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Daily Briefing
Leading maritime commerce since 1734

Monday July 16, 2018

Ocean Yield to maintain rapid 
pace of expansion

OCEAN YIELD PLANS to continue the rapid pace of expansion seen 
since its initial public offering in 2013.

It will focus on tankers in particular, despite the sector currently being 
mired in rate weakness, according to chief executive Lars Solbakken.

The Aker-backed leasing company has spent more than $500m a year 
in ship investments since going public, compared with its stated goal of 
$350m annual investments in its prospectus, Mr Solbakken said.

“We expect to continue our investment programme in order to build a 
much larger company than we currently have,” he told Lloyd’s List in 
an interview.

Oslo-listed Ocean Yield owned a fleet of 55 vessels as of end-June, 
including 22 oil and chemical tankers, 10 boxships, seven bulkers and 
other types of ships. Those are generally newbuilding or modern 
tonnage less than five years old, fixed to time charters from 10 to 15 
years.

“We look at sectors where we feel positive to the market development” 
and where asset value is expected to increase, Mr Solbakken said.

Even though his company is not an asset player, investing in sectors in 
which there is upwards momentum can achieve better “quality of the 
deals”, he added.

In particular, Mr Solbakken highlighted the upside in crude carriers, 
even though freight rates in this sector have been below breakeven 
levels for months.
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“Yards are increasing [newbuilding] prices. That will 
over time result in [higher] secondhand values,” Mr 
Solbakken said.

According to Clarksons, the secondhand price of a 
five-year-old very large crude carrier was $64m in 
early July, suezmax was $43.5m and aframax $32m. 
Their respective prices were $63m, $42m and $30m 
in early March.

Even as lacklustre vessel demand caused by the 
supply cut imposed by the Organisation of 
Petroleum Countries has plagued freight markets 
this year, some industry officials have forecast an 
eventual recovery from 2019, with a forecast of 
strong demolition activity and recovering Middle 
Eastern crude exports.

“You see some strengthening in values. There is 
expectation in stronger markets,” Mr Solbakken 
said. “There has been some imbalance in the market 
and it takes some time for the market to return to 
balance again.”

While having some exposure to the offshore sector, 
which has been depressed by the lack of oil and gas 
upstream investments, Ocean Yield would not see 
this as its focus area, Mr Solbakken said.

“In the long term, there will probably be a lot of 

opportunities as the market stabilises again,” Mr 
Solbakken said. For now, it is “too early for us to 
make investment”, he added.

Rising Libor
Mr Solbakken conceded the cost of capital would be 
essential to his company’s combativeness but 
remained unfazed by the rising London Interbank 
Offered Rate.

With Ocean Yield’s leases generally based on floating 
rates tied to interesting rates, his company already 
has “natural hedge” when faced with interest rate 
volatility, Mr Solbakken said.

“Our counter parties take the interest rate risks,” he 
added.

The company’s financial performance remains 
stable, with after-tax profits reaching $68.4m in 
January-June versus the year-ago level of $67.4m.

It declared a dividend of $0.191 for the second 
quarter, up 0.05 cents from the previous quarter. 
Based on this, the Ocean Yield share is yielding an 
8.8% return per annum.

“We have increased our dividend every quarter since 
the IPO at a reasonably conservative level,” Mr 
Solbakken said.

The power of externalities
PREDICTING the unpredictable has emerged as the 
most difficult task that shipping is facing this year.

The industry has gone a long way in reducing 
cargo-carrying and shipbuilding overcapacity in 
the past two years via limited newbuilding 
ordering, a product of tight financing conditions, 
owners’ prudence and yard majors’ rejection of price 
wars.

On the demand side, prospects for the world 
economy have never been so bright since the 
financial crisis, and seaborne trade is growing at a 
respectable pace in most sectors. The International 
Monetary Fund’s latest forecast has pegged global 
growth at 3.9% this year and next, while the World 
Trade Organization is predicting merchandise trade 
will expand by 4.4% this year and 4% 2019.

Based on supply-demand fundamentals, shipping 

should be having a boom year. The market 
consensus has been pretty much formed: dry bulk, 
container and liquefied natural gas shipping sectors 
are on their up cycles, while product tankers could 
soon be joining them. Crude and liquefied petroleum 
gas tankers are in the down cycles, but a recovery is 
due in the coming quarters.

Or at least that’s what most owners and analysts 
have been saying.

But if 2018 is the supposed monster year for profit 
generation, the performance of shipping has been 
fall below expectation.

High bunker prices are dragging container carriers 
into losses, while bulker earnings have been plagued 
by drought conditions in Argentina as well as strikes 
in Brazil and some other iron ore-producing 
countries. Sanctions against Venezuela have hurt 
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some segments of energy trade, while sanctions 
against Iran will.

Not to mention looming global trade wars, 
threatening to shake cargo flows across borders and 
dampen growth and demand eventually across all 
sectors.

This is the power of externalities. The argument for 
recovery is sound, based on rigorous assessments of 
foreseeable supply and demand factors. But even 
the best shipping economists would have an 
extremely difficult time modelling risks related to 
weather and industrial action, let alone 
guesstimating how the policy stances of Washington 
will shift.

The last point is especially important, because 
many of the external shipping-related risks can 
somehow be linked back to Donald Trump.

The US president has imposed extra tariffs on 
imports of various goods from China as well as his 
allies in Europe and North America, prompting 
retaliation measures; he has unilaterally pulled his 
country out of the 2015 international nuclear deal 
and re-imposed secondary sanctions on Iran; his 
banning Venezuela’s state oil company Petróleos de 

Venezuela may have contributed to the collapse of 
the country’s oil output, pushing up oil prices and 
consequently bunker costs.

Those have not even taken into account Mr Trump’s 
endeavours in the Korean peninsula and 
renegotiation of the North American Free Trade 
Agreement.

Of course, not all of Mr Trump’s actions are 
negative for shipping. Some of his policy preferences 
can result in more inefficient trade, which would 
boost tonne-miles in the short run. But many in 
shipping would probably rather devote their time 
and resources to innovations and digitalisation, 
than watching how Mr Trump’s every move forces 
them to rework the supply chains, and pay more 
professional fees to lawyers and insurance 
consultants over sanction worries.

In seaborne trade, China is generally reckoned the 
most important country due to its sheer volume. But 
when it comes to individuals, probably no one 
matters more than Mr Trump now. His politics are 
despised by many, his policies potentially damaging 
the US economy in the long term. But for the 
moment, he is undoubtedly the most important risk 
factor for shipping.

OPINION

Technological ‘mishmash’ of old and new is 
a transitional phase
WRITING about a Victorian terrace house in 
London, a homeowner this week described it as “an 
increasingly absurd mishmash of crumbling 
architecture and modern technology”, writes 
Richard Clayton.

He went on to say: “The single-pane sash windows 
keep out neither sound nor heat. But if I want to 
change the temperature on the thermostat from 
3,000 miles away, that’s not a problem.”

The house may be old, he says, but it’s smart. “Wind 
howls up through the floorboards, but if I mutter, 
bleary-eyed, for Google to ‘turn on the coffee’ when I 
wake up, the machine will be hot by the time I reach 
the kitchen.”

Sound familiar in a maritime context? It should do.

Speaking at a round table discussion I hosted a 
couple of weeks ago, Brookes Bell partner Adrian 

Scales shared how equipment on a ship’s bridge fails 
to connect with anything else.

“I was recently on a ship only 18 years old where 
there was bridge equipment built by 17 different 
manufacturers,” he said.

Nothing connected, even though shore systems are 
becoming symbiotic. Shore technology is living the 
concept of ‘smart’, but ship equipment is like 
ineffective sash windows and floorboards.

“It’s a scary thought,” Capt Scales said, “that of all 
the data linked with the ship, AIS data is the biggest 
innovation.”

The structure of a vessel should never be as poor as 
an unloved 120-year-old property — although when 
certain flag states fail to report the results of 
investigations of ships that went down with all 
hands, the industry can’t correct poor practice.
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But the more salient point is that, like the 
mishmash of old residential architecture and 
modern consumer technology, shipping is being 
pushed towards bringing in next-generation digital 
thinking, IoT connectivity, and blockchain 
transactions while the ships remain stubbornly 
anchored in old ideas.

Clearly the switch from traditional to next-
generation won’t happen overnight.

The mishmash is a transitional phase, much derided 

while we’re going through it, but a necessary stage.

The real interest will come when the many new 
ideas — connected bridge systems, emissions 
reduction technology, predictive maintenance, 
upskilled professionals comfortable both at sea and 
on shore — prove they are not just desirable but also 
commercially feasible.

So that if a customer wants to tweak the 
temperature in a container from a distance of 
3,000 miles, it wouldn’t be a problem.

ANALYSIS

Jefferies predicts higher shipping costs 
for miners
JEFFERIES is expecting a significant increase in 
shipping costs for miners as a result of the 
International Maritime Organization’s new 
regulations on lower sulphur fuel.

The regulations, which come into effect in 2020, 
will have a “major impact on markets for bulk 
commodities” such as iron ore and coal, a report by 
Jefferies said.

“All else being equal, higher shipping costs will 
exacerbate the competitive disadvantage for miners 
who are furthest away from major customers,” the 
report, led by Jefferies analyst Laurence Alexander, 
said.

Some miners, such as Fortescue Metals Group, Rio 
Tinto and BHP “are positioned to benefit from IMO 
2020 as the resulting increase to their realised 
prices should exceed the increase in their shipping 
costs”, it said, adding that other companies such as 
Brazil’s mining giant Vale and Arch Coal will likely 
see a decline in realised prices net of shipping costs.

Jefferies expects a widening of the spread between 
Brazil-China and Australia-China shipping costs, 
leaving Vale at a disadvantage to its rivals.

The cost to ship iron ore from Brazil to China could 
rise to about $26 per tonne from $21 per tonne 
currently, while Australia to China could see 

increases to more than $12 per tonne from $10 per 
tonne, according to the bank.

Similarly, shipping costs from Anglo American’s 
Kumba operations in South Africa to Asia would 
climb by about 25%, it said, adding that its 
estimates are based on an assumption that the cost 
of bunker fuels, which make up half of overall 
shipping costs, will rise by 50% owing to the new 
regulations.

The bank also estimates that a higher marginal cost 
of production could add $3 to $5 per tonne to its 
current long-term iron ore price forecast of $60 per 
tonne, which would imply long-term margins that 
are $1 to $3 per tonne higher for Rio and BHP, but 
up to $2 per tonne lower for Vale.

Jefferies meanwhile predicts that scrubbers 
installed onboard vessels to allow them to continue 
to use high-sulphur fuel oil, which is much cheaper 
than low-sulphur fuel, will add $5 per barrel to 
operating costs. It expects only 3-5% of the global 
fleet to install scrubbers by January 2020, 
increasing to 5-10% by 2021.

It therefore anticipates that very low-sulphur fuel 
will be the dominant choice after 2020 because 
current engine technology is suited to this fuel type 
and current supply chains can get the blend to 
markets and ports where it will be in demand.
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DP World threatens legal action over 
Djibouti trade zone
DP WORLD has fired another shot 
in its dispute with Djibouti, 
warning the government that it is 
“violating its contractual 
obligations”.

The Dubai-based port operator is 
threatening legal action after 
Djibouti announced the opening 
this week of the first phase of its 
$3.5bn Chinese-built 
International Free Trade Zone.

But DP World says the project, 
which is the largest of its kind in 
Africa, is in violation of its 
exclusive management rights for 
the Doraleh Container Terminal, 
which Djibouti seized earlier this 
year in an act the company has 
described as “unlawful”. The 
trade zone is being built around 
the terminal.

Wärtsilä nets $198m scrubber retrofit 
order
FINNISH-manufacturer Wärtsilä 
has announced a €170m 
($197.6m) retrofit scrubber order 
from an unidentified “major 
European container shipping 
company” ahead of the 2020 
sulphur cap.

A Wärtsilä spokesman did not 
disclose the company’s name or 
how many vessels would be 
equipped with its hybrid the 
scrubbers.

The scrubbers would be delivered 
over a one-year period between 
mid-2019 and mid-2020 and are 
destined for vessels above 
10,000 teus, the company said.

Chinese emission rules will inflate 
secondhand prices
NEW Chinese emission rules may 
spark interest in the secondhand 
sale and purchase market, 
potentially increasing the price of 
younger tonnage, while widening 

the price gap for aged ships.

Chinese buyers have traditionally 
provided huge price support to 
handymax bulk carriers in the 
15- to 18-year-old age range that
are typically employed for the
coastal coal trade.

There have been 1,387 bulkers in 
the Chinese cabotage trade over 
the past year, which have 
completed almost 15,000 
voyages, VesselsValue analyst 
Court Smith estimates.

China’s Maritime Safety 
Administration and Ministry of 
Transport this month announced 
new regulations on sulphur oxide 
and nitrogen oxide that 
somewhat endorse the 
International Maritime 
Organization rules.

D’Amico inks second product tanker 
deal in two days
ITALY’S D’Amico International 
Shipping has concluded two 
back-to-back deals for its 
product tankers as part of a fleet 
renewal programme.

The company’s tanker unit has 
agreed a 10-year bareboat 
charter contract for the 49,990 
dwt medium range tanker High 
Trust, which was built in 2016 by 
Hyundai Mipo in South Korea for 
$29.5m, it said in a statement on 
Friday. It maintains full control of 
the vessel and has a future 
purchase option.

The deal will generate $11.9m in 
cash for D’Amico, after 
commissions and reimbursement 
of the vessel’s existing loan, it 
said, adding that it will contribute 
to the liquidity needed to 
complete its fleet renewal 
programme.

On Thursday, the company 
announced it was selling a 

15-year-old handysize tanker, the 
40,081 dwt Cielo di Milano, for 
just over $8m, generating $2.4m 
in cash, net of commitments, for 
the company.

Gas carriers boost HHI new orders
SOUTH Korean shipbuilder 
Hyundai Heavy Industries won 
orders for 77 newbuildings worth 
$6.3bn for the first half of this 
year, according to a release.

The figures represent the group-
wide performance, which also 
include orders taken by Hyundai 
Mipo Dockyard and Hyundai 
Samho Heavy Industries.

While a relatively moderate 
increase was recorded in vessel 
number terms, from 69 during 
the same period in 2017, the 
value represents a 45% jump 
year on year, largely thanks to a 
sharp rise in contracts of gas 
carriers

Maersk looks to Liverpool as 
Felixstowe continues to struggle
MAERSK Line is moving two 2M 
alliance service calls to Liverpool 
for 12 weeks as continuing 
problems at Felixstowe provide a 
boost to Peel Ports’ operation in 
the northwest of the UK.

The first vessels diverting to 
Liverpool will be the 2006-built, 
7,943 teu Archimidis on the TA2 
service and 2004-built, 2,556 teu 
Cap Beatrice on the COEX service 
to Liverpool on July 22 and July 
20 respectively.

“Unfortunately, Felixstowe 
terminal is suffering from slow 
operations caused by IT system 
issues,” Maersk said in a 
statement. “In order to protect 
our service integrity, we will be 
moving our 2M TA2 and COEX 
services from Felixstowe to 
Liverpool for a duration of 12 
weeks.”

IN OTHER NEWS



Lloyd’s List | Daily Briefing Monday 16th July Page 6

For classified notices please view the next page.

Australia bans Chinese bulker for 
underpaying crew
AUSTRALIA’S Maritime Safety 
Agency has issued a ban on a 
Chinese bulker for underpaying 
its crew.

The 2014-built 75,538 dwt 
Shandong Hai Wang has been 
banned for 12 months after the 
agency found evidence that the 
crew were “deliberately” being 
underpaid, the authority said. 
The Hong Kong-flagged vessel is 
owned by Minsheng Financial 
Leasing in China.

This is the fourth such event in a 
year, Amsa said, adding that it 
has “zero tolerance” for 
mistreatment of workers.

Ship Finance sells three VLCCs to 
ADS
SHIP Finance International, John 
Fredriksen’s leasing unit, has 
agreed to sell three 2002-built 
very large crude carriers after the 
early termination of their charters 
to Frontline.

The 300,000 dwt Front Serenade 
was originally fixed until the 
fourth quarter of 2024, while the 
same-capacity Front Page and 
Front Stratus were fixed until the 
second quarter of 2025.

Frontline has agreed to a 
compensation payment of 
$10.1m for the early termination 
in the form of three promissory 
notes, the New York-listed tanker 
owner said in a statement.

Forwarding sector has ‘mixed 
feelings’ over Brexit plan
FREIGHT forwarding 
representatives have expressed 
“mixed feelings” in response to 
the UK government’s White Paper 
outlining the proposed future 
relationship with the European 
Union after Brexit.

The British International Freight 
Association highlighted the 
challenges of getting it agreed by 
parliament and Brussels, but 
described it as “the most 
comprehensive and cogent” 
Brexit plan put forward by the UK 
government so far.

“The White Paper addresses 
some of the issues that BIFA has 
highlighted over the past two 
years, including retaining 
something as close to the single 
market and customs union as is 
possible, with positive ideas on 
future customs matters and 
international trading 
arrangements,” said the 
association’s director general 
Robert Keen. “But we have to 
remember that nothing in the 
White Paper is cast in stone.”

Fincantieri secures LNG order from 
TUI Cruises
FINCANTIERI has secured an 
order for the construction of 
two LNG-powered cruise 
ships from TUI Cruises, a joint 
venture between TUI AG and 
Royal Caribbean Cruises.

Under the deal, which is 
subject to financing, the two 
161,000 gross registered 

tonnes vessels will be 
delivered in 2024 and 2026, 
the Italian shipbuilder said.

The financial details of the 
deal were not disclosed. The 
two ships will join the Mein 
Schiff fleet, boosting it to nine 
vessels strong by 2026.

Yilport makes offer for Taranto 
Container Terminal
ROBERT Yildirim’s Yilport 
Holding has made a bid to 
take over the running of the 
Taranto Container Terminal in 
southern Italy as it seeks to 
revive the former hub port’s 
fortunes.

The Ionian Sea Port Authority, 
which manages Taranto, is 
considering an offer to 
operate the multi-purpose 
facilities at Taranto, which 
includes a container terminal, 
bulk and ro-ro facilities.

“Yilport’s proposal covers 
developing and revamping the 
terminal facilities to attract 
and grow container volume, 
improve the logistics network 
and serve general cargo and 
ro-to traffic, all in line with 
Yilport’s multi-purpose 
terminal operator brand,” the 
company said in a statement.

Yilport aims to use the 
maximum capacity of the port 
and aims to increase the 
annual cargo volumes. It said 
volume growth would be 
supported through significant 
investments.
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