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Wang sees surplus capacity
as biggest threat to container
shipping

B

CONSOLIDATION IN THE container shipping industry and the
formation of new super-sized alliances has had an unexpected side-
effect in the quest for stability and profitability: too many ships.

The three vessel-sharing alliances that now ply the east-west trades are
creating extra capacity surpluses across the industry because of their
much greater efficiency and high ship utilisation levels. It means fewer
ships are needed in total.

This has in effect increased vessel supply by between 10% and 20%,
former Seaspan boss Gerry Wang estimates.

“Shipping’s problem is persistent vessel oversupply rather than a trade
war,” Mr Wang told Lloyd’s List.

Gone are the days when ships in the east-west trades may have sailed
with load factors of 85%-95%.

Every ship is virtually fully loaded when it leaves Asia these days. The
alliances aim for close to 100% utilisation on each sailing, and that
efficiency is a big factor in pushing up the total supply. While ships in
the alliances’ networks are enjoying high utilisation levels, that means
less cargo for other ships in the global fleet.

So even if no further ships entered service now, there would still be
more than is needed, given these higher load factors that the top lines
are able to achieve through their co-operation agreements with each
other, said Mr Wang, who is now working on several new projects
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involving the clean energy shipping and supply
chain after quitting Seaspan last year.

The container shipping industry is dominated by
three big alliances: 2M of Maersk and
Mediterranean Shipping Co; Ocean Alliance of
Cosco, CMA CGM, OOCL, and Evergreen; and The
Alliance of Hapag-Lloyd, Ocean Network Express,
and Yang Ming.

By sharing ships, they are able to reach far higher
average load factors than in the past, Mr Wang said
in a telephone interview.

He cited this as one of the big three challenges facing
the container shipping industry, along with changes
to patterns of bank lending and regulation.

The emergence of Chinese leasing companies in
place of the traditional European ship finance banks
is creating a two-tier market for borrowers. Small
and mid-sized lines are finding it increasingly
difficult to raise capital, however strong their
balance sheets, as the Chinese institutions focus on
the big industry names rather than the individual
ship when assessing lending opportunities.

The third challenge is the new regulatory
environment that is affecting every shipping sector
as the deadline for reducing sulphur emissions
looms.

Complying with the new rules will be particularly
tough for containerships, which typically burn more
fuel than tankers or bulkers, said Mr Wang, and they
are having to make some tough choices.

The installation of scrubbers is expensive. Yet those
who expect to rely on low-sulphur fuel instead risk
the prospect that this may turn out to be much
pricier than the combined cost of burning heavy fuel
which is cleaned by onboard scrubbers.

At the same time, the oil industry is ill-prepared to
meet prospective demand for low-sulphur fuel and
appears to be pushing for the continuation of heavy
bunker fuels because it is easier for it, according to
Mr Wang

The third option for shipowners is liquefied natural
gas, another expensive route with the same risks
attached as the choice between scrubbers and
cleaner fuels.

“The shipping industry has not been making any
money, yet the new requirements are forcing owners
to spend money,” said Mr Wang.

But while he lists three big challenges confronting
the shipping industry, Mr Wang is not greatly
worried about the effect on the industry of a possible
trade war between China and the US.

For even if those two countries applied tariffs and
quotas on each other’s exports, consumers in those
respective countries would still want manufactured
goods or agricultural products. Importers would
simply switch to other suppliers, which could benefit
shipping if those trade routes were longer than the
distances between Chinese and US ports, said Mr
Wang.

WHAT TO WATCH

Nigeria's 30-ship tanker fleet
project faces challenges

NIGERIA is planning to build a national tanker fleet
of up to 30 ships, allowing the member of the
Organisation of the Petroleum Exporting Countries
to export crude and import oil products with its own
shipping capacity while developing maritime
transport industry domestically.

In order for the ambitious project to materialise, the
federal government will need to reduce taxes for
shipowners in Nigeria and push the national oil
company to change its trading policies, some non-
governmental people involved with the proposed
fleet said.
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A joint working committee has been established to
realise this initiative, consisting of Nigerian National
Petroleum Corp, the Nigerian Maritime
Administration and Safety Agency, a fleet
implementation committee under the Federal
Ministry of Transportation, Shipowners Association
of Nigeria (SOAN), and the professional bodies of
marine engineers and surveyors.

The joint committee’s purpose is to create a
birthplace for the national fleet composed of nine to
10 suezmax crude tankers and 20 medium range
product carriers, likely acquired in secondhand
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markets or bareboat chartered on a long-term basis
by 2019, the people said.

When speaking to Lloyd’s List earlier this year,
NNPC chief operating officer Babatunde Victor
Adeniran said: “We will look at economics of the
system... We'll look at maximising profits [in terms
of fleet operation].” Unlike some fellow Opec
members, Nigeria does not have a national tanker
fleet to support oil trades, putting NNPC at a
disadvantage in terms of creating margins and
business opportunities.

“Right now, they are at the mercy of international
traders,” said Foresight executive chairman Ravi
Mehrotra, whose company is a potential foreign
partner of this fleet.

“But when they have a shipping industry, they can
open a lot of opportunities.”

Such a fleet will be flagged in the West African
country, operated by a Nigeria-registered company
that is majority owned by Nigerian entities and
employing Nigerian crews, possibly creating job
opportunities to revive the Nigerian shipping
industry.

“This is also about economy and job creation,”

SOAN president Greg Ogbeifun said. “The absence of
a Nigerian fleet is leading to the lack of trained
Nigerian seafarers.”

Despite the obvious benefits, progress in building
such a national fleet remains slow after NNPC
unveiled the initiative last December.

Potential equity partners for the venture remain
reluctant, with unfavourable fiscal environments
for shipowners in Nigeria, Mr Ogbeifun said, citing
a higher tax rate on income as a deterrent.

What is more, the country’s owners will need to pay
a 14% import duty when flagging tonnage purchased
abroad in Nigeria. “Payback time is much longer” due
to the tax, which is waived in many other tax
regimes, he said.

NNPC will also need to overhaul its trading patterns,
providing regular crude export and product import
freight contracts to the venture to ensure its survival,
according to Dr Mehrotra. This means the NOC will
need to use more cost, insurance and freight
contracts for crude and fob contracts for products.

Such a shift could be a long process. While stressing
that NNPC has the intention to do so, Mr Adeniran
said there was a lot of due diligence involved to push
forward this project.

It remains to be seen whether NNPC would take a
stake in this venture, which requires foreign partners
experienced in tanker operation due to the lack of
domestic tanker capacity.

“Foreign partners can provide technical management
or train crews,” said Mr Ogbeifun, also chairman of
Starz Investments, which owns offshore supply
vessels. “They will provide some level of comfort to
foreign cargo owners.”

Nigeria’s past experiences of Nigerian in building
national fleets have been mixed. State-owned
Nigerian National Shipping Line went bust in the
1990s. Nigeria LNG, jointly owned by NNPC, Shell,
Total and Eni, has managed to build a fleet of 23
liquefied natural gas carriers on the back of long-
term cargo business.

This time, the key to success will be understanding
of policymakers on how the fleet can support
Nigeria’s oil and shipping industries, Mr Ogbeifun
said. “If they have political will, Nigeria has a very
good opportunity.”

OPINION

Britain's world-class ship’s officers
underpin maritime credentials

BRITAIN's flourishing maritime services industries
rely on the expertise of professionals, ranging from
lawyers, bankers, insurers and brokers to engineers,
surveyors, naval architects, fleet managers and
stevedores.

But at the heart of this diverse range of activities are
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ships, and those who work on them.

For without seafaring knowhow, and a real
understanding of life at the front end of shipping,
the UK’s reputation as one of the world’s premier
maritime nations would be undermined by this gap
in its knowledge base.
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Furthermore, those who have been to sea are often
much sought-after for land-based jobs across the
sector.

That is why both the UK government and industry
associations continue to work hard to promote jobs
in the merchant navy and highlight career
opportunities, both at sea and subsequently on
shore.

There may be plenty of talk about autonomous ships,
but vessels in service, under construction and yet-to-
be ordered will still need to be crewed for at least the
next three decades — and probably for much longer,
given the length of time it is likely to take to perfect
the technology and obtain regulatory and liability
acceptance for unmanned vessels, or those largely
controlled remotely.

Nevertheless, that is one of the obstacles faced by
those tasked with attracting more UK cadets.

Kathryn Neilson, a former music teacher who went
on to work for the cruise line Royal Caribbean, is at
the forefront of the campaign to ensure Britain
retains a pool of world-class ship’s officers, even if
the UK maritime cluster no longer has a high-profile
British shipping company at its core — yet another
challenge for the recruiters, along with explaining
the difference between the Royal Navy and
merchant navy.

Top priority is to raise awareness in schools and
colleges of the opportunities available in the
merchant navy. But getting that message across is
not easy.

“It’s quite difficult to attract cadets. A lot of people
do not understand what careers are available,” said
Ms Neilson, who was appointed director of the
Merchant Navy Training Board last August after
seven years in charge of compliance for Royal
Caribbean’s UK fleet.

She also managed the company’s national and
international cadet training programme, which is
what sparked her interest in careers at sea and
persuaded her to apply for the MNTB position.

“I wanted to make a difference, and support seafarer
training,” Ms Neilson said of her new job at the
MNTB, which is part of the UK Chamber of
Shipping.

The board’s goal is to ensure British cadets receive
the highest possible qualifications, that will stand
them in good stead with shipowners around the
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world even if their employment costs are higher than
for seafarers from Asia and elsewhere.

The British economy also benefits from such a
resource, says Ms Neilson, with maritime activities
recognised as an important contributor to the
country’s gross domestic product.

The government recently doubled funding for its
Support for Maritime Training scheme, which will
lift the annual intake of UK cadets from 750 to 1,200
and enable them to gain an extra year of shipboard
experience.

The programmes on offer are restricted to UK
nationals who are resident in the country, but they
can sail on any ships, regardless of flag.

The UK’s tonnage tax system also includes cadet
training commitments, while some charities sponsor
seafarer training as well. The country’s
apprenticeship levy is also available for the training
of ratings.

The MNTB works closely with maritime training
establishments to explain that there are
opportunities for both men and women, while
encouraging employers to ensure crew conditions
will appeal to the younger generation.

But it is not just about onboard wi-fi, says Ms
Neilson. Greater job flexibility will encourage more
women to apply for jobs at sea, for example, Crew
travel arrangements also make a difference, with
employers urged to book the most convenient flights
for those joining a ship, and not always go for the
cheapest fare.

What seems to be less of a problem are pay scales,
with wage levels much better these days.

Even so, raising awareness about job opportunities
remains a struggle, says Ms Neilson, with more
serving seafarers needed as ambassadors to visit
schools and colleges to speak about careers at sea.

Despite so much talk about the global hunt for talent
and whether different skills are needed for the
modern seafarer, Ms Neilson says it is not the formal
qualifications that may need to be updated, but the
soft skills.

Today’s younger generation are glued to their
smartphones and iPads, but are not such good
communicators as their predecessors, and may lack
initiative, confidence and leadership ability — all of
which are vital for anyone in charge of a modern
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cruise liner, tanker, bulker or containership.

“They may be bright and enthusiastic, but need to
develop their life skills,” she said.

The message, though, to both potential recruits and
to employers across the world, is that British

seafarer training aims to be the best in the world.
“It is second to none,” said Ms Neilson.
And for the UK’s status as a leading maritime

country, based on the depth and breadth of its skills
and expertise, that is what matters.

MARKETS

Product carriers seen as big winners

of new IMO rules

THE adoption of new International Maritime
Organization bunker rules in 2020 will benefit
product carriers as bunkering ports build
inventories to meet the extra demand for low-
sulphur fuel oil, according to a report from Evercore.

It will also be good news for fuel-efficient vessels as
the shipping industry switches to higher-priced,
more eco-friendly fuels. It could also lead to greater
levels of scrapping activity that would benefit the
entire industry, the Wall Street investment firm said.

It estimates that compliance with the IMO mandate
will result in increased demand for low-sulphur fuel
oil by 3m barrels per day from 2020.

On the opposite side, demand by the shipping
industry for heavy fuel oil is expected to drop to
under 1m bpd from the current level of 4m bpd.

The only vessels to use heavy fuel oil after 2020 will
be those with installed scrubbers, which will be
doing it legally, and those that will inevitably try to
cheat on the new rules.

The new dynamic in fuel oil demand is also expected
to increase the price spread between low-sulphur
and heavy fuel oil to $350 per metric tonne from the
current spread of $250 per metric tonne, according
to Evercore.

This fact should further boost the argument for
installing scrubbers, yet most owners have adopted a
wait-and-see approach, because they do not have the
financial resources to make multi-million dollar
investments and because the long-term regulatory
environment remains unknown.

As a result, Evercore estimates that only somewhere
between 2,500-3,000 vessels, representing less than
5% of the global merchant fleet, will have installed
scrubbers by 2020.
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Higher fuel costs

“From a broader industry perspective, there is a
significant cost element as a result of higher bunker
prices, which may or may not be fully passed
through to customers,” said Evercore.

In some cases, shipowners will have to foot part of
the extra bill.

“We believe it will be difficult for shipowners in
tramp trades to fully incorporate a higher fuel bill
directly into an ultra-competitive spot rate
environment.”

This, however, could lead to slow steaming when
vessels are in ballast condition positioning for their
next voyage, which would effectively reduce the
supply of vessels and drive rates higher.

Winners and losers?

Older ships that are less fuel-efficient and too old to
undergo a scrubber retrofit will be among the losers,
according to Evercore. On the other hand, greater
scrapping activity will benefit the entire industry,
and the benefits of fuel-efficient ships will finally
materialise.

Yet the biggest winners in the medium term might
prove to be product carriers, the only vessels that
are fitted to transport refined petroleum products.

There are 800 bunkering ports around the world
that would need to increase their low-sulphur fuel
oil inventories ahead of the new IMO rules.

This echoes what Lloyd’s List has found in an earlier
analysis.

“We believe it is very likely that the global refineries
that are best positioned to maximise their output to
low-sulphur fuel oil and marine gasoil will not be
conveniently located to the major bunkering hubs
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across the globe — that is to say, Fujairah,
Singapore, Rotterdam — and thus the resulting

product dislocation is likely to be significant to
product tanker tonne-mile demand,” said Evercore.

Argentina’s soya woe is Brazil's gain

ARGENTINA’s soyabean woes have opened up the
Brazilian market to China even further, at a time

when the Beijing government has proposed tariffs
on US imports amid an intensifying trade dispute.

A severe drought in Argentina has damaged the
crop, with the US Department of Agriculture
expecting a production shortfall of 14m tonnes in
the world’s third-largest soya producer to 40m
tonnes in the 2017-2018 marketing year.

Argentina’s own Rosario grains exchange has
lowered its forecast for soyabean production to 37m
tonnes this year.

This will help boost dry bulk vessel demand and
tonne-miles while the sector is being hit by seasonal
weakness and global grain trade is projected to be
down several percentage points in 2018, as
estimated by Stifel.

Beyond the absolute size of the trade, soyabeans, like
most agricultural products, are important to
shipping because they are a non-capesize trade and
a key segment of the handy, supramax and panamax
markets.

Unlike iron ore and coal, the trades are highly
seasonal and provide big swings in regional demand,
adding volatility to rates.

Meanwhile, the harvest in Argentina is expected to
be the lowest in the past nine years and the country,
which focuses on exporting processed soyabean
meal rather than raw beans, has been forced to top

up domestic supplies with purchases of US beans for
domestic mills to process.

According to Howe Robinson partners’ weekly
report, Argentina has recently purchased two
contracts of 120,000 tonnes of soyabeans from the
US — the biggest sale since 1997.

The push to arrange alternative cargoes from the US
will result in demand for additional bulk carriers.

Brazilian soyabean shipments to China have been
growing rapidly, as the country imported 88% of its
requirements from Brazil in 2017.

But logistical constraints have prevented charterers
from bringing in larger vessels.

Another important scenario that could play out is a
repeat of the serious port congestion that built up at
some Brazilian ports last year when soya exports
peaked in the second quarter.

The congestion in grain ports in Brazil was as bad as
70 vessels waiting, split roughly evenly between
panamaxes and geared vessels, Braemar ACM said
in a report last week.

Dry bulk rates have softened in the past quarter as
tonnage levels exceeded cargo volumes, but the next
couple of months could hold a strong upside for
bulker demand if Brazilian soya supplies are on an
upward trajectory and the rise in shipments
increases vessel waiting time.

IN OTHER NEWS

ExxonMobil to supply low sulphur
fuels in 2020

EXXONMOBIL will provide low
sulphur fuels for vessels at ports
in Northwest Europe,
Mediterranean Singapore using
patented technology to develop
the fuels ahead of the global fuel
0.5% sulphur cap coming in
January 2020.

Exxon's compliant fuels will
include residual and distillate
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grades and the company is using
proprietary technology to develop
the fuels and to identify what
types of grades are compatible.

That same technology is also
allowing the company to modify
the composition of fuels to
improve the quality, stability and
compatibility, according
ExxonMobil Research &
Engineering head of fuels
technology Mike Noorman.

Maersk and MSC block business

with blacklisted Russians

MAERSK Line, the world's largest
box carrier, and its 2M alliance
partner Mediterranean Shipping
Co are no longer accepting
cargoes or payments from
individuals and companies
named on the latest US sanctions
list imposed on Russia.

Earlier this month, the US
Treasury announced new
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sanctions against seven Russian
oligarchs, and 12 companies they
own or control, as well as a
number of government officials
and entities, which have all been
added to the Specially
Designated Nationals list.

The US Treasury said the
sanctions were in response to the
alleged meddling in the 2016 US
presidential election and
engagement in what it is referring
to as “malign activity”. This
activity included the continued
Russian activity in Crimea,
arming Syria's Bashar al-Assad
and “malicious cyber activities".

Nord/LB cuts shipping portfolio

by almost 30%

GERMAN lender Nord/LB is
almost a year ahead of schedule
in its quest to shrink its exposure
to shipping, having cut its
portfolio by €4.7bn (§5.8bn) in
2017 and diverting its focus to
ferries and cruises away from
commercial shipping.

Having held €19bn of shipping
loans at the beginning of 2016,
the bank originally intended to
have a loan book of somewhere
between €12bn to €14bn by the
end of 2018. However, 2017's
reduction means the portfolio is
already down to €12.1bn.

“The aim is to maintain the Nord/
LB's positioning as an expert
partner in the ship financing

market,"” the bank said in a report.
“Business volumes are being
purposefully increased with
cruise ships and ferries as well
as in the special tonnage
category, alongside a marked
reduction for commercial

shipping.”

SITC reports modest rise in
first-quarter revenues

SITC International Holdings, the
intra-Asia box line and logistics
firm, has reported a modest rise
in revenues for the first quarter of
2018, despite a drop in carried
volumes.

Quarterly revenues increased by
around 6.5% from $303.6m to
$323.m for the three months
ending March 31 against the
corresponding period last year,
according to SITC.

The operating performance was
buoyed by a double-digit jump in
the carrier's average freight rate
from both container shipping and
logistics activities, climbing
13.3% to $536 per loaded 20 ft
box on 2017 levels. That helped
to offset a 6.3% dip in container
volumes from 556,464 teu to
521,497 teu in the first quarter
against last year.

Buoyant PIL expects more after

it posts a profit for 2017
SINGAPORE-BASED Pacific
International Lines returned to
the black in 2017, with a net profit

of $119.5m compared with a
$251.4m loss in 2016.

Encouraged by the recovery in
2017, the container shipping line
expects overall market conditions
to continue to improve, driving
shipping volume, freight rates
and container sales.

PIL's better performance in 2017
was achieved on the back of a
32% year-on-year rise in turnover
to $4.1bn from $3.1bn as shipping
volumes and average freight
rates rose by about 11.6% and
9.4% respectively.

NYK to issue close to $100m of
green bonds in industry first
NIPPON Yusen Kabushi Kaisha,
known as NYK, intends to tap the
Japanese capital markets in May
2018 for ¥10bn ($93.4m) in green
bonds amid increasingly greater
emphasis on environmentally
friendly practices in shipping.

The Japanese company said the
initiative will make it the world's
first company to issue green
bonds in the global shipping
business sector.

Proceeds from the exercise will
be used to fund new — as well as
refinance some existing —
projects such as liquefied natural
gas-fuelled ships, LNG bunkering
vessels, ballast water treatment
equipment and sulphur oxides
scrubber systems.

For classified notices please view the next page.
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