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Logistics sector faces threat
of vertical integration

THE consolidation that has taken place in container shipping and
freight forwarding over the past 18-24 months has to date been
horizontal with competitors in the same space merging with or
acquiring other companies, according to DB Schenker chief executive
Jochen Thewes.

But the next level of consolidation will be vertical, as companies seek
to delve further into the supply chain.

“Maersk wants to be integrator for ocean based supply chains and is
looking for large 3PL acquisition,” Mr Thewes said during a
presentation at the Journal of Commerce’s TPM conference in Long
Beach.

“Amazon and Home Depot are interested in [logistics operator] XPO,”
he added. “For the first time a global freight forwarder could emerge
with its own volumes.”

Maersk’s move into logistics as it transforms into an integrated
transport and logistics provider would affect DB Schenker.

“It will give them access to our capabilities, but with assets, capacity
and terminals,” Mr Thewes said. “It is a game changer. The
100%-outsourced model will be challenged and we need to reconsider
how we are going to position and differentiate ourselves.”

In a world where that was becoming less stable than it had been in a
long time, and where protectionist tendencies were gaining
momentum, the logistics industry needed to look outside itself to
understand what was driving change in the supply chain, Mr Thewes
said.
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“As an industry we have been shielded from radical
change and disruption but that time is up,” he said.
“If we want to stay relevant, the transformation
ahead of us is massive.”

Platform technologies that allow shippers to interact
directly with carriers posed a major threat to freight
forwarders, Mr Thewes said.

“Many start-ups have tried to disrupt from that
end,” he said. “They offer fully digital customer
interfaces and have lower operating costs. They
enable new competitors that were not seen before.”

But while platforms would change freight
forwarding forever, it was not as easy as just

creating an appealing digital interface, he added.

“If you want to do it globally, be multimodal and
have scale, you need licenses, capacity and
fulfilment capabilities.”

Both logistics and digital capabilities would be
critical in the future but which would win the race
would depend on whether e-forwarders could build
up logistics services before logistics providers could
build up their electronic services.

“A large company like DB Schenker is not the fastest
sprinter,” Mr Thewes said. “But we are a strong
contender in middle distance.”

OPINION

Export drive urged for US to remedy

trade imbalances

THE US should focus on raising its exports rather
than restricting imports if it wants to improve its
trade balance, according to Maersk North America
vice-president Christian Pedersen.

“I firmly believe that strong trade is good for
consumers so anything that hampers free trade is
not good for consumers,” Mr Pedersen told Lloyd’s
List in an interview on the sidelines of the Journal of
Commerce’s TPM conference in Long Beach. “If you
look at what is happening with our neighbours to the
north in Canada you can see the benefits of open
trade.

“There needs to be investment in the making it
easier to export rather than harder to import and
that means fixing the roads, rail and ports.”

Mr Pedersen pointed to improvements that had been
made on the US Gulf coast as an example of what
could be done.

“If you look at the US Gulf region, where exports of
synthetic resin are finally starting to take off, there
has been a great effort by the port, the railways and
the road operators.”

US exports remained flat last year and remained a
concern, particularly since China changed its policy
on importing waste, Mr Pedersen said.

But imports grew at 6%-8% on the back of improved
economic conditions.
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“Consumer confidence is up, there is low
unemployment and we are starting to see the impact
of the tax reforms,” he said. “All retail sectors are
growing strongly.”

Nevertheless, structural changes in retailing meant
online retailers were growing faster than traditional
retailers, and this was challenging as the service
requirement for online retailers raised the bar for
container lines.

“These companies are growing fast and have high
expectations of service,” he said. “Visibility is critical
and we need to get rid of the black spots in the
supply chain where the customer doesn’t know
where their goods are.”

While it was still “early days” for contract
negotiations, Mr Pedersen was confident of seeing
rate increases this year.

“We're seeing the import growth but there are still
possible concerns over capacity, but capacity growth
should remain within 1%-2% of demand growth and
stay in balance on a par with last year,” he said.

“It is important for all parties to remember that the
costs of oil and trucking have gone up. Cost
developments need to be clarified in the market, but
we are managing to get bunker increases plus
something on top.”
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ANALYSIS

CSET's stock market woes overshadow

$850m fundraising

THE management of Cosco Shipping Energy
Transportation, the oil and gas shipping arm of state
conglomerate China Cosco Shipping Group, must
have been under strain over the past a few months.

Shanghai- and Hong Kong-listed CSET, which owns
the world’s largest tanker fleet, is keen to gain
investors’ recognition, while its senior executives
have been bustling among the major investment
houses in Shanghai, Shenzhen and Guangzhou,
according to people close to the company.

That is totally understandable.

With the recent setback in stock markets, the
company’s price-to-book ratio has dropped to below 1
at last count, meaning its market value is now below
its book value.

That certainly will not to help gain points for the top

managers, who are facing annual appraisals from the
State-owned Assets Supervision and Administration
Commission in Beijing.

However, the undervalued stock represents more
than just a headache caused by a lower score in
managerial performance.

CSET has proposed a Yuans.4bn ($852m) private
placement on the Shanghai Stock Exchange to finance
16 new tankers on order. It needs a decent share price
to ensure a complete success of the fundraising.

According to the plan, the issuing price cannot to fall
short of the book value of equity per share in the
company’s latest audited financial results. The
current PB ratio of CSET’s Shanghai-listed stock
stands at only 0.84.

Even though investors are willing to buy the theory of
an upcoming recovery in tanker markets — and even
though its parent group China Cosco has pledged to
subscribe about three quarters of the total sum

— they might as well just acquire the shares from the
secondary market at a much cheaper price.

A triumph in the private offering is a key step to the
Chinese tanker owner’s expansion ambitions, as
described by its president Liu Hanbo in a recent
interview with Lloyd’s List.
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The funds can not only can pay for its newbuildings
— including four very large crude carriers — but also
significantly drive down its gearing ratio, enhancing
its borrowing ability when a major acquisition
opportunity emerges.

CSET’s attempt to acquire New York-listed Gener8
fell through, but clearly showed the former’s interests
in expanding its stronghold to the west.

Efforts to perk up share price

The share price conundrum may well explain a string
of moves made by CSET since late last year; for
example, the accounting magic seen in December that
added Yuan36im to the company’s net profit for 2017.

In a Monday filing addressing a series of questions by
the SSE to its private placement plan, CSET revealed
in details how it achieved the additional gains by
changing the way of counting expected losses on
chartered-in VLCCs.

Originally, it evaluated the losses from the charter
contracts over the next two years based on fright
rates provided by forward freight agreements.

Now the outlook has been shortened to one year
based on valid market time-charter rates, forecasts
from broking houses and consultancies as well as the
company’s own operational conditions.

CSET’s argument for the change: forward freight
agreement rates deviated too far from market reality,
according to its experience last year, while the
international shipping freight markets are too volatile
to be properly predicted for a two-year span.

As a result, the combined expected losses from three
VLCCs — DS Venture and DS Vision chartered from
Dr. Peters for 16 years ended in 2017 at $53,475 per
day, and Hong Kong Spirit chartered from High-Q
Investments for five years ended in 2018 at $37,600
per day — have been reduced to Yuan18m from
Yuan379m.

It will be up to the Shanghai Stock Exchange to
decide whether the new method is acceptable or not,
but the timing of the move at this particular moment
suggests CSET is in dire need of perking up its full-
year results and hence driving its share price in a
positive direction.
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There are more actions that have been taken, such as
last week’s Yuan397m acquisition of a 51% stake in
ChinaPetro’s product tanker unit.

The management has painted equity analysts a rosy
picture, hawking the idea that two parties will pour
all their product tanker assets into the joint venture
and develop it into the market leader in China’s
domestic trade.

Small is beautiful when
to containerships

DESPITE all the talk about economies of scale and
its cascading effect, could it be that smaller vessels
have found a niche in the global container trade?

Independent containership owners are bucking the
trend for larger carriers by turning their focus on
smaller ‘feeder’ type vessels.

In recent months, companies including Costamare,
Seaspan, Euroseas, and Global Ship Lease have
acquired geared feeder containerships in the 2,500
teu class.

Feeder vessels are indeed the workhorse on the
fast-growing intra-Asian regional trades, especially
in areas that lack the port infrastructure to accept
larger carriers.

Combine that with a limited order book and you get,
according to chief executive of Global Ship Lease
Ian Webber, a “continued tightening of the supply/
demand balance for mid-sized and smaller vessels”.

Global Ship Lease recently announced the
acquisition of a 2,800 teu geared containership that
was chartered to CMA CGM for 12 months at
$9,000 per day.

Tom Lister, chief commercial officer of GSL, said in
the company’s earnings call that mid-size and
smaller vessels are better positioned to capitalise on
improving market dynamics because of tighter
supply, flexible deployment, and because they offer
a critical link to most trade lanes.
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CSET’s Shanghai-listed share closed at Yuans.7 on
Tuesday, up 1.4%from a day ago, yet still far from
helping it reach a 100% PB ratio to make the private
placement feasible.

Unless the management decides to take writedowns
or is granted a special permission by the SSE, or
there is a sudden big return of investors’ appetite,
there seems no immediate way to cure the headache.

it comes

Analyst James Jang of Maxim estimates that GDP
growth in India is expected to grow by 5.3% in
2018, and by 5.5% in 2019, whereas growth in
Southeast Asia and newly industrialised Asian
countries is expected to grow between 5.2% and
6.5% through 2019.

Despite an older fleet, Mr Jang believes the
operational capabilities of feeder vessels have led to
100% utilisation and employment at above market
rates.

Aristides Pittas, chief executive of Euroseas,
recently said that older feeder units “produce
earnings at present market levels with low capital
investment”.

Euroseas has acquired three feeder vessels in recent
months, currently employed at daily rates ranging
between $7,000 and $9,950.

In November 2017, Costamare acquired a 2,500 teu
vessel that was subsequently employed on a short-
term charter at $10,250 per day, whereas in
February Seaspan acquired 2018 two 2,500 teu
vessels, and entered into four-year charters with
Maersk at an undisclosed rate.

Mr Webber summed up the opportunities currently
presented in the feeder sizes: “Small is beautiful.”

Small is indeed where many independent

containership owners are putting their money these
days.
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MARKETS

Box lines told to focus on service rather
than price as market recovers

CONTAINER shipping is on the cusp of a
transformation that is moving the dialogue from
freight rates to one of value-added customer service,
according to Maersk chief economist Graham Slack.

Mr Slack said: “2017 was a very good year, with 5.6%
growth, the best since 2011. Compared with the
period we have had since 2015-2016, it was certainly
a very good year.”

Supporting this 5.6% growth was a rebound in the
GDP trade multiplier, which rebounded to almost
two times from the lows of 0.4 in 2015, Mr Slack told
the Journal of Commerce’s TPM conference in Long
Beach.

“This is important because there has been a big
debate over whether the multiplier effect would
return,” he said.

The recovery in 2017 was broad-based, with all
regions seeing growth well above the average of
2014-2016.

While there was some slowing in volumes in the
fourth quarter, this was to be expected following the
extraordinary growth in earlier quarters. What is
more, there was a good final quarter in 2016, which
makes the growth rate in 2017 look smaller.

The outlook for the coming year was equally
positive, Mr Slack said.

“Global export orders continue to be very strong,” he
said. “That suggests that in the next three to six
months there is strong momentum support for
container demand.”

Capital expenditure

Moreover, capital spending by companies investing
in machinery and plant is driving the forecast for
growth in 2018-2019.

“This has been the missing component of growth for
the past seven or eight years,” Mr Slack said. “It is
important because capital expenditure has a high
correlation to trade.”

The consensus of analyst forecasts puts growth at
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4%-5% in 2018-2019, but Maersk is taking a more
cautious approach and forecasting 2%-4% over the
same period.

But the picture gets somewhat murkier when the
supply side is factored in, Mr Slack said.

In 2017, effective demand outstripped nominal
supply growth, made up of deliveries minus vessels
scrapped, by a factor of almost three.

Demand kept pace with headhaul supply all the way
until the fourth quarter, when demand came off
slightly and supply rose as idling numbers fell.

“Overall, supply outstripped demand by one
percentage point in 2017,” Mr Slack said. “This is an
improvement on the 3.5% gap we had in 2017.”

Moving into 2019, the medium-term fundamentals
were good, he added.

But while the discussion about supply and demand
balances was important, it was the same discussion
that had been held for 10-20 years.

“It is unclear that this has led to better industry
offerings to meet our customers’ needs,” Mr Slack
said. “The result is an industry that is failing to meet
its cost of capital, which is fragile and leads to
customers carrying far more inventory than they
would if they had a reliable supply chain.”

This was not a good outcome for carriers or
customers.

“We have been focusing too much on freight rates
and not enough on service,” he said.

The conversation needed to be changed from a
supply-led capacity and rate discussion to a
customer demand-led discussion.

“This is particularly true in a scenario in which
retail customers face a rapidly changing landscape,
where speed to market, reliability and transparency
move from being nice to have to must-haves. These
customers are turning to their suppliers and asking
us to do more with less.”
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Trump's trade tariffs threaten US

growth agenda

IF it’s a trade war he wants, then US president
Donald Trump stands to lose.

This was the clear message from IHS Markit chief
economist Dr Nariman Behravesh, who says that
proposed US import duties on steel and aluminium
will only prove counterproductive, with US citizens
feeling the heat.

Speaking during the opening session of the JOC
TPM Conference in Long Beach, California, Dr
Behravesh said that such tariffs would prove hugely
damaging particularly if they followed the same
path as similar trade barriers implemented by his
predecessors.

“Trade wars are impossible to win as even before
retaliation, protectionism hurts,” he said. “If the US
raises steel tariffs they raise the price not just for
steel producers, but all the industries that use steel.
There are 10 times more people in steel-using
industries than [in] the producers.”

Harking back to the days of former US president
George W Bush, he highlighted how his tariff
increases resulted in an estimated 200,000 job
losses in the US. “This was more than the number of
the people in the steel industry, total,” Dr Behravesh
said.

Dr Behravesh also noted how in 2009, former US
president Barack Obama raised trade tariffs on tyres
to stave off Chinese competition. While this saved
around 1,200 jobs it was at a cost of $900,000 per
employer, according to Dr Behravesh.

“These new proposed tariffs are strongly opposed by
the Trump administration, most businesses and
investors, but also all of our trade allies and
partners.

“Nevertheless, that doesn’t seem to resonate. The
reality is that by going down this path it will totally
undermine the country’s growth agenda and will
hurt jobs in what is known as the “Trump base’, or
those that voted for the president.”

Dr Behravesh added that this is the single clearest
threat to what was otherwise a positive economic
outlook for the US on the back of tax cuts, low
unemployment and high consumer purchasing
power, which should result in gross domestic
product growth of 3% both this year and next.

Indeed, he says that the ongoing US recovery “has
legs”. If the economy continues to grow through to
May it will be the second-longest economic recovery
in US history. “If we don’t mess things up until July
2019, this will soon become the longest,” said Dr
Behravesh.

President Trump’s comments on Friday caused a
broad selloff in Asian stock markets on Monday as
investors continued to be spooked by the possibility
of a global trade war.

Markets in Japan and Hong Kong hit new lows
while regionally, shares of aluminium and steel
producers as well as shipping-related concerns were
among the biggest losers.

IN OTHER NEWS

Norden presents optimistic

outlook for 2018

NORDEN chief executive Jan
Rindbo has presented an
optimistic business outlook for
the sectors in which his company
operates, despite looming threats
of trade wars initiated by US
president Donald Trump.

Low fleet growth will underpin
rate improvements in the dry bulk
and product tanker sectors, but
the Nasdaq Copenhagen-listed

Lloyd's List | Daily Briefing Wednesday 7th March

company will still focus on
short-term freight trading to
maintain flexibility, Mr Rindbo
told Lloyd's List in a phone
interview.

“We are in an unpredictable
world. We need a more agile
approach,” he said.

Euroseas returns to profit as

merger talks continue

EUROSEAS, the Nasdag-listed
dry bulk carrier and containership

owner, returned to profitability in
the fourth quarter of 2017 and
appears to have widened its
efforts to partner up with other
owners as it seeks to split its
bulkers and boxships into two
separate listed companies.

Last September the company
announced ongoing talks with
Poseidon Container Holdings, led
by George Youroukos. Poseidon
remains “one of the options" for
bolstering the standalone
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container fleet and close
discussions are continuing, said
Euroseas chief executive
Aristides Pittas.

“We are looking at various
potential co-operations, both for
our dry bulk and container fleets,
which we intend to separate,” he
told Lloyd's List.

LPG long-term shipping outlook
positive on growing US exports
FREIGHT rates in the liquefied
petroleum gas transportation
market at the end of the year are
likely to be different compared
with the start, with shipowners
likely witnessing a moderate
return to profitability.

The crux of the recovery, though,
will depend on the US, which has
— over a relatively short time

— become the major exporter of
LPG globally, BW LPG chief
executive Martin Ackermann told
Lloyd's List in an interview.

The US is expected to produce
30m tonnes of LPG this year
compared with nothing about five
years ago. "It has come from
nothing up to very strong
numbers,"” said Mr Ackermann.
“That's the positive side of
things. The current environment
in the US is also encouraging
further production growth. The
oil price is at a reasonable level
to stimulate further investment
and capacity growth on the
production side."

Shanghai Salvage awarded Kea Trader
recovery contract

SHANGHAI SALVAGE Company
won a tender process for a new
salvage contract for the removal
of the Kea Trader containership,
which grounded on a rock reef
the Pacific Ocean over July 2017.

Although Kea Trader owner
Lomar Shipping did not clarify
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when SSC's contract begins, it
did announce that SSC will have
resources on site 30 days before
it takes over from Ardent, the
salvor that had undertaken
operations since July, to prevent
the disruption of the existing
environmental protection
measures.

The 2,194 teu, Malta-flagged
containership ran aground in July
2017 and broke in half in
November due to weather
conditions.

Japan Marine United gets

new chief executive

JAPAN Marine United has
appointed Chiba Kotaro as its
new chief executive, replacing
Mishima Shinjiro effective from
April 1.

Mr Mishima will remain at the
firm as an advisor, said JMU in a
statement.

Mr Chiba, who has more than 15
years of industry experience, is
currently a member of JMU's
executive committee.

Cheniere starts 20-year LNG supply
contract with GAIL

Cheniere Energy has begun a
20-year sale and purchase deal
to provide GAIL (India) with
liquefied natural gas.

“India remains an important
market for LNG, and one that we
hope will continue to show signs
of growth. We look forward to
decades of mutually beneficial
co-operation between Cheniere
and GAIL, the leading natural gas
company of India," said Cheniere
president and chief executive
Jack Fusco in a statement.

Gas will be supplied from the
company's Sabine Pass
liquefaction facility in Louisiana

to GAIL in India in one of its first
shipments from the plant.

MISC probed by Malaysian
anti-corruption authorities

MISC Berhad, the Malaysia-
based shipping firm, has
confirmed it is being investigated
by local anti-corruption
authorities.

It issued a statement following
media reports in connection with
a Malaysian Anti-Corruption
Commission probe into alleged
bribery. The company, which
focuses on energy-related
maritime solutions and services,
said it was providing its “fullest
support and co-operation” to the
commission.

“The group has a zero tolerance
policy against any form of bribery
or corruption by our employees,
subsidiaries or any persons or
companies acting for MISC or on
its behalf,"” MISC said. “MISC is
fully committed to the highest
standards of integrity and
accountability throughout our
businesses and operations. "

Korean banks see 348% net profit
surge amid maritime industry
recovery

SOUTH Korea's domestic banks
posted combined net profits of
$10.41bn in 2017, a 348%
increase from the previous year,
amid the improved financial
situation of shipping and
shipbuilding companies in the
country.

The decrease in provisions for
bad debt played a key role in the
increase. Government-backed
banks benefited, indicating that
the financial situation of the
companies, mainly from the
maritime industry, supported by
the banks had improved.
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For classified notices please view
the next page.
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The Next Generation
Lloyd’s List Intelligence Seasearcher

Do you want to identify new business opportunities ahead of your competitors?

With the Next Generation Seasearcher platform, you can use geospatial mapping tools to receive customised
alerts on global fleet port callings including vessel ETA’s. This means you can see which vessels are approaching
your locations and view their contact information to win custom before your competitors.

Seasearcher also shows you detailed ship characteristics, inspections and deficiencies, so you can anticipate the
needs of individual ships and reach out to vessels before they reach port.

The service allows you to view full vessel characteristics including:
» Physical dimensions

» Construction details

» Classification society

» Shipowner

> Vessel contact details

You can also view the deficiencies found during inspections to assess the revenue opportunity of the vessel.
When you need a granular view of all the components that make up a ships operational structure, you can rely
on Seasearcher to give you the most accurate and detailed data possible to win new business.

To find out more, please call +44 (0)207 017 5392,
email info@lloydslistintelligence.com or visit info.lloydslistintelligence.com
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