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The Interview: Ren Yuanlin

The Interview: Ren Yuanlin

Getting orders has
become easier, but

getting orders with
decent returns is
becoming more difficult

REN YUANLIN, EXECUTIVE chairman of Yangzijiang Shipbuilding,
arguably China’s most profitable shipbuilder, proffers the industry a
very pithy summary of its outlook.

“Getting orders has become easier, but getting orders with decent
returns is becoming more difficult,” Mr Ren tells Lloyd’s List in an
interview.

Increased steel costs and a stronger Chinese yuan have, of course, led
to mounting pressure on shipbuilding margins.

What is more worrying is the escalating price war between shipyards
in China and South Korea. Both counties have raised the stakes with
state bailouts. As a result, privately run Yangzijiang has been forced to
drop out of tenders for some major orders placed by Vale and CMA
CGM.

And there is another war, a potential Sino-US trade war that could put
a significant dampener on the demand side.

In his 46-year shipyard career, Mr Ren has experienced numerous
difficulties and crises and has each time managed to find remedies.

His most talked-about achievement was the privatisation of the then
state-owned, near-bankrupt Yangzijiang in 1997. Over the past two
decades, he has gradually expanded the company and turned it into a
successful business listed in Singapore.

Now, the shipbuilding veteran is facing a string of new challenges.
Mr Ren believes that industry consolidation is not done yet, and his

company is once again seeking to turn crisis into opportunity with a
scheme for a joint venture to build large liquefied natural gas carriers.
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Price war

As ordering activities perked up, Yangzijiang last
year secured new orders for 74 vessels worth $2.1bn,
more than doubling the value of 2016 orders and
driving its total backlog to $4.7bn.

But it could have won more if not for the “irrational”
competition by peers in China and South Korea,
according to Mr Ren.

Two recent deals he offered as examples: Vale’s
325,000 dwt very large ore carriers and CMA CGM’s
14,000 teu boxships. Yangzijiang was shortlisted in
both tenders but eventually walked away over cost
pressures.

“As you know, we have built 400,000 dwt VLOCs, so
we know very well about the costs of building such
types of vessels.”

Yangzijiang fetched six 400,000 dwt vessels from
ICBC Financial Leasing in 2016 for $85m apiece. Mr
Ren estimates the 325,000 dwt class, equipped with
newer designs yet requiring less raw material,
should cost about $8om in China.

Chinese shipyards would need $75m to break even
or at least “avoid meaningful losses”, and that is
without factoring in any rise in steel prices and yuan
value, according to Mr Ren.

Yet one state-owned Chinese shipyard signed the
contract in December for $70m, he said.

Lloyd’s List understands separately that the shipyard
is Qingdao Beihai Shipbuilding Heavy Industry, a
subsidiary of China State Industry Corp.

“We didn’t proceed with the deal, because it’s not
sustainable if the payment cannot even cover our
workers’ salary,” Mr Ren says.

The bidding process for CMA CGM’s newbuildings
took a similar turn.

In February, the French line signed a letter of intent
with Hyundai Heavy Industries for up to a dozen
14,000 teu ships, with a dual-fuel propulsion
system, at about $140m apiece, brokers had
reported.

Mr Ren says his company once again pulled out
owing to aggressive pricing, this time by Korean
yards.

HHI, which normally charges a 10%-15% premium
over its Chinese rivals, instead offered a very
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competitive price and financing package, having
earlier lost CMA CGM'’s 22,000 teu vessels to China
State Shipbuilding Industry, said one Asian broker.

The striking government support behind the two
deals have made Mr Ren fret over the distortion of
market competition as well as the future of his own
company as a non-state owned player.

Through its state-controlled financial institutions
and large enterprises, Beijing is injecting nearly
$5bn in total to CSIC and CSSC, the country’s two
largest state shipbuilding conglomerates, also
involved in building navy vessels, ensuring their
capabilities to borrow more and build more.

The massive funds, in the form of debt-to-equity
swaps, are essentially government subsidies in the
eyes of Mr Ren.

Meanwhile, the CMA CGM-HHI deal came after
policy banks in Seoul earlier this year scaled back
restrictions on refund guarantees, allowing loss-
making orders — as much as 6% below breakeven
— to be financed again in 2018.

Most recently, the South Korean government has
pledged to order 200 new merchant ships, as part of
the plan to revive domestic shipping and
shipbuilding sectors.

“I'm not worried about the Japanese shipbuilders or
the private players,” Mr Ren says. “I'm concerned
about South Korean builders such as HHI and
DSME who can take loss-making orders backed by
the state.

“I'm also concerned about CSIC and CSSC. They
have got the government subsidies in addition to the
profit-guaranteed defence business.”

Trade war
It is reasonable for Mr Ren to take a cautious
approach on pricing.

The sharp increase in steel prices and appreciation
of the Chinese currency against the greenback has
already hurt Chinese shipyards’ profitability.

Yangzijiang saw gross margin in its core business,
shipbuilding, fall to 17% in 2017 from 25% a year
ago.

Also, it recorded Yuan745m (Yuan118m) in foreign

exchange losses and Yuani.2bn in provision for
expected losses on construction contracts.
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Two OCBC Investment Research analysts, Low Pei
Han and Eugene Chua, estimated in a recent note
that only about 40 out of the 123 ships in
Yangzijiang’s backlog are profitable, “while the rest
are challenged in terms of probability”.

But the mark-up in steel prices is coming to an end
as domestic steel mills ramp up capacity, Mr Ren
argues.

The exchange rate is connected to something he
deems more of a threat to a recovery of shipping and
shipbuilding — a Sino-US trade war.

The latest tariff proposals announced by both
countries against each other have added to the fears
that the trade spat may escalate into a trade war,
which could take a serious toll on the maritime
sector, among other industries.

There will inevitably be some friction between the
two countries, which will affect market sentiment
and even trade flows in the short run, Mr Ren says.
In the longer run, however, China will address the
issue with further “opening and reforms”.

“I think the trade spat will push China to further
open up its economy, after all there are still
promises we made at the WTO which haven’t been
realised yet, such as those about tariff reduction and
intellectual property protection.”

During a recent address, Chinese president Xi
Jinping said China would “significantly” reduce
import tariffs for automobiles and duties on other
products, as part of its plan to further liberalise its
economy. He has also pledged to enforce foreign
companies’ intellectual property rights and improve
the investment environment for international
companies.

That will certainly provide some relief to shipping
practitioners across the globe.

“But in the short term, the US president Donald
Trump is very practical. He won’t be satisfied with
small compromises from China,” Mr Ren warns.

“He visited Beijing last time with smiles and $250bn
worth of bilateral deals. But he turned hostile as
soon as he got back to Washington.”

Yangzijiang’s tactics

It is not easy for Yangzijiang to remain profitable
under such circumstances.
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The company posted a 67% year-on-year increase in
net profit last year to Yuan2.9bn, albeit on the back
of a weak 2016 and the gains were also partly
generated by its investment segment.

Mr Ren attributes the results to the company’s cost
management, product quality and brand credibility.
While all these aspects need enhancing, more tactics
are being developed to tackle market headwinds.

One is to acquire and complete unfished
newbuildings dropped by failed shipyards.

Earlier this year, Yangzijiang purchased an 80,000
dwt-class dry bulker, having already bought one
suezmax oil tanker and two feeder containerships
from domestic peers last year.

Mr Ren says these ships were acquired at almost
scrap prices yet will be sold on the market for 80%
of the newbuilding value.

“I think they can meet customers’ demand while
contributing some extra profits for us,” he says.

The suezmax will be completed and ready for sale
next year. But even if it takes some time for the ship
to gain customers’ favour, Yangzijiang’s own
shipping arm can provide a buffer zone, Mr Ren
adds.

But what is more important is the move towards
more value-added products.

Yangzijiang is currently in talks with shipyards in
Japan and South Korea to set up a joint venture in
building large liquefied natural gas carriers, a way to
integrate foreign technologies and Chinese cost
competitiveness, according to Mr Ren.

With a rosy outlook for China’s liquefied natural gas
imports, he adds that the company is planning to
use one of its own shipyards, or acquire an external
one, to facilitate the joint venture.

That will help sharpen Yangzijaing’s competitive
edge and reserve a winner’s seat for the Chinese
shipbuilder amid ongoing consolidation of the global
shipbuilding industry.

The number of players will continue to decline, Mr
Ren believes, although the game would be fairer
without the disparity in strength created by
governments.
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WHAT TO WATCH

IMO greenhouse gas strategy offers

short-term fix

THE International Maritime Organization earned
itself public vindication along with some words of
caution through last week’s decision to adopt an
initial greenhouse gas emissions reduction strategy
for international shipping.

In a rare moment of glory for the global maritime
regulator some of those who are at times at odds
with the IMO struck a congratulatory tone for the
industry’s Paris Agreement.

With its public commitment to slash GHG emissions
from shipping by at least 50% by 2050 compared to
2008, the IMO appears to have contained any threat
of unilateral regulatory moves from the European
Union for the time being; the strategy will be revised
in 2023.

European Commissioner for Transport Violeta Bulc
called the agreement a significant step forward in
the global efforts to tackle climate change and a
good starting point for future improvements, despite
not meeting the EU’s targets for a 70%-100%
reduction in emissions.

“For this initial strategy to succeed, it is now crucial
that effective reduction measures are swiftly
adopted and put in place before 2023. Preparations
on longer term actions should also begin,” she said.

International Chamber of Shipping secretary-
general Peter Hinchliffe welcomed the IMO’s
ground-breaking agreement and called the 50%
target “very ambitious” and one that would
hopefully restrain those regional regulation
tendencies.

“We are confident this will give the shipping
industry the clear signal it needs to get on with the
job of developing zero CO2 fuels, so that the entire
sector will be in a position to decarbonise
completely, consistent with the 1.5°C climate change
goal,” he said.

BIMCO was equally receptive of the strategy, with

deputy secretary-general Lars Robert Pedersen
calling it ambitious, but not impossible.
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“Now we have to focus on the mid to long term. We
have to find the technology and procedures that will
drive us towards zero GHG emissions,” he said.

The UK government, one of the torch bearers for the
EU’s hard-line environmentalist agenda, also
welcomed the ambitious agreement.

The ““deal opens up new and exciting opportunities
to develop environmentally-friendly technologies
and, through our Maritime 2050 Strategy, we will
ensure that the UK continues to be at the forefront
of the green maritime revolution,” UK shipping
minister Nusrat Ghani said.

The government of the Marshall Islands, which was
among the most vocal members of the high ambition
coalition, said the deal keeps alive the possibility of
achieving the Paris Agreement’s goals.

Danish Shipping, which commissioned the 2016
study that was previously referenced in some IMO
proposals over the matter and which identified a
50% absolute cut by 2050 as one of the Paris
Agreement-compatible pathways for shipping,
welcomed the strategy.

“I am very pleased that the IMO countries
shouldered responsibility and did not leave the
shipping industry to be continuously criticised for
lack of regulation and in that case, take the
consequences of, for example, regional regulation
from the EU,” Danish Shipping executive director
Maria Skipper Schwenn said.

Intercargo also welcomed the strategy and its
ambitious goals but underlined that vessel design,
technology and fuels will determine GHG emissions.

“Shipowners are the users of the ships and the
technologies they feature, as made available by
shipbuilders and manufacturers, and utilising the
fuels made available by suppliers; another critical
aspect is that very often it is the charterers who have
the responsibility about how vessels are utilised,”
the dry cargo association said.

Container-carrier giant AP Moller-Maersk also
recognised the importance of the agreement and
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reiterated its self-imposed commitments to slash
COz2 emissions per container moved by 60%
compared to 2007.

“We welcome the new ambitious results, which
provides a much-needed and important policy signal
that will help accelerate investments into low carbon

solutions in shipping,” Maersk head of sustainability
strategy and shared value, strategy and shared value
projects John Bang Kornerup said.

Greeks say success of IMO emissions deal
hinges on global availability of clean fuels

GREEK shipowners have echoed global and
European shipping organisations in welcoming last
week’s adoption by the International Maritime
Organization of an initial strategy to cut greenhouse
gas emissions as a “first step” towards decarbonising
the industry.

But the Union of Greek Shipowners also warned that
the industry’s ability to remain on the agreed
pathway “inevitably hinges” on the global
availability of low or no-carbon, safe fuels for
international shipping to run on.

This proviso is absolutely crucial for the industry’s
successful decarbonisation, according to the UGS
president, Theodore Veniamis.

He said that the IMO strategy sent a strong signal
not only to shipowners, but also to states, energy
suppliers, shipyards, engine builders, marine
technology companies and others “to work together
in an effort to provide the necessary tools for the
successful implementation of this historic decision”.

The UGS would work “consistently and
constructively” with all stakeholders to achieve that
aim, Mr Veniamis pledged.

The UGS said that the strategy agreed at MEPC 72
went “well beyond” the Paris Agreement on climate
change and was also historic, as it made shipping

“the first industry to adopt such concrete global
goals for the reduction of its total GHG emissions.”

However, the UGS — the world’s largest national
shipowning association, representing more than 16%
of all shipping capacity — also struck several notes
of caution.

The IMO had achieved “a balanced political
compromise and one that could be workable for the
shipping industry”.

But the UGS said the deal was “only the beginning of
a long and arduous road to ensure that feasible and
workable global measures are developed”.

Measures also needed to be implemented in a way
that “guarantees safety and a global level playing
field, while minimising their potential impact on the
growing world economy and increasing international
trade”.

Mr Veniamis said: “The IMO’s decision marks an
important milestone for global shipping, which
should be acknowledged and respected by all
stakeholders as such.”

The IMO objective agreed last week is a reduction of
at least 50% of GHG emissions by 2050, as
compared with 2008, as well as energy efficiency
improvements of 40% by 2030, and 70% by 2050.

OPINION

Can Japan convince competitors to cut

shipbuilding subsidies?

WE ALL recognise the great merit in a level playing
field, writes Cichen Shen.
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However, asking your competitors to play fairly in an
abysmal market is a different story — especially if
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your competitors are the shipbuilders in South
Korea and China.

The industry chatter among delegates at last week’s
Sea Japan gathering in Tokyo was that Japanese
yards — increasingly squeezed by the Korean and
Chinese price-cut orders — are struggling to keep
their break-even points.

Airing their views on a panel discussion, it was little
wonder that top executives at major Japanese
shipbuilders — Mitsubishi Shipbuilding Co president
Koji Okura, Japan Marine United president Kotaro
Chiba and Mitsui E&S Shipbuilding president
Tetsuro Koga — all expressed concerns over their
neighbours’ state subsidies and low-priced
newbuildings.

Looking at the situation with a long-term horizon,
fair competition is a key factor for his compatriot
builders, Mr Chiba argued.

The only one who seemed reluctant to touch upon
the issue was Yoshinori Mochida, president of Ship
& Offshore Structure Company, an arm of Kawasaki
Heavy Industries. His company has two joint
venture yards with Cosco in China.

Now the Japanese government is even considering
suing South Korea at the World Trade Organisation
for its violation of the anti-dumping regulations.

There are no easy compromises forthcoming from
policymakers in Seoul, it seems.

The South Korean shipping/shipbuilding revival
plan, which includes the country ordering 200
merchant ships by 2020 and establishing a state-
owned ship financing platform, was released earlier
this month.

That is a reasonable move in a sense, because they
have to watch their back. Among other products, the
Chinese builders have gradually infiltrated into the
Koreans’ core businesses — the ultra large
containerships and the large liquefied natural gas
carriers — at a cheaper price.

To address the impasse, Japan last year extended an

olive branch to China, inviting it to join the
discussion in the Organisation for Economic
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Co-operation and Development Council Working
Party on Shipbuilding, of which Japan and South
Korea are members. The aim is to create a new
industry competition regime that avoids excessive
state support to their own shipbuilders.

But Beijing’s official response to the invitation has
been minimal and opaque, despite a close dialogue
on the topic between the shipbuilding associations
in the two countries, Lloyd’s List understands.

Instead, the country’s two largest state players in the
sector — China Shipbuilding Industry Corp and
China State Shipbuilding Corp — both recently
unveiled their debt-to-equity swap plans worth
almost $5bn altogether, which are essentially a
government-funded bailout.

Perhaps the bad timing is not helping the
negotiations.

The shipbuilding industry has been suffering a
decade-long downturn, with the major players in
South Korea and China bearing the brunt. The
Korea Development Bank was even forced to own
the debt-ridden Daewoo Shipbuilding & Marine
Engineering, one of the country’s largest
shipbuilders.

Now, the Korea Development Bank is keen to
resurrect Daewoo Shipbuilding & Marine
Engineering and find it a new owner, while the
China Shipbuilding Industry Corporation and the
China State Shipbuilding Corporation are said to be
working on a marriage. Both require even more, not
less, government support.

Until those events are settled, policy masters in
South Korea and China are unlikely to approach the
negotiating table.

The good news is that markets are improving — or at
least ordering is perking up — which will hopefully
make the competition dialogue easier.

However, the low price currently being offered by
shipyards suggests few are willing to further reduce
capacity following the latest round seen over the
past two years. That makes it even less convincing
that the state-backed players are going to live on
their own any time soon.
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IN OTHER NEWS

Long Beach volume growth surges
over Los Angeles'

LONG Beach has been the big
winner in the battle for
transpacific container volumes in
the first quarter, surging ahead
nearly 20% on last year's
volumes, while neighbouring Los
Angeles suffered downturns in
volumes.

Monthly comparisons this year
were skewed by a late lunar new
year but over the full quarter,
Long Beach handled 1.9m teu, its
best quarter on record and the
best first quarter since 2007.

The increase at Long Beach,
however, comes from a lower
base. In the first quarter of 2017
the port was still reeling from the
fallout of the collapse of Hanjin
Shipping, which operated the Pier
T terminal.

CMA CGM signs MOU for Lekki
terminal development

CMA CGM is going ahead with its
plans to develop a deepwater
terminal in Nigeria after its
original partner in the operation
pulled out.

The French carrier said it signed
a memorandum of understanding
with Lekki Port LFTZ Enterprise,
the promoters of Lekki Deep Sea
Port, to operate Lekki Port's
future container terminal.

Located in Nigeria, the future
Lekki Deep Sea Port will be
developed and built by LPLE, a
joint venture enterprise led by the
Tolaram Group, the Lagos state
government and the Nigerian
Ports Authority.

Vroon reaches restructuring deal with
creditors

VROON has reached agreement
in principle with lenders on the
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terms of its financial
restructuring.

The Dutch shipowner, which has
a strong presence in the offshore
support vessel sector, said the
agreement was an important
step towards the final stage of a
process initiated in late 2016
amid continued challenges in
shipping markets. Vroon is
confident the restructuring will
provide a “generous runway" to
implement its strategic plans.

Vroon is also committed to
continue to take measures to
strengthen its financial condition.
The prolonged slump in the
offshore oil and gas markets took
its toll on companies operating
offshore support vessels as oil
companies scaled back on
exploration activities.

Asian sea robbery incidents down by
almost half in first quarter
INCIDENTS involving piracy and
armed robbery at sea fell by 48%
in the first quarter of 2018 as
compared with a year ago,
according to the Singapore-
based Regional Co-operation
Agreement on Combating Piracy
and Armed Robbery against
Ships in Asia, known as ReCAAP,
in its first quarter report.

The total number of incidents in
the region has fallen to 14 this
year from the 27 reported
incidents during the
corresponding year.

Out of the 14, nine were deemed
actual incidents and five
attempted incidents. Of the nine
actual incidents, one was an
incident of piracy and 13 were
incidents of armed robbery
against ships.

Two more LNG terminals viable for
Pakistan

PAKISTAN has enough demand
for another two liquefied natural
gas terminals, Engro Elengy
Terminal's chief executive
Jahangir Piracha has said.

Gas imports are needed to meet
the country's increasing
electricity generation
requirements and potential
switch by cars to natural gas
from gasoline, he said on the
sidelines of the LNG Asia Pacific
Congress.

Engro operates Pakistan's first
LNG terminal at Port Qasim,
which has handled 9.1m tonnes
of LNG in the three years it has
been running. A second terminal
started last year and is operated
by Pakistan GasPort Consortium.

HHI faces struggle for profit in the
face of Chinese competition

THE chief executive of Hyundai
Heavy Industries Holdings has
said the company's shipbuilding
segment is not likely to return to
profit any time soon and is
worried about price competition
from Chinese shipbuilders,
according to South Korean media
reports.

HHI is still suffering losses and is
not likely to be back to the black
in the next couple of years, the
Korea Times quoted Kwon
Oh-gap as saying during a press
conference in Seoul on Monday.

HHI Holdings is the holding
company of HHI, one of the
world's largest shipbuilders,
which also contains Hyundai
Samho Heavy Industries and
Hyundai Mipo Dockyard.
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For classified notices please view the next page.
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