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Shipping stocks suffer
‘brutal’ pullback in June
after long bull run

SHIPPING stocks have performed much better than the broader equity
market on a one-year and five-year basis. Nevertheless, it has been a
painful and sobering stretch for shipping stock investors in June.
Shares have fallen across the board. The question now: Is this just a
speed bump or the start of something worse?

“I think what has taken people by surprise is the speed with which the
shipping stocks have cratered. The corrections are usually more
gradual,” shipping investor Edward Finley-Richardson told Lloyd’s List
on Monday.

Evercore ISI shipping analyst Jon Chappell said in a client note: “Last
week was a brutal one for shipping stocks in all sectors.”

Lloyd’s List looked at the change in larger-cap shipping stocks across
multiple sectors from the close on May 31 to midday on Monday. In the
past, shipping stocks had handily outperformed a measure of the
broader market, the SPY exchange-traded fund that tracks the S&P
500 index. In June, SPY has done much better than shipping stocks.

There are a variety of negative price drivers in play.

Shares of very large gas carrier owner Dorian LPG are down 19% since
the end of May. Part of that is market-related: Last week, VLGC
earnings dropped 27% versus the prior week, noted Clarksons
Securities.
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But part of it is non-market related: Dorian took
advantage of multi-year gains in its equity value and
conducted a follow-on offering of 2m shares on June
6. New equity sales depress pricing.

Ceasefire resolution drives down shipping
stocks

In the container sector, shares of liner operator
Zim are down 18% since the end of May, with
containership lessor Danaos down 7% — despite
both spot freight rates and containership charter
rates still rising.

In the case of Zim, as with Dorian, there was a non-
market factor in play: the secondary share sale of 5m
Zim shares (and potentially 5m more) by sponsor
Idan Ofer, who took advantage of prices inflated by
Houthi attacks.

Another driver was sentiment. Stocks in container
shipping and other sectors have been hit by renewed
talk of an Israel-Hamas ceasefire. The average loss
of shipping stocks covered by Clarksons Securities
was 5% last week, with container shipping stocks
down 9%.

“The UN ceasefire resolution last week had a
negative impact on these stocks,” wrote Clarksons
Securities analyst Frode Markedal. “The ceasefire
may not prevent Houthi attacks on merchant
ships... nonetheless, if the situation stabilises and
the rerouting around Africa ends, containerships
and product tankers, in particular, may see

lower earnings.”

Finley-Richardson, who communicates with

a wide circle of investors, said: “It is true that
stocks faltered in tandem with the latest ceasefire
news, including oil tanker stocks, but I see a real
bifurcation among investors, with some people
seeing through this continual ‘boy who cries wolf’
panic about a possible ceasefire.

“In the investor community I'm involved with,
people are more certain than ever that the Red
Sea is going to be a huge tailwind — and it’s not
going away.

“It’s hard to say who’s selling. I think there are
people who just want to take gains because it’s a
trade that has gone really, really well this year, in
contrast to a lot of other things.”

According to Chappell, “We attribute much of

the weakness in equities to headlines involving a
potential peace treaty between Israel and Hamas.

Lloyd's List | Daily Briefing Wednesday June 19, 2024

The problem with the nearly daily sell-off in the
equities last week is that while hope of a treaty
emerged on Monday [June 10], there was no
progress in [the following] days.

“Worse, it is not abundantly clear that an Israel-
Hamas agreement will end the missile attacks by the
Houthis. Indeed, in the same week that a peace deal
was floated, the Houthis escalated... the attacks.

“We acknowledge that sentiment, momentum

and geopolitical narratives will impact near-term
trading activity of shipping stocks... but if one is
going to trade the catalysts causing disruption and
distortion, make sure to be focused on the right
headlines, not just those in the mainstream media.”

Weaker VLCC rates weigh stock sentiment
Shares of crude tanker owners Frontline,
International Seaways and Teekay Tankers are down
14%, 12% and 11%, respectively, from the end of
May. Dry bulk owners Genco, Star Bulk and Golden
Ocean are down 10%, 9% and 9%, respectively.
Product tanker owners Torm and Scorpio Tankers
are down the least, 7% and 5%, respectively.

Asked why shipping stocks began falling in early
June, before the latest ceasefire chatter, Chappell
told Lloyd’s List, “For tankers, rates have been
noticeably weaker since the start of the month. Not
weak but weaker. So, I'm sure that has played a role
in these stocks.”

According to Finley-Richardson, “My sense is that it
was the failed rally for VLCCs that really started this
carnage.

“We had our catalyst in earnings, which sent a lot
of the stocks higher, and they were kind of priced
to perfection, so to speak. The VLCCs had been
finding a higher floor throughout the year, but they
have finally faltered and lost their support due to
the latest Opec+ announcement, which stated that
producers would be returning barrels to the market
in Q4, meaning Q3 was going to remain weak.”

Spot rates for non-eco VLCCs averaged $30,700
per day on Monday, down 41% month on month,
according to Clarksons Securities.

“Even though the VLCC market is just one market
among many and some of the others have been
really strong, I think it has somehow affected
sentiment for the whole sector,” said Finley-
Richardson.
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Interest-rate expectations could also be curbing
shipping stocks in relation to the broader market.

“My own take is that this is partly related to data
from the Fed, which seems to imply that rate cuts
are coming, and therefore, you want to bet on
duration. You want to bet on cashflows coming in 10
years, because interest rates are about to go down.
So, everything that was popular about shipping —
that is to say, it makes cash today — is no longer

as attractive.

“Cyclicals got hit. And then there’s Apple, which
recently took off and made new all-time highs.

“Apple has been on fire. I don’t think it’s a
coincidence that this happened at the exact time
that shipping stocks were cratering,” said Finley-
Richardson.

Year-on-year gains still top broader stock
market

Shipping stocks may be down significantly in June,
yet their longer-term performance versus broader
stock market indicators is still highly positive.

Shipping stocks were multiples higher than the SPY
S&P 500 ETF through May on a five-year basis, i.e.
versus pre-Covid.

And even with this month’s retreat, shipping stocks
are still well above the SPY on a one-year basis.
Dorian’s adjusted price is still up 85% year on year,
whereas SPY is up only 26%.

In the tanker segment, Teekay is still up 81% year on
year, Scorpio 77%, Frontline 76% and Torm 71%. In
dry bulk, Golden Ocean is up 78%, Genco 50%, and
Star Bulk 42%. In containers, Zim is still up 48%
year on year and Danaos 40%.

WHAT TO WATCH

Port congestion spreads to northern Europe

THE container port congestion that has to date
largely been focused in Asia and the western
Mediterranean has begun to spread to northern
Europe, with fears that strikes in Germany will
exacerbate the situation.

“Global port congestion continued to rise over the
past week, with over 2.4m teu of vessel capacity
waiting at anchorages as at 16 June, of which 60% is
in Asia,” said analysts at Linerlytica.

Heavy congestion remained in Singapore, with
average waiting times down slightly because more
vessels were omitting calls at the port, Linerlytica
added.

“Overall congestion is at an 18-month high, with a
further escalation expected following the declaration
of an unannounced strike action at German ports on
June 17 that will affect ships calling at Hamburg and
Bremerhaven.”

Germany’s United Services Union (Ver.di) called
for the wildcat strike action that affected Hamburg,
Bremen, Bremerhaven, Brake and Emden.

It argued that the Central Association of German

Seaport Operators did not submit a negotiable
offer in the second round of negotiations on June
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6 and that the strike increases the pressure on the
employers to submit a negotiable offer in the third
round taking place this week.

Ver.di is calling for higher wages and shift
allowances for its members.

Linerlytica said the action would affect more than 50
containerships with a total capacity of 3m teu that
are scheduled to call at German ports in the coming
week.

Carriers have warned that this is likely to have a
knock-on effect on other ports in the region, too.

Data from Lloyd’s List Intelligence shows nine
boxships waiting at the Elbe anchorage destined
for either Hamburg or Bremerhaven. But there are
another 11 vessels at anchor off Rotterdam, and five
at Sunk Deep, waiting for calls at either Felixstowe
or London Gateway.

“This will have widespread implications on our
network, with multiple vessels already planned to be
worked,” Maersk said in customer advisory.

“With current outlook on the vessels, we do expect

a knock-on effect for all vessels. Consequently, this
will cause further delays.”
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This was also likely to further compromise
schedules, as vessels returning to Asia will now be
delayed, further reducing available slots on head-
haul routes.

“Congestion at European ports has already started
to pick up in recent weeks, with delays seen at
Rotterdam, Antwerp and Southampton, as well as
in Germany and the situation is expected to worsen
further,” Linerlytica said.

Containers: Generation [bo]X — tales for an

accelerated cycle

ALONG with death and taxes, another certainty in
life is container shipping’s boom-and-bust cycle.

Historically, carriers go through a period of
irrational exuberance when times are good,
overorder vessels to take advantage of the high
demand and freight rates — then spend the next few
years rueing their mistakes and struggling to cover
their cost of financing.

As recently as the end of last year, major carriers
were warning that the downside of the cycle was
well and truly with us.

After the record profitability driven by the Covid
pandemic boom in box shipping, lines warned that
2024 would see the re-emergence of loss-making
quarters, overcapacity and weak demand.

“Six months ago, we were looking at a 2024 that was
a long walk in the desert,” said Xeneta chief analyst
Peter Sand. “Then along came the Red Sea [crisis].”

After the initial shock, the Red Sea crisis was
considered to be different from the disruptions of
the pandemic.

Freight rates shot up as container lines went through

the process of rerouting their services around the
Cape of Good Hope, adding between 20-30 days to
an Asia-Europe round trip.

But by the end of February — and after getting
through the annual demand surge ahead of the
Chinese New Year — most carriers and analysts
thought the worst was over.

Freight rates remained elevated but fell by more
than one-fifth between the end of January and the
beginning of April.

It appeared that the overcapacity in the market
would serve its purpose and be absorbed into the
longer schedules that would be required to take
ships around the Cape of Good Hope.
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And, as soon as those schedules fell into a regular
weekly pattern, the only impact would be slightly
longer lead times for goods ordered from Asia to
reach Europe.

But then something happened.

Firstly, there was a spike in demand. Volume figures
from Container Trades Statistics show that in April
— the most recent month for which data is available
— volumes were only 200,000 teu lower than their
record high for April in 2021, at the peak of the
pandemic surge.

That should not have mattered. M

ore than 1m teu of capacity has been delivered into
the market this year alone, which should have easily
absorbed any additional cargo.

But that surge was matched by an increase in
congestion at key ports around the world.

Again, this was no worse than had been seen

at the worst of the supply chain crisis in 2021-
2022, but it proved to be the straw that broke the
camel’s back.

“We had exactly the right capacity to go around
Africa at the start of the Red Sea crisis,” said
Vespucci Maritime chief executive Lars Jensen.

“Imagine if the carriers had not created
overcapacity, we would have been in a world of
hurt. But that meant we had zero excess capacity in
the system.

“There is no way we can deal with any other crisis
on top of this.”

Previously, when carriers sailed via the Red Sea,
they would use ultra large tonnage to make port
calls en route, stopping in the Red Sea, the central
and western Mediterranean before making their
ultimate calls in northern Europe.
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Now, however, those Red Sea and Mediterranean
calls have stopped.

Instead, cargoes destined for the Red Sea and
eastern Med are offloaded for transhipment in the
western Mediterranean so the ships can speed back
to Asia in an attempt to maintain schedules.

“That is part of what is overwhelming ports,” Jensen
said. “As long as the Red Sea is driving the port
congestion, there is no hope this is going to be solved
either.”

A similar problem was occurring in Asia, where
vessels were waiting for a week to berth outside
ports such as Singapore.

The outcome of all this has been to push up
freight rates.

“Shippers saw the ugly days of the pandemic
disruptions returning, so have decided to restock
inventories to avoid running out of inventory,”
Sand said.

But doing so when capacity was already tight just
made capacity tighter — and tight capacity means
high rates.

The outcome for carriers is the shortest downcycle
in the sector’s history.

Maersk, the second-largest carrier by deployed
capacity, said at the beginning of the year that its
full-year 2024 earnings before interest and tax was
to be -$5bn to zero.

That is, it hoped to break even at best. By May,
however, it estimated full-year ebit of -$2bn to zero.

But by June, even its worst-case scenario had risen
to a positive $1bn ebit.

“On the back of continued strong container market
demand and disruptions caused by the ongoing
crisis in the Red Sea, Maersk now also sees signs of
further congestion, especially in Asia and the Middle
East, and additional increases in container freight
rates,” the carrier said.

“This development is gradually building up and
is expected to contribute to a stronger financial
performance in the second half of 2024.”

But there are additional costs in both the fuel
consumed and the charter hire of the additional
vessels needed to provide capacity.
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Containership charter rates have more than doubled
across most size segments since December on the
back of the capacity crunch.

This has been good news for tonnage providers,
many of whom were facing the end of long-term,
high-cost charters from the pandemic era.

Where now?

The last boom cycle was launched by the black swan
event of the pandemic. This one has been launched
by the black swan event of the Houthi attacks on
shipping. Science fixed the first, but it will take
politics to fix the second.

At the moment, all bets are off. There is simply no
way to know how long shipping will be rerouted
around the Cape of Good Hope.

On the demand side, however, some guesses can
be made.

While there are arguments over whether or not the
current boom reflects a genuine need to restock
inventories, or is simply shipper fears of delays and
rates getting worse, the economic situation in most
developing markets does not indicate any great
surge in demand for containerised goods.

Europe’s economies are pedestrian, at best — and
even the US is only expected to grow by 2.5% this
year. Hardly boom times.

That means that the demand could well tail off quite
soon. In effect, we will have seen an early peak
season, but nothing out of the ordinary. And, as
soon as demand drops, so too will rates.

The other impact of falling demand will be to allow
carriers to finally get their schedules back in order,
and to ease pressure on the transhipment hubs that
are delaying that now.

That, in turn, will open up capacity — which, along
with the 2m teu still to be delivered this year, will go
a long way to matching supply and demand.

If that is the case — and if carriers lose the “bailout”
of the Red Sea — the shortest downcycle in the
sector’s history could be followed by the shortest
boom.

This article is part of Lloyd’s List’s Half-year

Outlook, which will be published in full later this
month
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OPINION

Tanker owners need clarity on Nigeria's taxes

A YEAR ago, the Nigerian government’s Federal
Inland Revenue Service, known as FIRS, began

a retrospective tax compliance review exercise,
sending demand letters to a number of tanker
owners whose vessels had called in Nigeria between
2010-2019, writes Intertanko legal counsel

Selena Challacombe.

Intertanko members own, operate and manage more

than 3,700 ocean-going crude, chemical, product
and gas tankers, so it was not surprising that many
were in receipt of such letters. Over the past year,

Intertanko therefore engaged directly with the FIRS,

to seek clarity on the taxes alleged to be due and to
better understand the situation.

Through this engagement and interventions at
public stakeholder forums, the association raised
member concerns about their exposure to taxes put
into effect with no proper prior notification, as well
as the potential consequences for future calls to
Nigeria.

This resulted in concessions and various waivers of
interest and penalties for the settlement of alleged
taxes, made by specific dates, with all concessions
ending on March 31, 2024.

It is not possible to know the number of owners
who have taken advantage of the concessions and
the FIRS will not disclose who has settled as this is
confidential information.

However, we do know that the concessions,
in addition to negotiated settlement figures
significantly below the original demands, have

afforded some owners a degree of certainty about
risk exposure for future calls to Nigeria, in relation
to tax liabilities under this compliance review
exercise.

One year on, and the issue has not been resolved.

While the FIRS has provided some clarification on

the demands made this time, it is unclear what will
happen now that the concessions period has ended

and what other taxes may be considered due, either
historically or in the future.

Unpredictable tax landscape

What is clear, however, is that these demands and
this ongoing exercise are not limited to tankers and
this may not be the only compliance review exercise
the FIRS undertakes. In the future, all operators will
need to carefully consider the specific requirements
to register and file tax returns with the FIRS if
operating in the country.

Given the increasing complexity and high level of
current uncertainty of calling in Nigeria, Intertanko
members are protecting themselves.

Members calling in Nigeria are putting clauses into
their contracts to ensure that taxes are covered by
charterers ordering the loading of cargoes from
Nigeria. Other members are avoiding the region
until there is clear guidance on a practicable tax
regime from the Nigerian authorities.

We look to the Nigerian government to give the
international shipping industry the reassurance it
needs to continue calling in Nigeria.

MARKETS

Seoul boosts domestic yards with $10.8bn in

new refund guarantees

SOUTH Korea’s government is providing a $10.8bn
financing boost in new refund guarantees to
domestic yards in a bid to secure the country’s
dominance in global shipbuilding.

Of the funds, $10.1bn will go to key builders such as
HD Korean Shipbuilding & Offshore Engineering
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and Samsung Heavy Industries, with the remainder
allocated to mid-sized players, the Ministry of Trade,
Industry and Energy said in a statement.

RGs, which assure shipowners of refunds if

newbuilding orders are not delivered on time, are a
key part of shipbuilding contracts.
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The move comes as the country’s shipyards have
won over four years’ worth of order backlog,
particularly for constructing lucrative LNG carriers
and other complicated vessels. Ship exports have
already jumped 57% year on year to $10.4bn from
January to May, the ministry said.

According to data from Clarksons, in the first five
months of this year South Korean shipyards secured
around 28% of global new orders by compensated
gross tonnage, while top-ranked China took 61%.
The former still leads in the number of LNG

carrier contracts won, but the gap with the latter

is narrowing.

MOTIE said it had worked with banks, policy
lenders and other agencies to increase RGs available
to shipbuilders, as the order boom is exhausting
existing quotas.

In a Memorandum of Understanding signed between
Korea Trade Insurance Corporation and compatriot
lenders, five major nationwide banks will offer RGs
to mid-sized yards for the first time since the service
was halted 11 years ago amid massive losses during
the industry downturn.

The assistance comes just in time with the first
beneficiary expected to be a suezmax tanker,
which Belgium’s Euronav ordered from Daehan
Shipbuilding for $87m, that needs RGs by June 27,
according to MOTIE.

The order is being provided with $31m of RG by one
of the committed major banks, Shinhan Bank.

Overall, the government expects the $10.8bn new
RGs to support $26.9bn worth of export vessels on
order with the South Korean builders.

MSC becomes latest line to return to Ukraine

MEDITERRANEAN Shipping Company has
become the latest container line to return services to
Ukraine after launching a service between Asyaport,
Tiirkiye and Odesa, Ukraine.

Panama-flagged, 2006-built, 1,114 teu containership
MSC Levante F (IMO: 9330264) is en route to

Poti, Georgia, before continuing on to Odesa. It is
expected to arrive at the Ukrainian port on Friday,
June 21.

Container lines have been slowly returning to the
war-torn country. Freight forwarder Iteris began
operating feeder services between Odesa and
Constantza, Romania in early April.

Iteris said two multipurpose vessels, T- Mare (IMO:

9007001) and T Moon (IMO: 8917417), each just
under 400 teu, are operating the route, calling at
Odesa every two to five days.

German container giant Hapag-Lloyd began taking
slots on the route a few weeks ago, becoming the
first major to return to Ukraine since Russia began
its incursion in March 2022.

Ports of Stockholm and the Baltic Ports
Organisation are working to secure funding that
would improve efficiency at Ukrainian ports and
better integrate them into the EU transport network.

Ukraine was granted EU Candidate status in June
2022 and negotiations to welcome Ukraine to the
bloc are ongoing.

Green methanol project planned in China

THE green energy arm of China General Nuclear
Power Group is among partners backing a
200,000-tonnes-a-year green methanol project in
Inner Mongolia.

The new project, to be built in the city of Chifeng,
will produce green methanol from hydrogen and
bio-derived CO2.

CGN New Energy Holdings, a power producer
controlled by state-owned energy group CGN,
will spearhead a wind and solar power-generated
hydrogen project with a capacity of 500,000 kW.
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Chimbusco, the bunker service provider for China
Cosco Shipping, said it would oversee the use of the
green methanol as marine fuel, and Cosco Shipping
Logistics & Supply Chain Management would be
responsible for the transport and storage.

The deal covers the green methanol lifecycle from
production to transport and storage, and then to the
final bunkering, according to Chimbusco.

Chimbusco and Cosco Shipping Logistics declined
to give further details. But local media reported
building would start this month and was expected to
be completed by June 2026.
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Several green methanol projects have started
construction in China this year, as energy companies
try to capitalise on the energy transition.

Lloyd’s List has reported that at least four green

Cosco Shipping, State Power Investment and
Shanghai International Port Group have also
established a joint venture, Shanghai Jiyuan Green

Energy, which is poised to launch a bio-methanol

methanol plants have started construction in China

in the first four months of this year.

Production is expected to start within the next two
to three years. These projects have an aggregate

project in Jilin Province, northeastern China.

The project, which has been approved by local
authorities, is scheduled to break ground in

low-carbon methanol output target of up to about

1m tonnes per year.

November 2026, and will have an annual capacity of
200,000 tonnes.

IN OTHER NEWS

Malta STS transfers of Russian oil
quadruple after Greece shuts down
Laconia Bay

THE number of tankers involved
in ship-to-ship transfers off Malta
has quadrupled in the past seven
weeks compared with the year-
ago period after an extended
military exercise by Greece'’s navy
closed the Laconia Bay, near
Kalamata, to commercial traffic in
early May.

Laconia Bay had emerged as a
logistics hub for Baltic and Black
Sea-loaded cargoes of Russian
oil, which has been subject to
Western sanctions for the past 18
months.

Some 185 tankers have been
engaged in STS transfers off
Malta so far in June, while 419
were in May, according to data
from commodities analytics
provider Vortexa.

Informal MEPC talks make little
progress

INFORMAL talks between
member states of the
International Maritime
Organization in Germany
have made little progress, as
countries try to find common

ground between two camps that
maintain their different stances in
relation to a global carbon price
to be adopted by the UN agency
next year.

Countries including China, Brazil,
the Netherlands and the US held
an informal two-day meeting on
the sidelines of the UN Climate
Meetings in Bonn on June 8-9

to find convergence among
proponents and opponents

of a universal carbon price

on shipping.

Some countries and non-
governmental organisations
proposed potential amendments
to Marpol Annex VI during the
talks, according to multiple
delegates in attendance.

Tutor master reveals horror of Houthi
drone boat attack

THE master of stricken bulker
Tutor (IMO: 9942627), which was
attacked by a Houthi drone boat
last week, gave the first account
of the incident after landing in
Manila on Monday.

Christian Domarique told
reporters the drone boat that
eventually struck Tutor was
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initially thought to be a fishing
vessel with two people on board.
Those people turned out to be
dummies.

“The dummy was fast. It
manoeuvred before chasing us.
A drone attack also occurred at
1300 hrs on the other side of our
ship,” Domarique said.

Unifeeder and MPC Container Ships
unite on efficiency retrofits
UNIFEEDER and MPC Container
Ships are teaming up on energy
efficiency retrofits to cut
emissions.

Feeder service Unifeeder, which is
owned by DP World, and tonnage
provider MPC Container Ships will
jointly invest in retrofits of energy
efficiency technology, including
the installation of variable
frequency drives and a filtration
system to purify lube oil.

Together, the partnership expects
emissions to be cut by 10%. As
well as sharing the investment
burden between charterer and
operator, both parties will also
share any cost savings.
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Classified notices follow

Lloyd’s List‘>

Looking to publish a judicial sale, public notice,
court orders and recruitment?

Please contact: marketingservices@lloydslistintelligence.com
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