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A handful of great maritime cities are the big
enablers of global trade. These cities not only
handle the ships carrying world’s goods and
commodities quickly and efficiently, but they
are also home to the thousands of businesses
which finance, insure, broker and provide legal
services to this enormous multi-billion dollar
industry. Some of these cities have been at
the heart of the international trading system
for centuries, others are relative newcomers.
But all have one thing in common — they play
a vital role in delivering prosperity and growth

to the world.

This is the fourth consecutive year of
publication of the Xinhua-Baltic Exchange
International Shipping Centre Development
Index. Once again it places Singapore, with
its mighty port and fast-growing business
services sector in first place, closely followed
by London with its historical pre-eminence in
the provision of shipbroking, finance and legal
services.

So many factors determine a shipping
centre’s status. It is of course partly down
to geography. A successful deep-water port
needs to be conveniently located and have
room to grow. A leading business centre
needs to sit in the right time-zone and be
connected with the rest of the world. But it
is more than simply location that makes for
a thriving maritime city. For any centre to
flourish, it needs access to a highly skilled,
specialist workforce that understands the
complexities of shipping. A successful
maritime city needs a robust legal framework
and financial institutions. It needs a stable tax
framework and it needs to be able to attract
shipowners.

But most importantly, for any shipping centre
to continue to appear on the Xinhua-Baltic
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Exchange International Shipping Centre
Development Index, it needs to continue to
innovate and adapt to change.

The global shipping industry is facing
numerous challenges and opportunities.
Increasingly stringent environmental
legislation means changes to operational
practices. The financial markets are under
increasing scrutiny by legislators and freight
rates continue to languish as too many
ships chase too few cargoes. This has led to
consolidation in the container sector, boom
and bust in the dry bulk sector and mergers in
the tanker business.

The shipping industry needs its innovators
and thought-leaders to develop new ways
of running, handling and trading ships and
cargoes. The best innovations often come
from clusters of excellence, where the close
proximity of businesses helps foster new
ideas. All of the cities on the Xinhua-Baltic
Exchange International Shipping Centre
Development Index are home to innovative
businesses that collaborate to provide
practical and technical solutions to the many
challenges that the global shipping industry
faces.

We hope that you find this report useful.

HAKJA%&. .
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Shipping remains a difficult market as ever, as cycles in freight rates and asset
values plague most sectors. Despite capital being scarce, excessive new
ordering continues to adversely impact on supply/demand balances and in turn

on freight rates and on asset values, as evident from the two charts below.

Drewry Secondhand Price Index
(January 2010=100)
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From an investor perspective shipping is generally not on most investor’ s
radar and we expect this to remain the case for the remainder of 2017 and into
2018. By main sector we see the situation in the main shipping markets as

follows.



Dry Bulk

In dry bulk the bottoming-out of the market
in 2016 and the subsequent upturn in 2017
have been on the back of a reversal in asset
values, a narrowing supply-demand imbalance
and expectations of supportive commodity
demand. However, the driving force in the
market recovery was limited growth in vessel
supply, rather than run-away vessel demand.
The mid 2017 orderbook to existing fleet ratio
is relatively low at 8%, but we believe the key
risk for the dry bulk sector is the return of new
orders, led by subsidy-backed ordering activity
by Chinese companies at local Chinese
shipyards. As such, government intervention
in a bid to support struggling local enterprises
has the potential to undermine the market.
From an investor perspective dry bulk
shipping stocks rebounded with some ferocity
in the second half of 2016 on the back
of strong investor interest, massive short

Oil Tankers-

the oil tanker sector there is a good deal
of apprehension. The market clearly does
not need more new tonnage and with an
orderbook to current fleet ratio of 13% the
outlook is not good. As such, in our view both
earnings and asset values will remain under
pressure for the second half of 2017 and for
much of 2018.

A root cause of the problem is that tanker
shipping remains a fragmented industry.
Owners act independently when it comes
to new vessel ordering, and in doing so
help create the peaks and troughs in the
freight rate and asset price cycle which are
characteristic of the sector as a whole.

A cautious outlook validates the view that
supply side woes will take a toll on the
shipowners’ earnings and profitability in 2017-
18. From an investment perspective the sector
looks unattractive on account of declining
asset prices and the surge in supply due to

covering in key U.S. listed names and a reset
of valuations. In the second half of 2017 we
expect dry bulk stocks to flatten as freight
markets catch-up and expectations for a
better 2018 are discounted in prices.

Longer term, we expect cost structures that
have been “cut to the bone” over the last
few years to start rising again. For many
companies, lower interest costs have been
achieved by way of debt restructuring and
interest payment moratoriums. As losses
narrow and profitability returns the covenants
will also kick-in in the near future.

Containers

The IMF is projecting global trade growth of
3.3% for 2017, which is hardly inspiring. It
is also becoming clear that seaborne trade
is being affected by structural changes
in consumption patterns, brought on by
miniaturization and near/on-shoring. In the
container sector this means that global

newbuild deliveries. Further new ordering will
only exacerbate the current situation, and for
the moment oil tankers is best avoided. But as
we move into 2018 we expect the market to
gradually correct itself.

Liquefied Gas

In the liquefied gas neither the LNG nor LPG
sectors looks that promising.

Despite new liquefaction capacity coming
online in the remainder of 2017 and in
2018, the outlook for LNG shipping remains
uncertain. The current orderbook to fleet
ratio is close to 28% and if new tonnage is
delivered on time some 9 million cbm of new
LNG shipping capacity will be added to the
fleet in 2017, translating into double-digit
fleet growth. Although LNG freight rates have
recovered from the lows of 2016, they are
expected to remain below long-term averages
as new vessels are delivered. Stock prices
for LNG shipping companies are therefore
unlikely to repeat the stellar performance seen
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container volumes are likely to grow at low
single digit figures through 2020.

Although the orderbook for mega-vessels has
thinned, bigger vessels with lumpy container
volumes continue to cascade down into
smaller trade lanes. The orderbook to existing
fleet ratio is 14%, so all the signs point to
supply growing faster than demand in the
short-term.

In the meantime challenging conditions
continue to promote consolidation among the
lines with the result that shipping capacity
is becoming concentrated in the hands of a
smaller number of players, operating through
alliance structures.

The expansion of alliances and the
exponential increase in ship sizes between
2009 and 2016 has meant the terminal
operators have had to play catch up to service
their clients. Ports are in consolidation phase,
and the pace of consolidation is likely to
accelerate.

in 2016.

Oversupply continues to plague the LPG
sector as well, especially in the larger vessel
sizes. The LPG shipping fleet increased by a
massive 17% in 2016, while the VLGC fleet
increased by 23% in terms of tonnage. In mid-
2017 the orderbook to existing fleet ratio was
still at 14% suggesting that the market will
remain oversupplied.

Oversupply has had a negative impact on
asset prices, as the value of a 10-year old
VLGC declined by 30% year on year in 2016.
For smaller vessels the decline was more
moderate.

Overall, with a backdrop of an oversupplied
market in the remainder of 2017, we are not
overly positive on either the LNG or LPG
shipping sectors, although we believe that the
worst is over in terms of the decline in freight
rates and asset prices. However, a real
recovery in both is unlikely before the second
half of 2018.
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Rising Complexity in
Ship Finance

By Campbell Houston
Marine Money
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As Marine Money celebrates its 30th
anniversary, we have found a single
overarching theme that has been consistent
in this industry, rising financial demands bring
rising complexity in finance. There was a time
when 80 percent of the value of a ship could
be borrowed from a bank and the remaining
20 would consist of owners’ equity, whether
the company was public or private. Today, a
vessel will be financed by a combination of
countless financial institutions and financial
products. A modern shipowner must be far
more financially astute than their forbearers
to regularly access capital and obtain debt
financing from a variety of sources, which
today are more global than ever.

Increasing regulations, engineering
complexity, and the growing size of vessels
have increased newbuilding prices.
Meanwhile, competition for market share
and economies of scale have driven many
owners to grow from 3 ship fleets to 30, or
300. The increased capital requirements led
shipowners to experiment with new (to them)
sources of capital. The first IPOs of the B&H
companies, Anangel-American Shipholdings,
and Stolt-Nielsen in the late 1980’s, high yield
bonds in the late 1990’s, and a wave of IPO’s
in the mid-2000s brought the shipping industry
to the public markets on a large scale for the
first time. However, becoming public, is a
beginning, not a conclusion. These relatively
small companies now had to compete with the
likes of Apple and GM for capital.

At every Marine Money conference, industry
consolidation is a popular topic. Market share

and pricing power remain a dream for such
a fragmented commodity business. Instead,
would-be consolidators seek higher market
capitalization and daily trading volumes
to facilitate access to capital. To whet the
appetite of large institutional investors, public
companies need a market capitalization
of at least $1 billion and a significant daily
trading volume to allow investors to easily
enter and exit positions. Today, only one
international tanker company has a market
capitalization over $1 billion, Euronav NV,
though Frontline Ltd. and Scorpio Tankers
Inc. are close behind. Therefore public
capital markets are an unreliable partner
for most shipping companies. While giants
like A.P. Moeller-Maersk can reliably access
capital, most are limited to small windows of
opportunity when investor-appetite rises. The
Seaspan Corporation has a financial team
poised ready to access capital at any time,
from any source, regardless of any particular
capital requirement. The company has
learned that capital is scarce and should be
raised whenever that window opens. Recent
financing opportunities tapped by the industry
have been as diverse as master limited
partnerships, Norwegian bonds, baby bonds,
preferred equity, term loan B’s, lease finance,
and export credit finance.

Following the financial crisis and shipping
downturn, newbuilding orders evaporated
and newbuilding prices reached record lows.
In 2012, Scorpio Tankers led the way in
convincing investors to invest in the shipping
industry during the downturn, raising capital
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and ordering a massive fleet. European

Banks, still facing repercussions from the
financial crisis, including Basel Il regulations,
and with significant chunks of their loan
portfolios in breach of covenant if not default,
could not fund this sudden surge in ordering.
Two groups instead came to the table to fund
a significant countercyclical growth spurt in
the shipping fleet, export credit agencies and
private equity.

Export credit agencies (ECA), particularly
Export-Import Bank of China (CEXIM)
and Korea Export-Import Bank (KEXIM)
provide loans directly to shipowners or
guarantee loans provided by commercial
banks, traditionally to finance newbuildings
from domestic yards. Notably, one KEXIM
guaranteed loan was even sold off as a retail
financial product. ECAs had an immediate

impact in providing low cost debt financing
for newbuilding programs. Private equity,
meanwhile invested in tonnage through
partnerships with existing shipping companies
and at times directly purchasing vessels
themselves. The level of private equity
investments slowed since its peak in 2013
and funds have in some cases found it harder
to exit positions that originally envisaged.
However, private equity continues to be an
important player in the shipping industry
and has taken a variety of approaches from
purchasing loan portfolios to purchasing
distressed assets, to providing lease finance.

Shipping companies were relatively successful
in taping capital markets in the second half of
2016 and first half of 2017, however leasing
is possibly the most influential source of
finance today. Data on the total volume of

lease finance is scarce, however the five
largest Chinese leasing companies alone,
ICBC Leasing, Minsheng Financial Leasing,
Bank of Communications Financial Leasing,
China Merchants Bank Financial Leasing, and
China Development Bank Financial Leasing,
have a portfolio of over $18 billion, much of it
originated within the last three years.

In today’s world, financial products and
institutions are cyclical, possibly ephemeral. A
safe prediction however is that the financing
for the shipping market next year or next
decade will be more complex than it is today.
Shipowners and financiers alike must follow
religiously the latest on goings in ship finance
to be ready to strike when windows open.
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