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Daily Briefing
Leading maritime commerce since 1734

Thursday May 16, 2019

How to decarbonise shipping

FOR AN INDUSTRY built on burning fossil fuels, the International 
Maritime Organization’s target to “at least” halve CO2 emissions by 
2050 looks ambitious, to say the least.

If growth in seaborne trade continues at the current conservative rate 
of 3.2% per year, we can expect to see 32bn tonnes of cargo being 
shipped annually by 2050, producing 3,000m tonnes of CO2 in the 
process.

To hit the IMO’s CO2 target, shipping should be producing less than 
470m tonnes by that point.

Given that ship fuel consumption has barely improved in the past 20 
years as conventional approaches to efficiency effectively stagnated, the 
urgency of the research and development challenge that requires viable 
zero-carbon ships on the water in the next 10 years is finally leading 
the industry agenda at every level.

However, the generational engineering challenge to eliminate fossil 
fuels from vessels that still have an average lifecycle of 20 years on the 
water is only part of the required revolution, which is less a shipping 
problem and more a wholesale global supply chain reinvention.

In many respects, the current focus on future fuels is getting ahead of 
the more fundamental questions.

What is called for is a systematic reorganisation of global trade; a shift 
in ship size; a slowdown in vessel speed; rapid replacement of diesel 
engines with electric and hydrogen alternatives; a global acceptance of 
factoring in carbon pricing to global trade; a new approach to 
performance management; and a wholesale rethink of organisational 
structures across the supply chain.
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And that is just the tangible changes to industry 
operations. The political compromises required to 
achieve those goals imply a paradigm shift of 
multilateralism that even the most ardent supporter 
of the United Nations would have to concede looks 
optimistic from where we are in 2019.

Yet if we tactically sidestep the obvious political 
hurdles for now in favour of setting out a pragmatic 
roadmap of what could be done and leave the 
regulators to grapple with the thorny issue of how to 
make it work, what does a decarbonisation plan look 
like for shipping?

The logical place to start is with the things we 
control. Whether we chose to control them is 
another matter.

The maritime economist Martin Stopford argues 
there are four basic steps required to make the 
IMO’s vision a reality and the most effective starting 
point is simply to reduce seaborne trade.

The scenario planning used by the IMO calculates 
the projected carbon emissions based on an 
assumed 3.2% annual growth in trade. However, if 
you could reduce that figure to 2.2%, then you have 
instantly removed 1bn tonnes of carbon emissions 
(38%) from the target.

The prospect of slashing an already conservative 
trade growth figure will likely be considered 
heretical talk by some owners already concerned 
about recent successive downward revisions in 
world trade projections.

Yet anyone left suffering under the delusion that this 
article was somehow going to offer easy solution 
should probably stop reading now. A spoiler alert 
here: the response to climate change is going to 
require a wholesale revision of expectations when it 
comes to both volume and trade lanes.

Besides, it is fair to say that not all cargo is adding 
much value to the overall supply chain and a 
sustained 2.2% growth figure allows for the 6bn 
non-OECD population to grow wealthy and access 
the services they need, while still addressing the 
low-hanging fruit of unnecessarily long-distance 
trades.

Shipping is cheap. Too cheap for the climate 
economists currently advocating mechanisms to 
price carbon into the supply chain. So low freights 
rates could be unsustainable in the long term, both 
in business and environmental terms.

Between 1930 and 2000, average ocean freight and 
port charges fell by two-thirds in real terms and that 
has effectively supported globalised trade growth 
over the past century, much of it longhaul.

However, when you factor in carbon pricing to the 
equation, much of the longhaul trades that make 
sense economically to an importer today will likely 
require a revision.

To put it in economic terms, many of today’s trades 
are quite price-elastic if you put the implicit carbon 
price up and importers could be encouraged to opt 
for more localised cargo in many cases.

That, of course, is a massive oversimplification of the 
project. Sidestepping for a moment the political hot 
potato of using market-based measures — be it an 
emissions trading scheme or bunker levy — to 
effectively price carbon into global trade, it is worth 
noting that minimising the distance a product is 
transported does not necessarily minimise its 
overall carbon footprint when measured on a 
lifecycle basis.

The often-quoted example here is the amount of 
CO2 emitted per tonne of lamb supplied to the UK 
market when sourced from New Zealand. Even 
accounting for the 18,000km reefer journey, its 
carbon footprint is 75% lower than domestically 
sourced lamb, thanks to New Zealand’s less 
intensive production with lower inputs of energy.

In fact, according to one 2013 study, around 31% of 
international trade by value ultimately yields a net 
reduction in carbon emissions because production-
related emissions in the exporting country are low 
enough to offset the relatively low transport emissions.

However, while the localisation strategy would need 
to be carefully executed and carbon pricing remains 
politically difficult to execute globally, trade 
reduction still represents the biggest single lever 
that could be pulled in order to reduce greenhouse 
gas emissions if we are exploring the art of the 
possible, rather than the politically popular.

So, by cutting trade growth by a percentage point, 
we have got one-third of the way to our target. The 
next stop on the roadmap is speed.

The prospect of mandatory speed limits presents the 
prospect of prolonged political spats in terms of 
execution, but any decarbonisation roadmap will 
inevitably have to feature a speed reduction at some 
point.
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A simple combination of slowing down to 10 knots, 
using bigger ships, fine-tuning designs and 
retrofitting for safe operation at slow speeds could 
ultimately see another 40% reduction in carbon 
emissions, argues Dr Stopford.

The myriad political and operational arguments 
against such a move require attention, but it is worth 
noting here that there is plenty of historical 
precedent for operating ships, properly designed, at 
10 knots.

The recent memory of 16 knots only became 
acceptable when fuel was cheap. Price carbon into 
the equation and the prospect of knocking another 
1bn tonnes of CO2 off the target via a slowdown 
becomes a more palatable prospect.

Nevertheless, there are considerations here. While a 
mandatory speed reduction across the world fleet is 
gaining traction as a viable emissions reduction 
strategy from many European governments, a 
significant swathe of the industry remains sceptical 
that strategy would deliver the long-term benefits 
aimed for.

Much of the assumptions here are based on speed 
simulations studies, where it is anticipated that 
ships will always drive at a certain speed.

The actual fuel consumption benefits of low speed 
depend on many factors, such as the type and size of 
the ship, the area of operation, weather conditions 
and so on. In reality, the savings could be minimal 
or even negative.

Speed reduction could also lead to a modal shift and 
higher aggregate greenhouse gas emissions in the 
case of time-sensitive cargos, particularly in the 
shortsea segment. Some cargoes may even shift to 
other modes, resulting in further increases to overall 
emissions.

Such criticism, of course, is valid. Yet the bigger 
issue is that if you reduce speed without increasing 
utilisation, you get a nice initial reduction in 
emissions; but assuming trade continues to keep 
growing, you eventually hit the point where you 
need more capacity.

If that implied newbuilding boom hits the water 
with vessels little more efficient than those in 
operation today, then you have effectively lost what 
you have just saved.

If, however, you have invested heavily in research 
and development to support the production of 

hydrogen-electric, ammonia or biofuel-powered 
ships to coincide with the fleet replacement and the 
current generation of low-carbon vessels already 
available are incentivised, then we have a viable 
greenhouse gas reduction to add to our total.

Propulsion systems
However, here is where the roadmap to 2050 
requires a rapid acceleration in technology and a 
real sense of urgency from the industry.

We are not going to be able to replace the entire 
world fleet overnight, so there has to be some steady 
improvement in carbon-reduction emissions, 
otherwise we will get to the point that in 2030, every 
new ship that hits the water has to be zero-carbon.

For those owners and charterers prepared to invest 
hard cash, fuel-efficiency savings are available 
immediately.

By running the vessels on a mixture of LNG and 
recovered volatile organic compounds (VOCs) — the 
gas evaporating from the oil cargo tanks during 
loading — Teekay and Wärtsilä claim their latest 
duel-fuel shuttle tankers have slashed CO2 
equivalents by more than 40%, compared to 
conventional designs. The additional kit, however, 
cost €110m ($120.9m) for the series of four tankers.

Even with such low-carbon tonnage entering the 
fleet, the rapid evolution of zero-carbon propulsion 
systems must be achieved to ensure that all 
deliveries are zero-carbon by 2050.

That requires something of a leap of faith in 
engineering.

Yet imagining electric ships that utilise hydrogen 
fuel cells is not beyond the realms of possibility.

Fuel-cell systems using readily available natural gas 
are being commercially deployed in land-based 
applications globally today.

Developing maritime versions for deployment in the 
mid-2020s is an engineering challenge already being 
worked on by several leading companies. Equally 
exciting pilot projects are pushing the boundaries of 
biofuels.

The history of such fuel paradigm shifts in maritime 
trade, though, does not offer much optimism when it 
comes to easy or swift adoption.

It took years between introducing the first viable 
steam engine to getting one that did not need its 
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whole cargo deadweight to carry the bunkers.

When the diesel engine was introduced, it took years 
for the industry to develop a viable distribution of 
bunker networks and reorient itself to a very 
different system of shipbuilding.

The more immediate issue of LNG-fuelled shipping, 
or the relative lack of it, is perhaps a more telling 
indication of the pace of technology adoption. The 
slower-than-anticipated uptake of LNG-fuelled 
vessels has already downgraded several previously 
optimistic forecasts for other alternative fuels in 
development, including hydrogen, methanol and 
biofuels.

The technology exists already, but this is more than 
simple fine-tuning.

History shows that when significant new 
technologies become available, the transition takes 
time and companies must adapt to managing 
innovation. And alternative fuels are perhaps one of 
the least-complicated aspects of the required 
efficiency enhancements yet to be fully realised 
across shipping.

Final stage
The three-step plan of transporting less cargo, 
slowing down the fleet and developing zero-carbon 
propulsion systems gets us close to the target of 
reducing the projected 3,000m tonnes of CO2 to 
470m tonnes of CO2.

However, there is a crucial final stage to this 
roadmap — and it is perhaps the most difficult.

While the executive evangelists preaching the 
transformational power of technology tell a 
compelling story, the reality is that the average ship 
and shipping company personnel systems have 
changed little over the recent past.

Integrating ship and shore operations via voyage 
management systems, AI and a fully networked 
navigation kit could potentially reduce the industry’s 
carbon output significantly through accumulated 
operational efficiencies.

Yet when the average bulk shipping company has 
just two people shoreside for every ship at sea, the 
challenge becomes clear.

The reality is that shipping just cannot design a 
series of technical solutions and assume that is going 
to be the answer.

The broad-brush strokes of change discussed here 
represent a mindset shift in the way the entire 
industry operates. However, they also present 
problems that that the fundamentally fragmented 
shipping sector will not be able to resolve on its 
own.

In order to make the previous steps effective, the 
industry requires a complete rethink of the 
industry’s organisational and personnel structures. 
Yet it also requires cargo interests to be integrated 
back into the industry’s decision-making processes.

When the oil majors ran the oil transport business, 
productivity of tankers was enormous because they 
controlled the entire supply chain.

However, when they effectively withdrew from the 
oil trades in the wake of the 1980s crises, leaving 
everything to the shipowners, the tanker trades 
became gradually but significantly less efficient.

Granted, today’s competition authorities may wince 
at the suggestion of a complete return to 
monopolistic structures. Yet a lot of what the 
shipping industry needs to do in reducing carbon 
emissions requires the active involvement of the 
cargo owners, and not just in the energy business.

If the sole aim of a cargo owner is to save a few cents 
on the cost of transport, that tends to result in cheap 
and cheerful lowest-cost options and makes it 
difficult for the industry to develop the innovative 
systems required to cut emissions.

It is at this point in the argument that most owners 
will raise their hands in disbelief and ask when has a 
charterer ever paid more for the most modern, best 
designed, most innovative ship, with best quality 
crew?

We have a commoditised industry and a regulatory 
environment that creates disparate solutions and a 
fragmented approach to technology and innovation. 
However, as long as the cargo side of the equation is 
solely interested in minimising the cost of freight 
changing, such perceptions will be difficult.

The prospect of carbon pricing, however politically 
difficult, requires a shift in society’s expectation of 
how much it will cost to transport goods.

Yet at least it brings the charterers back into the 
equations as payers of bunkers in many trades 
— even if we do not know what the price elasticity is 
in such an approach.
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DISCUSSION surrounding the shipping industry’s 
preparedness for the impending sulphur cap has 
focused largely on how owners are facing up to the 
task, but the roll-out of greener fuel alternatives is 
high on the agenda for some ports.

While long established ports serving the major trades 
are moving fast to ensure customers fuel 
requirements are facilitated, there are fears that those 
in the developing world are struggling to keep up.

One area of concern is West Africa, where access to 
low-sulphur fuel will not be readily available to meet 
demand, says Dr Natalie Gupta, an independent 
consultant at Port Consultants.

“The only port authority I’m aware of that is taking a 
proactive approach is the South African Port 
Authority,” she said.

This follows a similar vein to how the region’s ports 
responded to container weight verification 
legislation, or VGM, introduced by the International 
Maritime Organisation, explained Ms Gupta, who 
was speaking on the side-lines of the Global Liner 
Conference in Hamburg, Germany.

“Very few [ports] sought to implement this when it 
was supposed to be effective, and the same applies 
to the sulphur cap as it will not be until the 
regulation kicks in until it becomes a priority,” said 
Dr Gupta. “But unlike VGM, which was just about 
setting up weight bridges, in this case there is a lot 
more infrastructure required.”

She said refinery capacity for one is a major cause 
for concern.

“Investment is coming, although slowly due to the 
political situation in many West African countries,” 
she said.  “The lack of refinery capacity is one of the 
key bottlenecks… but it is not just a matter of 
supplying the product, you need to find a way of 
sourcing the product at a reasonable price. There are 
some hubs in West Africa that provide bunkering 
facilities, but the majority are offshore.”

Dr Gupta explained that with a lack of low-sulphur 
bunkering available to carriers, they will be forced 
to bunker elsewhere.

Juggling networks to cater for the fuel shortage 
could therefore be a potential headache for carriers 

WHAT TO WATCH

West African ports slow on 
the low-sulphur uptake

Perhaps a more effective initial step in shifting 
mindsets across the industry would be to 
standardise the visibility of carbon output at a cargo 
level.The transparency of existing emissions-
monitoring programmes could be utilised to 
introduce genuine transparency of shipping’s carbon 
footprint.

Imagine a situation where everyone from the 
customer to the cargo owner to the master on board 
and the shore-side personnel monitoring and 
adjusting vessel performance remotely could see a 
carbon footprint dashboard. Would that shift 
perceptions overnight? Unlikely.

However, providing a visible means by which 
performance management across the supply chain 
could be monitored offers a good starting point for 
the right decisions to be made at all levels, including 
the cargo owners who are far more accountable to 
public shifts in buying habits.

The reality is that no silver bullet exists here. 
At a regulatory level, clarity in terms of holistic, 
goal-based targets is required immediately, along 
with a workable set of incentives around carbon 
pricing.

At an industry level, immediate, expensive efforts 
in R&D are now a priority and the fuel and 
engineering solutions required will require time to 
evolve and infrastructure to be funded across the 
supply chain.

At a company level, decisions are required almost 
immediately. However, in practice, transforming a 
business involving people, investment and 
knowledge takes decades, even for small 
organisations.

That is a long time to keep stakeholders happy. So, 
managing change is going to be a juggling act for 
everyone.
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operating in the region during the first few years of 
the regulation.

However, Dr Gupta says she has sympathy for ports 
in West Africa, as they operate in a very different 
environment compared to those in the western world.

This she says should be considered in the early 
stages of the regulation.

“Initial talks surrounding the VGM before 
implementation by regulators centred round how the 
developing world can comply, but West Africa had to 
overcome numerous hurdles such as gaps in 
infrastructure and trade facilitation. The same 
applies here. When you put in a global regulation its 
impact will be felt differently depending on the 
region.”

IMO talks confront emissions 
measures challenge
GLOBAL environmental regulators have tentatively 
agreed on significant unresolved issues of the 
International Maritime Organization’s initial 
greenhouse gas strategy, but discussions on 
proposed emissions measures have so far failed to 
achieve little progress.

The IMO’s Marine Environment Protection 
Committee is meeting in London to try to advance 
last year’s initial GHG emissions reduction strategy.

The meeting, which was preceded by four days of 
preliminary negotiations last week, has all but 
definitely agreed on the elements of a potentially 
decisive IMO fourth GHG study and on the  
procedure for impact assessment of emissions 
measures on countries and emissions.

Despite the progress, and while countries and 
organisations made some proposals for measures 
that could be adopted by the IMO before 2023, 
including speed limits, technical and operational 
efficiency measures, IMO negotiators have so far 
been unable to decide on how to even assess those 
proposals.

As one delegate put it during the plenary discussion 
“I feel like I am currently reliving Wednesday last 
week”.

Other delegates privately bemoaned the lack of 
progress in talks on the measures and the extensive 
focus on procedure rather than substance.

Around 35 countries and organisations addressed 
the MEPC plenary on Wednesday in a series of 
interventions that laid bare the amount of work the 
IMO has to do and the lasting disparity in the 
approach different countries envision in deciding 
measures.

Countries were careful to back the initial strategy 
and agree on the need for short-term emissions 

measures. But beyond that very few interventions 
offered more details on what can be done and most 
were vague expressions of support for efficiency 
measures and opposition for others.

Unsurprisingly, much of the discussion focused 
around vessel speed.

At least seven influential nations spoke in favor of 
speed optimisation but explicitly rejected, along 
with others, the reduction of speed or introducing 
speed limits, as proposed by France and the Clean 
Shipping Coalition and openly supported by at least 
120 shipping companies.

Almost two weeks ago, a European Commission 
report found that speed limits can offer immediate 
reductions of emissions that can help meet the 2030 
target of improving carbon intensity performance by 
40%.

But a number of countries refuted the idea there is a 
clear link between speed reductions and emissions 
reductions, while others reiterated the measure 
could have a distorting effect on trade and negatively 
affect countries that are heavily dependent on trade.

Some countries spoke in favor of the working group 
“prioritising” the proposed measures. But it is 
unclear what that meant or how that would work 
and a number of countries rejected the idea.

Australia was one of those arguing the IMO should 
not engage in yet another work plan and that the last 
MEPC which met in October 2018, where countries 
agreed on how to differentiate between measures, 
already laid the foundations for prioritisation.

After disagreements about even the scope of its 
purpose and a strong intervention by the MEPC 
chair, the MEPC ultimately agreed the working 
group on GHG emissions should “consider, organise 
and streamline” proposals on candidate of 



Lloyd’s List | Daily Briefing Thursday 16th May Page 7

short-term measures, to identify those that can be 
further developed and finalised in the following 
MEPC sessions.

The MEPC will make all of its final decisions by 
Friday.

For all of Wednesday’s evident frustration, this 
MEPC will almost certainly be concluding on Friday 
having completed at least two crucial outstanding 
tasks.

Governments have agreed on a procedure for 
an impact assessment of potential GHG measures 
that is primarily geared towards the impact they 
may have on developing and less developed 

countries, as well as small island developing state.

Impact assessments will take up between one and 
four meetings, according to the provisionally agreed 
text seen by Lloyd’s List. Depending on the year, the 
IMO holds between one and two MEPCs each year.

Countries also agreed on the parameters of the 
IMO’s fourth GHG study, which will assess the 
industry’s GHG emissions between 2012 and 2018. 
Aside from the usual GHG pollutants, the study will 
also include black carbon emissions.

The study is set to launch in the autumn of 2019 and 
will be completed for discussion at MEPC 76, taking 
place some time in the autumn of 2020.

Time to step back from Tanker War Two
MANY old industry hands now nearing retirement 
will remember the Tanker War of 1984-87, 
when merchant vessels from non-combatant 
nations came under sustained attack from both 
sides in the bloody conflict then raging between 
Iran and Iraq.

This sorry chapter in recent history probably 
qualifies as the deadliest period for seafarers since 
the Second World War, killing 430 civilian seafarers 
and damaging 546 ships.

Any return to anything remotely resembling that 
scenario should be an eventuality too ghastly to 
contemplate. But suddenly we find ourselves 
contemplating it.

Confirmation that four vessels last weekend were 
subject to “sabotage” at the major bunkering hub of 
Fujairah  is a horrifying development.

Although photos show damage was limited, 
detonating explosives in proximity to large 
quantities of crude once again risks crew members’ 
lives, not to mention pollution on a vast scale.

Attacks on shipping cannot be condemned too 
strongly, but it is far from clear what has happened.

Security services are inevitably leading the 
investigations here, but any maritime accident 
investigation must strive to strip politics from the 
equation and ensure a full and thorough account of 
what really happened is given to international 
shipping.

Regional political sensitivities have left an 
information vacuum amid plenty of bellicose 
rhetoric. This in turn leaves the maritime security 
risk uncertain and unclear for whose vessels and 
crew transit the Strait of Hormuz.

The attacks focused attention on the importance of 
the Strait of Hormuz, through which 16.8m barrels 
per day of oil is shipped

Two of the ships targeted are Saudi-owned, with 
timing less than a week after US sanctions crippled 
crude exports from Iran.

Saudi Arabia and Iran both aspire to be the 
dominant regional power and are currently involved 
in proxy wars in both Yemen and Syria.

Whether or not there is a serious security risk for 
international shipping needs to be clarified. It’s 
nearly four days since US allies in the Middle East 
condemned the attacks as “sabotage”. This needs to 
be backed up.

Admirably, war risk insurers so far appear to have 
been holding their nerve.

But if there are very real fears, matters could 
escalate. It is imperative that those that carry billions 
of dollars in cargo to and from the region know 
whether what happened in Fujairah was an isolated 
incident — or whether there is a wider threat.

Tanker War Two is a prospect that no sane person 
would wish to entertain.

OPINION
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With such inept diplomacy from Washington and 
Tehran alike in the Middle East, shipping needs to 

be able to qualify any threat, and needs greater 
transparency over what really happened.

Consortia block exemption lobby sees little 
market concentration in liner shipping
AS THE two camps line up to influence the 
extension of the consortia block exemption 
regulation, opinions are becoming more polarised.

But data show that despite consolidation, 
concentration among carriers is not as bad as often 
suggested.

Consortia block exemption has helped lower costs 
and make environmental gains even as the container 
shipping sector became more consolidated.

The European Commission’s consortia block 
exemption regulation is often presented as a war 
between shippers and carriers, but it does not have 
to be that way, according to MDS Transmodal 
chairman Mike Garratt.

“It has been 10 years since the end of conferences, 
which came after pressure from shipper 
organisations,” Mr Garratt told the Global Liner 
Shipping conference in Hamburg. “There have been 
considerable changes in container shipping since 
then, but the debate hasn’t stopped.”

The two camps now stand divided by their founding 
documents: a report from the International 
Transport Forum that argues that the block 
exemption should be removed and a report from the 
World Shipping Council that argues that it should 
remain in place.

The ITF contends that container shipping lacks 
unique characteristics that exempt it from scrutiny 
and that it should operate under generic competition 
rules.

The WSC, meanwhile, argues that the regulation 
allows liner companies to operate in an economically 
viable manner that benefits customers.

“There is no question over the huge level of 
consolidation that has taken place in container 
shipping,” Mr Garratt said. “There is concentration 
in deepsea, feeder and shortsea shipping.”

The anti-exemption argument was that increasing 
consolidation reduces choice for customers and 
suppliers, creates overcapacity reduces frequency 
and provides barriers to entry, he said.

“But the WSC argues the exemption has led to a 
reduction in unit costs and rates, seen bunker 
consumption per teu halved, and services not being 
reduced,” Mr Garratt said

Mr Garratt argued that it was possible to take into 
account most of the arguments by looking at 
available data.

“Use this evidence to inform policy and to recognise 
that in practise the market supports current 
outcomes,” he said. “Shippers are happy with falling 
rates.”

While the number of ships and companies operating 
them fell as ship sizes and volumes rose, as lines 
seek to be more cost competitive after 2008, the 
actual capacity index increased 76% by 2016.

“This shows there is no huge imbalance,” Mr Garratt 
said.

Moreover, liner service costs had fallen 11% as 
bunker consumption had fallen 36% per teu.

“Without bunkers, costs and revenues pretty much 
track each other so ther are no signs of container 
lines making undue profits,” he said.

Increasing levels of rail capacity on intercontinental 
trades meant shippers to had the alternative of faster 
but more expensive rail services, so there was no 
monopoly or lack of choice for shippers, he added.

“Consolidation has led to significant resource and 
environmental gains,” Mr Garrat said. “There has 
been a real cut in costs and rates, and huge cuts in 
fuel and emissions per unit moved. At the same 
time, there has been no discernible increase in 
shipping line profits.”

ANALYSIS
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And while the choice of available lines had fallen, 
the pre-2008 choice was between high-cost 
suppliers.

“The more transparent shipping line costs are to 
shippers, the less the need for regulatory oversight,” 
he said.

Californians push back against Trump’s plans 
to boost oil exports
US plans to boost crude oil production further by 
opening potential new sites on federal land in 
California have been met by opposition in the 
Golden State.

“The Trump administration couldn’t care less about 
coastal communities and has decided to risk the 
livelihoods of millions to further pad the pockets of 
a handful of oil and gas industry executives,” 
Congressman Alan Lowenthal, a California 
Democrat, told a recent hearing of the Energy and 
Minerals Subcommittee in the House of 
Representatives.

Despite such criticism, the US Bureau of Land 
Management last week released documents showing 
that it wants to step up the amount of federal 
property and mineral deposits in California’s Central 
Coast region that can be leased by fossil fuel 
companies.

The lands identified by the Bureau sit above the 
Monterey Formation, and are described as “a 
dominant traditional and potential future oil and 
gas resource currently being developed in 
California”.

“There is little published information on the deep 
sedimentary sections of the Monterey Formation, so 
it is difficult to estimate the potential recoverable 
reserves associated with these rocks,” the Bureau 
document states.

But the Bureau cites a 2011 report by the US Energy 
Information Administration which projected that 
deeper portions of the Monterey Formation source 
rock could contain 15.4bn barrels of recoverable oil 
— then about 64% of the entire estimated tight oil 
resources in the lower 48 states.

Fast forward to the present, and those projected 
billions of barrels of oil could go a long way in 
offsetting the chronic US trade imbalance — even 
amid the current tariff war between Washington and 
Beijing.

Unlike many other US exports, such as agricultural 
products, oil has not suffered in Washington’s trade 
war with Beijing.

On the contrary, according to a report by CME 
Group, US oil exports are on the rise.

“Despite the significant loss of exports to China, the 
US has been able to diversify its exports to more 
destinations and increased its market share of the 
global oil markets,’’ the report said. “This allowed 
US crude oil exports to be maintained at high levels 
during the first quarter of 2019.”

Compared with a year ago, exports to China were 
276,000 barrels per day lower, but that was offset by 
an increase of 365,000 bpd to India, 246,000 bpd to 
South Korea and 136,000 bpd to Thailand, all of 
which “more than compensated the slower buying 
from China”, the report said.

Texas currently leads all US states in the export 
of petroleum, according to a recent media report. 
Strong demand for Texas oil and gas in the 
first two months of 2019 pushed the state’s 
export activity into high gear: triple the national 
rate and contrasting with a slight decline by 
California.

Exports from Texas came to more than $50.9bn in 
January-February, up 9% over 2018, according to 
WiserTrade, a trade research firm. For California, 
during the same period, total international sales 
dipped 1% to $28.1bn, compared with national 
export growth of 2.6% to $260bn.

Texas represented nearly 20% of all US exports in 
the January-February period, the report claims, 
while California accounted for about 11%. California 
has seen its share of total US exports fall in recent 
years while Texas’ share has been increasing due to 
the new oil boom.

Michael Cox, a former chief economist for the 
Federal Reserve Bank of Dallas and an executive in 
residence at Southern Methodist University, said 
that two thirds of the US increase in exports during 
the first two months of the year came from Texas, 
and 99.4% of that is oil and gas.

California’s oil and gas potential represents an 
additional boost to the US economy, if it can be 
exploited.
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But that is a big “if” and the Trump administration 
will be encountering stiff opposition to its plans not 
only from the myriad environmental organisations 
in the state, but also its political leaders.

California’s Governor Gavin Newsom has already 
expressed his opposition to the plan.

“Handing over our public lands for more oil 
drilling is the last thing we should be doing,’’ 
he said in a recent posting on Twitter. “It threatens 
our environment. Our health. Our future. 
Climate change is real. Ignoring it will not make 
it go away. We need to build a future beyond fossil 
fuels.”

IRANIAN oil production in May could tumble to 
levels unseen since the 1980s war with Iraq, 
according to the International Energy Agency.

Production is already at the lowest since May 2013, 
according to the Paris-based agency, when Iran was 
previously subject to international sanctions over its 
nuclear programme.

“For May, early tracking shows loadings plunging to 
around 475,000 bpd [barrels per day] but the final 
destinations are not yet known,” the agency said in 
its monthly oil report.

Lloyd’s List Intelligence data has identified five 
vessels loading or waiting to load off Iranian waters 
through May as US sanctions paralyse exports, 
amid tactics to obfuscate vessel tracking and load 
origin.

So far this month, no tankers laden with Iran crude 
or condensate have been tracked sailing from the 
Middle East Gulf as vessels switch off AIS 
transponders that transmit their position and depth 
in water during loading and voyages.

In April, exports were at 1m bpd, less than half 
levels seen a year ago, data show.

The IEA report also cited heavy output losses in 
Venezuela over April with production at 830,000 
bpd, down 610,000 bpd on the year-ago period. Like 
Iran, Venezuela is also subject to US sanctions.

However, the challenges posed by global supply 
uncertainties were being managed and “we hope 
that major players will continue to work to ensure 
market stability”, according to the report.

“Iran’s medium-heavy crudes can be replaced by 
similar grades from Saudi Arabia, Iraq, Russia and 
the [United Arab Emirates]”, the IEA said, adding 

that Qatar and Australia were “well positioned” to 
step in and supply condensate.

The oil supply risk in the Middle East Gulf was 
expected to underpin tanker demand and could 
prove bullish for tanker rates, Norway-based 
investment bank Arctic Securities said in a research 
note published today.

“The market’s knee-jerk reaction will be to fast-
forward chartering in order to move as much oil out 
of the region as quickly as possible,” the note said.

“Owners’ push for higher rates will likely be 
facilitated by cost increases as both bunkers and 
insurance are likely to become more expensive.”

There was scope for other producers to step up 
production to offset losses from Venezuela, the IEA 
report said.

Major oil producers signed a December 2018 
agreement via the Organisation of the Petroleum 
Exporting Countries to remove 1.2m bpd from 
the market for the first six months of 2019 to 
stem falling prices. Whether supply cuts will 
be extended will be discussed by the so-called 
Opec-plus group of producers (most notably 
Russia, Kazakhstan and Mexico) at the end of 
June.

The group has collectively produced 440,000 bpd 
less than promised and Saudi Arabia is 500,000 bpd 
below its allocation, the IEA concluded.

Global oil demand for 2019 is forecast to top 100m 
bpd for the first time. The IEA’s revised lower its 
forecast for demand growth this year, by 90,000 
bpd, to 1.3m bpd.

Sanctions against Iran and Venezuela, along with 
output cuts from Canada’s Alberta fields, have also 

MARKETS

Iran’s crude production to tumble 
to 30-year low, says IEA
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“significantly tightened” supplies of medium-heavy 
oil. Supply of these grades has already fallen 3m 
bpd, according to the report.

Adding to the uncertainty is pipeline contamination 
of Urals crude that has affected inland European 
customers. Sourcing of Urals alternatives from 
international markets has hiked official selling 
prices from Middle East producers.

Average time charter rates for very large crude 
carriers on routes from Middle East Gulf to Asia 
plunged at the end of March on the back of refinery 
maintenance and lower exports.

They have been at levels below operating costs since 
April, and are currently at minus $55 per day, 
according to the Baltic Exchange. Rates had fallen to 
a 2019 low of minus $2,845 per day on May 2.

IN OTHER NEWS
Gard and Britannia in the red as 
surplus falls sharply at Skuld
GARD has become the second 
International Group P&I club to 
report a deficit in the past week.

It revealed a full-year loss after 
tax of $53m on an estimated total 
call basis, as its combined ratio 
hit 110%.

The announcement comes after 
Britannia said it had it sustained 
a $9.3m deficit for the financial 
year 2018-19, which for IG 
affiliates ends on the renewal 
deadline of February 20.

UK Club hints at rate rise after $32m 
loss
THE UK P&I Club has pledged 
“future action on premium rates” 
after becoming the third 
International Group affiliate to 
plunge into the red.

It unveiled a full-year deficit of 
$32m and a combined ratio of 
114%.

The news comes after Gard 
confirmed an even higher loss of 
$53m on an estimated total call 
basis, and Britannia last week 
said that it had sustained a 
$9.3m hit.

Mozambique approves ExxonMobil-
backed Rovuma LNG project
THE government of Mozambique 
has approved the ExxonMobil-
backed Rovuma liquefied natural 
gas export project, paving the 
way for the two-train 

development to be sanctioned 
later this year.

ExxonMobil said the project has 
secured sales and purchase 
agreements for 100% of the two 
trains initially lined up for Rovuma 
LNG, which will produce more than 
15m tonnes of LNG each year.

The project is also expected to 
produce up to 17,000 tons of 
liquefied petroleum gas each 
year, equivalent to about half of 
Mozambique’s LPG imports.

Yang Ming narrows first-quarter loss
YANG Ming Marine Transport has 
remained in the red in the first 
quarter of 2019, owing to slack 
market conditions and high 
bunkering costs.

The Taiwanese carrier, which is 
about 45% owned by the 
government, narrowed its net 
loss to $T682m ($21.9m) in the 
three months, from $T2bn in the 
year-ago period.

It said in a statement that its 
operating costs had been pushed 
up by higher bunker prices in the 
period, which jumped by 11% year 
on year.

Enesel and Minerva place tanker 
orders with Daehan
DAEHAN Shipbuilding has 
clinched more tanker orders from 
leading Greek shipowners.

Enesel, the Lemos brothers-
controlled containership and 

tanker company, has exercised 
two suezmax options that were 
included in a deal for two firm 
suezmaxes inked with the Korean 
yard last December.

The four 157,500 dwt tankers are 
scheduled for delivery in 2020 
and 2021.

Zhuhai Port Co targets $145m in 
shares sale
ZHUHAI Port Co is aiming to 
raise about Yuan1bn ($145.6m) in 
a private placement on the 
Shanghai Stock Exchange.

The company said in an 
exchange filing that it would 
issue about 140.9m shares at 
Yuan7.24 per unit to three 
investors on May 16.

Zhuhai Huajin Lingchuang Fund 
Management and Central State-
owned Enterprises Poverty 
Regional Industrial Investment 
Fund have, respectively, 
subscribed to 29.4% and 19.6% of 
the new offerings. The two 
currently hold no equity stake in 
ZPC.

Thoresen Shipping warns of downside 
risks amid the optimism
THORESEN Shipping, the minor 
bulks arm of Thailand-based 
Thoresen Thai Agencies, sees the 
market picking up this year but 
with some downside demand 
risks.

“The market is expected to pick 
up seasonally from the current 
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lows; nonetheless, there are 
some downside demand risks 
affecting the balance of 
fundamentals in bulker sector,” 
TTA said in a first quarter results 
presentation.

Like many others, it believes 
there could be a potential 
positive impact from the 
upcoming International Maritime 
Organization 2020 sulphur cap 
from factors such as scrubber 
retrofit time, slower operating 
speeds and increased ship 
recycling.

Avance Gas refinances debt as losses 
mount
AVANCE Gas, a Norwegian owner 
of very large gas carriers, has 
received commitments for a 

$515m credit facility, enabling full 
refinancing of the company’s 
outstanding debt.

The new facility agreed with 
leading shipping banks consists 
of a $380m term loan, a $100m 
non-amortising revolving 
tranche, and a $35m non-
amortising tranche, the company 
said in a statement.

“The refinancing of our 
outstanding debt shows the strong 
support given by the shipping 
banks to the company, giving a 
basis to focus on further growth 
and to fully utilize the expected 
freight market improvement, while 
continuing to carefully manage 
costs and preserving our liquidity 
position,” it said.

Higher rates push NAT to quarterly 
profit
NORDIC American Tankers 
returned to profit in the first 
quarter on the back of a 
significant upturn in tanker 
charter rates.

The owner of 23 identical 
suezmax tankers reported a 
$5.6m net profit in the first 
quarter, up from a $10.5m net 
loss the previous quarter.

NAT enjoyed 30% higher charter 
rates in the first quarter than in 
the fourth quarter of 2018, 
averaging more than $26,000 per 
day per ship.

For classified notices please view the next page.
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