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Lloyd's List Outlook 2019:
LPG

Lloyd’s st

Outlook 2019 | LPG

THE GLOBAL MARKET for liquefied petroleum gas continues to be
supply led; if you make it, somebody will buy it. The commodity’s many
uses — commercial, industrial, transport, consumer — make it globally
attractive. According to the International Energy Agency’s October
2018 Oil Market Report, demand for LPG and ethane runs at around
12.5% of total daily oil products demand and totalled 12.4m barrels per
day in the first half of 2018, an increase of 4.1% over the first half of
2017.

LPG demand growth is running at about four times total oil products
demand growth, which the IEA estimates to have been 1.1% year on
year for the first half of 2018.

It is expected that industrial demand for LPG will grow fastest as
plastics manufacturing in Asia booms along with consumer spending.
In particular, the petrochemical sector in China is growing rapidly,
including fully integrated refinery-with-petrochemical plants but also
plants that will rely on LPG imports. LPG demand for transport may
be variable, subject to what the IEA calls transport’s “transformative
phase with stricter energy efficiency standards, penetration of
alternative fuels and technologies and modal changes.”

Meanwhile the global LPG market is being shaken up by the arrival of
huge volumes of shale-related LPG from the US and even more
volumes from new refineries in the Middle East.

According to the US government’s Energy Information Administration,
US propane and propylene exports averaged 119,000 bpd in 2012 but
have subsequently grown to an average of 855,000 bpd in 2017 and
863,000 bpd in 2018 to 19 October. Adding in natural gas liquids,
butane and ethane, US exports could total around 1.05m bpd in 2018, a

Page 1



rise of around 10% year on year. Middle East exports
now outstrip those from the US, with about 1.25m
bpd exported in 2017 and an estimated 1.33m bpd in
2018.

The global glut of gas is driving some producers to
sign long-term deals to protect market share,
whereas deals of two or three years were more
common when supply was more variable. In 2017,
Abu Dhabi National Oil Company signed a 10-year
agreement with Vitol to sell up to 528,000 tonnes of
LPG a year. Adnoc’s Ruwais refinery, the largest
integrated refinery and petrochemicals hub in the
world, will triple the United Arab Emirates
petrochemical output.

In October 2018, Qatar Petroleum signed a deal to
supply Oriental Energy Group, the largest Chinese
LPG distributor, with 600,000 tonnes a year of LPG
for five years. This followed its April 2018 deal to
supply Vietnam with 2m tonnes of LPG a year for 15
years. In the same month, Emirates National Oil
Company said it would consider building an LPG
import terminal in Bangladesh which would provide

it with a captive customer. Bangladesh had recently
signed a $20m loan with International Finance
Corporation to double the availability of LPG in the
country.

The LPG shipping markets remain founded on two
related pillars. First, the distance between
producers and consumers creates demand for LPG
shipping. Second, the reaction of ship owners to
changes in demand, through newbuilding ordering
and removal of older tonnage, is the fundamental
driver of the freight market. While the first factor
continues to be generally positive, the second
remains problematic.

LPG tanker deliveries peaked in 2016 when 89 ships,
including 49 very large gas carriers each of over
80,000 cu m capacity, joined the fleet, adding 4.7m
cu m. The freight markets slumped into the
doldrums almost immediately and stayed there as
another 2.9 cu m was added to the global fleet in
2017. Deliveries in 2018 are expected to fall to 1.5m
cu m, including only eight VLGCs before increasing
again in 2019 to 2.4m cu m including 23 VLGCs.

WHAT TO WATCH

Top 10 flag states 2018

OUR Top 10 flag states list for 2018, ahead of our
annual Top 100 most influential people in shipping
series, shows Panama leads the pack. However,
ambitious registries are picking up pace and
narrowing the gap at the top by more than 20m
gross tonnes this year.

(1) Fernando A. Solorzano, general director of
merchant marine, Panama Maritime Authority
Panama is, unsurprisingly, still the world’s biggest
ship register by more than 80m tonnes.

However, it is not all smooth sailing for the flag
state. Despite controlling the greatest and second-
greatest share in the bulker and tanker markets,
respectively, the registry lost almost 5% of its
tonnage this year, with a 6% decline in bulkers.

The drop may appear to be innocuous, but followers
Marshall Islands and Liberia have shown they are
keen to jump on to new business and are covering
some of the distance, which was once thought to be
unfeasible.

While certainly not impossible, it will still be some
time before Panama’s deposition even looks like a
potential prospect.
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(2) William R. (Bill) Gallagher, president,
IRI — Marshall Islands

On the back of a successful 2017 and a thriving
decade of growth, the Marshall Islands continued its
apparently unimpeded ascension in 2018.

The flag fended off tight competition from Liberia to
increase gross tonnage by around 8% and claim the
second spot. It led the tanker and gas tanker
segments and held the second place in the bulker
fleet.

The registry’s rising popularity indicates it could
become a serious challenger to Panama but still has
significant ground to cover and has tight
competition on its back.

The registry said it concluded a report on the 2017
Stellar Daisy capsize that left 22 seafarers
unaccounted for, but the South Korean government
is delaying its release.

(3) Scott Bergeron, chief executive, Liberian
International Ship & Corporate Registry

It may have been unable to keep up with the
Marshall Islands, but Liberia certainly did not do
too badly for itself in 2018, adding tonnage in a
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competitive market and further distancing itself
from Hong Kong.

The LISCR enlarged its footprint in the bulker
market and maintained the top spot in the unitised
vessel fleet. It hopes a recent change to a domestic
law will help it enhance ties with China, with whom
it already works closely.

Whether it can accelerate growth rates in 2019 and
reclaim second place on the global stage next year
remains to be seen.

(4) Maisie Cheng, director, Marine
Department, Hong Kong

Hong Kong’s fleet slightly dropped in 2018 and it lost
further ground to Liberia. Yet the registry held on to
the fourth place in the global stage without much
danger as its close competitors did not fare much
better either.

The flag claimed the third-greatest share in the
bulker, general cargo and unitised vessel fleets.

However, if its underwhelming 2018 continues over
the next few years, Hong Kong risks falling behind
and could become a permanent fixture in the second
tier of the biggest flag states of the world.

(5) Andrew Tan, chief executive, Maritime
and Port Authority of Singapore

In yet another case of a large flag state
underperforming, Singapore also lost some tonnage
in 2018.

However, the decrease does not necessarily reflect
some wider problem and the registry is among the
biggest in the bulker, tanker and unitised vessel
fleets. Indeed, Singapore has been one of those
flags that has grown exponentially over the past
decade.

Things could change next year. Chief executive
Andrew Tan will be leaving the MPA at the end of
2018, completing a five-year term at the helm. He
will be succeeded by Quah Ley Hoon.

(6) Ivan Sammut, registrar general of
shipping and seamen, Merchant Shipping
Directorate, Transport Malta

Malta was the only of the mid-tier flag states in the
top 10 that increased its tonnage this year, with
strong gains in the bulker segment.

The flag has consistently expanded its reach over the
past 10 years and its growth rates indicate that
within a few years, it could potentially break into the
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top five — especially if its competitors keep
recording stagnated rates.

Malta’s positive trajectory could also have a wider
political dimension to it. As other flags from the bloc
struggle to break into the leading pack, Malta gives
the European Union a significant foothold in the
global fleet.

(7) Denise Lewis-Johnson, chairman,
Bahamas Maritime Authority

THE Bahamas have been a steady fixture in the top
10 flag states. Yet as others have grown faster and
more aggressively, the country has slid down in the
rankings, despite taking on more business over the
years.

The registry’s tonnage declined in 2018 but it
maintained a significant presence in tankers and
had the second-highest share in gas tankers. Its
global footprint is well established but it is now a
question of how it can propel itself to the next level.

(8) Ning Bo, deputy director, Division of
Ship Registry and Supervision, China
Maritime Safety Administration

Aside from an intimidating shipowning presence, a
global financing machine, ports and infrastructure
projects, China has also built up an impressive flag
with nearly half of its tonnage consisting of bulk
carriers.

However, growth for the registry proved a more
difficult task in 2018 than it did for other China-
dominant sectors, as tonnage slightly decreased.

Despite its losses, China’s registry is, in some sense,
more spread out than most of its competitor flag
states. It has the highest number of vessels in the top
10 after Panama and Singapore.

(9) Agisilaos A. Anastasakos, director for
shipping, Hellenic Coast Guard

The single biggest shift in tonnage in either direction
occurred in the Greek-flagged fleet, whose tonnage
declined by over 10% in 2018.

This considerable drop has been preceded by a
mostly steady tonnage volumes in previous years.
Greece’s struggles reflect the country’s inability to
produce more seafarers, whose presence could help
increase tonnage by making the Greek flag —which
requires at least some Greek crew on its ships — a
more viable option for owners.

On a positive note, Greece controls the second-
largest share of the passenger fleet and the
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fourth-largest in the tanker market, trailing only the
Marshall Islands, Panama and Liberia.

(10) Toru Shigetomi, director, Inspection and
Measurement Division Maritime Bureau,
Ministry of Land, Infrastructure, Transport
and Tourism, Japan

It has not been all bad news for the smaller of the
leading flag states this year. Japan waged on with its
expansion and added more tonnage in 2018 to

further distance itself from the US and Cyprus.

With a relatively large fleet, counting more vessels
than the Bahamas and Greece, and the third-biggest
share of passenger vessels, Japan looks to cement its
place among the 10 biggest flag states.

Having more than one- third of its tonnage in the
bulker fleet, Japan may seek to grow in other
segments where it is not as active.

OPINION

Autonomous shipping set for next step

on the journey

ROLLS-ROYCE Marine has demonstrated the work
it has been doing on autonomous and remotely
controlled shipping, writes Richard Clayton.

But rather than focusing on the 80 VIPs gathered in
a heated marquee on the car deck of Finferries’
Falco, close attention should have been paid to the
master of the vessel.

His face spoke a million words, and his inner
tension between wanting to take control of the
ship himself and his instructions to sit and watch
— but only to take charge if the months of
rehearsal had been interrupted by, for example, a
surfacing whale or submarine — showed in his
body language.

I sympathise with him.

There has been immediate human interaction ever
since man first paddled log canoes.

Rolls-Royce and its competitors are asking us to
accept driverless ships. It is not easy to do, in the
same way that airline pilots become nervous when
asked to travel on a plane with no humans in the
cockpit.

Thankfully, this week’s venture was uninterrupted
by cetaceans or submersibles. None of the
champagne spilled as the ferry altered course
unaided to avoid an anchored object ahead. The
auto-docking was effortless, and the return journey
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with the help of a master mariner sitting at a screen
30 miles away was celebrated with selfies and group
photos.

This test ran as it had been intended to do. The next
step is to move those VIPs off the ship and conduct
trials involving unplanned events.

We should expect the occasional error, a hard-
docking, a sharp alteration of course as algorithms
respond to a close-quarters situation, even an
inconvenient spilling of champagne from time to
time. But that is what happens with fully crewed
vessels today.

Like the remotely controlled Svitzer tug Hermod a
year ago, Falco is a work in progress, a step on a
journey towards a redefinition of shipping.

There will be backward steps, however the overall
trend will be along the stages of autonomy.

Work on Hermod was given the project name Sisu,
which is appropriate here. Sisu is a Finnish concept
that does not translate well into English. It means
remaining resolute in the face of adversity — taking
a decision and sticking to it despite repeated
failures.

Rolls-Royce Marine, like Kongsberg, which acquired
the business earlier this year, is Norwegian yet has
embraced the concept of sisu. It is a concept that will
be tested as the project develops.
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ANALYSIS

US intermodal cost surge will impact

new contract season

SPIRALLING trucking costs as well as capacity
shortages in the US will see Maersk Line radically
change its approach to supplying intermodal truck
and rail solutions when it opens annual contract
negotiations with shippers next year.

US trucking rates have surged in 2018 because of a
combination of new electronic logging device
regulations, rising fuel costs, driver shortages and
rising demand.

The shortage of trucking capacity has resulted in
several lines refusing to service particular markets,
the periodic suspension of pre- and post-ramp
carrier haulage operations and the introduction of
carrier layover fees or emergency intermodal
surcharges.

Inflationary trucking costs and capacity shortages
have also prompted a shift to rail as shippers have
sought alternative solutions.

This, in turn, has driven up rail freight rates.

With no let-up in sight for trucking or rail demand,
when annual transpacific contract negotiations
commence in the second quarter of 2019, Maersk
Line is warning shippers that pricing options will
more accurately factor in the increased cost of
inland transport provision.

“It is down to what are you willing to pay, for what
service level,” Maersk North America vice-president
Christian Pedersen told Lloyd’s List. “We can offer
shippers dedicated truck services. We can give
shippers a model that will guarantee the delivery,
and we will take responsibility, but it is at a different
price point than letting shippers collect at port.”

He said the lesson that Maersk had taken from
supply chain blockages and pricing inflation in the
US this year would be to ensure in future that
contracts incorporated the full cost of delivering a
“satisfactory inland move as well as mechanisms to
reflect fluctuations in linehaul and fuel costs” during
the contract period.

“So, what we really try to do to respond to this is to
try and differentiate our service levels, so we can
offer our customers what they really want,” he
added. “If they want the cheapest rate, here is the
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solution — but you have to acknowledge it comes
with a lot of risks, including delays in the delivery:
the customers themselves take responsibility for the
demurrage, so if the truck is not there on time, it is
the customer’s responsibility to pay.”

For shippers willing to pay for add-value services, by
contrast, Maersk will develop product and contract
packages that include quality trucking and rail
options with delivery guaranteed.

“If the truck is not there, we pay for the demurrage,”
said Mr Pedersen. “At the end of the day, we want to
give that control to the customer because there is
sometimes a discrepancy that you want the
premium package, but you want to pay the economy
ticket.”

The move comes after many lines made
commitments to all-in prices including inland
delivery to the US under 2018-19 annual transpacific
contracts only to find that costs and delays
mushroomed later in the year.

Mr Pedersen said the biggest shortage and
congestion hotspots in 2018 had been around rail
ramps in the Midwest and Gulf region.

“Those are clearly where we have seen the highest
impact of the shortages,” he said, adding that long-
haul truck moves had also been “almost next to
impossible to get a hold of, so we have seen higher
conversion of long-hauls to rail”.

So far, Maersk has not had much traction with
customers when broaching higher prices for
guaranteed line-haul deliveries, although Mr
Pedersen predicts this will change when annual
transpacific contract negotiations begin.

“It is surprising how little traction there is,” he said.
“Even in a year like this, where you have just seen
customers struck with increasing demurrage bills,
and difficulties in planning warehouse deliveries,
when it comes to the negotiation part, it is the same
old story: the lowest price is the deciding factor in
eight out of ten cases.

“We see it as our job to develop the services, or at
least give customers options, but at the end of the
day, it is the customer that decides.”
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MARKETS

Tanker market faces ‘limited impact’

from Opec cuts

THE Organisation of the Petroleum Exporting
Countries has agreed in principle to cut oil output,
with analysts expecting a cut of between 1m and
1.4m barrels per day.

It is awaiting approval from non-Opec producer
Russia to announce the actual level of reduction.

While it seems that any production cut would be
bearish for the tanker market, the current supply-
demand fundamentals make it less dramatic.

“What we have here is that there are no buyers to all
the oil being produced now, prior to the cuts,”
BIMCQO’s chief shipping analyst Peter Sand said. “So
I suspect that a cut into a surplus will only have very
limited, if any, physical impact on the tankers
market.”

According to Arctic Securities, “the knee-jerk
reaction” is to expect lower Opec output to push
tanker rates lower.

“However, in the current setting there are several
offsetting factors,” it said. “Relatively balanced
inventories are no longer a drag on trading
dynamics.” It added that Opec’s cuts were happening
because “supply is high, not because demand is low”.

In addition, Arctic expects continued “strong
refinery demand in response to the drop in crude
prices, as refiners know, in our view, that runs
have to start rising by more than normal at some
point in 2019” to meet the new low-sulphur
regulations set by the International Maritime
Organization.

In opening remarks at Opec’s meeting in Vienna on
Thursday, the minister for energy and industry in
the United Arab Emirates Suhail Mohamed Al
Mazrouei said that while this year had been a

“positive” year, the group’s members saw challenges
going into 2019 as oil supply growth

outweighed global requirements due to “a potential
slowdown in demand”.

According to media reports, the cartel agreed to a
cut although it did not specify the exact reduction,
waiting for Russia to nod its approval.

Some tanker rates have declined since the end of last
week, with the average weighted time charter
equivalent for very large crude carriers 6.2% lower
at $33,484 per day at the close on the Baltic
Exchange on Thursday, while suezmaxes dropped by
9.2% to $43,701 per day.

Aframaxes meanwhile gained 28% to $32,019 per
day, according to the Baltic Exchange.

In terms of fleet, Banchero Costa expects about 140
crude tankers for 27m dwt will be delivered this
year, taking into account slippages, compared with
129 vessels for 26.4m dwt in 2017.

In the first 11 months of 2018, 53 tankers amounting
to 13.3m dwt were ordered versus 80 totalling 18.3m
dwt over the same period last year, Bancosta data
shows, while 84 crude tankers equivalent to 15.7m
dwt were said to have been sent for scrap compared
with 32 units for a total of 5m dwt in 2017.

Tanker rates had started to climb in October after
the US imposed a new round of sanctions on Iranian
oil exports, forcing some Asian buyers to look for
longer-haul alternatives from the Middle East and
West Africa, Bancosta said in a note. That led to a
tightening in vessel supply.

The rate increases followed months of extremely
depressed levels.

Mehrotra seeks to add secondhand tonnage

on rising Indian imports

FORESIGHT Group wants to buy secondhand
vessels based on its positive outlook for India’s
appetite for the oil and liquefied natural gas
sector.
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Having bought the 1999-built, 306,009 dwt Agra
from Ship Finance International in February,
Foresight is looking to acquire another five very large
crude carriers, according to chairman Ravi Mehrotra.
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“We are in the market to see if we can get other
VLCC at a reasonable cost,” he told Lloyd’s List.

The VLCC Agra has been chartered to Reliance
Refinery for the past four voyages and Mr Mehrotra
clearly sees demand for crude oil expanding in India.

“India is now the third-largest importer of crude in
the world importing around 5.2m barrels per day
and increasing by 1m barrels every year,” he said.

According to International Energy Agency, by 2023,
oil demand will reach 104.7m bpd up from 6.9m bpd
from 2018 with China and India together

Meanwhile, VLCC earnings are booming as
compared with the previous year because of

increased crude flows, coupled with seasonal trends

contributing nearly 50% of the global oil demand.

and contango in oil prices. It is expected to remain
buoyant as only 32 newbuildings have been placed
in 2018 compared with 42 in 2017.

Foresight also plans to invest $500m in India across
the shipping, port, offshore drilling and liquefied
natural gas sectors.

The company has a fleet of one VLCC and two
aframaxes and has diversified into offshore and
hospitality sectors during the past decade.

IN OTHER NEWS

NYK orders two large LNG carriers
JAPANESE shipping line Nippon
Yusen Kaisha has ordered two
liquefied natural gas carriers
from Samsung Heavy Industries
backed by long-term charters
from Total.

The pair of 174,000 cu m vessels
will be equipped with a WinGD-
made dual-fuel engine that can
burn marine gasoil or boil-off gas
stored in the cargo tank, NYK
said in a release.

It will also feature a reliquefaction
system that can use surplus
boil-off gas effectively.

MOL wins major FSRU contract

in Indonesia

MITSUI OSK Lines has won a
contract to provide a floating
LNG storage and regasification
unit for Indonesia's $1.8bn
Java-1 independent power
project.

The FSRU, with a 170,000 cu m
storage capacity, was ordered at
South Korea's Samsung Heavy
Industries.

As part of the agreement, MOL
will be responsible for the
construction, supervision,
maintenance, and operational
services of the FSRU.

US state fines MSC for breach of
‘At-Berth’ regulation
MEDITERRANEAN Shipping
Company has been fined in
connection with violations of
California's Ocean-Going Vessels
At-Berth regulation, according to
the US state's Air Resources
Board.

The reported fine was $630,635
for breaches discovered during a
routine audit of MSC's 2014 visits
to the ports of Oakland, Los
Angeles and Long Beach.

The board said its investigation
revealed more than 2,500
violations for both the Oakland
and LA/LB fleets for failing to
reduce auxiliary engine power
generation by at least 50% and
for exceeding limits for auxiliary
engine run time as required by
the At-Berth regulation.

Oakland's exports boosted by

scrap paper

SCRAP paper remains a

leading export commodity from
the Californian port of Oakland,
with more than 110,400 teu
shipped in the first 10 months of
2018.

That represents a rise of 3% year
on year, and accounts for 18% of
the port's export throughput.
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“We can't be certain if this trend
will last, but the figures seem to
show that there's no loss of
demand globally,”" said Port of
Oakland maritime director John
Driscoll. "It appears that
shippers are finding new
markets for their scrap paper
products.”

Last civilian migrant rescue ship

ends operations

EUROPE'S last civilian search and
rescue ship for refugees and
migrants will stop operations
after facing flag registration
struggles amid alleged pressure
from EU governments.

Non-governmental organisation
Médecins Sans Frontieres
announced that it will stop the
operations of the embattled
Aquarius vessel, which has
assisted around 30,000 people in
the Mediterranean Sea between
Libya, Italy and Malta, since
February 2016.

“This is the result of a sustained
campaign, spearheaded by the
Italian government and backed
by other European states, to
delegitimise, slander and
obstruct aid organisations
providing assistance to
vulnerable people,” MSF said in a
statement.
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