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Container shipping faces
S10bn hit from rising fuel
costs
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LINER SHIPPING EXECUTIVES have called for the supply chain to

share the burden of the rising fuel cost, which they describe as an
economic shock that could be worth $10bn.

Ocean Network Express chief executive Jeremy Nixon said the swelling
bunkering bill had now overtaken the supply and demand issue and
become the key concern for carriers.

“We now stay in a situation where fuel costs this week are $100 per
tonne more than they were at the same time last year,” Mr Nixon said
at the Marine Money Shanghai conference. “Container shipping
operators are burning about 100m tonnes of fuel oil a year.”

The price of IFO 380 bunker fuel in Rotterdam reached $443 per
tonne this week, with Brent crude hovering around $80 a barrel — the
highest since 2014.

If the current trend was to continue and the costs could not be passed
on to the end users, shipping lines would then need to brace
themselves for a $10bn economic hit, Mr Nixon argued.

Mike Fang, Maersk Line’s head of Greater China, said it was impossible
for carriers to bear the $10bn cost alone.

He added that his company was evaluating options, following the

bunker surcharges announced by Maersk’s 2M partner Mediterranean
Shipping Co earlier this week.
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“Either through the emergent bunker surcharge or
rate increase, we need to get part of the recovery.”

Carriers have to respond to the current rise in fuel
prices, which is not new at all to the industry,
according to Michael Fitzgerald, group deputy chief
financial executive of Orient Overseas Container
Line.

That might result in shipping companies further
slowing down their vessels or having tougher
negotiations with clients about sharing the
increased costs. But if the extra financial burden
was overwhelmingly hefty, then it had to be passed
on throughout the supply chain, Mr Fitzgerald
added.

“The bigger question we've been frequently asked is,
when it comes to 2020 will we be able to pass on the
fuel cost to our customers?”

He quoted Hapag-Lloyd chief executive Rolf Habben
Jansen as saying that the sulphur cap — to be put

into effect by the International Maritime
Organisation from 2020 and force some carriers to
switch to cleaner yet pricier bunker fuels — could
add $900m a year to the company’s operating costs.

If true, “there is no way that the industry can absorb
it”, said Mr Fitzgerald.

Mr Nixon also warned about a “significant economic
shock” for the carriers when the IMO regulation
kicks in. However, said further slow steaming was
not an ideal cure for the bunker cost headache.

He called the measure “the last resort” if shippers
don’t want to see a slower transit time at last. In
addition, “from the technical side, that will have
further implications in terms of efficiency of the
operation.”

Mr Fang said: “I don’t think there is much room for
further deceleration.” Vessel speed was already quite
low, as shipping lines had been conducting slow
steaming for quite a while, he said.

WHAT TO WATCH

New dangers ahead for LNG sector
as short-termism takes over

THE opening day of KNect365 Energy’s Gas
Shipping Americas conference in Houston, and
already the disconnect between LNG supply,
demand, and shipping is a clear and present
danger, writes Richard Clayton.

This is unusual for a sector that used to be so
synchronised, opined Jason Feer, global head of
business intelligence at Poten & Partners.

And there are worrying signs of stress ahead.

Contracts that were extended for 20 years to
support massive and costly infrastructure
projects will be terminated within 10 years;
replacements will not need to run for so long,
so vessel operators should brace themselves for
contracts of five or even as little as two years’
duration.

Moreover, new entrants into the LNG market —
including West African states, Malta, Pakistan,
and Poland — have limited demand for liquefied
gas compared with the established majors such as
Japan and South Korea.
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Short-termism will be further encouraged by
what Mr Feer calls “homeless LNG”, product
held by producers and utilities that can be fed
into a contract to head off any suggestion that
a solid period agreement might be required.

But this attitude is a mistake, the Poten analyst
believes, for two reasons.

Not only will there be new demand for LNG over
the next five years from new markets, but also
there will be a substitution of cleaner liquefied
natural gas for dirty energy supplies.

Recent underinvestment in liquefaction projects
had led to underinvestment in shipping, which
will inevitably feed through to a tightening

of vessel supply by 2019-2020. There are few
laid-up LNG carriers waiting to be released

from idleness, so there is a serious risk of moving
from a position of too much capacity to a shortage
of capacity in a brief time, and few projects under
way.

And just in case shipping believes a likely saviour
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will be a significant uptake in LNG for bunkering,
Mr Feer believes even this is not expected to have
much impact on the market.

In fact, there is a connection — rather than a
disconnection — between LNG supply, demand, and
shipping.

Underinvestment at one end of the chain is echoed
by underinvestment elsewhere.

What needs to be kept in focus is that the short-term
contracts on offer to shipowners when their current
contracts terminate will hardly guarantee a steady
income for the life of their vessels.

Shippers advised to lock in sea

freight rates now

SHIPPERS should lock in container shipping rates
now or face higher prices later this year, according to
logistics investment analysts Stifel.

Based on conversations with shipper representatives
involved in contract negotiations, box rates are likely
to trend upwards at some point later in the year
despite being bearish for much of 2018 on major
trades including Asia-Europe and the Asia-US west
coast, Stifel said.

“Year-to-date indications are that the market
remains soft relative to the same period last year,”
the analyst said in a note. “For the most part,
shippers are well-advised to lock in a majority of
their volumes at current levels, as carriers may
spend the remainder of the year attempting to claw
back rates and create spot market volatility for the
remainder of the year.”

Liner reliability continued to decline in the first
quarter of 2018, and Stifel said the trend should be a
major factor in shipper ocean contracting strategies.

“Spot rate volatility and dwindling service reliability
are making things difficult for shippers, and

multi-carrier strategies and greater use of freight
forwarders are an effective way to meet some of
these challenges,” said the analyst.

Where possible, it advised shippers to avoid the
traditional single carrier spot rate strategy and
instead adopt a multi-carrier strategy to help avoid
the impact of void sailings and slow steaming as
lines seek to soak up excess capacity and drive fleet
utilisation higher.

“Service issues may get worse instead of better,
because, with the rise of alliances, a high-service
carrier’s customer cargo may wind up on a low-
service partner vessel, disincentivising any
investments in service differentiation,” said Stifel.
“Contingency planning is more important than ever:
alternate carriers, alternate modes, alternate ports
of loading.”

It added that even very large shippers that had
historically dealt directly with the carriers for 100%
of their cargo might be well advised to diversify
some of their business with freight forwarders, who
have access to the entire global operating fleet.

OPINION

BHP expects well-run bulker firms to take
advantage of rate environments

HEALTHY demand for commodities and rising
bunker fuel prices are creating a favourable rate
environment for bulker owners with strong
operating performances, according to the freight
head of one of the world’s largest charterers.

Bulker owners with quality vessels will be able to
take advantage of current market conditions, where
period charter rates are comfortably above the sum
of operating and capital expenses, BHP’s vice-
president for freight Rashpal Bhatti said.
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The one-year rate for a capesize bulker has
fluctuated around $18,000 to $20,000 per day since
the end of April, data from Clarsksons showed.

“Given [general daily] operating expenses at $5,000
and capital expenses at $11,000, there seems to be a
margin there for vessel owners,” Mr Bhatti said in an
interview with Lloyd’s List. “This is where efficient
owners who are driving costs down, keeping their
vessels well maintained, investing in safety... [are]
reaping rewards of this market.”
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On the demand side, the dry bulk shipping markets
overall have still been driven by seaborne demand
related to China, the world’s largest bulk trading
nation, according to Mr Bhatti.

China’s steel production increased by 5.4%
compared with the same period last year to 212.2m
tonnes in the first quarter of 2018, the World Steel
Association said, supporting imports of iron ore as a
raw material.

Driven by Chinese utilities firms’ imports of thermal
coal, the country’s coal imports were up 16.6% on
year at 75.4m tonnes in January-March, according
to customs data cited by media outlets.

“It does not seem China is relenting,” Mr Bhatti said.
“From the demand perspective, we do not see any
let-up.”

As for vessel supply, the orderbook-to-fleet ratio
remains at a historically low level. Moreover, with
bunker costs rising in line with oil prices, Mr Bhatti
expects to see reduced shipping capacity due to slow
steaming.

“When bunker prices go up, vessel speed goes
down,” said Mr Bhatti. “As that happens we will see
less supply in the market, which bodes well for
shipowners.”

Even though high bunker costs could erode voyage
earnings, bulker owners can mitigate the losses by
hedging in the liquid fuel derivative market.

“It is much easier for owners to take a position on
fuel than a charterer,” Mr Bhatti added.

Such rate environments can point to higher costs of
sale for BHP, which charters bulkers to ship

hundreds of millions of tonnes raw materials to its
customers every year. The Australian mining giant’s
freight procurement platform, launched in February
2017, remains a strong solution.

“It drives home safety and costs,” Mr Bhatti said.
“We have been expanding.”

The platform holds at least two auctions per week for
shipping BHP’s iron ore on capesizes from Western
Australia or coal on panamaxes from Queensland to
northeast Asia, as well as copper concentrates from
Chile to India, China and Japan.

Before each auction starts, BHP and RightShip will
vet vessels from 20 to 25 vendors to ensure that only
those that meet the miner’s requirement can
participate. The criteria of BHP in selecting the
vendors are based on safety and performance
records aside from their portfolios of vessels.

Underscoring the platform’s popularity, Mr Bhatti
said BHP generally receives 120 bids in each auction,
which lasts about 20 minutes.

Even though the auctions are closed in the sense
that each participant cannot see others’ bids, Mr
Bhatti believes the BHP platform gives a better
gauge over market levels than what brokers can
provide. While brokers represent a limited number
of positions at any point in time, the large number of
bids on the platform are what the owners directly
offer, he added.

“We feel this is the most transparent way of gaining
an understanding on what the market looks like,” Mr
Bhatti said. “If 'm getting 120 bids in 20 minutes I
would like to think we are in a pretty good position
to say, for at this point of the day, this is the [freight]
price.”

ANALYSIS

Fight for market share behind

poor carrier results

A LACK of discipline regarding capacity, along with
a weak freight environment and rising bunker and
charter rates have all contributed to the poor results
delivered by container lines in the first quarter,
according to Alphaliner.

“Carriers have continued to chase market share at
the expense of freight rates,” Alphaliner said. “Thus,
average capacity operated by the 13 largest shipping
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lines has increased by 9.1% so far this year.”

The world’s active containership fleet has increased
by 7.7% from 19.9m teu in mid-May 2017 to 21.5m
teu in mid-May 2018, Alphaliner said.

“During the same period, average CCFI freight rates
have dropped by 7%, while bunker prices went up
47%.
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As aresult, container carriers’ earnings tumbled in
the first quarter of 2018 and the majority of shipping
lines posted negative earnings for the start of the
year.

“While several carriers say they still expect to meet
their financial targets for the full year, the chances
for a substantial earnings recovery in the coming
quarters are diminishing rapidly,” according to
Alphaliner.

“The shipping lines’ failure to secure any meaningful
rate increases for the transpacific annual service
contracts on 1 May, will also limit the carriers’
ability to turn their results around for the rest of the
year,” it added.

Carriers had chosen to risk weak rates rather than
cut back on capacity, as line sought to chase market
share at the expense of securing higher freight rates,
Alphaliner said.

Hyundai Merchant Marine was the only carrier to
cut down on its operated capacity but this was offset
by HMM’s slot purchases from Maersk and MSC on
the Asia-Europe and Asia-US east coast trade lanes.

“The aggressive capacity additions are expected to
continue through the summer, with a raft of
newbuildings due to come on stream,” Alphaliner
said. “Charter rates will maintain their upward path
on the back of strong vessel demand.”

Record shale output and scrapping
boost Jones Act tanker earnings

STRONGER crude flows from the US Gulf to the
Atlantic coast and vessel scrapping have led to a
recovery in Jones Act tanker earnings, an upwards
momentum that could continue in the coming
months.

According to Stifel, the daily charter rate in the US
domestic shipping market has recovered to around
$70,000 recently, compared with $30,000 in mid-
2017.

“The Jones Act market in which our tankers are
deployed is experiencing improved conditions, with
increased demand for transport of crude oil to US
Northeast refineries,” American Shipping Co
(AMSC) chief executive Pal Magnussen said in a
company report.

“We follow with interest the accelerated pace of
scrapping of overaged tonnage and believe this will
further tighten the market conditions and drive rate
developments going forward.”

Refineries on the US Atlantic coast have been buying
more shale oil from the Gulf since the second half of
last year, incentivised by a widening discount of US
crude to international grades such as Bonny and
Brent.

Data from Stifel showed 2.8m barrels were shipped
on this route in April, indicating nine voyages took
place, compared with just one voyage during July-
September 2017.

“Assuming a 15-day round voyage that would equate
to four and a half vessels engaged in crude trade to
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the Northeast,” Stifel said in a note. “This translates
about 11% of the Jones Act medium range fleet, or
5% of the fleet of larger Jones Act vessels.”

The discount of US crude to international grades is
expected to stay wide with ever-rising shale output,
making it economical for refineries on the Atlantic

coast to continue buying crude from the Gulf.

According to the Energy Information
Administration, oil production in the Permian basin
is expected to reach 3.3m barrels per day in June,
versus 2.5m bpd in July 2017.

“With Gulf Coast oil production expected to
accelerate further,” Stifel said, “the sun is likely to be
shining on the Jones Act tanker market once again.”

Also, having recorded that two aged Jones Act
tankers were demolished in the first quarter, Oslo-
listed AMSC expects the trend to continue as four
units currently trading are above 30 years of age.

The strength in rates has been reflected in the
earnings results of listed Jones Act tanker players.

AMSC, which charters outs its vessels to Overseas
Shipholding Group on bareboat terms, reported a
net profit of $3.8m on operating revenue of $21.6m
in the first quarter. This compared with a net profit
of $3.5m on operating revenue of $22.1m in the
third quarter of 2017.

OSG posted a net profit of $3.7m in the first quarter
versus a net loss of $6.3m in July-September 2017.
Shipping revenue rose to $101m from $93.3m.
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MARKETS

FMC commissioner open to two

carrier alliances

FEDERAL Maritime commissioner Daniel Maffei
says he is open to the idea of a two container
shipping alliance structure, despite the obvious
concerns regarding trade competition that it would
raise.

Speaking at the Global Liner Shipping Conference in
Hamburg, Mr Maffei said that since the formation of
three carrier consortia on the major east-west trades
— 2M, the Ocean Alliance and The Alliance, the
FMC has not seen a fall in prices and services that is
deemed unreasonable.

“We have not detected a huge reduction in
competition just because carriers are in an alliance,
so in that sense I do not think going from three to
two per se would trigger substantial change,” he
said.

“I tend to agree with the carriers in how by being in
an alliance they co-operate on certain things, which
of course is why they were set up in the first place,
but they still compete like crazy.”

The prospect of two carrier alliances is however
nothing new.

In 2013, Maersk, Mediterranean Shipping Co and
CMA CGM were putting together their
groundbreaking P3 Network, an alliance
subsequently vetoed by the Chinese authorities, who
thought it looked more like a merger than a
conventional vessel-sharing arrangement.

Sealntelligence Consulting chief executive Lars
Jensen says that if, however, the Chinese authorities
had ratified the proposed alliance, the only logical
step for the remaining carriers would have been for

a secondary alliance to match its size and scope.

“This would have left a few carriers high and dry,
but in reality that would have forced a two alliance
set-up,” said Mr Jensen, who was also speaking at
the German conference.

Given China’s previous reservations about the P3
Alliance, Mr Maffei questions whether they too
would consider only two vessel-sharing agreements
plying the east-west trunklines. The same he says
applies to Brussels.

“I think the optics of that would be more difficult for
China and maybe Europe to get by,” he said. “But on
a practical level I am not sure we have the authority
to stop this scenario even if we wanted to, provided
the alliances are broad enough to allow fair
competition.”

Further shrinking in alliance numbers also moots
the idea of industry commoditisation, a notion of
growing concern for Mr Maffei.

“Alliances save on cost without getting rid of price
competition, but where they save on cost is on
services and other differentiating factors. You are
going to have lower prices for shippers but less in
terms of service.”

However, Mr Maffei says this is a small price to pay
when you consider the only rational alternative is yet
more consolidation.

“Two alliance I can stomach, but two massive
carriers — an Asia carrier and a European carrier

— is not impossible if we did not have the regulators.
That would be a real problem.”

IN OTHER NEWS

Ports are part of clean air solution,
BPA says

PORTS and shipping are part of
the solution to improve UK air
quality, not the problem,
according to the British Ports
Association.

The government this week
published its Clean Air Strategy,
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which includes requirements for
all major ports in England to
develop air quality plans within
the next year.

The BPA said it was disappointed
that the government had not
recognised that it is cleaner to
move goods by sea rather than
by rail, air or road.

“Ports and shipping are part of
the solution, not the problem and
it is disappointing the
government has missed the
opportunity to promote shipping
as the cleanest way to move
freight,” said BPA policy manager
Mark Simmonds.

Page 6



Aegean Marine boosts board amid
‘comprehensive’ business review
AEGEAN Marine Petroleum
Network, the marine fuel logistics
company, has started a
“comprehensive’ strategic and
operational review of its
business.

The announcement came as the
company said it was not in
compliance with the New York
Stock Exchange's continued
listing requirements and was
unable to say when it would
produce its financial statement
for 2017.

The business review is aimed at
“maximising profitability and
return on capital'’ and includes
an evaluation of the company's
physical assets, existing
footprint, and the capital
efficiency of “every business
activity in which the company is
engaged and each port in which
it operates”, it said in a
statement.

Shell builds LNG bunkering hub in
Florida

SHELL, which has been a vocal
advocate of using liquefied
natural gas as marine transport
fuel, has taken the first step to
offering LNG bunkering services
in the US.

The oil major has commissioned
a 4,000 cu m articulated tug and
barge unit that will supply
Carnival Cruises and Siem Car
Carriers in Southeast Florida.

Construction of the ATB, which
is billed as the first US offshore
LNG bunkering unit, started in
March with an estimated
completion date of 2020.

Corpus Christi pushing for channel
upgrade funding

FUNDING channel improvement
at the Port of Corpus Christi in
Texas is proving to be a struggle,
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chief commercial officer Jarl
Pedersen said, although evidence
points to port upgrades having a
significant positive impact on the
US economy.

It is estimated that about $150bn
worth of economic impact fed
through to the national market in
2017.

Yet Mr Pedersen and his team
have spent a lot of time in
Washington DC in pursuit of
$225m to support a $327m
channel enhancement project.

0OIL finance executive confident on
merger with Cosco

COSCO Shipping's proposed
$6.3bn acquisition of Orient
Overseas (International) is
expected to proceed on time,
according to the latter's deputy
chief financial officer Michael
Fitzgerald.

“We are optimistic and confident
we can do it," said Mr Fitzgerald
at the Marine Money Shanghai
conference this week.

For the deal to go through, Cosco,
along with its partner Shanghai
International Port Group, must
turn the preconditional offer into
a formal one within seven days
from June 30, 2018, when all
preconditions are met.

Cheniere gears up for Corpus Christi
LNG Expansion

CHENIERE Energy has approved
the construction of a third
liquefaction unit, known as
Corpus Train 3, at its Corpus
Christi export terminal, making it
the first new liquefaction
capacity in the US since 2015.

New York-listed Cheniere said
that a notice to proceed with
construction of the facility has
been issued to Bechtel Oil, Gas
and Chemicals, which will
ultimately increase the cargo

volumes the Corpus Christi
export terminal sends out on
liquefied natural gas carriers.

Cheniere is developing the
Corpus Christi liquefaction
project in the US Gulf, which is a
three-train project under
construction with a production
capacity of 4.5m tonnes per
annum of LNG.

China to reduce tariffs on imported
cars amid trade talks

CHINA will cut import tariffs

on cars by 10 percentage
points from July as the tense
trade friction between the
country and the US in recent
months winds down amid high-
level trade talks.

The tariff on imported cars

will be reduced to 15% from

the current 25%, while the

tariff on car parts will be
reduced to 6% from between
8% and 25%.
China'sannouncement follows an
agreement between both sides,
when China agreed to buy more
US goods to reduce the trade
deficit.

US carmaker General Motors'
shares rose $0.19 to $38.28,
while those of Ford were up $0.01
at $11.52.

FSL Trust secures $18m to refinance
chemical tankers
SINGAPORE-listed First Ship
Lease Trust has secured up to
$18m to refinance its chemical
tankers and another $7.25m from
a bond issue.

The tanker and boxship owner
said it had accepted an offer
letter from a bank for a senior
secured amortising term loan of
up to $18m for refinancing the
tankers. In a separate financing
exercise, it completed the issue
of redeemable 7% convertible
bonds to raise $7.25m.
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Meanwhile, it has been granted arrangement with lenders by the  substantial net equity position
an extension to June 29 for its High Court. Nonetheless, FSL and its business and operations
proposed scheme of reiterated that it remained in a would continue normally.

For classified notices please view the next page.
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The race is on for improved levels of efficiency in shipping. So far the debate has
become heavily focused on next-generation technology. But the future is surely more
complex than that.

Digitalisation, data-analytics, remote operations, and connection to the Internet of Things
are viewed by many in our industry as the only option for cleaner, greener shipping.

Lloyd’s List believes there are two other key elements that need to be considered:

a deep engagement with not only the letter but also the spirit of maritime regulations, which have
been put in place to align shipping with the broader agendas of climate change, environmental
protection, and safety first.

an increasing awareness that efficiency is a result of the quality of seafarer training underpinned by
many years’ experience.

Taken together, investment in next-gen technology, engagement with the spirit of maritime regulations,
and a keen interest in seafarer expertise will ensure efficiency levels are higher than any one of these
elements alone.

At the Lloyd’s List Posidonia briefing, in Athens on Sunday June 3rd, a panel of leading personalities and
experts will discuss the merits of the various approaches to efficiency, providing valuable insight into what
it will take to succeed in our industry in the future.

Lloyd’s List Subscribers - complimentary simply use ID code:

Non-Lloyd’s List Subscriber fee €95 (includes two months full access to lloydslist.com)
Natasha Dwyer
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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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