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Have we reached peak
uncertainty?

Lloyd’s List

Quarterly Outlook

EVEN BEFORE RUSSIAN tanks started rolling into Ukraine, there
were storm clouds on the horizon for shipping.

The cost of capital is moving up and inflation is looming large for the
post-pandemic economy. For all the confident talk of a soft landing
from fiscal wonks, the prospect of a recession is likely.

Globalisation’s engine is stalling. China’s economy is going to struggle
to hit 5% this year and oil imports may fall again, having dipped in
2021 — the first contraction for 20 years.

China’s property market is riddled with risk and its slowing
construction industry has resulted in lower steel output as demand for
the metal plateaus.

Add in the recalibration of world trade as Russia is unplugged from the
global economy and it becomes clear that there are more downside
risks than upside potential for shipowners to latch on to beyond the
current cycle.

And yet, Lloyd’s List’s short-term outlook remains largely unchanged.

Container line profits continue to soar as a resolution to supply chain
chaos moves ever further into the future.

Yes, things are cooling off slightly, and the lines are paying hugely
inflated sums now for vessels that were being scrapped three years ago
on the basis that they were uneconomical and technologically obsolete.

However, with freight rates still eight to 10 times above the long-term
average, the party is not over yet.
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Dry bulk

Dry bulk is still set for a very positive year,
particularly the nicely positioned geared tonnage.
Regardless of minor fluctuations in demand, the
limited supply and lack of deliveries mean the stars
are still aligned for this year, at least.

And tankers... well, tankers remain cursed to suffer
successive failed recoveries and, after 18 months of
losses, rising bunker prices are causing even more
problems for operators.

The only mystery that remains is how so many very
large crude carrier operators have avoided going
under — and why so many people are ordering.

Yet shipping does not tend to think in such short-
term time frames and oil diplomacy thinks even
longer term.

In a tight market, shocks are hard to absorb and the
current scramble for energy recalibration will hurt
— but it will recalibrate.

Some of Russia’s oil exports will be lost, but much
will ultimately be redirected. Refiners in India,
China and other markets will happily buy
discounted oil from Russia, and commodity traders
will hold oil in storage and sell volumes to third-
party buyers.

The oil politics playing out is less about the
immediate shortfall and more about the long-term
energy security of petrostates retaining power.

As Bloomberg’s energy guru Javier Blas pointed out
recently, the next economic recession — which may
come as early as this year — could push the oil
market into oversupply.

In Riyadh, no one thinks that Iranian or Venezuelan
oil — which remain under American sanctions

— will stay outside of the market forever. The very
same market that is screaming for extra supply
today may eventually need production cuts.

Russia’s invasion of Ukraine is an undoubted
economic shock that will require a global
reorientation of trade lanes and spark market
turbulence that is currently unknowable, but in
seaborne trade terms, demand will not disappear
significantly.

What has disappeared — for shipping, at least — is
any certainty about how to plan amid the immediate
volatility and the apparently endless flock of black
swans disrupting the market.
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Oil scramble

While the current oil supply shock may act as a
catalyst toward a fossil fuel-free future for
governments ruing the folly of relying on Russia and
its autocratic peers for energy security, the
immediate response has been a global scramble to
find more oil and gas.

So much for last year’s promise of rapid
decarbonisation.

Translating that uncertainty into shipping strategy
means the existing procrastination from the market
on how to meet efficiency goals will only be
extended.

We have reached peak uncertainty in shipping right
now — and, if we look longer term, the peak trends
only continue.

As a percentage of GDP, trade has peaked and
growth is declining. That may sound overly alarmist,
given the current container situation, but as a share
of the world economy, trade in manufactured goods
peaked amid the financial crisis in 2008.

So while the pandemic has given a temporary boost
to goods exports, as consumers unable to enjoy
vacation trips and concert tickets spend on furniture
and food processors instead, the long-term trend is
unchanged.

The economists and historians will argue about the
timing, but it seems likely that we have lived
through peak globalisation and the long-mooted
transformation towards regionalisation is looking
less and less like an outlier theory.

Have we reached peak economies of scale for
shipping? Given the increasing tendency of
Evergreen’s 23,000 teu behemoths to get stuck, it
seems unlikely that anyone will want to risk
grounding in the Malacca Strait for want of an extra
few thousand boxes.

Besides, if the world is breaking up into regional
blocs, then smaller, more flexible ships, built for
shorter distances and more frequent green-fuel
stops, would suggest that a cap on scale is going to
be as much a factor of market economics as it is
engineering.

Also, peak fossil fuels is now less a question for
those future-gazing summits and more a question of
current strategic boardroom thinking. Peak coal
seems to be done and dusted, although the length of
that long-term decline could be considerable.

Page 2



Those perennial predictions of peak oil will once
again be recalibrated in the wake of the latest energy
crisis, but even the most optimistic tanker operators
are well aware that they are likely ordering the last
generation of VLCCs.

The ultimate peak consideration, of course, is always
going to be demographics.

A recent study suggested that the pandemic may
have brought forward the projected date of peak
global population by as much as a decade — into the
20508.

Such predictions vary more than brokers’ valuations,
of course, but the University of Washington

concluded last year that the world population will
fall in the last third of this century, to 8.8bn by 2100.

If the population isn’t growing, then the world is
going to enter a long-term period maybe not of
negative growth, but certainly of lower growth rates.

And, while it is something of a leap from the current
volatility and geopolitical turmoil to deglobalisation,
there are now pertinent questions to be considering
over the lifetime of shipping’s investment cycle.

So, does the current volatility mean that we have
reached peak uncertainty for shipping as it considers
an opaque future? Probably yes, but perhaps we have
now reached peak everything.

WHAT TO WATCH:

P&O Ferries: Backwash
politicians under

THE ultimate consequences of the illegal mass
sackings at P&O Ferries were never going to be
borne by that company alone.

The last fortnight has seen a political backlash that
could have left rival ferry operators, UK ports, the
British shipping industry collectively, employers in
other sectors, other European governments, and
even the industry globally perilously open to
punishment for another’s misdeeds.

As things stand, we can breathe a collective sigh of
relief. On any objective assessment, the measures
announced by transport secretary Grant Shapps in
the House of Commons probably aren’t going to hurt
too much.

His proposals bear all the hallmarks of a hasty
political response, devised by civil servants who lack
a deeper understanding of the way the maritime
world works.

Nevertheless, it was a direct statement of intent, and
the rough edges the package displays can doubtless
be smoothed out in the consultation process.

The desired headline was the news that the national
minimum wage, already payable by most other
operators in UK waters, will be extended to take in
ferry concerns, which are presently exempted.

That will have some impact round the margins,
especially for lower-cost operators focused on the
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drags

freight-only trade. But the big consumer-facing
brands such as DFDS and Stena all pay at least that
much already.

Primary legislation

There will be new primary legislation giving ports
the power to exclude ferry companies that do not
pay the national minimum wage. Until it reaches the
statute books, Mr Shapps says he has ‘instructed’
them — a revealingly imperious turn of phrase — to
commence the ban immediately.

There are two obvious snags here.

First, ports have bluntly stated that they do not want
these powers. They lack the expertise, the resources
and the inclination to take on the task.

The enforcement of the National Minimum Wage
Act is the statutory responsibility of HM Revenue
and Customs, It is not the job of port operators to act
as pay police.

Some UK ports are owned by groups that also have
ferry affiliates. In such instances, a rival ferry
company using the port will have justified objections
in handing over sensitive information on pay scales
that could find its way into a competitor’s hands
unless data protection is rigidly observed.

Second, ports do not have the right to turn vessels
away, even where they are minded to do so.
Legislation dating back to 1847 expressly provides
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that ports be open to all-comers who can pay the
berthing fees.

There is a workaround when existing contracts come
up for renewal, at which point an additional clause
could be inserting, attesting that crews are paid the
national minimum wage. Even so, that is not going
to happen overnight.

For British shipping as a whole, P&O Ferries’ actions
have also been an untrammelled public relations
disaster. The picture is painted of a hole-in-the-
corner industry that treats its employees shoddily.

It’s all very well tweaking the training requirements
attached to the tonnage tax in the hope of boosting
cadet intake, as Mr Shapps has pledged.

But frankly, few among a generation of young people
far more socially conscious than its predecessors
will want to give an industry already perceived as a
polluter a second if P&O Ferries exemplifies what
they can look to in terms of career prospects.

Mr Shapps is also seeking the head of the company’s
chief executive on a plate, asking the Insolvency
Service to disbar him from being a director. We hope
for Peter Hebblethwaite’s sake that his golden
parachute arrangements are more ungrudging than
the redundancy terms he put on the table his
seafarers.

The issue of ‘hire and fire’ has been making its way
up the political agenda, with the UK opposition
Labour Party and trade unions pointing to the free
use such employers as British Airways, British Gas,
Tesco and Go North West have made use of the
tactic.

P&O Ferries, of course, fired but did not rehire.
Nevertheless, the Shapps’ proposals include the
provision for a 25% uplift in unfair dismissal
payouts in these circumstances. That’s probably no
bad thing, if only of minimal comfort to those at the
sharp end.

Governments of countries connected to Britain by
ferry routes — and they include France, Denmark,
the Netherlands, Ireland and Germany — will be
approached to agree ‘minimum wage corridors’ for
ferry staff.

Jurisdictional difficulties
Simple as that sounds in principle, there may be
insuperable jurisdictional difficulties, especially
where a ferry is flagged in a third country where
lower pay scales are the norm.
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The practical consequences will be mixed. Irish
Ferries pioneered the use of east European crews
on half the Irish minimum wage as early as 2005,
and the Irish government has not to date
intervened.

At a time when horns are already locked over the
Northern Ireland Protocol and the UK is
threatening to invoke article 16, Dublin’s quid pro
quo for a deal may be uncongenial for a British
government keen to present Brexit as an
unquestionable success.

By contrast, French-owned Brittany Ferries has a
reputation for remunerating seafarers well, and can
afford a suitably insouciant approach to les pauvres
anglais.

Finally, Britain will approach the International
Labour Organization to seek a binding
international minimum wage for seafarers. Good
luck with that.

The question of how much seafarers from third
world countries should get has long been a heated
debate between unions and shipowners. Owners
point out that for many ratings, earnings are on a
par with senior professionals in their home
countries. For some governments, remittances are a
vital source of foreign exchange.

The ILO already sets a benchmark of $648 a month,
and it is hard to envisage agreement being reached
on any materially higher sum. The key difference is
that the pay level would be obligatory rather than
voluntarily.

Even getting that far will be the work of years, and
perhaps over a decade. In other words, this is not
something likely to be happening any time soon, or
even at all.

It would be unfair to describe this week’s UK
government shake-up as nugatory. But not
wildly unfair. It’s even a fair bet that some of the
goods seemingly on offer will be quietly deep
sixed.

This was more spin than substance, designed to
placate public and media outrage while doing little
to address the root causes at work.

That would entail a complete revision of the current
framework of employment law, rectifying some of
the imbalances that have grown up in recent
decades. And that takes us far beyond the realm of
shipping policy.
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Shipping iInvestment sector
facing a volatile backdrop

SHIPPING deals this year are unlikely to match
2021 which set a record for raising equity and
high-yield debt in the US markets, according to
investment experts.

“Equity markets are down about 75% year-on-year,”
DNB Markets managing director James Cirenza told
a Capital Link panel. “There is some activity for
shipping, but let’s not kid ourselves. This has been a
tough start to the year. The window will be open a
few times this year and companies just need to be
ready.”

Citi managing director and head of maritime
investment banking Christa Volpicelli agreed.

“We think companies will have access [to the
market] but it is certainly a volatile backdrop,” she
said. “I think we are in for a year like 2018. I think
there will be windows of opportunity and deals
will get done. Access to capital is always a
strategic advantage, particularly in the shipping
sector.”

Chris Weyers, head of maritime investment banking
for Stifel, estimated that the level of interest in
shipping was “at least three times what it was this
time last year” and was focused chiefly on the
liquefied natural gas sector but with interest too for
dry bulk and other shipping markets.

“We have never had so many calls coming in to
discuss shipping as right now,” he said, adding that
actual activity was still down “dramatically.”

“The markets are open, but most shipping
companies are choosing not to raise equity capital.
Given their cashflows they do not need to raise
capital at the moment.”

According to Omar Nokta, the head of US securities
for Clarksons Platou, there is a move from investors
returning to the industry.

“For the past decade or so we have had a real lack of
investment. A lot of investors left and focused on
other things. Now it seems the investor pool is
getting bigger again.

Mr Nokta said that it felt like “a similar

environment” to that leading up to the super-cycle of
the mid-2000s.
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“We have just been through a tough time and a lack
of investment has created a tight shipping market.
The demand side has been missing for some time
and the supply side was cleaning itself up, leading to
much stronger earnings.”

He noted that for the dry bulk sector 2021 was the
best year since 2007-08 “and all without the help of
China.” It had proved that robust Chinese demand of
proportions similar to 15 years ago need not be the
sole arbiter of a good dry bulk market.

BTIG head of maritime research Gregory Lewis saw
the ebb and flow of enthusiasm for shipping
investments as a product of results.

“I don’t think it is that investors are not
interested,” he said. “These companies have not
been profitable. It’s not been a lack of interest but
a lack of cashflow.

“There has been a lot of blood in the water in the
shipping industry. All that being said, I would
not look at any of these sectors on a historical
basis. The next couple of years look pretty
attractive.”

He noted the increased importance of
environmental, social and governance criteria for
investors but noted that there may be a degree of
re-evaluation in the market under the shadow of the
war in Ukraine.

“People are wondering — did they perhaps go a bit
fast? But ESG is here to stay,” he said.

There was some divergence in views among the
speakers on Capital Link’s capital markets and
analysts’ panels.

According to Mr Weyers, ESG had been generating
“a lot of questions” among investors. He said that as
recently as 18 months ago ESG was a non-topic of
discussion in US investor circles.

“Now it is overwhelmingly talked about in deals. In
M&A transactions for hedge funds it has become a
huge focus.”

Indicative of this was that the number of funds

prepared to invest in tanker shipping, which was
always small, “is dramatically smaller now”.
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Certain limited partnerships were “staying away
from any non-ESG-friendly investment”, he said.

But others said that the outbreak of war in Europe
had had an effect.

“There has been a big change in the last month,” said
Magnus Fyhr, managing director and head of
maritime research at HC Wainwright. “People are
thinking maybe we have gone a bit fast into ESG and

maybe we need to harness all resources. There is a
little rethink now and maybe not such tight
guidelines going forward.”

Randy Giveans, head of energy maritime, shipping
equity research at Jefferies, said it is “not as
prevalent a topic as it was six months ago”. He
perceived “a pullback” in terms of ESG focus and a
sense that for the time being “there are bigger fish to
fry”.

OPINION:

Carriers need to strike a balance
between ‘greener’ and ‘bigger’

COSCO Shipping Holdings, which controls the
world’s fourth-largest containership fleet, may be
seen by investors as scrimping on dividends, writes
Cichen Shen.

The Shanghai and Hong Kong-listed company is
distributing less than a sixth of its $14bn net profits
to shareholders.

But analysts deem the amount of reward reasonable.

One argument made by China-based SWS Securities
is that Cosco needs to set aside cash as
decarbonisation will be a critical element in the
rivalry between carriers and it is expensive.

Backed by an unprecedented market boom, big
carriers increased their cash reserves by 178% from
2019’s levels to $67bn in 2021, according to
AlixPartners.

How much will be allocated to make their fleet
greener is unclear, but companies are not expected
to practise frugality as the investment could alter
the competition landscape of liner shipping, said the
consultancy’s managing director Lian Hoon Lim.

“If shippers use their market power to steer freights
from one line to another based on [green] rather
than financial criteria, those who invest ahead of the
curve may find themselves in a better competitive
position to grab volume than others.”

The prediction is by no means groundless. The trend
is already seen in the car-shipping business.

Some of the funds should be used for retrofitting
— changing fuel systems and adding energy-saving
equipment on board, among others.
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But for now, more seems to being spent on ordering
bigger and more efficient vessels to cut cost as well
as emissions per unit. The total orderbook of
boxships accounts for about 25% of the existing
fleet, and the numbers keep rolling.

Cosco itself has the third-largest orderbook in
capacity terms among all carriers, comprising 34
ships of more than 586,000 teu.

Some medium-sized shipping lines appear
particularly keen to expand their market share.
Order-to-fleet ratio of the world’s 11th, 10th and
seventh-largest carriers — Wan Hai Lines, Zim and
Evergreen — topped 76%, 88% and 41%,
respectively.

Ocean Network Express, the world’s number six-
largest carrier, recently set a goal to boost its total
fleet capacity by more than a third from 1.7m teu in
2022 to about 2.3m teu in 2030, after factoring in
the phase out of elderly tonnage.

That suggests even after taking accounting of
scrapping — which many in the industry believe will
effectively reduce capacity over the next few years

— the tonnage growth could still be substantial.

Today, fleet renewals mean larger vessels are
supplanting smaller ones in almost every trade of
services.

“For example, if you are operating an 18,000 teu
string between Shanghai and Rotterdam and want
to replace it, you may well be going with the 22,000
teu,” said Dr Lim. “Then you are already upsizing
the capacity of the same string by over 20%.”

He warned that carriers tend to forget the lessons in
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overorder. Well, hopefully this time they won't.

In a world, where geopolitical uncertainty is
rising, trading pattern is shifting and incremental

growth of shipping demand cannot be taken for
granted, a delicate balancing act is needed
between building cleaner ships and competing for
bigger fleet.

ANALYSIS:

P&O Ferries: Less than the

sum of its (old) parts

THE decision by P&O Ferries to sack 800 seafarers
has enraged lawmakers, unions and staff and
inflicted untold reputational damage on the
company.

While the political and legal fallout continues to
rumble on, the background to the decline in the
company’s reputation is a sorry tale which at its
heart is a failure to plan for the long term.

P&O Ferries was once Europe’s largest shortsea
ferry operator. But its lineage from the 1837-founded
Peninsular & Oriental Steam Navigation Co is more
tenuous.

The modern P&O Ferries was created from the
merger of two pioneers in the European ferry trades:
Townsend Thoresen and North Sea Ferries.

P&O Group acquired Townsend Thoresen in 1987,
not long before one of Townsend’s ships, Herald of
Free Enterprise (IMO: 7820485), capsized killing

almost 200 people. Not surprisingly, the company
swiftly rebranded to P&O Ferries and replaced its

managers.

Meanwhile, North Sea Ferries was formed in the
mid-1960s, with P&O and Dutch interests taking
shareholdings shortly after. It was ultimately merged
into P&O Ferries in the mid-1990s after P&O Group
bought out the other shareholders.

Townsend Thoresen and North Sea Ferries were
highly regarded and transformed the mostly state-
owned UK shortsea ferry trade. Their high esteem
continued under P&O Group ownership under the
steady hand of Sir Jeffrey Stirling.

So when did it all go wrong?
Some point to the City of London’s carving up in the
mid 2000s of the FTSE-listed P&O Group, and

subsequent sale of its ports business.

“The die was cast in 2006 when DP World took the
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P&O Ferries business as the price for getting the
ports. It has been in Dubai ownership ever since but
doesn't fit their business model and should have
been sold ages ago,” said a former P&O Group
employee.

The employee said lack of leadership and
underinvestment led to “a tatty product based
around old equipment and ageing ships”, leaving it
“leap years behind DFDS, Stena or Brittany Ferries”.

And while Helen Deeble [P&O Ferries’ boss between
2006 and 2017] did her best to raise P&O Ferries’
profile, since she left the top job has been a revolving
door.

P&O Ferries has since dropped to seventh in the
league table of major European ferry operators.

P&O Ferries’ fortunes have differed starkly from its
competitors.

Competitors’ efforts
DFDS in particular has been expanding for decades
through acquisitions and organic growth.

Its UK operation, whose Dover-Calais service
competes with P&O Ferries, benefited the
acquisition of Norfolk Line from Maersk in 2011.

More recently DFDS bought out Turkish ro-ro vessel
operator UND Ro-Ro to reduce its reliance on
northern Europe trades.

Sweden-based Stena Line has also not been standing
still in terms of its UK operations. It recently entered
in to an agreement with the Port of Immingham to
expand the landside operation serving Stena’s ro-ro
cargo service for unaccompanied trailers from the
Netherlands.

And while much of P&O Ferries vessel fleet remains
out of service, France-based Brittany Ferries
recently confirmed that all the ships it laid up during
the pandemic are operational.
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While Brittany Ferries lost about €200m ($222m)
last year, it has support from the French government
and the state of Brittany. CMA CGM has also helped
the company. There is no suggestion that Brittany
Ferries would be allowed to fail, ditch the French
flag, or swap its local crew for cheaper replacements.

And P&O Ferries has made some questionable
decisions. It recently closed its Hull-Zeebrugge
service, run with a pair of large 1980s-built ferries,
Pride of York (IMO: 8501957) and Pride of Bruges
(IMO: 8503797).

These vessels were reaching the end of their
economic lives. But P&O could not see the
economics of replacing them, instead selling them to
Italian operator GNV last year. More recently P&O
sold a third ship, European Seaway (IMO: 9007283),
to Turkish owners.

P&O Ferries has two newbuildings ordered from
China in 2019 to replace the 1990s-built ships; the
first is due on the Dover-Calais service later this
year.

They are of a unique, double-ended design, which
requires the doubling-up of machinery spaces and
navigation bridges.

One industry observer told Lloyd’s List: “P&O’s
newbuildings are totally overspecified and as such

are very expensive to build compared to more
standard ships ordered by its competitors.” Should
P&O Ferries not survive, such bespoke newbuildings
may prove a hard sell.

P&O’s illustrious history only adds to the damage its
recent tactics may have caused it.

Phil Parry, chairman of Spinnaker, a recruitment
consultancy, said the company, more familiar with
the public than most shipping companies, had more
to lose than most from its PR disaster.

“It was a massive reputational own-goal to behave as
they did, and it is hard to believe any HR or PR
professionals would have advised the company to
adopt the tactics used, or that P&O would have
expected anything less than a public backlash,” he
said.

He said P&O Ferries should have told staff, unions
and the government about its financial plight and
tried harder to avoid mass sackings.

“Ironically, their cavalier approach has probably
forced the government to act more forcibly on
applying national minimum wage to UK ferry
trades than they otherwise would have done,” Mr
Parry said. “The world has changed. The public
will hold businesses accountable for their
behaviour.”

Ferries backlash leaves UK

ports In legal limbo

UK PORTS could find themselves on the wrong side of
the law if they comply with a government request to ban
ships whose crews are paid less than the minimum wage.

This is the latest twist in the saga that has pitted
P&O Ferries against the country’s political leaders
following the mass sacking of almost 800 seafarers
without notice.

Transport secretary Grant Shapps has promised to
take action, with a nine-point plan that includes
authorising ports to intervene and block entry to any
ship crewed by cheap labour

Ports would be given statutory powers to refuse
access to regular ferry services that do not pay the
national minimum wage through primary legislation
to amend the Harbours Act 1964. In the meantime,
Mr Shapps has asked ports to start banning ships on
a voluntary basis.
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In a letter sent to ports plus the UK Major Ports
Group, and British Ports Association, on March 30,
Mr Shapps writes: “I will be exercising port state
control to place a duty on you, the ports sector, to
ensure that the ferry operators you work with are
paying their seafarers a minimum wage. This of
course places an onus on you, but I am sure, as
before, you will rise to this challenge to protect the
rights of the men and woman that supply our great
nation.”

The letter continues: “We will progress our
proposals as quickly as possible but in the interim,
as responsible port operators, I urge in the
strongest possible terms that you begin early
conversations with the operators of regular ferry
services in your ports to seek reassurances that
they will be making plans to meet these
requirements, and explore ways in which you may
be able to enforce this.”
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Legal obstacles

But industry sources say this could be illegal, and in
breach of a 175-year-old law that requires ports to
remain open for any ship that is the right size, pays
the required tariff, and is safe.

Section 33 of the Harbours, Docks and Piers
Clauses Act of 1847, states that “upon payment of
the rates made payable by this and the special
Act, and subject to the other provisions thereof,
the harbour, dock, and pier shall be open to all
persons for the shipping and unshipping of
goods, and the embarking and landing of
passengers”.

This remains the case today, and could result in a
lawsuit against any port that stopped a ship from
docking.

The law was applied in a well-documented case in
1995 when Dover and Plymouth tried to prevent
livestock from being exported though their
respective ports. Despite public sympathy, the ban
on livestock carriers was overturned by the
courts.

Industry representatives have already warned that
ports should not be compelled to police the labour
practices of ferry companies.

“We have neither the expertise nor resources to
enforce employment law. That is a role for
government and regulators,” said Tim Morris, chief
executive of the UK Major Ports Group.

Mr Shapps’ response to the P&O Ferries outcry is
drawing considerable criticism within maritime
circles,

While there is widespread sympathy for the ferry
crews who were laid off via a Zoom message, and
anger at the reputational damage to UK shipping
caused by P&O Ferries, the way in which prime
minister Boris Johnson and Mr Shapps have waded
in is seen as opportunistic, and potentially counter-
productive.

“Johnson and Shapps are trying to push ahead
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without perhaps having thought through all the
implications,” said one senior industry figure.

Another described the government response as “a
real mess”, with doubts expressed about whether
ministers understood maritime law. In particular,
the UK would have no jurisdiction, beyond
territorial waters, over ships flagged outside the
UK and with crew employed by an overseas
company.

“International shipping is predicated on ships of all
flags being able to trade and call in ports around the
world,” a source observed.

Nor is the definition of a ferry clear. Questions are
now being raised about whether the legislation
planned by the government would apply only to
conventional passenger/ro-ro ships, or to
dedicated freight ferries, lift-on lift-off
containerships on the shortsea trades, or other
vessel types. And how would non-UK ferry
companies with foreign seafarers on board who
operate in the UK trades be affected by any
requirements on minimum wages?

“If Shapps and Johnson get this wrong, there will be
a whole lot of unintended consequences,” warned the
head of a UK port.

In a letter to Mr Shapps, the Maritime and
Coastguard Agency’s chief executive Brian Johnson
says he understands that the Department for
Transport will be putting measures in place to
enable UK port authorities to ensure that the ferry
operators, with whom they work, are paying their
seafarers a minimum wage.

“We will work with you to ensure that any new
regulations introduced will be enforced,” Mr
Johnson writes. “Where the Maritime &
Coastguard Agency is provided with the additional
legal authority, that authority will be rigorously
exercised. I can confirm that we will also
immediately commence engagement with the
operators of regular ferry services from UK ports,
in respect of them making plans to meet these
requirements.”
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MARKETS:

Largest-ever emergency oil reserve
release to weigh on tanker market

THE largest-ever release of crude from emergency
stockpiles would increase US oil on the market by
9% and boost overall global supplies by 1%,
according to US-based energy markets consultancy
RBN Energy.

But whether the largest-ever strategic petroleum
reserve release in the US of 1m barrels per day for
up to 180 days will boost seaborne trade and add to
demand for the global tanker fleet is far from certain
as full details about how it will be co-ordinated have
yet to emerge.

“Among the unknowns are how much sweet crude
oil and how much sour will be released, where the
pipelines connected to the four SPR sites could take
that oil, whether those pipelines have sufficient
capacity to absorb the incremental flows out of SPR,
and what the ultimate market impacts of the SPR
releases will be,” RBN Energy analysis of the SPR
announcement said.

President Joe Biden announced the co-ordinated
release of 1m bpd under the strategic petroleum
reserve programme to address a supply deficit that
has seen Brent crude surge 30% in price since
Russia entered Ukraine.

The International Energy Agency, which represents
Organisation of Economic Co-operation and
Development countries, was meeting on April 1 to
discuss the supply of additional reserves from other
members, alongside the US.

Any inventory draws are typically negative for global
tanker rates, supplying domestic needs of refineries
and reducing reliance on exports. Tanker freight
futures, an indicator of current sentiment, didn’t
show any significant rises in near-month values at
the close of trading on March 31.

But the continual drawdown of inventories over the
past 15 months that built up after the pandemic-
induced collapse in oil demand over 2020 has
dragged on spot rates and depressed earnings.

US crude production is forecast to average 12m bpd
this year, rising to a record 13m bpd in 2023
according to the US Energy Administration. Crude
imports averaged 6.1m bpd in 2021, while exports so
far this year have averaged 2.8m bpd, EIA data show.
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Pipeline links

Two of the four SPR sites of Bryan Mound, Big Hill,
West Hackberry, and Bayou Choctaw are linked to
pipelines that could distribute crude to export
terminals.

Bryan Mound is connected to the Seaway Freeport
terminal, and Seaway Texas City terminal, while Big
Hill is connected to Philip66 Beaumont terminal
and Energy Transfer Nederland terminal, RBN
Energy research shows.

The SPR stores both domestic and imported crude,
according to RBN, mostly light-gravity low-sulphur

types.

Crudes are co-mingled based on their sulphur
content and whether they are classified as sweet
(low-sulphur) or sour (higher sulphur).

Like most SPR releases, the crude is sold via
government auction, with buyers responsible for
sorting transport by either pipeline or marine
vessel.

“The releases will need to be carefully orchestrated
to ensure that there is sufficient pipeline capacity out
of the four sites to accommodate them,” said RBN
Energy

Traders have already cast doubt on the ability of
pipelines to accommodate these volumes. The
release will have to be carefully orchestrated to
ensure sufficient pipeline capacity, it said.

“There is technically sufficient capacity on the
pipelines connected to the four SPR storage facilities
to receive all the crude being pumped out ... but new
patterns of oil supply and demand among US oil
producers and refineries, among other things, now
constrain the SPR’s ability to distribute incremental
volumes of oil into the market during a major supply
interruption.

“Because of increased utilisation of pipelines and
marine terminals along the Gulf Coast in recent
years, and a few pipeline reversals, it has become
more difficult to move large volumes of SPR-
stockpiled crude without disrupting the existing
flow of domestic production and Canadian
imports.”
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The US government has signalled that it will also
allow waivers to the Jones Act, the 100-year-old
protectionist law that restricts domestic shipping to
vessels that are US-built, US-owned and US-
crewed.

That will allow refineries on Atlantic or Pacific
coasts to ship crude purchased by auction from the
US Gulf. Such a move further underscores the
likelihood that reserves will be used domestically
and not exported.

Volumes of SPR released that will be exported, will
likely be limited to European destinations, analysis
suggests.

The IEA estimates that crude exports from Russia,
the world’s biggest producer, will drop by 2.5m bpd
from April, affecting some 1.5m bpd of crude and 1m
bpd of refined products.

European traders and refiners have already slowed
Russian purchases, leading to the diversion of deeply
discounted cargoes to India, vessel-tracking data
show.

Details about reserve releases from Europe have yet
to emerge. The current SPR stood at 568.3m barrels
for the week ending March 25, according to EIA
data. The removal of 180m barrels would see
inventories fall to the lowest since 1984, data show.

Carbon market measures could raise
over $3trn, says World Bank

CHARGING shipping for its carbon emissions could
raise as much as $3.7trn by 2050, according to a
World Bank report.

Market-based measures, such as carbon levies and
cap-and-trade schemes, are meant to help zero-
carbon fuels compete on price with fossil fuels to
spur their uptake and cut greenhouse gas
emissions.

The report said carbon pricing high enough to meet
the International Maritime Organization’s minimum
targets could raise $1trn-$2.6trn. A flat fee of $250
per tonne of CO2 equivalent could raise $3.7trn by
2050, it said, citing figures from green consultancy
UMAS and the Marsk Mc-Kinney Mgller Center for
Zero Carbon Shipping.

The World Bank found that revenue raised by the
measures could help ensure the green transition was
fair to poor countries that suffered
disproportionately from climate change.

It said earmarking revenue to help these countries
with green transition costs had “considerably more
merit” than exempting them from paying.

Exemptions would encourage companies to send
their oldest, dirtiest ships to areas with no carbon
price, creating local pollution, market distortions
and safety problems.

“Such perverse incentives will not be created if you
apply, for instance a carbon price MBM to all
countries equally, but then afterwards use the
carbon revenues in order to support these countries
which may have more difficulty coping with the
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energy transition,” co-author Dominik Englert told
Lloyd’s List.

The World Bank economist said market-based
measures were “the most cost-effective way to
reduce greenhouse gas emissions quickly and
effectively”.

But policy makers had to decide what to spend the
revenue on, and how narrowly to focus on shipping
decarbonisation.

There was a good case for spending “a meaningful
share” of the revenues within shipping to help
mitigate climate change at a lower carbon price.

Not all should be spent within shipping, since it was
unlikely that all the cheapest climate mitigation,
adaptation or development opportunities would be
found there.

But paying for out-of-sector projects like making
more zero-carbon electricity (which shipping will
need a lot of) could help the industry and the
climate.

A way forward would be to use part of the revenues
to help develop green maritime supply chains,
another part on less specific but more cost-effective
goals, and a third part on administrative and
enforcement costs.

In most cases governments were better recipients
because of the blurred links between countries and
companies in international shipping, but some could
go to private companies if this was more cost-
effective, the report said.
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Setting up a new fund to disperse revenue made
more sense for sector-specific projects, but existing
funds could help on broader projects.

Shipping could use passive management or trustees
to lessen the burden of managing the vast sums
raised. It could draw on climate finance funds’
previous experience in setting accountability and
other criteria to ensure the money was well spent.

“There’s no need to reinvent the wheel,” Mr Englert said.

The International Chamber of Shipping recently
tweaked its proposal for a $5bn green research fund,
setting aside $500m for developing countries to help
win them over.

No market-based measure has a chance of passing
the IMO without these countries’ votes. How those
countries react to the ICS’ proposal at future IMO
meetings will help show if they can be persuaded
to vote for higher taxes.

Carriers set to ride out market volatility

UNCERTAINTY over the global economy, the war in
Ukraine and the development of the pandemic are
unlikely to put any significant dent in carrier
profitability, despite a growing “laundry list” of risks
facing the sector.

“It’s hard to shake feelings of dread and déja vu in
recent news,” said Drewry container research
manager Simon Heaney. “Russia’s invasion of
Ukraine brings flashbacks of Cold War nuclear
terror that could trigger 1970s-style high inflation,
while fresh Covid lockdowns in China call back to a
more recent world trauma.”

These events were adding uncertainty to the
container shipping market, but container lines had
thrived in the chaos of the past two years of the
pandemic, with Drewry estimating sector-wide
earning before interest and tax of over $200bn.

But recent weeks had seen a slide in containerised
freight spot rates, which have fallen 13% since the
beginning of the year.

“We don’t think this is the end of the bull run for
container freight rates, but the market is extremely
volatile and things can change very fast,” said Mr
Heaney. “From what we hear the situation in China
is more like what happened at the start of the
pandemic, whereby enforced factory shutdowns or
slowdowns has created a supply outage. This is bad
news for carriers as it chokes off the supply of
goods and forcibly reduces demand for their
services.”

It was also possible that forward bookings ahead of
Chinese New Year designed to avoid port
congestions had driven a demand vacuum since

then, he added.

“How rates develop will depend on how long this
situation in China lasts, and also how the economic
impact of the Russia-Ukraine war pans out, but a

Lloyd's List | Daily Briefing Monday 4th April

firebreak in container demand has the potential to
expedite the container supply chain recovery that
has been the number one market driver for the past
couple of years,” he said.

If that did happen, freight rates could fall swiftly.
Countering this, however, was the continued
congestion in supply chains that Drewry estimates
removed 17% of available capacity from the market
during 2021.

“High-volume ports around the world, on average,
were heavily congested throughout 2021, and not
only are they not improving but that they appear to
be getting worse.”

This, in turn, was continuing to reduce capacity,
which was the foundation of carrier profitability and
the “sole reason” they had been able to prosper in
the face of volatility.

While the situation was likely to improve this year,
the gains would be marginal. As congestion pushed
carriers to divert to smaller alternative ports, these
too were becoming congested, further hampering
any recovery.

“The inability to confidently predict the conclusion
of port congestion is a major source of uncertainty,”
he said. “We now believe that market normalisation
will not occur before 2023. China’s adherence to its
zero-tolerance public health response to Covid is one
of the main reasons why we have we have forecast
that supply chain recovery will happen later than
previously expected.”

While the risks were now more heavily weighed on
the downside, recent events had not, however
changed the outlook for the unwinding of container
supply chain disruption. “It looks like more of the
same for the container market in 2022 with more
disruption, extreme freight rates and carrier
profitability.”
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IN OTHER NEWS:

MSC agrees $63bn deal to acquire
Bollore Groups Africa logistics unit
MEDITERRANEAN Shipping Co
has agreed to acquire Bolloré
SE's Africa logistics unit in a deal
worth $6.3bn.

The world's largest container line
said the acquisition will include
all of Bolloré Africa Logistics
terminal operations, as well as its
terminal operations in India, Haiti
and East Timor.

It said the purchase price is
based on an enterprise value, net
of minority interests. Completion
of the deal is subject to
approvals, including those from
relevant competition authorities.

Yara to bunker green ammonia

YARA International has pre-
ordered 15 floating bunkering
terminals from Azane Fuel
Solutions to start the world's first
green ammonia bunkering
network.

Yara will make the green
ammonia available as ship fuels
in Scandinavia by 2024, it said in
a statement.

“These bunkering terminals are
key pieces of the puzzle to ensure
reliable and safe ammonia supply
as zero-emission fuel," said Yara
Clean Ammonia president
Magnus Krogh Ankarstrand.
“Yara is excited to be a part of the
project and to own and operate
the first operational ammonia
fuel terminals in the world."

US shipping regulation reform one
step closer

THE US Senate has passed the
Ocean Shipping Reform Act 2022,
marking one of the final steps
before the legislation enters law.

The Act, which will see greater
powers granted to the Federal
Maritime Commission to oversee
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the practices of container lines,
will now be merged with that
passed by Congress before being
passed to President Joe Biden
for enactment.

If, as expected, it becomes law,
OSRA22 will put more onus on
carriers to certify that detention
and demurrage fees comply with
federal regulations, and will shift
the proof of burden regarding the
reasonableness of D&D charges
from the invoiced party to the
carrier.

Keppel Corp's merger talks with
Sembcorp Marine Singapore move
forward

KEPPEL Corp's talks with
Sembcorp Marine about the
merger of their yard operation are
progressing.

“Significant progress has been
made on advancing the proposed
combination, including mutual
due diligence, the transaction
structure, exchange ratio and
other related matters,” the parties
said in a joint statement.

“In response to the dramatic
changes in the global offshore
and marine engineering and
energy sectors in recent years,
the objective of the proposed
combination is to create a
stronger combined entity,
leveraging respective strengths
to realise synergies and deliver
sustainable value over the long
term for shareholders,” they said.

Panama Canal restructures tariffs in
effort to simplify

THE Panama Canal Authority
(ACP) is proposing a significant
shakeup of its toll structure in a
move designed to simplify the
number of tariffs that it offers.

The proposed toll structure will
reduce the number of tariffs from
430 to less than 60. This

simplified system would
minimise “unnecessary
complexity” and facilitate
transactions by eliminating toll
bands and introducing tariffs
based on the locks used and
vessel size, it said in a statement.

“Although the canal's legacy is
already rooted in reliability and
resiliency, this new toll structure
will enable us to evolve our
service further by unlocking
greater collaboration and
capacity for customers," said
Ricaurte Morales, the
administrator of the authority.

Cosco expects record first-quarter
profits

COSCO Shipping Holdings, the
container shipping and port arm
of China COSCO Shipping Corp, is
expected to post record earnings
for the first quarter of the year off
the back of sky-high freight
rates.

Net profit for the three months is
forecast to increase 78.6% year
on year to Yuan27.6bn ($4.3bn),
while earnings before interest
and taxes jumped approximately
98% to Yuan39.3bn.

Chinese investment bank CICC
said the performance was in line
with its expectations and
attributed the growth to high spot
rates and improved contract
rates.

Clubs warn of contaminated HSFO
from Singapore

CLUBS have seen an increase in
the number of P&I and hull claims
arising from some contaminated
high-sulphur fuel oil from
Singapore over the past few
weeks.

The fuel, which was found to be
tainted with chlorinated
compounds, led to damage to
fuel injection pumps, as well as
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filter elements and purifier
systems, among others,
Norwegian insurer Skuld said in
an advisory.

“Organic chlorides are not
naturally present in crude
sources and their presence in
marine fuels is a cause of
concern,” it said, adding that
these cannot be detected in the
fuel through standard test
methods. It thus advised owners
and operators to carry out more
stringent analysis such as the
GCMS (gas chromatography

- mass spectrometry) test.

China Merchants doubles down on
LNG tanker order

CHINA Merchants Energy
Shipping has firmed up a
newbuilding contract for up to

four liquefied natural gas carriers

with Dalian Shipbuilding Industry.

The order includes a pair of
dual-fuel 175,000 cu m tankers
equipped with GTT's Mark Il Flex
containment system for $190m
each, with two more optional
units for $200m each, the
Shanghai-listed shipowner said
in a statement.

This move has doubled the
number of ships being ordered in
a letter of intent signed between
CMES and DSIC last December.

GoodBulk sees strong market for
capesizes after record profit
GOODBULK said a doubling of
charter rates for its vessels in the
fourth quarter of last year
boosted earnings.

While the capesize owner
expects strong rates to continue
in 2022, it cited risks and
“tensions” which could affect
grain trades and other
commodities.

It reported net profit of $36.5m
for the three-months ending
December 31, a near-fivefold
increase on the same period a
year earlier. Revenue more than
doubled to $93.4m, the company
said in a statement.

For classified notices please view the next page.
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PAKISTAN NATIONAL SHIPPING CORPORATION

(Statutory Corporation, Established under the ordinance, XX of 1979)

REQUEST FOR PROPOSAL (RFP)
HIRING OF A CONSULTANT FOR AFRAMAX NEW BUILDING PROJECT

Tender No. PRCD/SB/2022/127

1.

Pakistan National Shipping Corporation (PNSC), Statutory Corporation, established under the Ordinance, XX of 1979, invites
proposals under International Competitive Bidding (ICB) from consulting firms / organizations and Classification Societies (that
are a member of the International Association of Classification Societies - IACS) who have experience of providing Ship
Building consultancy to be appointed as PNSC’s consultant for an Aframax new building project.

Method of selection will be Least Cost Selection Method under Regulation 3C of the Procurement of Consultancy Services
Regulations, 2010 of the PPRA. Interested firms should have at least 10 years’ experience and requisite knowledge for
undertaking such assignment.

This RFP document is available at the address stated below from Monday to Friday during office hours 10:30 am to 03:30 pm
PKT (Ramadan Timings) till 11 May, 2022 and may be obtained free of cost on any working day OR can be downloaded from
PNSC website www.pnsc.com.pk , this advertisement is also available on PPRA website at www.ppra.org.pk

Proposals should be sent by e-mail to the address: new.build@pnsc.com.pk , title of tender is “HIRING OF A CONSULTANT
FOR AFRAMAX NEW BUILDING PROJECT” latest by (1100 PKT/ 0600 GMT) on 12 May, 2022. Bids shall be opened on the
same day at (1130 PKT/ 0630GMT) in the presence of bidders, who wish to attend.

Moreover, a Pre-bid meeting shall be held on 21 _April, 2022 (1200 PKT/ 0700 GMT) at Board Room, 14th Floor, PNSC
Building. However, international bidders can join through video-link for which they will have to send an email at
sandp@pnsc.com.pk at least 2 (two) days prior to Pre-bid meeting for coordination.

PNSC reserves the right to accept or reject any or all proposals as per Public Procurement Rules, 2004. Further information
can be obtained from.

MR. ALI IMAM QADRI, General Manager (Procurement)
Procurement Department, First Floor, PNSC Building, M.T Khan Road,
Karachi, Pakistan. P: +922199203980 to 99 (extension:353 & 390)

E: ali.gadri@pnsc.com.pk W: www.pnsc.com.pk
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