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Fuel price rises are
unavoidable, says
Hapag-Lloyd chief

| | h'

CONTAINER LINE CUSTOMERS are facing up to having to pay more
for ocean freight as fuel costs increase, according to Hapag-Lloyd chief
executive Rolf Habben Jansen.

Mr Habben Jansen said adoption of new bunker factors introduced at
the beginning of the year had been good.

“A very high percentage of all our contracts now includes a bunker
clause, in most cases ours, but in some cases we have used customer
clauses that tend to be very similar to ours,” Mr Habben Jansen told
Lloyd’s List on the sidelines of the Journal of Commerce’s TPM
conference in Long Beach,

“What is good is that you see an increasing recognition from customers
that fuel is a variable cost that is outside our control,” he added.

“As a consequence of that, we need to agree something around it. For
the contracts, I don’t think it is going to be a big issue, because
everyone understands that it is something that needs to be addressed.”

Additional work was still needed to bring bunker charges to the short-
and mid-term rates, however.

“The key thing will be the three-month rates,” Mr Habben Jansen said.
“People need to understand that in the rate they are offered, a certain
amount of it is for fuel. If they renew three months later, that rate will
go up or down with the fuel price. And when we start using low-
sulphur fuel, those rates will go up.”
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How much those rates rise remains open to
speculation.

“We have said we assume the spread between
low-sulphur fuel and traditional bunkers will be
around $250 a tonne, which will add just over $1bn
to our fuel bill,” he said. “But I've heard people say it
will be $350 and others say only $75.”

But customers would need to contribute, whatever
the spread turned out to be.

“The reality is that costs will go up because we have
to use different types of fuel, and you cannot
negotiate that fact away,” Mr Habben Jansen said.
“That will need to be reflected in the rates as we
move into the fourth quarter and 2020.”

Carriers face testing time in
pushing through fuel charges

THE period leading up to the introduction of low-
sulphur rules in 2020 will be a very testing time for
carriers and it will be difficult for the sector to grow
revenues, according to Credit Suisse equity research
managing director Neil Glynn.

“In terms of price control and tying that back to
higher fuel prices and what it may mean for freight
rates, if we look at fuel bills as a proportion of
carriers’ revenues, we see that it has been highly
volatile,” Mr Glynn told the Journal of Commerce’s
TPM conference in Long Beach.

“If fuel prices were being passed on automatically,
this would be almost static. This shows that it has
been difficult for lines to pass on fuel price rises to
their customers.” That was a very important context
for thinking about IMO 2020, he added.

“Historical data that we have does not give a huge
amount of confidence that fuel price rises will be
passed on next year,” Mr Glynn said. In this context,
it would be critical for lines to maintain discipline

on capacity and rates, and not use fuel costs as a
competitive advantage.

“If carriers break ranks in order to gain market
share, this will be particularly difficult,” he said.

Lines had to be realistic, rather than optimistic,
about the difficulties they would face in recovering
fuel costs.

“Usually, the sector’s view is that it is mechanical.
That fuel would just be passed through,” Mr Glynn
said. “Now there is a greater level of resignation that
there will be a longer recovery period.”

This year would need to be “a very good year” to give
industry confidence and discipline to manage the
disruption and rising costs of 2020, he warned.

“If, by the end of the year, earnings are weak,
carriers will need to take capacity out of the
market.”

WHAT TO WATCH

IMO 2020 warning: ‘It will not go smoothly’

A LEADING US energy expert has given a pessimistic
view of the global shipping industry’s switch to
low-sulphur fuels under the International Maritime
Organization rules that take effect next year.

IMO 2020 will have a disruptive and decidedly
negative effect, said Daniel Yergin, founder of
Cambridge Research Associates.

He told delegates at the Journal of Commerce’s TPM
conference in Long Beach that IMO 2020 represents
a “big change” that “won’t go smoothly”.

It was a “transformative event that creates winners
and losers”.
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Speaking of an “IMO scramble”, he said the change
will remove 3m barrels per day of heavy oil from the
market and will see the maritime industry
competing with other sectors such as trucking and
aviation for the middle distillates needed for
compliant fuel.

All pathways to compliance will incur “significant
costs”, he said, referring to the use of low-sulphur
fuel, scrubbers or alternate fuels such as liquefied
natural gas.

“Scrubbers are not suitable for all ships,” Mr Yergin
said. “The market to acquire scrubbers also is very
tight.”
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While noting that “this thing is going to happen”, he
said President Donald Trump could add a level of
political uncertainty by withdrawing the US from
the IMO 2020 agreement.

The temptation to withdraw the US from the
agreement might arise in the run-up to the US
presidential election in 2020, because the demand
for fuel oil would create higher prices especially in
areas of the country where Mr Trump will need all
the votes he can get.

The “IMO scramble is going to come”, Mr Yergin
said, adding that it will not be the last disruption
facing the maritime industry owing to the “energy
transition” now taking place around the globe.

In his keynote speech, Mr Yergin also identified the
shale revolution in the US as the “biggest innovation of
this century”, noting that it has enabled the country to
more than double its oil production in a decade.

In 2008, he said, the US produced 5m barrels per
day, while this year it will produce 13m barrels per
day.

There is a “vast change in trade flows due to the
shale revolution,” he said, noting that US production
has minimised the impact of the Organisation of the
Petroleum Exporting Countries and caused Russia
and Saudi Arabia to create the Vienna Alliance in an
effort to stabilise the global oil market.

The shale revolution actually began with the
production of natural gas, he said, and the US is fast
increasing its output, especially of LNG. The US is
now a “big player” in the LNG business he said.

The increased US production has definite political
overtones, especially regarding Russia. Noting that
Russian natural gas is “controversial”, Mr Yergin
said increasing US supplies give Europe greater
“optionality” in its sourcing.

Wilhelmsen picks closed-loop for

a third of fleet

WILHELMSEN Group, the global maritime industry
company, is fitting a third of its fleet with closed-
loop scrubbers.

Marius Johansen, vice-president of the group’s ship
services unit, said that Wallenius Wilhelmsen
Logistics has already fitted 40 of its vessels — mostly
ro-ros — with closed-loop scrubbers.

He said the move was made before port authorities
started to impose widespread bans on the use of
open-loop scrubbers.

The vessels concerned ply international trade routes
and cover environmentally sensitive areas, including
the waters off Australia, Mr Johansen said on the
sidelines of a panel discussion held in conjunction
with Sea Asia 2019, Asia’s annual maritime
exhibition and conference.

Concerns have prompted a number of maritime
authorities and ports, including two of the three
largest bunkering ports — Singapore and Fujairah
— to ban the use of open-loop scrubbers in their
waters.

One concern underpinning these bans and the
expressed intent to review open-loop scrubber use in
Australia and Europe is the discharge within port
limits of wash water with sulphur and other
contaminants.
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To date, it is estimated that some 2,500 scrubbers,
mostly open-loop scrubbers will be installed on
board ships by the end of this year.

Wilhelmsen Group stands out as among the
minority to have plumped for closed-loop or hybrid
scrubbers, which have yet to come under serious
scrutiny from shipping industry observers.

Rather than having any major foresight about
regulators’ responses to open-loop scrubbers,
however, one no less important consideration is
likely to have motivated the group to make its
‘closed-loop call’.

Mr Johansen noted that the majority of the 115 ports
in which the group’s vessels had performed
bunkering operations in during the past year do not
seem ready to supply compliant fuels by 2020.

He said the picture looked different at the top ports
by bunkering port calls, which account for 75% of
the world’s overall bunker sales by volume. Seen in
this light, installing scrubbers would serve as a
hedge for ships plying international waters.

It’s not surprising, as Mr Johansen suggested, that

Wilhelmsen Group is not ruling out exercising the
options to install more closed-loop scrubbers.
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ANALYSIS

Asia-North Europe trade set for

further weak growth

FURTHER low growth in demand is expected this
year on the key Asia-North Europe trade, forcing
container lines to look to other trades for their big
ships, according to Drewry.

Companies will have to adopt a “creative approach to
capacity management” if they wish to repeat the
mild upwards spot rate trend of last year, the analyst
said.

Demand in northern Europe for container imports
from Asia “only mustered a meagre 1.5% uplift in
2018”, according to data derived from CTS.

The annual westbound increase fell marginally short
of Drewry’s forecast for the year of 1.8%, “as growth
in the fourth quarter of 2018 landed slightly below
expectations, although it did manage a year-high
quarterly rate of 3.7% year-on-year”.

Last year’s performance was sufficient to lift the
westbound trade over the 10m teu threshold for the
first time, Drewry noted. But it said the weak growth
rate was in keeping with a long run of poor returns
that carriers have endured this decade.

Since 2011, the compound annual growth rate of the
westbound Asia-North Europe trade “is a miserable
1.3%, which looks worse when considering the huge
capital investment made to upgrade the route with
ultra large containerships of 18,000 teu and above,”
Drewry said.

It said the headhaul market was hindered last year
by lower demand in Europe’s biggest importer of
Asian goods, the UK, which saw inbound volumes
slide by nearly 5%, based on CTS figures.

Germany, previously the second-largest market,
declined by 1% and in the process lost the runners-
up spot to the Netherlands, which rose by around
5%, according to Drewry. It said Poland was one of
the biggest movers, growing its intake of Asian
shipments by nearly 11%.

In December, Drewry anticipated that the
westbound trade would improve by 3.8% in 2019,
“predicated more on the fact that when one makes
comparisons with 2018 data one is working off a
weak base, but there are already signals that we may
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have been overly optimistic”, Drewry noted. “In
January, the International Monetary Fund
downgraded its 2019 GDP expectations for the
eurozone by 0.3 points to 1.9%, albeit still higher
than the 1.2% estimated for 2018.”

Drewry said it would provide its revised outlook for
the Asia-North Europe and other key east-west
trades in its upcoming Container Forecaster report
at the end of March.

Faced with “a moribund demand environment” last
year, carriers “had to get creative on the supply side
last year to prop up headhaul utilisation and freight
rates, including the temporary withdrawal of 2M’s
AE2/Swan service and blanked voyages”, Drewry
noted.

“The 2M service is now back in operation, but
carriers have persisted with missed sailings in early
2019, with 10 counted in January and 13 in
February, sums which are broadly the same as
occurred in 2018.”

With demand “unlikely to rebound prolifically this
year”, carriers yet again “have the daunting
challenge of absorbing new big ships into the
trade”, Drewry noted. “The average size of
containership deployed increased by approximately
6% from the start to end of 2018 to reach 15,000
teu. That average will rise again this year as there
is around 460,000 teu of ULCs scheduled for
delivery.”

The analyst said to counter the rate-depressing
impact of the newbuilds, carriers will need to think
“outside the box”.

“For a start, not all of the big ships need go into
Asia-North Europe and for the first time carriers are
phasing them into other lanes, such as Asia-Middle
East,” it said. “This will take some of the pressure
away from Asia-North Europe, as will slow
steaming, but with a new service from the Ocean
Alliance in April and upgrades elsewhere, it will be
another tough year for lines.”

Asia-North Europe spot rates were buoyed by the

late-2018 demand recovery and briefly surpassed
the $2,000 per 40 ft container marker in early 2019
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for the first time since February 2017, as reported by
Drewry’s World Container Index.

“Prices have tumbled since, as was to be expected
with an earlier Chinese New Year, and they currently
reside at broadly the same level as they did at this
stage of last year,” Drewry noted. “Avoiding a repeat
of last year’s slump in the second quarter will be

difficult with the anticipated capacity injection.”
Drewry concluded: “It will be another tough year for

Asia-North Europe carriers given the low-demand

prospects and large amount of new capacity coming.
Repeating the mild upwards spot rate trend of last
year would be a major success and may require an
even more creative approach to capacity
management.”

Growth is slowing, but no recession

In sight for 2019

GLOBAL growth is slowing, but there is no forecast
for a recession in the coming year, according to
economist Nariman Behravesh.

Speaking at the Journal of Commerce’s TPM
conference in Long Beach, he said the risk of a
recession is about “one-third”, but added there was a
50-50 chance of recession in 2020 and 2021.

“The worry is that growth slows,” he said. He said
economic recoveries “don’t die of old age,” but from
other factors such as policy mistakes, oil shocks, or
the bursting of asset bubbles.

He said there is not a “high probability” of a
recession but that it does not take “much to push the
global economy over the edge”.

Mr Behravesh said China’s manufacturing sector is
in a recession, which he attributed to policies of the
government. Beijing has been worried about rising

debt in the country and has been implementing

policies to rein in the problem, slowing down the
economy in the process.

“China is so big that it is exerting a huge influence”
on other countries around the globe, especially in
Europe.

Mr Behravesh played down the effect of tariffs
imposed by the Trump administration, while adding
that it looks as though there has been “some
progress” in the trade negotiations between the US
and China. However, he warned: “We don’t know
what the agreement contains.”

The US is currently experiencing 2% growth, he
said, largely because of the tax cuts made by Mr
Trump’s administration. “Consumers are feeling
pretty good about things,” he said.

There may yet be trouble ahead due to uncertainty
over policy in Washington which, he said, has
created a negative environment for investment.

MARKETS

Nuclear reactors to displace Japan's

LNG imports

THE resumption of the operation of nuclear reactors
in Japan could see liquefied natural gas imports fall
by 10% this year, according to the US Energy
Information Administration.

In 2018, Japan re-activated five nuclear reactors that
were shut down after the 2011 Fukushima accident.
As those reactors return to full operation, the
resulting increase in nuclear power generation is
likely to displace generation from fossil fuel sources,
in particular natural gas, the EIA report said.

“Because Japan imports all of its natural gas in the
form of LNG, increased nuclear power production is
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likely to reduce Japanese imports of LNG in the
electric power sector by as much as 10% in 2019.”

In 2019, their first full year of operation, the EIA
estimates that the re-started nuclear reactors will
further displace Japan’s LNG imports by about 5m
tonnes per annum, or 0.7bn cu feet per day of LNG.
This amount is equivalent to 10% of Japan’s power
sector natural gas consumption and 6% of Japan’s
LNG imports in 2018.

Japan suspended operations at all nuclear reactors
for mandatory safety inspections and upgrades in
response to the 2011 Fukushima accident, leaving it
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with no nuclear power generation from September
2013 to August 2015.

At present, the nation relies on imported LNG to
meet all its natural gas demand and imports more
LNG than any other country, averaging 11bn cu feet
per day in 2016 up till 2018.

Japan — the world’s largest LNG importer —
primarily takes gas from Qatar, Malaysia and
Australia. The downward pressure on imports is
likely to reduce shipments, having an impact on
tonne-mile demand for the segment. LNG imports
from Australia have grown in the past two years to
account for more than one-third of the total imports,
displacing imports primarily from Malaysia and
Qatar. Between 2016 and 2018, these three suppliers
accounted for 60% of Japan’s LNG imports.

Most of Japan’s LNG imports are under long-term
contracts with existing foreign suppliers and these
are set to expire during the next decade.

“The outlook for further LNG import displacement
is largely dependent on the number of nuclear
re-starts, assuming trends in other factors, such as
electricity demand and energy efficiency, remain
constant,” the EIA said. “The pace of nuclear re-
starts has been slow, with the average reactor
requiring nearly four years to come back online.”

Out of the remaining fleet of 35 operable reactors,
nine are currently operating, six have received initial
approval from Japan’s Nuclear Regulation Authority,
12 are under review, and eight have yet to file a
re-start application.

China’s oil imports slow but gas

holds out: WoodMac

CHINA'S slowing economic growth may reduce oil
imports but its natural gas demand will sustain a
double-digit expansion this year, according to
projections from the research and consultancy
group Wood Mackenzie.

The Chinese government predicts the country’s
gross domestic product will expand by 6%-6.5%,
compared with last year’s 6.6% growth.

“A lower GDP growth target doesn’t mean China will
weaken its commitment for blue skies,” said Prakash
Sharma, research director at WoodMac.

The government, for one, is not backpedalling on
electrifying the transport sector to combat air
pollution.

China, which relied on imports to meet most of its
oil demand, accounted for half of the 2m electric
vehicles sold last year.

Such increasing penetration of electric vehicles,
coupled with a weakened manufacturing sector, has

hit diesel demand, primarily in the coastal provinces.

What will also not help is any escalation in the trade
war between China and the US.
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Mr Sharma said: “While a recovery is expected as
the International Maritime Organization sulphur
cap boosts marine gasoil demand towards the end of
2019, the challenge is from two wild cards: GDP
slowdown and the impact of environmental policies.”

WoodMac’s prediction is that China’s oil demand
will increase to 13.2m barrels per day this year, up
from 12.9m bpd for the previous year, the slowest
pace in a decade.

The energy and commodity agency also forecasts
China’s natural gas demand growth to slow, albeit
this is expected to hold out in the double-digit band.

China’s natural gas demand will grow by 11% this
year, down from 17% for the year before.

Its liquefied natural gas demand will also increase to
62m tonnes for 2019, up from 54m tonnes for 2018,
WoodMac predicted.

Switching from coal- to gas-fired power generation
is “integral” to China’s blue-sky policies.

But in its base case predictions, WoodMac has

factored in “a more considered approach to
coal-to-gas switching”, Mr Sharma explained.
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More mergers and acquisitions ahead,

says Citi's Volpicelli

FURTHER merger and acquisition activity in shipping
is expected after a year that saw fleet combinations in
the three main industry sectors, according to a leading
voice on shipping’s capital markets.

“I think we will definitely see more this year,” said
Christa Volpicelli, managing director at Citigroup’s
global transportation group.

“Companies will be offering their investors bigger,
more liquid platforms both in 2019 and in years to
come.”

The upbeat prognosis for consolidation in the industry
comes after a relatively active 2018 for such deals.

Last year, mergers in tankers included those
between Euronav and Gener8 as well as Capital
Product Partners and Diamond S. Shipping.

In the dry bulk sector, Star Bulk Carriers alone
sealed three deals expanding its fleet by issuing
stock to other owners.

A recent example in the containership owning
market saw Global Ship Lease join forces with
George Youroukos-led Poseidon Container Holdings.

“I think there is a true benefit to scale for accessing
capital, whether this is for equity or debt,” Ms
Volpicelli told the Capital Link Greek Shipping
Forum in Athens.

While Citi sees M&A activity continuing, Ms
Volpicelli conceded there were “hindrances”.

Even when transactions seemed to make sense on
paper, in some market segments revenue synergies
were not available, while on the cost side Ms
Volpicelli said that some smaller shipping
companies had also managed to achieve efficiency.

“M&A has to make sense,” she said.

According to Mr Yourokos, consolidation should be
for good business reasons so that companies can
provide more liquidity.

“You see it more in the public market. It may happen
between private companies but you don’t hear of it,”
he said. “But the fundamentals should be the same
whether public or private.”

While capital market activity for shipping has been
lacklustre, experts are not despondent about the
future.

“General sentiment in shipping is quite challenging,
but we are doing a lot of preparations and we think
that over the next couple of quarters things are
going to look very different from how they look right
now,” said Herman Hilden, Clarksons Platou
Securities managing director of investment banking,
shipping and I wish investors will see it same way.”

Pointing to record low newbuilding orders and
disruption due to 2020 emission regulations
looming, Mr Hilden predicted “a fantastic future
ahead” for the sector.

IN OTHER NEWS

Panalpina backs one share, one vote
ahead of crucial meeting
PANALPINA'S shareholders will
be offered the chance to vote
next month on the lifting of
restrictive covenants to give all
investors a 'one share, one vote'
standard.

Panalpina said in a statement it
is in favour of the 'one share,
one vote' standard, because it
will “further enhance the
company's corporate
governance”.
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The company will hold an
extraordinary shareholders'
meeting in Basel, Switzerland, on
April 5.

Panalpina ‘in right shape' to make
acquisitions, says Karlen
PANALPINA is positioned to
expand and pursue substantial
targets, according to chief
executive Stefan Karlen.

The bullishness follows a year
that saw the international freight
forwarder surpass the Tm tonnes

mark for air freight, succeed in
turning around its ocean freight
division, and record its highest-
yet earnings before interest and
tax in logistics.

Speaking to analysts following
the publication of the
Switzerland-based company's
fourth-quarter and full-year 2018
results, he said the company is
on the acquisition trail, despite
itself being a takeover target.
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RCL expands service network in India
THAILAND-based container line
RCL has added another string to
its network in India with the
launch of a new service between
Calcutta and the key Malaysian
transhipment hub of Port Klang.

The new service called RCH8, will
deploy two vessels — the 628-teu
Ora Bhum and the 750-teu Chana
Bhum — in an 18-day rotation.

The maiden voyage will start with
the Ora Bhum on March 16 from
Port Klang, followed by Chana
Bhum on March 25.

Jaxport approves deal for new
container terminal

THE Jacksonville Port Authority
board has agreed a 25-year,
$238.7m deal with tenant SSA
Marine that will fund the
development of a new container
terminal on nearby Blount Island.

SSA Jacksonville International
Gateway Terminal will take up
about 80 acres, with potential to
reach 120 acres, according to
local media. Work will begin on
the project’s first phase on
August 1.

Jaxport will contribute $109m for
berth rebuilds and enhancements,
while SSA Marine’s $129.7m will
go towards new infrastructure
and three post-Panamax cranes.

Torm joins Inatech on app to tackle
bunker complexity post-2020
TORM, the Danish product tanker
operator, is among the first
clients to use a new toolkit that
scours the globe in real time to
find optimal bunker ports.

The Smart Trader app, developed
by Glencore affiliate Inatech,
which specialises in energy
trading risk management
systems, will enable companies
to map their entire fleet of ships
and visualise best routes given
sea and port conditions to
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achieve lowest prices for the
desired quality of fuel.

It uses bunker alerts and pricing
data from S&P Global Platts;
Torm worked with Inatech on the
app'’s design.

Norden expects profit boost in 2019
on ‘asset-light’ model

NORDEN, a Danish owner and
operator in the dry bulk and
tanker sectors, sees increased
profits this year as it moves to an
“asset-light” business model amid
improving markets.

That means it will be focused on
shorter-term operations while
reducing the long-term cyclical
exposure as it believes it will have
a higher risk/return opportunity
than “managing a large asset
position”, the Copenhagen-based
company said in its annual report.

It expects an adjusted profit
between $25m to $60m this year
as a result of improved market
conditions in the tanker sector, it
said. Adjusted profit fell to $20m in
2018 versus $28m a year earlier.

Maersk set to appoint new board
members in reshuffle

MAERSK is set to appoint two new
members to its board of directors,
while two depart, including long-
term standee Jan Leschly.

The board reshuffle will be
addressed at the group’s annual
general meeting on April 2.

Mr Leschly, managing partner and
chairman of venture capital firm
Care Capital, joined the Maersk
board in 2000, is not seeking
reelection and will depart the
board with former Royal Dutch
Shell executive Robert Routs.

Berenberg bank raided in Hapag-
Lloyd insider trading probe
BERENBERG Bank, one of
Germany’s oldest financial
institutions, is at the centre of a

probe involving one of its senior
executives and the sale of shares
in a leading shipping company.

The bank’s headquarters, a
property company with no
relationship to the bank, and two
private addresses in Hamburg
have been searched as part of an
investigation into alleged insider
trading in Hapag-Lloyd shares,
sources aware of the situation
have confirmed.

The inquiry centres on TUI's sale
of 8.5m shares in Germany'’s
biggest container carrier in 2017.
Berenberg acted as sole global
co-ordinator and bookrunner.

Genco secures financing for scrubber
installations

GENCO, a dry bulk owner and
operator, has secured extra
funding for its scrubber
programme.

The US-listed company managed
to secure a further $35m tranche
from at least four banks to cover
90% of its needs for the scrubber
installations planned for its 17
capesizes, it said in a statement.
It agreed a $460m credit facility
last year.

The banks include Nordea, Crédit

Agricole, Danish Ship Finance and
Skandinaviska Enskilda. It is also

reviewing scrubber options for its
minor bulk fleet.

For classified
notices please
view the next

page.
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