oil demand growth hit as Chinese refinery
runs cut 30% on coronavirus outbreak

www.lloydslist.com

Oil demand growth in China will slow to the lowest in 11 years, according to an IEA report, with total annual
Chinese demand for refined products estimated at 13.8m barrels per day, writes Michelle Wiese Bockmann
Bearish revisions of global
oil demand because of the
coronavirus outbreak suggest a
cap on crude tanker earnings and
further uncertainty for product
tankers, as crude and middle
distillate trade flows are disrupted
or redistributed by the severe
downturn in China’s land transport
and aviation sectors.
Global oil demand growth this
year is expected to be the lowest
since 2008, based on forecasts
released in February from the
International Energy Agency,
plus leading energy consultancies
and forecasters.
Monthly global oil demand
fell by 3.5m barrels per day
in February because of the
coronavirus outbreak, the
S&P Global Platts London
Energy Forum was told during
International Petroleum Week
gatherings in late February.
The virus could destroy as
much as 1m bpd in demand in
2020, affecting 0.7% of GDP, the
global pricing agency forecasts.
“Coronavirus is hitting our
market hard,” said Chris Midgley,
head of analytics for S&P Global
Platts. Oil markets that were
unfazed by tanker attacks,
sanctions and cuts over 2019

China kerosene/jet fuel (’000 bpd)

Source: JODI

are feeling the pressure. Global
demand is dependent on Chinese
refineries, which have sharply cut
runs, he said.
The IEA forecast 2020 global oil
demand growth at 825,000 bpd,
365,000 bpd lower than its January
estimate. Oil demand growth in
China — the biggest importer of
seaborne crude — will slow to
the lowest point in 11 years.
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Globally, demand was
estimated to be just over 101m
bpd in 2020, with about half
of that shipped by sea on
crude tankers. Contracting
growth is a most likely to
impact larger tankers which
dominate trades to Asia and
in China.
Product markets are not
immune from the fallout. Middle
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distillates are in trouble, Mr
Midgley said. The warmest January
on record removed 700,000 bpd
from the market that month, as
Asian demand for gasoil and
kerosene for heating slumped.
Alongside that fall, there
has been a dramatic collapse in
demand for jet fuel as flights to
China are cut, he added. This has
offset any anticipated rise in oil
demand from the introduction of
the marine fuel oil sulphur cap on
January 1.
“Very clearly the market is
spooked,” David Fyfe, chief
economist with Argus Media, told
delegates at the price reporting
agency’s IP Week forum.
“It comes just at the end of two
years when there is a weakness
in trade and manufacturing is
slowing quite dramatically. By
the end of last year, there was
a feeling we were at a turning
point… all these things have been
thrown into doubt.
“Our underlying assumption is
that this is a recovery deferred, not
a recovery derailed.”
Chinese refinery runs in
February were 4m bpd lower
than in January, said Argus
vice-president China Oil, Tom
Reed, based on a survey of 70
refineries. Runs averaged just
over 13m bpd in 2019.
Independent refineries at
Shandong that import 40% of the
country’s crude are running at half
levels seen last month, he told the
Argus Crude & Refined Products
Forum. Many also had scheduled
maintenance as well, Mr Reid said.
Sinopec, the world’s largest
refiner by distillation capacity, is
most affected, seeing runs 1.5m
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Sinopec, the world’s
largest refiner by
distillation capacity,
is most affected [by
coronavirus], seeing
runs 1.5m bpd lower
than January. This
partly reflects the
paralysis in road
transportation in
China, with the stateowned company
owning two refineries
in the worst-affected
region for coronavirus
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bpd lower than January. This
partly reflects the paralysis in road
transportation in China, with the
state-owned company owning two
refineries in the worst-affected
region for coronavirus. Petrochina,
in northwest China, was cutting
runs by 700,000 bpd.
“These are massive run cuts,
potentially signalling the lowest
throughput rate in six years,” Mr
Reed said. “However, in north
China, the market has already
started to recover. We are already
starting to see fuel demand and
refinery utilisation reach higher
even late in February.”
Saudi Arabia, Iraq and Angola
are the three biggest suppliers of
crude to China, followed by Oman
and Brazil.
All routes employ very large
crude carriers or suezmax tankers,
so contracting demand in the first
quarter of the year will further
pressure earnings for shipowners
of larger tanker types.
Average VLCC time charter
equivalent earnings have already
collapsed 75% since January
24, to $12,223 a day, according
to assessments by the Londonbased Baltic Exchange.
Suezmax and aframax rates
have seen corresponding falls,
as the coronavirus outbreak
worsens the seasonally weakest
performing quarter of the year for
crude shipments.
Transportation fuels — and
particularly jet fuel — are refined
products hardest hit, with
consequences for the global
fleet of product tankers shipping
these and other middle distillates
including diesel and gasoil.
China accounts for about 14%,

Chinese buyers
cut April crude
purchases as
refinery runs
collapse
Chinese oil refineries are a
key driver of global demand
and the refinery cuts being
witnessed imply the loss of
120m barrels of oil demand,
or 320,000 barrels per day
over the year
http://lloydslist.
maritimeintelligence.
informa.com/LL1131220
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or 957,000 bpd, of the global
kerosene/jet fuel consumption,
based on figures reported to the
Joint Organisation Data Initiative.
Rising demand for jet fuel is a
top driver of oil demand growth
for China.
The IEA estimated that in the
early phase of the current health
emergency, China’s international
air traffic fell 70% and domestic
traffic declined by 50%, with
Chinese jet fuel demand to be 14%
lower than previous IEA forecasts.
Since January 24, average time
charter equivalent earnings for
MR tankers in the Pacific have
declined to $9,571 daily, from
$16,716 on January 20.
The changeover to higher-cost,
low-sulphur fuel on January 1, has
already dented earnings, which
were some $9,000 higher at the
end of the year.

World LNG tanker fleet
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The global active fleet of
liquefied natural gas carriers
comprised 563 vessels totalling
85.4m cu m as of early
February, a 6.5% increase on
its year-ago total, according to
Lloyd’s List Intelligence.
The LNG orderbook stood at
171 units representing 25.5m
cu m carrying capacity. Of this,
8.3m cu m is scheduled for
delivery in the rest of 2020;
10.6m cu m in 2021; and 6.5m
cu m in 2022 and beyond.
For liquefied petroleum gas
tankers, the active global fleet
comprised 1,559 ships, with a
carrying capacity of 35.6m cu
m, up 6.3% on year.
The LPG orderbook is still
dominated by very large gas
carriers. Of the 145 vessels on
order, 78 VLCCs are due for
delivery, 28% of the LPG fleet.
The global fleet of product
tankers comprised 8,767
vessels with a carrying capacity
of 194.3m dwt, a rise of 2.5%.
The product tanker
orderbook stood at 353 ships,
comprising 17.8m dwt: 177 MR
vessels, 14 LR1s and 61 LR2s.
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Boxship deliveries continued
apace through January, elevating
the global fleet by a further
41,000 teu come the end of the
month to 22.6m teu.
The rollout of Mediterranean
Shipping Co’s newbuildings
continued with the addition of
the 23,756 teu MSC Ambra and
the 14,300 teu MSC Orion. The
pair also represented the only
two major ULC deliveries of the

World active containership fleet

month. MSC Ambra was the last
of a six sistership series delivered
by Samsung Heavy Industries, as
part of a newbuilding programme
which began end-2017.
However, the wide-reaching
impact of the coronavirus
outbreak is now affecting
developments in the active
containership fleet as
yards struggle to complete
scrubber installations.

10
8
million teu
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World boxship fleet update:
coronavirus takes toll on idle fleet
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The wide-reaching impact of the coronavirus outbreak is now affecting developments in the active
containership fleet as yards struggle to complete scrubber installations, writes James Baker
Blanked sailings and delays to
scrubber retrofits have led to
an increase in the fleet of idle
containerships as seasonal
factors combine with the
outbreak of coronavirus to
have an impact on fleet
deployment figures.
Figures from Lloyd’s List
Intelligence from the end of
January show the amount of idle
capacity stood at 326 vessels
comprising 757,478 teu at the
end of January, representing
3.4% of the global fleet.
This was already up from
3.2% at the beginning of
January, as the normal seasonal
reduction in demand began to
see idle numbers rise.
However, in the first two
weeks of February, that number
increased again, with 834,198
teu, or 3.7% of fleet capacity,
now unemployed.
“Carriers have announced
further void sailings in the
coming weeks as a result of
weak demand, with several
Chinese cities still not allowing
offices and factories to reopen
after the holidays due to
the coronavirus outbreak,”
Alphaliner noted.
“The additional void sailings
are expected to push up the

World Containership Fleet: January 2020 (excluding newbuilding postponements and cancellations under negotiation)
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inactive fleet capacity to more
than 1.6m teu over the coming
month, with all ship sizes above
1,000 teu negatively impacted.”
It added that the situation
was exacerbated by the
large number of ships that
were undergoing scrubber
retrofits in Chinese shipyards
or waiting to enter the
shipyards.
“Labour shortages at the
Chinese yards are expected
to further delay the completion
of retrofitting work and push
up the inactive fleet numbers,”
Alphaliner said.
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While the medium-term
impact of coronavirus will
likely have a negative effect on
carriers, who will be suffering
from lower than normal
volumes in the traditionally
weak first quarter that follows
the Chinese New Year, the
heavy reduction of capacity
being taken out of service will
at least maintain load factors
for those ships still sailing.

Idle vessels

Nevertheless, idle ships
still cost money, even when
not trading, so carriers will

Containership orderbook
1
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be hoping the effects of
coronavirus on export trades
from Asia are ameliorated as
soon as possible.
One broker noted that while
liner operators had cancelled
sailings in addition to those
they would normally blank
during the post-new year
slowdown, demand would
likely be negatively affected
through February and into
March as well.
“As production at factories is
expected to be slow to restart in
China, one possibility, however,
could be that various retailers
and manufacturers will boost
production at facilities in other
countries in Southeast Asia,”
the broker said.
“At the moment it is too
early to tell if this will happen
and whether it will impact
demand positively.”

Ships delivered

Meanwhile, deliveries
continued apace during
January, taking the total
containership fleet to 22.6m
teu, up just 41,000 teu from
the end of December.
Only two large ships were
delivered during January, the
23,756 teu MSC Ambra and the
14,300 teu MSC Orion.
MSC Ambra is the last in
a series of six sisterships
delivered to the carrier by
Samsung Heavy Industries
as part of a newbuilding
programme launched at the
end of 2017.
Smaller feeder tonnage
made up the remaining 11 units
entering service in January, but

18000+

0

11000-13999
5000-10999
3000-4999
0-2999

600000
500000
teu

150
0.4

18000+
14000-17999

700000

200

0.6

0

800000

250

0.8
million teu

Containership delivery schedule
300

400000

Data from:

Lloyd’s List Intelligence
Maritime intelligence |

300000
200000
100000
0

2020

While the medium-term
impact of coronavirus
will likely have a
negative effect on
carriers, who will be
suffering from lower
than normal volumes
in the traditionally
weak first quarter that
follows the Chinese
New Year, the heavy
reduction of capacity
being taken out of
service will at least
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none of these were in excess
of 3,000 teu.
The only confirmed orders
during the month were at
Daewoo Shipbuilding & Marine
Engineering, which confirmed
an order for six 15,000 teu
containerships.

Order extension

While the beneficial ownership
of the units was not revealed,
Lloyd’s List understands the
order is an extension to Eastern
Pacific’s previous order for
LNG-fuelled tonnage of similar
size that it signed last year,
and which brings up the order
to 23 vessels.
However, further
newbuilding deliveries are
expected to pick up steam in
the coming quarters, according
to analysts at Maritime
Strategies International, despite
some minor delays to deliveries
for HMM and CMA CGM.
“In total, we expect around
240,000 teu of newbuilding
deliveries in the first quarter of
2020 and 280,000 teu in the
second quarter,” MSI said.
“Feeder newbuilding
deliveries will also increase,
as vessels ordered during
the 2017-18 wave of feeder
optimism continue to join
the fleet.”
At the other end of the
lifecycle, MSI sees an increase
in demolition as well, but not
until the market eases again.
“The continued strength of
time-charter earnings for larger
vessels means a rebound in
scrapping may only emerge
later in 2020,” it said.

Coronavirus
outbreak may
have long-term
impact on
supply chains
Cargo owners and
third-party logistic
services see a return to
more local manufacturing
as coronavirus shows
fragility of just-in-time
logistics model
http://lloydslist.
maritimeintelligence.
informa.com/LL1130941
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Between the lines: fallout from
coronavirus to hit cargo owners

www.lloydslist.com

Back-haul shippers, in particular, are likely to experience issues as container carriers are expected
to prioritise empty container repatriation over low-freight back-haul cargo, writes Alan Murphy
An unprecedented level of
capacity withdrawal in the
liner shipping industry has
been seen since the end of
the Chinese New Year holiday,
with the coronavirus outbreak
and continued closure of
various manufacturing entities
taking a significant bite out
of container shipping demand
in Asia.
Even with more office and
factories reopening towards
the end of February,
cargo owners will still face
considerable challenges in
the next few months as a
consequence of these blank
sailings and the resulting
exception handling, port
omissions, vessel delays and
other network disruptions.
Back-haul shippers,
in particular, are likely to
experience issues as container
carriers are expected to
prioritise empty container
repatriation over low-freight
back-haul cargo, according to
Sea-Intelligence.
In its latest report, the
consultancy released data
tracking the number of
blank sailings attributed
to coronavirus, taking the
eight-week period from week
5 to week 12 of 2020, with
data calculated in week 4,
immediately before the
Chinese New Year holiday,
taken as the baseline.
Any blank sailings that
were announced up to and
including week 4 are attributed
to ‘normal’ Chinese New Year
cancellations, whereas any
blank sailings that were not
announced in week 4 but
were announced from week 5
onwards are instead attributed
to the coronavirus outbreak.

Blank sailings (Asia-Europe and transpaciﬁc)
2020
Blank sailings (Asia-Europe and transpacific) 2020

Across all four trade lanes, 2M
have announced blank sailings
equalling roughly 269,200 teu,
which translates into 12% of
their total capacity.
Ocean Alliance is slated to
blank 272,300 teu or 10% of
their total capacity. The Alliance
will only blank 2% of their total
capacity, which equates to
41,200 teu, all of which is to be
blanked on Asia-North America
west coast.
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On the transpacific trade,
coronavirus blank sailings have
reached 25, with carriers on the
Asia-North America west coast
trade lane announcing 23
blank sailings.
In total, roughly 231,100 teu,
(comprising 210,800 teu on
Asia-North America west coast
and 20,300 teu on Asia-North
America east coast) or 6% of
the total capacity is slated
to be taken out of the
transpacific trade in the
analysed eight-week period.
The Asia-Europe trade is
set to see a similar 22
blank sailings, with 16 on
Asia-North Europe and six on
Asia-Mediterranean. In teu
terms, this translates into a
total capacity withdrawal of
roughly 364,800 teu (276,900
teu on Asia-North Europe
and 88,000 teu on AsiaMediterranean) or 10% of the
total capacity on the trade.
Looking at the three
individual carrier alliances,
there are some interesting
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Transpacific changes

14
Asia-MED

Source: Sea-Intelligence

observations. The Alliance has
not announced a coronavirus
blank sailing on three of the
four trade lanes, with their only
such announcements coming
on the Asia-North America west
coast trade lane.
Even then, they are slated
to blank a lower amount
compared to 2M and Ocean
Alliance on that trade lane.

The chart below shows the
share of the February port-pair
products that saw their origin
departure change over the three
weeks ending February 9 on the
two transpacific trade lanes,
as well as the two Asia-Europe
trade lanes.
The analysis was limited
to the changes where the
origin departure from Asia was
February 3-29.
Sea-Intelligence chose
February 3 as a reference
point, because that is when
Chinese New Year holidays
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were originally supposed to be
completed.
Furthermore, it chose to limit
our focus on the direct impact
in February, which is why we did
not run the analysis into March.
For each port-pair, it then
investigated whether the
schedule offered at the end of
the week is the same as that at
the start of the week.
Based on this, it calculated
the share of products which
saw a schedule change during
that week.
Just before Chinese New
Year, carriers changed 18.8%
of their schedules on
Asia-North America west
coast, increasing to 20.7%
in the following week.
However, as Chinese New
Year was extended to another
week, there was a considerable
increase in the number of
schedule changes, with the
number increasing to 28.4%.
On Asia-North America east
coast, 19.4% of the schedules
changed in the initial week,
increasing to 26.6% in the
following week.
In the week of February
2-9, a staggering 44.2% of the
schedules on the trade lane
were changed, which will likely
have caused considerable
disruptions for shippers.
On both Asia-Europe
trade lanes, the percentage
of schedule changes in each
week were very similar, with
both trade lanes seeing a
considerable increase in the
week of February 2-9.

In total, roughly 231,100 teu is slated to be taken out of the transpacific trade in the analysed period.

In its latest report,
the consultancy
released data tracking
the number of blank
sailing attributed
to coronavirus, taking
the eight-week period
from week 5 to week
12 of 2020, with
data calculated in
week 4, immediately
before the Chinese
New Year holiday,
taken as the baseline

North America west coast ports, Q4 laden import

North
America
west coast ports, Q4 laden import
volumes
(% change)
volumes (% change)

Laden imports contract

Compared to 2017-Q4, which
is the first Q4 before the
tariffs, 2019-Q4 laden imports
contracted by -4.5% year on
year, which, despite being
considerably lower than
-12.4%, is still the largest
contraction in any quarter
since 2009.
It could, however, be
argued that this approach
undercounts the contraction,
as there would be a certain
amount of ‘real’ 2018-Q4
year-on-year growth as well.
If we are to assume that
the 2013-2017 average growth
rate of 4.6% would constitute
the ‘real’ year-on-year growth
in 2018-Q4, then 2019-Q4
has still contracted by a very
significant -8.7% year on year.

New data on fourth-quarter
developments in the laden
import volumes for North
America west coast ports show
the US-China trade tariffs have
significantly impacted the
transpacific eastbound trade
lane, with the 2019-Q4 laden
imports contracting by -12.4%
year on year.
This was the first Q4
contraction since the 2009
financial crisis and was by
far the highest quarterly
contraction across all years and
quarters since 2009.
That said, the year-on-year
change is a relative figure
and the 2019-Q4 contraction
may be amplified by the
exceptionally strong growth of

Lagest contraction

Global schedule reliability (annual in %)
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On Asia-North Europe, 33%
of the schedules were changed
in that week, while the figure
was slightly higher at 33.7% on
Asia-Mediterranean.
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Global average delays (annual in days)
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Global schedule reliability in 2019
Global schedule reliability was
on a downwards trend in 2017
and 2018, dropping to the
lowest recorded point of 70.7%
in 2018.
In 2019, however, schedule
reliability improved considerably,
reaching 78%, the highest point
since 2016. This translated
into an improvement of 7.3
percentage points, year on year.
On a quarterly level, 2019Q4 global schedule reliability
was 78.4%, which was -1.2
percentage points lower, quarter
on quarter.
In fact, schedule reliability
was on a downwards trend in
both 2019-Q3 and 2019-Q4, with
the two quarters recording Q/Q
declines in schedule reliability.
That said, given how bad
global schedule reliability was
in 2018, all four quarters in 2019
recorded considerable year-onyear increases.
The global average delay

for all vessel arrivals was on an
upwards trend in the 2016-2018
period, from a recorded low of
0.6 days in 2016 to a recorded
high of 1.2 days in 2018.
In 2019, however, the
average delay for all vessel
arrivals dropped to 0.8 days.
That said, the global average
delay for late vessel arrivals has
been on an upwards trend since
the lowest recorded point in
2016, crossing the four-day mark
for the first time in 2019.
The average delay for late
vessel arrivals was 4.1 days
in 2019. This means that on
average, vessels that were late
in 2019 got increasingly late.
Schedule reliability data
across the top 15 deepsea
carriers in 2019 shows Wan Hai
was the most reliable carrier,
with schedule reliability of
88.3%, followed by Hamburg
Süd and Maersk, with 86.1% and
83.5%, respectively.

Trade lane year-on-year comparison (%)
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Global schedule reliability 2o19 (top 15)
Top 15 Carriers
Wan Hai
Hamburg Süd
Maersk
HMM
APL
MSC
ZIM
Evergreen
COSCO
CMA CGM
OOCL
Hapag-Lloyd
PIL
ONE
Yang Ming

with 75.3%, and The Alliance
with 66.6%.
All three carrier alliances
recorded a year-on-year
improvement in schedule
reliability but only 2M recorded
a double-digit increase.
Furthermore, The Alliance
was the only carrier alliance to
record schedule reliability below
the industry average.
All six trade lanes recorded
a year-on-year improvement in
schedule reliability across the six
major east-west trade lanes in
2019, with the Asia-Europe and
transatlantic trades recording
double-digit year-on-year
increases.
That said, both the
transpacific trade lanes recorded
schedule reliability below
the global average in all four
quarters of 2019 and were the
only two (of the six) trade lanes
to still be below the global
average in 2019-Q4.

Five more carriers had
schedule reliability greater
than 80% in 2019. The Alliance
members continue to struggle
with schedule reliability, as
Hapag-Lloyd, ONE, and Yang
Ming were in the bottom four of
the global ranking last year.
Yang Ming was the least
reliable carrier in 2019, with
schedule reliability of 71.2%, with
ONE above them with 74.7%.
Impressively, all top 15
carriers recorded a year-onyear improvement in schedule
reliability, with Wan Hai
(12.4%), HMM (12%), and
Hamburg Süd (11.4%) recording
double-digit increases.
ONE (6.8%), OOCL (5.8%), and
CMA CGM (5.5%) recorded the
smallest year-on-year increases
in schedule reliability in 2019.
2M was the most reliable
carrier alliance in 2019, with
90
schedule reliability of 80.3%,
followed
80 by Ocean Alliance

TAT

Changing lanes: consortia block
exemption — extension or expiration?
The imminent end of the period of extension has led to a great deal of debate as to whether the Consortia Block
Exemption Regulation should be further extended — and, if so, for how long, writes Antonella Teodoro
In September 2009, the
European Commission decided
to renew the Consortia
Block Exemption Regulation
(CBER) until 25 April 2015; it
subsequently gave a further
five years’ extension as part of
the process that ended what
was known as the former liner
conference system (Council
Regulation 4056/86).
The imminent end of the
period of extension has led to
a great deal of debate as to
whether the CBER should be
further extended — and, if so,
for how long.
The argument against has
been led by the International
Transport Forum/Organisation
for Economic Co-operation
and Development (OECD) amid
support by a number of trade
associations, who say the high
market shares enjoyed by a
much-consolidated liner
shipping industry should
encourage regulators not to
agree on an extension.
Meanwhile, the carriers say
the CBER should be extended,
pointing towards falling costs,
rates and emissions facilitated
through exploiting economies
of scale made possible by the
clustering into alliances.
In a draft regulation paper
published last November
(staff working document),
the commission proposed
extending the EU CBER, set
to expire on April 25, 2020,
for another four years without
changing its current form.
This preliminary view has been
based on an evaluation process
put in place to determine whether
“In view of the general policy
of harmonising competition
rules and considering the
major developments in the
liner shipping industry in recent
years, the CBER is still relevant

Consolidation has been rapid: in 2019, the three major players controlled circa 85% of global capacity.
and delivering on its objectives,
and whether it is doing so in a
coherent, effective and efficient
manner, creating EU added value”.
The evaluation was based on
the following criteria:
• Effectiveness: considering
the major developments in
the industry, does the CBER
still facilitate economically
efficient co-operation that
also benefits consumers?
• Efficiency: what is the effect
of the CBER on costs? Does it
help undertakings to cut costs
or conversely does it increase
compliance costs? Which
policy option would cause
less burden or complexity?
• Relevance: is the CBER still
relevant considering the major
developments in the industry
and the modes of co-operation
between carriers?
• Coherence: Is the CBER
coherent with the general policy
of harmonising competition
rules and replacing sectorspecific rules with measures
(BERs or guidelines) providing
general guidance on the
application of Article 101 TFEU?

[Those in opposition]
say the high market
shares enjoyed by a
much-consolidated
liner shipping industry
should encourage
regulators not to
agree on an extension;
carriers say the CBER
should be extended,
pointing towards
falling costs, rates and
emissions facilitated
through exploiting
economies of scale
made possible
by the clustering
into alliances

• EU added value: what is
the added value of the CBER
considering the commission’s
measures of providing general
guidance on the application of
Article 101 TFEU?
The commission
concluded that “the evidence
basis of this evaluation is, to
a large extent, made of input
of stakeholders.
“Despite the methodological
limitations in this evaluation,
the overall available evidence
reveals that there was no
deterioration in the parameters
of competition.
“Indeed, in recent years,
both costs for carriers and
prices for customers per teu
decreased by approximately
30% and levels of services
seem not to have deteriorated
but rather remained stable
since 2014.
“Consequently, there is
no reason to depart from
the longstanding view that
consortia are an efficient way
for providing and improving
liner shipping services that also
benefits customers.
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“A fair share of the benefits
resulting from the efficiencies
is passed on to transport users.
The CBER remains relevant
as its objective to facilitate
consortia remains appropriate
in view of the ensuing benefits
for customers.”
The news was welcomed by
shipping lines represented by
the World Shipping Council,
whereas shippers and other
key players in the industry
have communicated their
resentment, claiming that the
CBER in its current form distorts
competition and does not
address poor service levels.
These positions were
expressed during the public
consultation to industry
stakeholders (including shipper,
port and forwarder trade
associations) launched by the EU,
which closed on January 3. They
drew attention to the dangers of
further vertical integration, the
need for legal clarity and lack of
transparency with respect to the
data used for evaluation.

www.lloydslist.com

Assessing long-term risk

Consolidation in the industry
has been rapid. In 2006, the
seven leading lines or the
alliances of that time controlled
72% of global deepsea capacity.
None had a share above 20%.
In 2019, the three major
players controlled circa 85% of
the global capacity deployed in
the deepsea markets.
Acquisitions in the feeder
market have reinforced this
pattern. In 2006, measured
by deployed capacity, the four
leading North European carriers
were independent. Now the
leading four are owned by
deepsea lines or stevedores.
Meanwhile, the lines are
extending their ownership in
stevedoring and forwarding,
which, it can be said, the
CBER has helped establish
conditions for extensive
vertical integration.
MDS Transmodal has
developed a model that
allocates estimated container
flows to the services they
are carried by the lines and
estimates their operating costs
and revenues (see table above).

Key changes in deepsea containership market 2006-2019 ($ in real terms)
2006

2016

2019

121m

177m

193m

72m

16m

147m

160m

67m

100m

112m

46m

12m

150m

168m
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1,335

958

1,057

-277

99

72

79

Unit costs ($/teu)

1,272

1,002

1,030

-242

28

79

81

0.82

0.56

0.50

-0.32

-0.06

68

61
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Bunker consumption
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Source: MDS Transmodal, Container Business Model

Globally, between 2006 and
2019, estimated unit costs have
fallen by approximately 20% and
bunker consumption per teu by
circa 40%, with an efficiency gain
of around $240/teu in real terms.
These trends have all been
driven by a preference by most
shippers for lower rates rather
than higher speeds, explaining
why round trips have extended
from 56 to 68 days between the
Far East and Northern Europe.
The decline in rates since
2014 cannot be explained by
a fall in utilisation but by a fall
in bunker costs, which have
worked their way through to
rates through competition, even
though lines are now members
of just three alliances.
The severe year-on-year
fluctuation between unit costs
and unit revenues as a result of
short-term instability cannot help
the lines or shippers to develop
long term investment strategies
— elasticity is such that relatively
short-term fluctuations in
utilisation create pronounced rate
changes. The positive impact of
consolidation on underlying costs
and rates has not reduced the
latter’s fluctuation.
Utilisation levels depend, of
course, on supply and demand,
whose trends can be forecast.
Supply can be readily
monitored, including taking
into account newbuilding
programmes. Despite an overall
decline of 15% in the number of
services offered in the deepsea
market between 2006 and 2019,
the overall deployed capacity
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Product development
and efficient supply
chains require
shippers to be able to
feel secure about the
continuity and price of
shipping services. It
is indisputable that a
sustainable industry
based on long-term
investments in
supply chain assets
requires confidence
of all parties

grew by 73%, with the number of
vessels over 7,500 teu increasing
eightfold during the same period.
Product development and
efficient supply chains require
shippers to be able to feel
secure about the continuity and
price of shipping services. It is
indisputable that a sustainable
industry based on long-term
investments in supply chain
assets requires confidence of
all parties.
Global container shipping can
approach optimum economies
of scale and still operate with
three independent global
networks and so provide a
competitive environment.
In principle, the larger
shippers who trade over a
wide range of routes will have
leverage over lines where market
shares can be high. There is
less protection for smaller
shippers seeking to retain
their independence.
It would also appear that this
has all been achieved without
reducing overall connectivity
across the global economy.
The dependence of world trade
on fewer operators is remarkable
and it is most important to
show that the different
economies, large and small,
remain well connected.
Based on the data provided
to Unctad for the Liner Shipping
Connectivity Index (LSCI),
MDST observes that China’s
connectivity increased by 52%
between 2006-2019 and by 40%
between 2017-2019.
The Netherlands, the country

with the highest LSCI in Europe
last year, grew by 12% between
2017-19. Iraq, Qatar, Poland,
Morocco and Albania saw their
connectivity growing at the
fastest rate between 2006-2019.
The handful of countries
whose index fell over this period
(including Yemen and Venezuela)
accounted for less than 10% of
the global population.
However, it is reasonable
to assume that the vertical
integration process could affect
port connectivity. For the lines,
shipping and terminal services
represent a joint product.
Shipping around 170m loaded
teu globally requires around
780m teu lifts at ports; high
levels of transhipment are the
price of achieving economies of
scale at sea.
Stevedoring services
represent around 35% of gate
to gate costs. The integration of
shipping and port business will
affect the competitive position
of individual ports and some
nation states.
With the scope for more
horizontal integration now
limited, shipping lines’ eyes
seem to be fixed on a more
challenging target of becoming
global logistics integrators.
This appears to be the aim of
key ocean carriers. Maersk and
CMA CGM, for instance, aim to
offer a new more holistic service
to their customers through
vertical integration.
“The future will be very much
about scaling the land side of
the equation... We for sure have
to do some acquisitions in the
logistics space, primarily to gain
capability and scale,” said Søren
Skou, Maersk’s chief executive,
as quoted last year by The
Financial Times.
AP Moller Maersk has
implemented this strategy
acquiring Vandegrift (customs
brokerage and logistics business)
and merging Maersk Line and
Damco into one organisation,
while CMA CGM has acquired
CEVA Logistics.
Shipping lines have also
been acquiring feeder companies
and are now working closely with
port operators.
By contrast, however, there

Global container shipping utilisation levels, unit revenues and unit costs
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are lines such as Hapag-Lloyd
who want to maintain a more
traditional approach and
continue to offer just container
shipping services to customers.
There are risks involved in
the vertical integration strategy,
including the scale of financial
investments required, dealing with
changes in the lines’ business
model and associated costs.
However, the business
opportunities are very appealing:
getting closer to the cargo
owners and having an influence
on their choice of how to move
their goods; further exploitation
of scale economy and scope;
extending market coverage.

Winning strategy

Which strategy will be the
winning one for any individual
line is difficult to predict as this
will depend on the flexibility of
shipping lines’ management in
adjusting their view on how to
move a box. The sea voyage will
become increasingly just a part of
the service they offer rather than
the whole service.
The way in which information
is shared and managed within the
integrated entities will be vital,
while technological innovation
will be key.
Vertical integration and the

further expansion of shipping
lines into terminal operations
can affect competition and
choices for shippers especially
if all terminals within a port are
controlled by the same company
and that company is acquired/
merged by/with a shipping line.
In these cases, the new
entity will have an incentive
to discriminate against other
shipping lines by providing
lower-quality services and/or
applying higher port rates.
The commission might
therefore consider the possible
effects of vertical integration for
the shipping industry as well as
national competition regulators;
while port authorities should
monitor and evaluate carefully
the private operators to whom
they realise port concessions.
In addition to a deeper
examination, through a careful
and independent monitoring
exercise, the commission can
help the CBER gain acceptance
by guaranteeing transparency
through more detailed
examination of the impacts, and
using independent sources.
MDST believes this should not
be difficult, given that charter,
port and container hire costs are
relatively easy to estimate.
Meanwhile, only bunker costs

are unpredictable, but can be
separately identified. Demand,
too, can be estimated on a
medium-term basis, while ship
supply is more or less certain on
a two- to three-year timescale.
Rates can also be benchmarked.
Given the switch to cleaner,
more expensive fuel, lines
have another immediate
interest in making bunker
cost calculations available for
independent assessment, to
avoid unnecessary heat and
misunderstanding.
There is more to be gained
by transparency through using
independent sources, which can
be agreed upon between lines
and shippers, to describe the
business of container shipping.
This would help the parties
to make informed decisions
and reflect the fact that, for a
shipper, the shipping line is a
vital supplier with which a longterm relationship will contribute
to maximising long term supply
chain efficiency.
The key to achieving such
long-term relationships could be
the development of well-defined
indices that cover demand,
supply, utilisation, costs and
revenues accompanied by
interpretation of possible future
impacts for the industry.
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How the world looks from our correspondents covering the news as it breaks

Delisting, debt action and deleveraging
DP World will take on an additional $8.1bn in debt on its path back to full state ownership
as Dubai continues to feel the repercussions of the emirate’s 2009 debt crisis

T

he maritime sector has always had an
uneasy relationship with mainstream
investment communities. Typically
shareholders will only allow you to
invest when things are going well — but
even in ‘normal’ conditions, that is a difficult
line to hold for ports companies, where
assets are capital-intensive and have long
gestation periods.
Taking the long-term view is essential and
short-term public market fluctuations are always
going to be challenging. So when DP World’s
group chairman and chief executive Sultan
Ahmed bin Sulayem argued in February that the
demands of the public market for short-term
returns are incompatible with this industry, he
did have a point.
Arguably, of course, that was the case when
DP World was busy raising $4.96bn in 2007 as it
first listed on Nasdaq and then again when it was
chasing a prestigious dual-listing in London in
2011 to get Dubai on the map.
The short-term view of the investment market
has not changed, but the market valuation of
DP World has.
DP World shares have lost almost half their
value since early 2018. So in the minds of the
board and their investors, the current market
capitalisation — which is hovering at about
$12bn — no longer reflected the true value of the
company and was hampering its ability to raise
equity in the markets.
However, this decision is not just about
“freeing DP World from the demands of the
public market for short-term returns”. Far from it.
DP World’s desire to move out of its
traditional port operations business and focus
on implementing its ambitious mid- to long-term
strategy of “building the world’s leading end-toend supply chain logistics provider” is going to
require long-term investment and joint ventures.
Even though DP World’s operations seem
highly diversified, encompassing more than 45
countries, Jebel Ali port’s significant contribution
to its consolidated volumes (around 35% in
2019) highlights just how concentrated the
operation still is in Dubai.
While Jebel Ali is not alone in experiencing
some disappointing throughput figures amid

A large proportion of DP World’s volumes still come from Jebel Ali.
trade war headwinds, the fact that Cosco and
MSC have invested heavily in competing Khalifa
port has not gone unnoticed, particularly by
those remaining lines looking to negotiate hard.
Part of DP World’s rationale for the delisting
notes that the ports and logistics industry is
undergoing significant disruption in the form of
consolidation of the customer base as well as the
vertical integration of a number of competitors.
Prudence, however, is going to be required as
it tried to invest its way into the future.
In recent years, the company has made a
series of acquisitions as part of its strategy to
become the world’s leading end-to-end logistics
provider, including Unifeeder, P&O Ferries,
Continental Warehousing, and Topaz Energy &
Marine. However, that strategic list of acquisitions
has seen total debt increase to $14bn as of 1H19
(vs $7.9bn at FY17 end). This has strained the
bottom line as interest payments ballooned.
Low interest rates have worked in the
company’s favour so far. The company raised
$1.3bn in July and another $1bn in September
2019, proceeds of which will be used to redeem
existing debt, fund acquisitions and extend its
debt maturity profile. All of which will be
needed because the conglomerate has about
$9.9bn in debt maturing in 2022 and a further
$1.1bn due in 2026, according to Bloomberg.
As the financial statements of the delisting
deal reveals, DP World will end up taking on

$8.1bn in debt to finance the deal in which Port
and Free Zone World, part of state investment
vehicle Dubai World, will acquire the 19.55% of
Nasdaq Dubai listed shares for $2.7bn. And, as
the statement makes clear, that $8.1bn of net
indebtedness is “in addition to its current debt”.
The context here, of course, is that Dubai
is delisting DP World as it seeks to pay back
debt owed by the port operator’s parent, Dubai
World — the conglomerate originally built
around the ports operator that extended into real
estate, hospitality and leveraged international
investments. This is the same Dubai World that
was at the centre of the emirate’s 2009 debt
crisis where Dubai received $20bn in bailout
loans from Abu Dhabi.
As part of the delisting transaction, PFZW will
pay $5.15bn to its parent Dubai World to help
repay debt to bank lenders “so that DP World can
implement its strategy without any restrictions
from Dubai World’s creditors”.
The move to take DP World private comes as
Dubai struggles to steer itself out of a five-year
economic slowdown triggered by the 2014
collapse in oil prices.
Dubai faces the prospect of restructuring a
chunk of $23bn in loans to government-related
companies maturing at the end of 2021 for a
second time, according to Fitch Ratings.
Timing — as ever in maritime finance —
is everything.
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W

ith just a few weeks to go before
his two-year term of office ended,
UK Chamber of Shipping president
Sir Michael Bibby clearly felt some
plain talking was needed about the future of the
country’s maritime industry as he stood up to
address the organisation’s annual dinner.
Almost 800 members and guests attended the
event, including shipping minister Nusrat Ghani,
who has since lost her job in a government reshuffle.
Speaking three days after Britain formally left
the European Union and entered an 11-month
transition period, Sir Michael took clear aim at
the government when he said he considered it
unlikely that the many issues surrounding the
UK’s future relationship with the block would be
sorted out by the end-year deadline.
In his view, he thought “baking this date into
law” was, to say the least, a “little irresponsible”.
as it heightened the risk of a no-deal Brexit.
Sir Michael then won a round of applause
when he expressed the hope that reason would
prevail to extend the debate if necessary “to
ensure that we continue to have frictionless trade,
the free movement of people that we need to
operate, and really good future opportunities to
trade with our largest economic partner – the EU”.
However, there was one person in the room
who had to deftly steer clear of politics all
evening: Her Royal Highness The Princess Royal,
who was the guest of honour.
Britain’s royal family has always maintained
close links with both the Royal Navy and the
country’s merchant shipping industry and
Princess Anne spent time meeting business
leaders, including many past presidents of the
UK Chamber at a reception ahead of the dinner.
She reminded those attending the event
that this year marked the 100th anniversary of
the Chamber receiving its Royal Charter, the
organisation’s “coming of age”.
At that time, shipping was reeling from the
terrible casualties it had suffered during the
First World War. That resulted in a real impetus for
the industry to come together to deal with
the aftermath of those losses.
Having a common approach can make “an
enormous amount of difference,” Princess Anne
said in her speech.

Princess Anne: royal guest at chamber dinner.
However, she also noted that the general
public now probably has a less clear idea of how
important shipping is to their everyday lives than
they did when the Royal Charter was awarded.
The challenge for the UK Chamber, said
Princess Anne, was to raise the profile of the
business as one with a real future that was not
going to go away, in order to reassure the next
generation that shipping could offer first-class
training and excellent long-term careers.
Yet she acknowledged there will always be
accidents at sea and it was “incumbent on all of
us to continue to strive to improve safety and our
response to those incidents”.
Could there have been just a hint of a royal
premonition in her speech when Princess Anne
finished by saying she hoped 2020 would be an
“exciting” year for shipping, but “hopefully not too
different in terms of the work that you do”?
Within a couple of weeks, the UK’s maritime
community was reeling from the loss of a hugely
popular shipping minister who had shown
such support for an industry that so often feels
overlooked. That will certainly make a difference.
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Commitment to Service
The Port of Long Beach is the greenest, fastest, most efficient gateway for goods
moving to and from Asia and marketplaces across America.
We’re keeping our competitive edge while working sustainably, offering unrivaled
customer service while we build the Green Port of the Future.

