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Daily Briefing
Leading maritime commerce since 1734

Monday April 8, 2019

Indian elections: Riding 
the LPG wave

INDIA’S PRIME MINISTER Narendra Modi is seeking re-election as 
the head of Bharatiya Janata Party and its allies the National 
Democratic Alliance. A polarising figure, opinions diverge sharply over 
Mr Modi’s record in government and his legacy.

Mr Modi may not have made good on all his election manifesto 
pledges, but the charismatic leader is sure to use his scheme to provide 
free gas connections to poor households as part of his campaign.

The scheme, known as Pradhan Mantri Ujjwala Yojana (PMUY), aims 
to create liquefied petroleum gas connections for households below the 
poverty line and subsidises state-owned fuel retailers for every new 
connection.

The massive transition has made India the second-largest importer of 
LPG in the world, and it is poised to take the lead in 2019.

At present, about 73% of Indian households have LPG connections, and 
the government aims to take this figure to 95% by 2020, which should 
continue to support LPG trade.

The Modi government is looking for similar success in the upcoming 
election, but the longevity of PMUY is being questioned as low refill 
rates for the LPG cylinders indicate a return to biomass burning or 
other fuels and a decline in LPG trades.

The government’s current plan to increase LPG subsidies may help 
restore confidence in PMUY throughout the election period as failing 
to address the shortcomings of the programme would be a major 
misstep for Modi and his party.
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Bang to rights
SHIPPING has come a long way since Samuel 
Plimsoll pushed through legislation to prevent 
seafarers being forced to go to sea on “coffin ships” 
that would founder in the slightest sea.

Conditions for seafarers have improved markedly 
and for many, going to sea provides a stimulating 
and rewarding career.

WHAT TO WATCH

LPG consumption in the country has increased on 
average by 8% per annum during the past five years 
to 24.2m tonnes in 2018, while domestic production 
lagged demand numbers with the nation importing 
around half of its consumption demand.

According the state-owned oil major Indian Oil 
Corporation, the country’s LPG consumption is set 
to rise further to 32.8m tonnes by 2025.

Imports, meanwhile, have increased on average 11% 
per annum from 8.1m tonnes a year in 2014 to more 
than 12.1m tonnes in 2018, according to Petroleum 
Planning and Analysis Cell India, providing a 
backbone for the gas carrier spot market and 
allowing freight rates to pick up and stabilise.

Assuming India relies for half of its consumption on 
imports, it would need around 17m-19m tonnes of 
imports by 2025, an LPG analyst estimated.

Gas carriers are significantly benefiting from India’s 
demand, with large numbers chartered to import 
LPG to India.

There are around 19 vessels on long-term charters to 
ship LPG from Saudi Arabia, Qatar, the United Arab 
Emirates and Kuwait to India, data from 
VesselsValue shows.

Spot cargoes from US have also benefited from 
India’s demand, resulting in an increase in tonne-
miles as a voyage from US to India typically takes 
around 50 days while from Middle East to west 
coast India would require around eight to ten days.

Despite the rapid increase in demand, there are only 
four Indian shipping companies — Great Eastern 
Shipping, Shipping Corporation of India, Varun 
Shipping and Global United — which own a fleet of 21 
gas carriers with a carrying capacity of 835,633dwt. 
This compares with a global LPG fleet of 1,379 vessels 
of 2.2m dwt, according to Clarksons fleet data.

To meet growing demand, India’s big three — Indian 
Oil Corporation, Bharat Petroleum and Hindustan 

Petroleum Corporation — are investing Rs300bn to 
establish LPG infrastructure in the country, which 
includes the setting up of terminals to import LPG, 
laying pipelines and building LPG bottling plants.

Installed LPG import terminal capacity in India is 
expected to rise to 8.1m tonnes per annum by the 
end of 2019, from 6.7m tonnes a year at the end of 
2018, with around 64% capacity on the west coast 
and the rest on the east.

A further 12.7m tonnes per annum of import facility 
is under various stages of planning, with 76% of the 
capacity expected along India’s west coast.

The Indian conglomerate Adani Group is expected 
to start commercial operations at the 1.34m tonnes 
per annum Mundra LPG terminal in the first half of 
this year.

The refrigerated terminal will have storage facilities 
for 25,000 tonnes each of propane and butane and 
will be capable of handling very large gas carriers. 
There are plans to connect Mundra LPG terminal to 
Kandla through a 90km pipeline, expected to be 
operational by 2021.

Energy Infrastructure (India) Ltd (EIL), a subsidiary 
of the Netherlands-based Energy Infrastructure 
Butano (Asia), plans to set up a 800,000 tonnes per 
annum import terminal at Okha in Gujrat, which the 
company plans to complete by 2021.

West Coast Liquid Terminal, a joint venture between 
Shapoorji Pallonji Group and Vopak India, plans to 
build a 5m tonnes a year LPG import facility at 
Chhara-Sarkhadi near Junagadh. However, timeline 
for its completion is not known at present.

Although India has pipeline infrastructure to move 
refined petroleum products from the west coast to 
the northern region, it does not have enough 
infrastructure in place to move LPG. Due to the 
proximity to Middle Eastern countries, the west 
coast of India has natural advantage over the east 
coast for importing LPG cargoes.
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But it only takes a cursory glance through the pages 
of Lloyd’s List to realise that there are still issues 
that need to be resolved. Cases of seafarer 
abandonment are still all too frequent, for example. 
When a tramp ship owner finds himself in a little 
financial difficulty, paying off a crew at the end of a 
voyage comes a long way down his list of concerns.

According to the preamble of the Geneva 
Declaration of Human Rights at Sea, which was 
published yesterday, the global maritime population 
now amounts to some 40m-50m men, women and 
children living on or from the sea.

The vast majority of these are involved in fishing, 
living in coastal communities and earning their 
living from the sea. But it also involves commercial 
fishing, shipping, and the offshore and tourism 
sectors.

The sheer number of people working at sea in some 
form or other raises the issue of the protection of 
their basic rights. And the declaration states that 
there is a significant and growing body of evidence 
demonstrating systematic abuse of human rights in 
the maritime environment.

This can include fishermen and women held in virtual 
slavery on vessels working thousands of miles from 
where they were recruited; seafarers abandoned by 
unscrupulous owners, leaving them without pay or 
repatriation; victims of sexual abuse on cruiseships 
operating under flags of states without the means to 
enforce compliance with human rights; and even 
legitimately employed seafarers lacking basic human 
or employment rights.

Few in shipping like to admit it, but this is an 
industry with a shady reputation. Ownership is 
obscured, often to avoid legitimate taxation, through 
shelf companies in ‘convenient’ jurisdictions that 
bear no relation to the owner’s location, nationality 
or operations. Ships can be registered, for 
convenience, under flags that do little to enforce 
regulations or rights.

Human Rights at Sea, the charity behind the Geneva 
Declaration, wants to shine light on the issue of 
human rights at sea and points out that human 
rights are universal.

It is a sad reflection of shipping as an industry that 
this needs to be pointed out.

The Interview: Khalid Hashim
KHALID Hashim is a man with a strong belief in the 
immutable logic of numbers but at the same time 
has a firm grasp of reality.

So, with reasoning based on a combination of logic 
and actual real-world data, the managing director of 
Precious Shipping sees the upcoming IMO 2020 
sulphur cap regulations not as a cause for concern, 
but rather as an opportunity to restore balance to 
the market.

The first concern he throws out of the window is that 
compliant fuel will be much more expensive than 
non and that there will be a huge price differential 
between high and low-sulphur fuel.

He relates the example of how Precious Shipping’s 
vessels have taken on bunker in Argentina that is 
sold as normal high-sulphur fuel, albeit at a slightly 
higher price compared to Singapore, but which tests 
showed to contain just 0.2% sulphur.

This has been found to be the case in South 
American ports such as Brazil and Argentina where 
the refineries have access to low viscosity, lower 
sulphur raw products commonly called sweet, light 
crudes, he adds.

He describes predictions of a $200 premium for 
low-sulphur fuel oil as “rubbish,” with a $30 to $70 
premium being much more likely.

“The more I see what is happening in real life in 
Argentina and Brazil I feel straight run, low-sulphur 
fuel oil will be available in as much quantity as you 
need it in almost every country in the world,” he 
said.

While many in the industry are worried, Mr Hashim 
sees reason for optimism ahead. In fact, the sulphur 
cap regulations could potentially yield a bonus for 
the industry.

This will come from one factor, or a combination of 
three, which should all lead to improvements on the 
supply side or what he refers to as a “supply side 
dividend”.

The biggest impetus will come from a potential spike 
in ships being scrapped.

Excitedly rolling off figures, Mr Hashim noted that 
when specifically looking at the smaller geared 
vessels segment in which Precious Shipping 
operates, there is some 14.6m dwt of vessels that 
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will be 20, 25 or 30 years old over the eight-quarter 
period from the first quarter of 2019 until the fourth 
quarter of 2020.

These specific vessel ages were identified because 
they are the points at which expensive special 
surveys need to be conducted.

The vessels will either need to be retrofitted with 
scrubbers — a process which will incur high capital 
costs as well as high running costs — or they will 
struggle to burn the newer low-sulphur fuels in their 
old engines, which could also make them more 
susceptible to breakdowns. Combined with the costs 
of retrofitting a Ballast Water Treatment System, 
something which will be due as part of the special 
surveys, this might be enough to see them sent to 
the scrapyard.

Further noting that by the end of 2020 there will 
be 78m dwt of vessels that are over 20 years old, 
Mr Hashim said: “It is inconceivable to anybody 
that such old ships would be able to operate 
in the regulatory environment that we have 
today.”

Noting that a supply and demand balance was 
almost reached during 2016, 2017 and 2018, he says 
this has been thrown out of whack because 
scrapping slowed down after rates recovered and 
supply grew faster than demand.

He also pointed out that while in the worst days of 

the first quarter of 2016 backhaul rates never went 
down to zero, they have now done so.

“This tells me that the pain is far more severe than it 
was in 2016 when we scrapped almost 15m tonnes of 
vessels in just the first quarter alone,” Mr Hashim 
said.

Another positive factor for the supply side will be the 
estimated 1.5% to 2% reduction in overall dry bulk 
fleet supply during 2019 and 2020 from ships going 
into drydocks for scrubber installations.

Finally, even in the event that the price differential 
between high and low-sulphur fuel oil turns out to 
be as high as feared, this could be a positive factor 
as it will result in ships that are burning the more 
expensive fuel operating at more economical slower 
speeds — which would in turn also reduce supply.

Combined with the other effects associated with the 
effect of IMO 2020 this might be enough to cause 
some sort of a freight rate spike, he said, although 
how high this spike will be or how long it will last is 
less certain.

“We will get what is known as a supply-side 
dividend,” he said. “That should make up for the 
problems we are facing now. Am I worried about 
this? I don’t think so, I don’t think it will be 
something that will break the market. The market 
will adjust, the question is how fast the adjustment 
will take place.”

OPINION

Why the Jones Act is still crazy 
after all these years
JUST suppose the US Maritime Administration 
removed the Jones Act and allowed foreign state-
sponsored shipping companies to operate in US 
waters, what would happen if there were a conflict? 
asks Richard Clayton.

Deputy maritime administrator Richard 
Balzano’s question underpins everything at 
CMA Shipping 2019. In his own presentation on 
how American shipowners can squeeze out a 
profitable business, Vincent Solarino, president 
and chief executive of the American P&I Club, 
stated that the Jones Act is effectively “the 
framework within which all maritime business is 
conducted”.

The Merchant Marine Act of 1920 was signed into law 
a year short of a century ago to encourage greater 
commercial use of US shipping. It restricts domestic 
shipping services to vessels that are assembled 
entirely in the US, with all major components of hull 
and superstructure fabricated domestically; flagged 
in the US; with at least 75% of the crew being US 
citizens; and at least 75% in US ownership. The Act is 
deeply embedded in American society.

But the origins of the Jones Act go back to the Civil 
War of 1861-65 and the decline of the US merchant 
fleet, as ships were flagged out to mitigate the risk of 
capture by foreign interests as prizes. When 
industrialising Europeans developed iron-hulled 

Lloyd’s List | Daily Briefing Monday 8th April



Page 5

ships, the high cost of domestically built vessels 
meant they were uncompetitive.

The number of Jones Act ocean-going ships has 
halved since 2000 to just 99, of which only 78 are 
militarily useful. Since 1980, said Mr Balzano, the 
US tanker fleet has gone from 287 vessels to 64, only 
six of which are operating internationally, and only 
two in the strategically significant Maritime Security 
Program.

This programme involves Marad paying foreign 
shipping companies to fly the US flag, employ US 
seafarers, and be ready at short notice to serve a US 
need. That fleet includes 24 gearless containerships, 
10 geared containerships, and 18 ro-ros. With only 
two tankers, the deputy administrator accepted this 
sector is “a big vulnerability to us”.

Mr Solarino’s research revealed that today there are 
only seven active shipbuilding yards in the US 
capable of constructing vessels over 150 m, of which 
four are dedicated to the US Navy. The others are 
mostly building barges for inland waterways 
business. This makes it very expensive to build

Jones Act ships. As long ago as 2010, daily operating 
costs were three times that of a foreign-flagged vessel.

Part of Marad’s responsibility is oversight of US 
maritime academies at King’s Point and in Maine, 
Massachusetts, Michigan, New York, Texas, and 
California. They train students to a high level, but 
with such a small fleet of ships to be crewed, and no 
chance of competing in the open market, the future 
of all these academies must be under scrutiny.

There are benefits of a Jones Act fleet, continued Mr 
Solarino. Without the Jones Act, “foreign ships and 
mariners would take over critical US maritime 
infrastructure”, and the US Navy would need to 

spend billions of dollars on new sealift vessels, 
which it would be hard-pressed to crew.

This has been underscored by Rear Admiral 
Christopher McMahon, who said that the ability of a 
nation to project military power is completely 
dependent on transportation and logistics systems 
“which, in the case of the United States, means 
availability of substantial commercial marine 
transportation”.

Even so, the Jones Act has had its detractors. The 
late Senator John McCain tried on four occasions to 
eliminate or pare back the legislation — in 2010, 
2015, 2016, and 2017 — describing it as an 
“antiquated law” that hinders free trade and raises 
prices for American consumers.

To add salt to the wound, sanctions on Cuba over 60 
years have removed the potential for trade with a 
regional economy that would have benefited Jones 
Act ships.

But Marad is standing firm, batting away requests 
from five New England state governors in August 
2018 for a Jones Act waiver to assure LNG energy 
supplies to the region, and from the governor of 
Puerto Rico in December 2018 for a blanket LNG 
waiver request. “Such waivers hurt our nation,” Mr 
Balzano explained.

The unquestioned defence of the Jones Act by 
Marad’s deputy administrator and the chief 
executive of the American P&I Club, by the heads of 
maritime colleges and shipping leaders at CMA 
Shipping 2019, is at odds with speakers advocating 
future fuels, digital disruption, and autonomous 
vessels. To base investment in a modern merchant 
fleet over the next decade on the fears and anxieties 
of the mid-19th century is unrealistic. The US 
merchant marine is out of step and falling behind.

MARINE fuels are only a small part of the overall 
mix for oil majors, but ExxonMobil has a long-term 
commitment to the niche and is aiming for 
unspecified “significant” market share in ports it 
serves, according to its marine fuels venture manager.

Mr Volta spoke to Lloyd’s List earlier this week, 
when it was announced that ExxonMobil is spending 
billions of dollars — the exact amount again 
unspecified — on expanding its existing refinery in 
Singapore.

ANALYSIS

Marine fuels: Small but significant 
for oil majors
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Among other things, this will mean the production of 
an additional 48,000 barrels per day of distillates by 
2023, which is good news for owners planning to use 
low-sulphur fuel oil when the International Maritime 
Organization sulphur cap kicks in next year.

Both 0.5% and 0.1% LSFO, as well as traditional 
residual fuels, will be available from ExxonMobil in 
Singapore from the third quarter of this year, he 
confirmed.

However, the move is not being undertaken solely 
for shipping’s benefit. As Mr Volta himself admits, 
marine fuels are just 8% of the overall transport 
fuels market, behind aviation on 10%-11%, with the 
rest split almost evenly between heavy duty vehicles 
and light duty vehicles.

Nor is processing more distillates the only aim of the 
project; much of the money will boost output of 
lubes and base stocks.

Despite such commercial realities, Mr Volta insisted 
his company viewed marine fuels as a long-term 
proposition and had spent significant sums on both 
manufacturing capability and product development.

“It is a key dimension of how we think about the 
transportation industry and it is a key dimension of 
how we think about satisfying the need for energy 
that the transportation industry has,” he said.

“It is a tangible contributor to the bottom line of the 
corporation, our downstream organisation and our 
newly created Fuels and Lubricants Company.”

Bunker supply is a highly fragmented sector, he 
pointed out. While ExxonMobil is in the top five 
suppliers in Singapore, there are at least 60 
companies with the licence required to ply the trade 
in the city-state.

It is also prominent in several other ports worldwide 
and will be rolling out sulphur cap-compliant 
marine fuel in a number of key geographies, 
including the Amsterdam-Rotterdam-Antwerp 
range, Marseilles Fos and Hong Kong.

But even so, there are notable blank spots in its 
coverage, including the US Gulf, where high 

conversion refineries tend to produce what is 
known in industry jargon as ‘mogas’ — petrol or 
gasoline to the rest of us. There is no shipping offer 
at present, so customers must be served indirectly, 
via resellers.

Given factors such as those just outlined, Mr Volta 
believes that it is inappropriate to think in terms of 
global market share goals. “There’s no such thing 
as number X or number Y,” he added, and 
ExxonMobil is rather seeking to maintain a 
“tangible presence in key markets around the 
world”.

Given that many shipowners bunker at more than 
one port, it is important that 0.5% sulphur fuels are 
compatible wherever they are loaded, he added.

“This is not a given; we have spent a lot, in terms of 
formulation and development of these products, to 
provide our customers with the peace of mind of 
compatibility across ports.

“No one else, as far as I can see from publicly 
available information, has made any comment 
whatsoever regarding compatibility of their fuels.”

There will be ongoing demand for traditional 
bunkers from the 2,000 to 3,000 vessels — among a 
global deepsea fleet of 55,000 — that have opted to 
comply with IMO stipulations.

That is less than 5% of ships, although many of them 
have high consumption, so that will probably work 
out to something less than 10% in terms of total 
bunker demand.

Looking forward, ExxonMobil predicted that the 
size of the marine energy market will grow from 5m 
bpd now to 8m bpd by 2040.

Quality — whether in terms of stability, 
compatibility, cat fines, viscosity, or combustion, or 
the cold flow properties of distillates — will rise in 
importance, Mr Volta believes.

ExxonMobil will meet the challenge by only selling 
fuels that comply with ISO 8217/2017, with stringent 
quality stipulations to provide protection for 
shipowners.

UAE at crossroads for shipowners and class
THE United Arab Emirates is keen to showcase its 
growing significance in the maritime world. But 
external finance and government engagement may 

be needed to help propel the country’s shipowners 
and nascent classification society.
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A central trading hub in the Middle East, the UAE 
needs knowledgeable foreign financiers to develop a 
meaningful shipowning industry, according to one 
of the country’s leading private owners.

UAE shipowner’s association vice-president Tahir 
Lakhani, who also owns and chairs the Dubai 
Trading Agency, explained that there is major 
shortfall in UAE shipowners as local finance sources 
are not keen on funding the sector.

“[UAE] institutions have to become more proactive 
in looking into this business,” he told journalist in 
Dubai this week.

Shortcomings in the UAE maritime finance sector 
are not because of a shortage in funds within the 
banks, he suggested, but due a gap in understanding 
of how the shipping industry works.

Mr Lakhani argues that having worked with hedge 
funds and north European banks he believes their 
understanding and their knowledge of maritime is 
superior than that of their counterparts in the UAE 
region.

Those more seasoned players could be the ones to fill 
in the gaps.

“Once the bigger investors and knowledgeable 
people come in, interactions will start and maybe 
they can partner with institutions here,” he told 
journalists, while inviting these same companies to 
set up shop in the UAE.

Dubai Navigation Group chief executive Lars Juul 
Jorgensen said that the UAE-based firm has not 
drawn money from the UAE sources despite efforts 
in the past.

“We tried to get funding, but they were not really 
interested in us. The few banks that were interested, 
their loan terms were too unfavourable and required 
too long a period for processing loan agreements,” 
he told Lloyd’s List.

DNG, which owns three bulkers, three tankers and 
two feederships, relies on European, Asian and US 
funding and seeks competitive debt finance and 
would consider financial leasing structures as well.

“Most banks in UAE got caught when the offshore 
and tanker markets dropped in this region, as they 
were overexposed to this region and these two 
segments and had no way to balance their position 
as they did not have ships in the portfolio trading 

outside this region and not exposure in sectors like 
bulkers and containers,” he said.

Nonetheless, Mr Lakhani anticipates that the 
government will facilitate opportunities for 
international shipping businesses as it is interested 
in attracting foreign investment into the country.

“The government is very positive on this. But 
obviously it takes a little bit of time,” he said.

Immobility does not fit the country’s wider track 
record and trajectory. The UAE has developed a 
formidable maritime sector during the past few 
years particularly founded on services and logistics.

Jebel Ali is among the world’s 10 largest container 
ship ports, while Abu Dhabi has its eyes set on 
becoming a transhipment hub and Saqr port in Ras 
Al Khaimah is one of the biggest dry cargo ports in 
the Middle East.

The country is also keen to extend its diplomatic and 
political reach internationally, having already 
climbed the ranks within the International Maritime 
Organization’s 40-country council in 2017.

IMO Council membership or ascension within the 
council do not yield any explicit benefits. But it is an 
indication of growing clout on the international 
stage and arguably a reflection of the country’s 
increasing commercial significance.

International outreach may bear fruit in the future, 
but the UAE government will also have to look closer 
to home to address the prosperity of one of its own 
maritime businesses.

Tasneef, the UAE’s state-owned classification society 
that was founded just over six years ago, currently 
classes 105 vessels, the vast majority of which are 
UAE-flagged.

While the classification society is fully recognised by 
seven flags states, including Panama, Tasneef chief 
executive Saeed Al Maskari is keen on cementing the 
company’s primacy within the UAE before 
embarking on an outward expansion, a goal 
reserved for the firm’s long-term strategy.

“Tasneef’s vision is that we have to slow down from 
going to invest outside, unless you have a really good 
reason. A good reason is to have good tonnage inside 
the country, so you can go outside and be strong and 
be really respected in the market,” he said during a 
meeting with journalists in Abu Dhabi.
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“Opening offices around the world is our ambition 
and it will be done in the long term”.

But the short-term path to growth is not exactly laid 
out. As a government outfit, much of Tasneef’s policy 
will be set by the government itself.

Mr Al Maksri said he plans to meet with the UAE’s 
Federal Transport Authority for Land and Maritime 
soon to discern exactly what that state policy is.

“Our aim is to sit down with the FTA and find [out] 
what they want. Regardless of what our ambition is 
we cannot move faster or slower without having the 
FTA’s direction,” he said.

Tasneef head of operations Raafat Khalifa said the 
company wants the UAE to introduce a cabotage, 
whereby ships operating within 12 nautical miles of 

the UAE must be classed by Tasneef, following the 
same procedure as other countries.

And while he acknowledged that allowing for dual 
classification is up to the FTA’s discretion, he said 
they are hoping it would be a single classification.

In the long term, Tasneef also aspires to become a 
member of the International Association of 
Classification Societies in 2030, according to Mr 
Khalifa.

But IACS membership in about a decade could 
complicate Tasneef’s international inspirations.

Mr Lakhani explained that underwriters and 
protection and indemnity clubs prefer taking on 
IACS-classed ships, a reality that could hinder 
taking on Tasneef.

The box sector prescription: First, do no harm
WITHIN the container shipping industry, there is a 
growing degree of acceptance of terms such as the 
‘S-curve’ and references to container shipping as a 
‘mature’ industry.

In its latest quarterly report, Maritime Strategies 
International notes that a consensus is emerging: 
the industry must accept that it faces a future of 
unspectacular growth in demand, and consequently 
that achieving consistent profitability requires 
carefully thought out business models and how best 
to employ capital.

For liner companies, this will involve a combination 
of four possible elements: achieving higher per-teu 
revenues per teu, achieving greater market share, 
lowering costs, or adding supplementary income 
from related businesses (such as terminals or freight 
forwarding). While each element can (within limits) 
be complementary to the others, there will be trade-
offs given limited financial and organisational 
resources.

How a shrinking number of liner companies 
manages these trade-offs is of nearly singular 
importance to the industry’s fortunes and provides a 
more meaningful definition of the ‘supply-side’ than 
simply how many and what size of vessels exit and 
enter the fleet. One decade ago the role of speculative 
investment was also a powerful driver of industry 
boom and bust, but with this money now largely 

gone nearly all meaningful supply-side decisions are 
taken by liner companies or not taken at all.

So, how will liner companies choose among their 
options? The first great difficulty of the industry is 
that in such a commoditised industry and one where 
freight costs are such a small proportion of the final 
value of goods, the price inelasticity of demand for 
freight means that lowering prices will have a 
limited impact on the number of people who choose 
to ship goods using containers.

The second difficulty is that because of the high levels 
of competition on many trade lanes and relatively low 
barriers to entry on the rest, there is no obvious or 
sustainable way for an individual carrier to increase 
dollar per teu revenues (while the end of the 
conference system prevented carriers from co-
operating to raise rates, one way to square this circle).

With higher freight rates therefore off the table – at 
least for reasons liner companies can control — this 
has traditionally left liner companies with the 
options of greater market share or lower costs. 
Building ever-larger vessels permits lower slot costs, 
which allow liners to either earn an improved 
margin on their existing business or, more 
frequently, to lower rates and grab market share 
from others. In other cases, liners have simply 
undercut their competitors without a preceding 
reduction in costs.

MARKETS
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The industry is stuck with a market structure that 
incentivises destructive strategies and this perverse 
set of incentives is not going to go away given 
existing antitrust regulations and a large enough 
number of big players.

What does feel different — and it may well prove 
ephemeral — is that liners are approaching the 
pursuit of higher market share and lower costs from 
a different direction. Savings and improved service 
offerings (and perhaps greater market share) can 
come through improved integration between 
business units and by modernising systems.

If importers really are placing greater emphasis on 
timely delivery and shorter lead-times relative to 
price, then this does give liner companies a wider 
range of options and sources of differentiation. We 
are sceptical of claims that shippers will ever really 
pay more for better service, but any time and 
money that liner companies devote to competing 

along this axis is time and money not being spent 
on lowering slot costs via upsizing or undercutting 
one another.

Beyond greater emphasis on all things digital and 
customer-oriented, there is also a sense that liner 
companies are exercising restraint under the belief 
that other companies face similar incentives and will 
also refrain from over-ordering or under-pricing. 
This may prove short-lived but every quarter this 
continues, the more the industry can unwind the 
damage of the past decade.

Our thesis, essentially, is that the major liner 
companies will stick with this approach and their 
current strategy for the time being. A new round of 
ruinous over-ordering will arrive in the future – the 
next time may well be an effort to gain early-mover 
advantage from new propulsion technologies – but 
for now ‘do no harm’ is the appropriate strategy and 
a source of much-needed respite.

GLOBAL containerised trade during February fell 
nearly 8% compared with last year, as an early 
Chinese New Year weighed on monthly figures.

The latest numbers published by Container Trades 
Statistics show that container lines moved 11.5m teu 
in February, down 7.7% on the corresponding month 
in 2018.

With the Chinese holidays — signalling a nationwide 
shutdown of factory production as workers returned 
home to celebrate the festivities — falling at the start 
of the month, the cargo slowdown was expected. 
Indeed, the pre-holiday rush fell in January, which 
saw its highest traffic volumes on record of 14.1m teu.

A better snapshot of market performance will 
become more apparent when CTS publishes figures 
for March, which will largely discount for cargo 
fluctuations either side of the Chinese New Year.

Global volumes of 25.7m teu through the first two 
months of 2019 were down 2.1% against last year, 
according to CTS.

On the transpacific trade, carriers moved just shy of 
1.1m teu, representing a 16.1% decline on 2018.

The traditional weakening of volumes post-Chinese 
New Year, however, was compounded by 

Lloyd’s List | Daily Briefing Monday 8th April

frontloading in the latter stages of last year ahead of 
proposed tariffs on Chinese goods entering the US 
from the start of 2019.

This factor also led to a significant softening of rates 
through January and February with US inventories 
already well stocked.

Asia-Europe volumes dropped 14.7% in February 
versus last year’s total to slightly over 1m teu, 
following a 10.8% spike in January during the 
typical pre-Chinese New Year rush, when volumes 
were counted at more than 1.2m teu.

Total figures for 2019 come the end of February were 
down 0.7% on 2018 for Asia-Europe routes, 
highlighting why carriers on the key east-west artery 
struggled to lift rates in the early stages of the year 
even with substantial cuts to capacity.

Brighter news for carriers came from the 
transatlantic trade, where Europe - North America 
volumes in February climbed 12.4% on January and 
9% over last year to nearly 408,000 teu, a trend CTS 
attributed most likely to the favourable rate of 
exchange.

However, this was still not enough to lift spot rates 
on the trade, which have been held back by the 
arrival of larger ships and with more capacity.

Global box traffic knocked by China’s holidays
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World boxship fleet update: Holding steady
GROWTH in the world containership fleet took a 
breather in March, with only 14,000 teu of capacity 
added during the month as deletions took a chunk 
out of the new vessels added.

By the end of the month, the number of boxships 
recorded by Lloyd’s List Intelligence had fallen by 
one to 5,214 vessels, comprising 21.9m teu.

Deliveries were subdued, with only one ultra large 
containership, the 20,150 teu Ever Gentle, which 
was delivered on long-term charter to Evergreen by 
Shoei Kisen Kaisha, the ship financing arm of the 
Japan’s Imabari yard.

But orders continue apace, with Lloyd’s List 
Intelligence recording another 1.2m teu of capacity 
on order for this year alone. While some of those 
orders will no doubt be pushed back into next year, 
demolitions will need to pick up significantly if the 
fleet is not move too far above its current levels.

During March, French carrier CMA CGM signed a 
deal with state-owned Chinese yard China State 
Shipbuilding Corp in a ceremony to coincide with 
Chinese president Xi Jinping’s state visit to France.

The line is adding 10 newbuildings of 15,000 teu to 
its fleet that it says will be used to replace older 
tonnage on the Asia-Mediterranean trade.

CMA CGM, which has pioneered the use of LNG as a 
low-sulphur alternative to heavy fuel oil, will power 
five of the new ships with LNG, while the remainder 
will have hybrid scrubbers fitted.

Elsewhere, analysts at Maritime Strategies 
International expect around 415,000 teu of 
deliveries in the next six months.

“On paper, Cosco is due to receive 160,000 teu of 
new tonnage in the second quarter,” MSI said. “Of 
these nine vessels, however, six have seen their 
scheduled delivery dates delayed, including three 
vessels delayed by nine months so far. Further 
slippage is likely.”

MSI is also expecting around 160,000 teu of 
scrapping, although the recent time charter market 
stabilisation could reduce this.

“On the newbuilding contracting front, the next 
likely major order appears set to be from Cosco, 

which is apparently in consultation with Chinese 
yards over a series of 21,000 teu newbuildings,” MSI 
said.

In an article written for Lloyd’s List, MSI analyst 
Daniel Richards recommends that carriers focus on 
improving services rather than returning to the 
yards in an effort to improve profitability, but warns 
that a “new round of ruinous over-ordering will 
arrive in the future”.

Meanwhile, at the smaller end of the market, brokers 
reported that activity has picked up for feeder 
newbuildings, with Nissen Kaiun placing orders for 
four 800 teu vessels at Shikoku shipyard for delivery 
in early 2020.

In South Korea, Namsung Shipping and Pan 
Continental Shipping are reported to have ordered 
one scrubber-fitted 1,000 teu ship each at Daesun 
Shipyard.

Orders have been placed at Hyundai Mipo for three 
2,500 teu vessels on behalf of KMTC.

“We still see interest in feeder container vessels at 
various Asian shipyards and expect to see further 
projects materialise in the coming weeks,” the 
broker said.

Lloyd’s List Intelligence reported 490,000 teu 
unemployed at the end of March, which represents 
2.2% of the total fleet.

As carriers prepare to launch new services for the 
summer season, idle numbers are falling, according 
to Alphaliner.

Strong trading in the intra-Asia market had reduced 
the idle fleet in the 500 teu-3,000 teu range from 
149 units at the start of the year to just 103 by 
March, Alphaliner said.

The classic panamax segment was also enjoying a 
respite from their recent woes, with the number of 
idle units of 3,000-5,100 teu also dropping from 61 
to 45 over the last month.

“The larger sizes of over 5,100 teu are also seeing a 
gradual recovery in demand, and a reduction in the 
number of blank sailings on long haul routes helped 
push down the total count of idle ships to 39 units,” 
Alphaliner noted. “Demand will receive a further 
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boost in the coming weeks, as the three main east-
west alliances roll out their new service networks 
from April 1.”

These would include the addition of one new high-
capacity Asia-North Europe string, and the 
lengthening of the rotations of several Asia-Europe 

and Mediterranean strings will also create demand 
for extra ships.

“Several owners have also started their scrubber 
retrofit projects, with more to come over the coming 
months, which will result in a temporary 
requirement for substitute tonnage,” Alphaliner said.

IN OTHER NEWS
Djibouti ordered to pay DP World 
$385m in compensation
THE London Court of 
International Arbitration has 
ordered Djibouti to pay $385m in 
damages plus interest to DP 
World for breaching the 
concession of its Doraleh 
Container Terminal venture in the 
East African country.

DP World was ousted from the 
terminal in February last year 
despite agreeing a 30-year 
concession for exclusivity over 
container operations at the port 
in 2006.

The move was deemed illegal by 
the Dubai-based operator, but 
necessary by the government of 
Djibouti, which cited “poor 
performance” of the facility that 
it said conflicted with contractual 
terms.

Flex LNG applies for direct listing in 
the US
FLEX LNG has applied for a direct 
US listing following the 
publication of its annual report.

The company, part of John 
Fredriksen’s Seatankers group, 
said in a statement that “it has 
confidentially submitted a draft 
registration statement” to the US 
Securities and Exchange 
Commission relating to the 
proposed listing of its ordinary 
shares on the New York Stock 
Exchange.

“No new securities will be issued 
in connection with the listing,” it 
said, adding that it is expected to 

launch after the SEC completes 
its review process.

Aegean Marine re-emerges as 
Minerva Bunkering
FUELS supplier Aegean Marine 
Petroleum Network has emerged 
from its Chapter 11 
reorganisation as Minerva 
Bunkering, a fully owned 
subsidiary of privately held 
commodity trader Mercuria 
Energy Group.

The bunker provider filed for 
protection from creditors in 
November after discovering a 
$300m hole in its books. A 
$681m purchase bid from 
Mercuria staved off rival offers 
and ultimately gained support 
from the company’s creditors.

The completion of the 
reorganisation process restores a 
key global fuel provider to the 
market with a significantly 
reduced debt.

Teekay secures finance for four 
shuttle tanker newbuildings
TEEKAY Offshore Partners has 
secured a new long-term debt 
facility that will be used to 
finance four shuttle tanker 
newbuildings.

The $414m facility, which is 
funded and guaranteed by 
Canadian and Norwegian 
export credit agencies as well 
as commercial banks, is for the 
four new suezmax DP2 vessels 
fueled by liquefied natural 
gas, Teekay said in a 
statement.

On delivery in 2019 and 2020, two 
of the vessels will start 
operations under an agreement 
with Norway’s energy major 
Equinor, while the other two 
vessels will join the contract of 
affreightment portfolio in the 
North Sea, Teekay said. The new 
facility has a Libor plus 2.25% 
interest rate with a tenor for up to 
12 years from the delivery date of 
each vessel and a blended profile 
of 18 years.

Northwest Seaport Alliance approves 
development of new container 
terminal
THE Northwest Seaport Alliance, 
comprising the ports of Seattle 
and Tacoma, has agreed to 
advance the Terminal 5 
Modernisation Programme, in an 
effort to turn a currently disused 
space into a competitive 
container terminal.

The ports will spend $340m for 
phase one of the redevelopment of 
Terminal 5, while Seattle Terminals 
— a joint venture of Stevedoring 
Services of America Terminals and 
Terminal International Ltd — will 
sign a 32-year lease to operate the 
terminal.

Port officials said that the deal, 
including future phase two 
commitment, represents 
approximately $500m in private 
and public investment in the 
region’s economy.

Port of Oakland announces 
changeover to green cranes
THE Port of Oakland said its 
largest marine terminal is 
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converting 13 diesel-powered 
rubber-tyred gantry cranes to 
hybrid power, with an expected 
reduction of 45 tonnes per 
year in diesel-related air 
pollutants.

The port said the first hybrid 
crane began service on March 5 
at Oakland International 
Container Terminal, and that the 
rest of the terminal’s retrofitted 
fleet will come online by next 
year.

Each rubber-tyred gantry crane is 
being equipped with batteries 
and new, smaller diesel backup 
engines.

Royal Vopak poised to sell Algeciras, 
Amsterdam and Hamburg tank farms
ROYAL Vopak has reached 
agreement on the sale of its oil 
product storage terminals in 
Algeciras, Amsterdam and 
Hamburg to US asset manager 
First State Investments, with the 
deal set to close in the second 
half of 2019.

The total agreed transaction 
value of the terminals is €723m 
($812m), including a contingent 
consideration of €15m, which is 
subject to certain revenue 
conditions. The terminals have a 
collective capacity of 2,288,000 
cu m.

Vopak chief executive Eelco 
Hoekstra said the company now 
intended to focus on 
strengthening its position in the 
industrial clusters of Rotterdam 
and Antwerp.
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