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One of the issues that continues to be raised is that of Regulation.
Is the shipping industry over-regulated or under-regulated? Are
seafarers over burdened by administration that is a direct result of
regulation? How can shipowners plan for the future when the future
appears to be dominated by changing and uncertain regulation?
In the effort to promote and protect our members’ interests, your
Association is deeply involved in the development and review of
regulation and while it is very clear that there are many issues that
must be addressed in the development and application of regulation,
it is also clear that most regulation actually benefits the industry.
Those who have been in the industry for a few years will recall the
debate surrounding the companion issues of sub-standard and quality
shipping. Many conferences were held, and much was written in
the technical and general shipping press. How to rid the industry of
sub-standard shipping, shipping that was promoting a disastrously
negative image of the industry, and how to determine just what we
meant by ‘quality’ shipping? There were post-conference evenings
spent debating how to raise the barriers to entry into the industry
in order to rid the industry of substandard ships and their owners.
Higher barriers to entry, it was felt, would reduce the attractiveness of
the industry to those who were out to make a quick buck, and ensure
that those who did enter the industry had the resources to run a
quality operation.
Those seemed to be difficult and uncertain times, but upon review
they were the transformation of the industry into the modern and
well-run industry that we have today. Granted, there are still some
doubtful operators and flag States, but they are becoming fewer as
the regulations and audits that have been put into place are biting,
and biting hard in some cases.
It is worth reminding ourselves what we mean by ‘quality’ and
‘substandard’. Philip B. Crosby defined quality as ‘conformance
to requirements’, not as ‘goodness’ or ‘elegance’. A quality
operation therefore is not something that is better than others, in
some intangible way, but an operation that meets the necessary
requirements. It follows that substandard means something that does

HKSOA

YEAR BOOK 2014 - 2015

15

ASSOCIATION ANNUAL REVIEW 2014
2 014
not conform to requirements. The requirements in this sense are the
requirements to do the business, which will include both customer
and regulatory requirements.
In order to create a safe and sustainable shipping industry, therefore,
an acceptable level of requirements needs to be put into place.
These might be set by the customer, as they are in some sectors of
the industry, but in most cases regulatory requirements are needed
to ensure that all ships comply, not just those chartered to certain
customers.
The barriers to entry that we were previously concerned about,
however, are therefore now being set by customer and regulatory
requirements. If operators do not meet those requirements, they will
find it increasingly difficult to trade.
The setting of such requirements is a benefit to the industry, because
those who operate ships to an acceptable standard are now not
being made uncompetitive by others who might not apply the same
standards. It is also a benefit to the industry because there are fewer
accidents and incidents caused by substandard ships, which, if the
general public actually took notice, should result in a better image for
the industry.
There are, however, at least four areas of regulation or requirements
that might be seen to be detrimental. The first is the ability,
or willingness, of legislators to introduce regulation that is, at
best, anticipatory. Regulation that recognizes that the necessary
technology to be able to comply does not yet exist, but sets firm
entry into force dates anyway, possibly in an effort to encourage the
speedy development of the required technology. The problems
with such regulation is that the lack of the necessary technology
means that proper cost/benefit analysis cannot be carried out, and
that there is no experience in operating the required equipment,
because it does not yet exist. Whether such regulation is founded
on environmental zeal or lack of common sense is debatable, but it is
clear that very little thought has gone into the practical and technical
implementation that will be necessary.

/
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Secondly, all regulation needs to be continually reviewed and
updated. Updates might be necessary because the original
regulation did not address issues in sufficient detail to provide
consistent application. Updates might also be necessary because our
knowledge of the potentially adverse aspects of shipping is increasing
over time, as also is public perception and understanding. It is clear
that the industry must be proactive in recognizing such concerns, and
must be ready to put in place industry best practice guidelines as a
precursor and a test bed for eventual regulatory changes. Regulatory
reviews and updates are a necessary part of maintaining the proper
level of regulatory requirements to ensure that the industry meets an
acceptable standard of operation. But they do, in some cases, create
an uncertain investment environment for an industry that must make
long term and expensive business decisions.
Thirdly, the removal of substandard shipping, and the maintenance
of standards that represent an acceptable level of operation, result in
very few areas where a responsible operator is able to differentiate his
service from that provided by others. A charterer will not pay more
for a ship that exceeds the level set by regulatory requirements unless
he has specific customer requirements for the trade. Differentiation
of the product becomes more and more difficult, leaving the door
open for non-traditional operators to enter the markets. We have
referred to the commoditization of shipping in previous Reviews, but
this is what is taking place; a situation where the only differentiation
becomes the price.
And fourthly, certain ports and terminals might also set requirements,
but it is increasingly likely that specific port and terminal requirements
are, for reasons that are not fully understood, inconsistent with
and conflict with other customer and regulatory requirements.
It is essential that rules and requirements are set uniformly across
the board; we are a global industry that must trade globally, and
it is unreasonable and impossible, in some cases, to meet specific
requirements that differ from globally determined regulation and/or
customer requirements.
But for the industry as a whole, and for the perception of the industry
in the eyes of the regulators and the general public, regulation is
a good thing, so long as it is practical, is properly justified through
the necessary cost/benefit analysis, is globally consistent and is
technically achievable. These are all goals that your Association
actively seeks to achieve.
While we have been involved in many issues during the year, there
are some major issues that can be singled out to be the subject of
comment in this review.
HKSOA
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The Shipping Industry
While our penchant for over-ordering ships does appear to be
lessening, so resulting in quite a few shipyards having difficult
financial problems, the order books when compared against demand
for our ships is still excessive. Scrapping will have to increase, and
newbuilding order books will have to fall sharply to bring supply and
demand back into some semblance of balance. But, unfortunately,
newbuildings continue to be attractive due to the combination of low
interest rates and hungry shipyards.
The world fleet of all ships over 300 gross tons (gt) at 1 January
2015 consisted of 50,422 ships of 1.661 billion deadweight, 1,105
million gt or 20.6 million TEU, an increase of 846 ships, 57 million
deadweight or 1,045 thousand TEU on the year before. 1,448
newbuildings of 88.3 million deadweight were delivered in 2014, and
949 ships of 32.9 million deadweight were reportedly sent to the
breakers. Interestingly, bulk carriers made up 48% of newbuildings
by deadweight as well as 47% of ships reportedly sent for recycling.
Over the past 3 years, the world fleet has increased by 3.4% in
number of ships, but 7.9% in deadweight.
It is also interesting to note that on a very simplistic calculation,
total deadweight divided by total number of ships, the average
deadweight per ship has increased from 31,580 tonnes to 32,942
tonnes over the past 3 years, evidence that ship sizes continue to get
larger.
World seaborne trade increased year-on-year by 3.4% in 2014, to
10,250 million tonnes. Over the last three years, world seaborne
trade in tonnes has increased by 6.9%. By country of control, the
Hong Kong fleet of ships over 1,000 gt as of 1 January 2015 was
754 ships of 35.1 million deadweight with an average age of 11.5
years, which puts it in the position of being the world’s 12th largest
country of control (2014, 12th). Out of the top 20 countries of control,
Hong Kong has by far the highest percentage of its fleet under the
local Register. The average age of the world fleet of ships over 1,000
gt as of 1st January 2015 was 13.9 years.
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In terms of the Gross Tonnage and Deadweight of vessels of over
300gt at 1 January 2015, Hong Kong was again the 4th largest ship
register, coming after Panama, Liberia, and the Marshall Islands and
followed by Singapore, Malta and Greece. The deadweight of ships
flying the Hong Kong flag represented 9.1% of the world total.
(All statistics taken from Shipping Statistics and Market Review,
Volume 59, No 1/2 - 2015, Institute of Shipping Economics and
Logistics.)
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Ballast Water
This must be one of the most contentious issues of the year, one that
would surely take the prize for the amount of work that the industry
and many others have put into it. We understand and support the
notion that untreated ballast water is able to carry species to foreign
shores, where they can flourish in the absence of any natural predator
so potentially causing environmental disaster. We also understand
and appreciate the amount of technological development that has
gone into developing ballast water systems for the maritime industry,
and the frustration of the makers caused by the industry being
reluctant to endorse the Convention or purchase their equipment.
The Convention took 14 years to negotiate and was adopted in 2004,
10 years ago. There are 14 sets of Guidelines to the Convention,
some of which have their own additional guidelines. It would appear
that the production of Guidelines is a resort of the undecided, in
other words, a relatively vague Convention that satisfies all parties is
agreed after long negotiation, necessitating Guidelines to be later
developed to determine how the Convention is to be applied.

14
2004

The industry’s concerns really boil down to two issues: the approval of
equipment under the G8 Guidelines; and the method of compliance
with the Convention. It has been shown that the approval procedures
under the G8 Guidelines have defects, resulting in equipment
not working in specific situations. This has been recognized by
the United States, which has introduced more stringent approval
procedures, and by some equipment manufacturers who have
withdrawn their equipment after gaining approval. At MEPC, it would
appear that States have also accepted the industry’s position that the
G8 Guidelines need to be reviewed, and the IMO has put in place a
procedure to consider this. A related concern of the industry is the
status of equipment already purchased and fitted by Owners that
might not meet the revised IMO standards – indications are that this
concern is also now being addressed.
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The other issue is that compliance with the Convention is by
sampling the ballast water. Quite apart from the difficulty of taking
representative samples and testing them in a reasonable time, this
is an odd requirement, in that we have Administrations approving
the efficacy of the equipment, but then keeping the option to tell
shipowners that it does not work. The industry is therefore reluctant
to fit equipment unless it can be guaranteed to work, which most
suppliers would find difficult.
At recent IMO meetings,
there appeared to be
support for the industry’s
position. It is hoped that
amendments will be made
so that the initial inspection
is on the records, to show
that the equipment is
working in accordance with
the manufacturer’s instructions, and that it has been used. Only after
clear grounds have been established will samples be taken.
The related issue is that of the United States. Members will know
that there are two federal agencies charged with Ballast Water
compliance, USCG and EPA, with requirements that differ between
them. Bills were submitted to the Senate (S.2094) and later to the
House of Representatives (H.R.5609) to seek agreement to bring
uniform national standards for implementation under one body.
These bills, unfortunately, fell away due to the mid-term elections,
but they have now been resurrected. As this report is being written,
Senate Bill S.373 would appear to be making good progress, and the
related House of Representatives Bill H.R.980 would also appear to
be gaining traction.

S.2094

S.373

H.R.5609

H.R.980

Your Association is deeply involved in all of the discussions
surrounding the Ballast Water debate, and will continue to keep
Members advised of developments.
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Maritime Labour Convention, 2006

2006

Now that the Convention has been in effect for more than one year, it
is a good time to take stock of the implementation of the Convention.
While there have been a few issues that will need to be resolved, and
questions that have been resolved, the Convention would appear to
be working extremely well.
There was always going to be a ‘settling in’ period, because
the Convention touches so many different aspects of seafarer
employment and welfare. This was the reason that the Convention
set up a Special Tripartite Committee, to keep the working of the
Convention under review.
In addition, the ILO Constitution calls
for Article 22 reports from ratifying
countries one year after the Convention
comes into effect for those countries.
These reports, which explain in detail
how the Convention is being applied in
each country, are now being received by
the ILO and assessed by the Committee
of Experts. It is worth reminding ourselves that the Committee of
Experts is not made up of maritime people; they are eminent jurists
from around the world who will assess compliance against the
requirements and the spirit of the Convention.
The Article 22 reports are initially kept confidential, but the results of
the review of the Committee of Experts will be referred back to the
country concerned if clarification is needed before being reported
to the International Labour Conference. It is possible that issues will
arise with the Convention itself, and some sections of the Convention
might need to be referred back to the Special Tripartite Committee
for further tripartite consideration.

22

22
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The Special Tripartite Committee met in April 2014 to consider
amendments to the Code of the Convention to incorporate
the outcome of the Joint IMO/ILO Ad Hoc
Expert Working Group on Liability and
Compensation regarding Claims
for Death, Personal Injury and
Abandonment of Seafarers.
The meeting was a success,
with the amendments being
negotiated and adopted
unanimously, and with
subsequent approval
by the International
Labour Conference. The
amendments will come
into force by early 2017.
The next meeting of the
Special Tripartite Committee
will be held in early 2016,
at which time it is expected
that further amendments
to clarify the Convention’s
provisions will be tabled for
negotiation.

4
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This Association takes a leading role in the ILO, with the Managing
Director now having been appointed Vice Chairman of the Special
Tripartite Committee for the maritime employers’ group. In this
position and in his work at the ILO, he works closely with China, as
Hong Kong is not a member of the ILO.

Energy Efficiency
We reported extensively last year on the submissions made into the
IMO on MRV, or Monitoring, Reporting, Verification, of shipping’s
greenhouse gas emissions, and how the proposals were intended
to be the first, data collection, step towards operational emission
regulations.

MRV

We continue to press our positions on these issues. That any
regulation must be global, not regional, and so any attempt to impose
regional regulation must be resisted both by discouraging regional
regulatory work, and encouraging the IMO to produce regulation so
as to make the regional work unnecessary. In this respect, we have
expressed our great disappointment at the regulation now adopted
by the European Union, which will only create confusion and disturb
the negotiation at the IMO. Secondly, we support the collection
of data, so long as the data is normally kept on board or reported
to the Company and does not affect competitive issues. It is only
through the collection of data that reductions in consumption can be
seen, and it is clear that the collection of data actually encourages
reductions to be made.
We leave the door open to the definition and collection of data
that would indicate ‘transport work’. Transport work is needed to
calculate efficiency, but with the diverse fleet that composes the
shipping industry, this will be a very difficult metric to define. Better
to agree the collection of data as a first step, and then to discuss what
we mean by transport work.
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But we firmly resist any move towards the regulation of operational
emissions. This is a discussion that must be held, but we will take the
position that any regulation that is proposed must be justified on a
full cost/benefit analysis, and must not put the industry in any worse
position than other industries or transport modes. We have not yet
seen car drivers or truck drivers or truck owners being subject to
operational emission regulation, and we do not see any reason why
shipping should be treated any differently.

Air Pollution
The Association continues to be heavily engaged in the debate
towards the reduction of air pollution from shipping in Hong Kong
waters. Along with our colleagues at the Liner Shipping Association,
we have been working closely with the Environmental Protection
Department to develop the legislation that will mandate the use of
low sulphur diesel (less than 0.5%)
by ships when alongside or at
anchor in Hong Kong.

0.5%

But we had been frustrated at the
time that the legislation took to
develop. This is a situation where
the general public and the industry
want regulation, but Government
appeared unable to agree the
legislation in a timely fashion in
order to be able to present it to
the Legislative Council. We are
therefore extremely pleased that
the regulation has now been
passed by our Legislative Council,
and will enter into force on
1 July 2015.

2015

In the meantime, along with
the Liner Shipping Association,
we have been engaged with
Shenzhen and are very pleased
to note their voluntary emission
reduction scheme, which is
modeled on Hong Kong’s scheme
but with an accompanying
incentive of up to 100% of the
increased cost of fuel. We are also
pleased that Shenzhen has stated
that it hopes to move towards an
Emission Control Area in the Pearl River Delta
by 2018.

7

1

2018

We are proud of our involvement in these initiatives. It is this
demonstration of industry responsibility and commitment that has
resulted in a clear benefit to the air we breathe in Hong Kong. As
well as providing a very clear benefit to the positive image of our
industry in Hong Kong and overseas.
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ECAs
There has been some reporting in the media that might have given
the impression that our Association has conflicting views on Emission
Control Areas (ECAs), in particular Sulphur ECAs. It has been the
position of the Association, since the revision of MARPOL Annex VI
was first considered, that we did not like ECAs. There were several
reasons for this. Firstly ships would naturally be changing fuel at
the last possible moment before entering an ECA, changing from
high heat high viscosity fuel to low heat low viscosity distillate. This
is an operation that clearly can be managed, and many ships are
changing fuels before entering Californian waters for instance. But
it is also an operation that can be mis-managed, and as we have
seen off California, such mis-management can lead to main engine
breakdowns. We have to recognize in the figures that we have seen,
that ships that trade to California are generally the better-managed
ships, so the breakdowns that have taken place have to be seen in
this light.
The situation is likely to be very different at the entrance to the
English Channel ECA. From 1 January 2015 and for a period of at
least 5 years, ships will be switching fuel in a restricted area from a
maximum of 3.5% sulphur to 0.1% sulphur. We are not sure that this
is a good idea, but time will tell if our fears are misplaced.

MARPOL

2015
3.5%

1
0.1%

Secondly, we have always thought that ECAs represented regional
regulation wrapped up in global regulation. It is countries that
have the ability and resources to make the necessary research that
are able to apply to the IMO to have their coastal areas declared
an ECA. Other countries, quite probably developing countries, do
not necessarily have this ability or resources. The decision to apply
an ECA to an area of the world should not be determined on how
wealthy or well resourced a country is, but how the local population is
likely to be affected by the emissions from shipping. Perhaps a naïve
argument, but one that we have thought is important. The IMO sets
global regulations for global shipping, and IMO regulations should
not discriminate against the less resourced countries.
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And thirdly, we have had our doubts as to how the regulation would
be enforced. ECAs, by their nature, include areas through which
ships transit, without calling at any port in the State under whose
jurisdiction the area lies. Enforcement of regulation is essential, so
that there is no opportunity for the less reputable owners to use
cheaper fuel and create unfair competition.
That being said, we now have MARPOL Annex VI that determines
areas of the world that are ECAs. So if we want to reduce emissions
from shipping in the Pearl River Delta, and if we are to do this in
accordance with global regulation (which, of course, is a necessity)
then we have to apply for an ECA. We might not like it, but it is the
only solution, for the time being.

MARPOL

The Human Element
Your Managing Director does not like the term, ‘Human Element’,
as it appears to reduce the notion of individual people to some
unspecified but convenient label or box. The term is similar to ‘Human
Resources’, used by some companies to identify their personnel
departments, but which appears to dehumanize the individuality
of a human being to a commodity. That being said, there is, in our
opinion, an overuse of blaming the Human Element for 90% (or is it
80%?) of all accidents at sea.

90%

80%

We are not sure what this means. Are we blaming seafarers without
actually naming them as seafarers? Or are there others, as yet
unspecified, who are also to blame? And, if so, are they also included
in the label ‘Human Element’?
It is very clear that there are many reasons why accidents take place.
There is always a culmination of events that produce an accident,
not just one single event. It is not solely the master’s fault that a
ship runs aground, but perhaps a combination of equipment failure,
equipment being difficult to understand or operate, uneducated
or compromised watchkeepers, competence of the crew being
measured by examination rather than by experience, company
procedures being too difficult to understand or comply with, if they
exist, or a myriad of other reasons. These should come out of any
good enquiry into the accident, so why do we refer to the ‘human
element’ being at fault?
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Unless, of course, we are ready to admit that 100% of all accidents are
due to the Human Element. Perhaps the naval architect designed
the ship so that it was difficult to operate safely, perhaps the engine
manufacturer made a design flaw that caused the equipment failure,
perhaps the college that the watchkeeper attended did not properly
explain the errors that can accumulate in navigational equipment, and
perhaps the company superintendent produced procedures that were
intended to absolve him from any responsibility rather than being of
use in operating the ship. There are many humans who are involved
in the adventure of shipping, and to a greater or lesser extent many
of these might be responsible, even in a very small way, for accidents
that take place at sea.

100%

The root causes of accidents are not solely at the door of the seafarer.
And the seafarer is not solely to blame when accidents take place.
Unfair criminalization of seafarers, or “revenge justice”, continues to
affect our industry, and this Association, through its work at the ILO
and ICS, will continue to identify such instances and work towards
their elimination.

Maritime Arbitration
For some time, the Association has been promoting Hong Kong’s
Maritime Arbitration and Legal Services. The Association’s Managing
Director acts as convener for the Hong Kong Maritime Arbitration
Group (HKMAG), which is a voluntary list of Hong Kong residents who
are willing to sit as maritime arbitrators and is a division of the Hong
Kong International Arbitration
Centre (HKIAC), and he
works closely with HKIAC in
the promotion of maritime
arbitration and development
of procedures.

HKMAG
HKIAC

It is now becoming clear that
our Government is keen to
promote maritime arbitration
in Hong Kong, and would
like to see HKMAG review
its promotional materials,
and organize events to both
inform and educate sitting and potential maritime arbitrators in Hong
Kong. The Association will continue to work with HKIAC and our
Government in this respect.
In addition, and as part of the Association’s work in promoting
Hong Kong as Asia’s maritime partner, very useful links have been
established with the London Maritime Arbitrators Association (LMAA),
which should lead to closer cooperation in the promotion and use of
maritime arbitration in Asia.
Arthur Bowring
Managing Director
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