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Chapter 6 FORMULATION OF MASTER PLAN

6.1

6.1.1

6.1.2

Objectives and Development Strategies
Background

The Master Plan for coastal shipping has been created with the recognition that high
development potential exists for this mode of transport in Vietnam, In particular,

«  there is a large potential growth in demand due to the anticipated economic
development of the country, especially considering that coastal shipping does not
currently play its full potential role in the domestic fransport system,

s coastal shipping offers much lower freight costs compared to road and rail over
long distances, and '

e  improving coastal shipping contributes to the socio-economic development of
coastal areas, including the island economies.

However the analysis of the present situation in coastal shipping demonstrates that a
wide range of development measures must be used to achieve the potential benefits of
coastal shipping. These can be categorized as follows.

Development of Transport Infrastructure must be Oriented more towards Coastal
Shipping - Current government plans largely ignore coastal shipping and yet
improvements are needed to ports and port facilitics, waterway channels and aids to
navigation, secondary transport infrastructure. Further investment is needed to supply
the modern vessels required.

Coastal Shipping Management must be Improved - This applics generally, including
shipping operators, port and waterway managers, freight forwarders, and the
administrative staff in government responsible for safety and environmental matters.

The Policy and Regulatory Environntent must be Improved - The government has
not yet fully implemented economic reforms which would create a “level playing field” in
the transport market and encourage a competitive and efficient coastal shipping industry,
able to attract the investment needed to develop attractive, low cost services.

Objectives

‘The demand forecasts and comparative cost analysis of various modes clearly indicate

that coastal shipping can play a very important role in realizing the country’s socio-
economic development plans. The expected role of coastal shipping is particularly likely
to focus on transporting over distances of about 600 kmi or more:

- large-volume bulky or liquid cargoes, and
- various industrial goods from production to consumption areas.



Therefore, the Study has adopted the following four objecnves to construct the master
plan for coastal shipping in Vietnam.

(a) To expand coastal shipping in accordance with demand

The biggest issue in coastal shipping development is the small traffic demand
caused by separately developed local economies in the north and south, and
fledging economic activity in the central region. Within the shipping subsector, this
- makes coastal shipping subordinate to overseas shipping. However, the Study
~ forecasts that the growth in traffic demand for coastal shipping will be
considerable, and that demand in 2010 will be 12.7 times bigger in terms of
tonnage and 8.6 times greater in terms of ton-mileage compared with that in 1995.

* (b) Development of coastal shipping as a competitive transport systent in the
market economy where customers choose between modes and services

Tn accordance with its comparative economic advantages, coastal shipping can be
expected mainly to serve freight customers requiring cheap, long distance
transport along the north-south axis. This is in accordance with the goveniment s
plans in “Master Plan for Developmem of Transport Infrastruc{ure to The Year
2010”7, (MOT). - -

Tn a market economy, however, the government cannot allocate transport demand
to transport means; thisis done by market forces. The Master Plan envisages future
coastal shipping to become more competitive and attractive compared to others in
long-distance hautage, and thereby increases its role in domestic transport.

(c) Coastat shipping to be deyelopéd to é@}plénlﬂﬂ _imematioﬁal Shipping by
linking the Economic Focal Arcas to other regions of the country | '

The govemment understandably, glves extreme!y hlgh pnonty to dcve[opmg _
international shipping because of the key role of foreign trade in economic
development. Consequently there is much concern within the sh1pp1ng subsector
~ about the possible lack of deep seaports which could :mpede national economic
- development and the lack of a Vietnamese fleet which could offer the country a
measure of mdcpendence fram foreign shipping compames This is one reason for
the neglect by govemment of coastal shlppmg

Howc\ er w hale deep seaports and overseas shippmg are needed to dexelop certain
economic focal areas, complcmemary modes are feqmred to carry goods between
these economic tocal arcas and other reglons of the coumry We behe\e that =
coastal shipping is an effective means to integrate, into the nationat economy,
several local econom[cs Wthh are accessnble to lhe coast (as mdicated in Figure



6.1.1). The opportunities for sharing infrastructure with international shipping
mean that coastal shipping can often serve local economies ai relatively little cost
compared to other inland modes. Most importantly, without coastal shipping,
severe imbalances in the national economy may occur.

Figure 6.1.1
COASTAL SHIPPING DEVELOPMENT IN ASSOCIATION WITH OVERSEAS SHIPPING

Legerd:  afmana QVERSEAS SHIPPING
Goee .> COASYAL SHIPPING

Present

{(d) Development of safety and environmental controls where justifiable

" Coastal shipping involves relatively less day-to-day impact on the environment
compared to road transport. However, it has its own safety and environmental
problems such as marine pollution due to oil spills, and hazardous canditions
during typhoons and other times. These problems require the development of
adequate preventive and responsive systems to deal with coastal shipping

~ accidents. :

6.1.3 I_)ey_elopmént Strategy

_ In order {o Il:lf-:él the objectives of coastal shipping development, the required strategy
involves the following four aspects. '
(2) Building an effective coastal shipping network

The basis of the strategy is an effective coastal shipping network development
_ which is economical from the national economic viewpoint and attractive for
shipping companies and their customers. Since modern coastal shipping business
concepts are virtually unknown in Vietnam, the e_xact course of development is
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- rather unclear. Improvements in infrastructure should bc prioritized taking account
- of likely future demand. ' :

(b) Expansion and improvement of econontic and eflicient vessels in accordance
with the existing and potential future demand

- The nature of the future increased coastal shipping traffic requires not only -
expansion of the fleet with conventional ships. To market coastal shipping services
effectively requires the introduction of new ship types, patticular mth regard to the
following aspects (see Figure 6.1.2 below).

. l'ntroduction_of specialized ships (such as tankers and cement carriers) for
efficient transport of specific bulk cargoes.

o Efficient cargo handling requires unitization {(especially containerization) of
cargo. This requires container or semi-container ships.

o Integrated operation between coastal and inland watenwvays reqmres ships able
to navigate sea-cuni-rivenways.

« Intermodal connection with road transport requires Ro-Ro ships.

In this connection, scheduled (or liner) services will be essential to meet the
demand from small and irregular shippers, and would complement current tramper
scrvices.

Figure 6.1.2
BEVEI OP‘\IENT DIRECTION OF FUTURE FLEET STRUCTURE AND OPERATION

(Prescnt) o .. (Future)
Bulk Carrier| | Copqainer
Tanker
Bulk Ship : Bulk Ship -
General Cargo Ship T T* | General Cargo Ship
(Only Tramper) _ ~ {Tramper & Liner)
Ro-Ro | | SeaRiver
I Vessels
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6.2

6.2.1

(c) Effective developmenthmprmement of ports suitable for coastal shipping
transport :

- Coastat shipping does not require large ports like international shipping but rather

- a dense network of smaller ports. Ofthe existing seventy seaports located over the
country, those which are to serve the bases for regional socio-economic activities
should be identified and improved/developed with due consideration to economic
criteria and needs for inter-modal integration with secondary transport.

(d) Effective integration wilh inland waterways and utilization of sea-cum-
- fiverways ‘

_ ‘The largest cities of Vietnam are located in delta areas, so connecting these
socio-economic activily centers directly with coastal shipping is a critical issue in
developing an effective coastal shipping network. Identification and development
of sea-cum-riverways is very important in this regard.

Context of the Master Plan

Physical Aspects

| (a) Definition of the Scope-ofthe Mastér Plan

In the Master Plan, coastal shipping can be clearly defined based on the fbllowing three
aspects: :

¢ traffic movement by classified seaborne vessels; -

o  traffic movement on coastal seaways (mcludmg that portion on sea-cum-

riverways), and
o  domestic traflic movement bcmccn Vletnamese seaports.

In Viclnam, seaports open for the operation of seaborne vessels are stipulated in
regulations issued under the Maritime Code of Vietnam (these are listed in Appendix 1 of
the Supplementary Report on the Maritime Transport Industry).

According to this definition, the Master Plan excludes from consideration the movement
of foreign trade. It also excludes movements by seaborne vessels wholly within the delta
areas and any n mov ement by mland waterway vessels.

| (b) Classiﬁcation of Pons

To define rahonally the future port system in Vlcmam seaports should be divided

. funcuonaliy into national ports (serving particular regions as main international

gateways) and local pons Furthermore poris should be drslmgu;shed as either general
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ports {serving a wide range of users) or as dedicated or specialized ports (spcaahzmg in
serving the needs of particular users or particular commodities). '

On the basis of the demand analysis, a total of seventeen (17) general ports relevant to
coastal shipping have been identified, (Refer to Figure 6.2.1 and Table 6.2.1)

North Region: Haiphong and Cai Lan as national ports, 'and Viet Tri, Hanoi, Ninh Binh
as local ports.

Central Region: Danang as a nauonal port, and Cua Lo, Thuan An, Quy Nhon and Nha
Trung as local ports. Vung Ang is a possible new local port that would serve Zone 10
(Ha Tinh-Quang Binh) sometime after 2000. In addition, Dung Quat and Chan May are
currently under study as new deep seaports for public use. However they would not be
expected to handle much domestic cargo.

Southern Region: Saigon as a national port (possnbly supplemcnted in fu{ure by Vung
‘Tau-Thi Vai) and Dong Nai, My Tho Dong Thap, My Thoi and Can Tho as local ports.

The characteristics of lhe hmterlands of these porls such as populanon GDP and labor
force are outlined in Table 6.2.2. L L

Dedicated ports deal with only selected commodities to maximize port operation and
industrial efficiency. They are usually controlled by the Ministry of Industry, Ministry of
Trade or other ministerial organization rather than MOT. Major ded:cated ports subject
to the Master Plan arc as Follows

Oil © BIl2 (movmg to Hon Ac in Bai Chay Bay) My Khe (movmg to Phu Loc
River Mouth), Nha Be, Hue (new construction) and Dung Quat (new
construction)

Coal . Hong Gai (moving to new area) Cam Pha, Dien Cong

Cement . Hoang Thach, Nghi Son (new construction), Chinh Phong (new
_ construction), Kien Luong

Steel - Quang Ninh Steel Port (new constmcuon)
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_ Table 6.2.1
FUTURE PORT SYSTEM FOR BEVELOPMENT OF COASTAL SHIPPING

National

Traffic

Region Major General Other General Dedicated
Scaport Scaportfor | Secaport Seaport Demand
Coastal Shipping Zone No.
Viet Tri 1,3
Quang Ninh B12, Hong Gai,
Cai Lan Cai Lan (Floating Trans- | Cua Ong, Dien
Shipment) Cong, Quang 4
NORTH Ning (Steel)
Hanoi 3
Ha Bach Hoang Thach,
Haiphong | Haipheng Pha Lai, Chinh 26
: - Phong '
Ninh Binh Nam Dinh, Diem 7
Dien, Hai Thinh
Cua Lo Ben Thuy, Xvan | Nghi Son 8,9
Hai, Thanh Hoa o
Yung Ang Nhat Le 10
{Ha Tinh-Quang
Binh)
CENTRAL Thuan An Cua Vict Hue Ol ]
' Danang Danang Lien Chicu My Khe 12
Quy Nhon Sa Ky, Thi Nai Dung Quat I3
Nha Trang Ba Ngoi, Hon Mui Chut 4
Khoi
Saigon Saigon Ben Nghe, Tan Nha Be {Oif) I3
Cang, Tan Thuan | Nha Be
' (Vegetable)
(Vung Vung Tau (Cat Thi Vai (Phu My,
Tau - Thi | Dong Nai Lo) ' Go Dau) 16
. Vai) Thu Duc, Chinh
SOUTH Phong
My Tho 17
Dong Thap Vinh Long a ' i8
My Thoi Hon Chong Kien Luong 19
Can The Nam Cau 20

Ca Mau

67




Figure 6.2.1
FUTURE PORT SYSTEM FOR COASTAL SHIPPING DEVELOPMENT
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(¢} Definition of the Watenway Syslcin

Coastal shipping vessels navigate either on coastalways or on sea-cum-riverways.
According to VINAMARINE, the coastal navigation area is defined as the water area
within 50 miles from the coast line. Each vessel selects the most suitable course from
economic and safety viewpoints, : |

Sea-cum-riverways is a parficular technical term in Vietnam and the improvement and
development of these are, in theory, solely the responsibility of the Infand Waterways
Bureau. According to the Bureau, the concept of sea-cum-riverways entails
development of some riverways and coastalways in order to enhance the integral
operation on both, and even remote island routes are considered to be a part of sea-
cum-riverways. - “Strategy and Plan for Development of Inland Waterways
Transportation” envisages that 1,500 km of sea-cum-waterways will be developed by
2010 as shown in Table 6.2.3. o | .

Table 6.23
DEVFLOPME\I T OF INLAND WATERWAYS
S {unit : ki) o
\\’atema) Type - - 1995 2000 2010

Sea- Cum-chrways : Tl .| 850 - 1,560
(BPS) ' _ _

Class I Rivers 1,172 2,083 3,500
Class II Rivers o 1,157 12,016 ¢ 3,800
Ctass 11 Rivers 2,986 5,236 9,500
Total A : - 16,026 - 113,185 - | 18,300

Scurce : Inland Waterways Burcau

6-10



For the purpose of coastal shipping development, sea-cuni-riverways are quite strategic
to avoid time and labor spent in transshipment to river transport. The Master Plan
‘considers as part of the shipping network only those sca-cum-riverways on which self-
propelled vessels of more than 1,000 GRT can navigate. Taking the existing inland
waterways and the IWB s plan into account, the following sections listed in Table 6.2.4,

can meet the Master_Plan s requirement before 2010. During the planning term of the
Master Plan, 832 km of sea-cum-riverways are assumed to be developed for
accommodating larger seaborne vessels safely and efliciently.

Table 6.

24

DEVELOP\IENT OF SEA- CUM RI\’FR“’AYS FOR COASTAL SIIIPPING

Seclion Distance  Current WB’s Dcs:gncd Target Year for
(km) Classification Allowable Ship  Improvement

e ' Size {GRT)

Red River Delta Area ‘

Cua Lach Giang - Hanoi 199 1 (BPS) 2,000 2000

Cuay Day - Ninh Binh 57 1 (BPS) 2,000 2000

Cua Cam - Haiphong 36 2 (BPS) - 5,000 Existing

Hanoi - Viet Tri 75 3 1,000 2010

Quan Liea Canal 3 3 2.000 2010

Sub-Total 370 - - -

Mekong River Delta Arca :

Cua Dinh An - Can Tho - Lho Mot 175 1 {BPS) 5.000 2000

(Hau River) - ' : :

Cua Ticu - My Tho - Dong Thap - 192 - 1{BPS) - 3,000 2010

Vinh Long - Cho Mot (Tien River)

Vung Ganh Rai - Saigon 65 1 (BPS) 20,000 Existing

Cat Lai - Dong Nai 30 "1 (BPS) 2,000 2000

Sub-total 462 - B - -

Total 832 - - -

P:gure 6.2.2 shows the dcs;gned waterway network for coastal shipping comprising of
coastal seaways and sea-cum-fiv erways




Figuré 6.2.2 o
. DESIGNED WATERWAY NETWORK FOR COASTAL SHIPPING
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6.2.2 Policy and Regulatory Envivonment
{a)} Po lcy QObjectives

The economic characteristics of the coastal shrppmg industry mclude the absence of
significant economies of scale, most assels are neither fixed nor specialized, and entry
costs are not prohibitively high. Under these conditions, under free market conditions,
monopolies are unlikely to occur, so the main requirement of regulation is to ensure free
entry and exit from the market, and to ensure that safety and environmental impacts are
controlled (especially external impacts on coastal and riverside communities).

It follows that to meet the four objectives of the Master Plan, shipping operators must be

~allowed to develop existing and new coastal shipping services in accordance with
demand. Support industries must, in turn, supply the equrpment and value added services
required by shipping Operators

This requires government 10 ensure that there are no unnecessary obstacles to shipping
operators developing services and that the market mechanism works efticiently in
matching supply and demand, taking account of external costs to the country such as
environmental impacts of coastal shipping. This requires government action

e to provide the waterway and port infrastructure outlined in the previous section,
where the private sector is less able to provide these themselves, and where this
infrastructure is economically justifiable,

o to ensure that prices reflect social costs in the maritime mdustry (not only costs to
transporters and customers but also infrastructure costs, and satety and

- environmental costs that affect others outside the industry),

¢ to establish a “level playing field” in the maritime transport industry with minimal
entry controls for all shippmg operators and support industries so that compelrtron
is free and fair, : :

* - 1o put in place safety and enwronmcntal conlrols where these are economically
jusuﬁable and where the prrcmg mechanism cannot fully encompass external costs.

. .These prmcrp!es are applred throughout the Study Team’s analysis of proposed
. improvements described in this chapter. Specific ways that goverament can regulate the
" maritime transport industry, by influencing prices, terms of competition and safety

_ standards are discussed below.

.(b) PncmgOphons |

: The Vnetnamese govemmeni as in all market economies, intervenes in pncmg in three
main ways : :

* through mdrrcct faxes on fuel and olher mputs to transport

s setting general taxes on proﬁts and incomes inside and outside the transport
mdustry, and
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*  levying specific charges for transport users, for example for infrastructure such as
ports, or for the transport service itself

The general aim of such intervention is to ensure that transport users pay the full social
costs of transport - not only those incurred by users themselves but also those incurred
by non-users. In coastal shipping, environmental pollution is a major potential external
cost which should, if possible, be internalized through taxation (by making users pay for
the necessary environmental protection and compensation measures). Infrastructure
costs attnbutable to coastal shrppmg should also be internalized through user charges.

The Vietnamese taxation system is strll being developed and major changes are planned -
which would affect the impact of taxation on the maritime transport mdustry These
mchrde ‘ ‘

* introduction of a unified income and profits tax scheme with a broad base to
replace the present complicated system which targets narrow groups, and
. mtroductton of a valne added tax to replace the turnover tax, -

The present tax and chargrng systen gives advantages to coastal shipping in various |
ways because

*  general tax rates are often lower, both for profits or income taxes, compared 1o
other inland transport industries such as road, and

¢ infrastructure charges for ports are often set by government at much lower levels
for domestic rather than international shipping services, and charges for
Vietnamesc carriers are often less than that for foreign carriers, which implies that
port charges for coastal shipping may not cover therr ﬁ.tl] costs but are cross-
subsrdrzed by international shlppmg Co

On the other hand the road transport industry is given an advantage through the low fuel
tax on diesel (which under latest changes is 20% of CIF impott price). This tax is also
“paid by coastal shipping operators on the same basis. According to an estimate in the
World Bank report “Viet Nam Transport Sector”, 8 August 1994, fuel tax should be
about 90% of CIF price in order to cover road maintenance costs for trucks {the main
users of diesel fuel in Vietnam). Rat!ways are also glven a consrderabie advantage
through operating subsidies. - : : S R

The overall effect of these subsrdres on relative compet:tn eness of coastal shipping and
other modes is difficult to assess, but it is likely that such subsidies will be reduced as the

taxation system is developed because (a) increased competition in port services will

make it very difticult to maintain cross-subsidies between difterent users, and (b) failure -
to set high enough user charges would constram de\,etopment of mfrastmcture and
increase transport costs. :
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Since it is not clear to what extent provision of coastal shipping infrastructure, including
ports, navigation channels and seaways, is paid for through existing port charges on the
“user pays” principle (the current channel fees only appear to cover minimum
maintenance needs), it is recommended that a review is made of the form and level of
port, watenway and safety-related charges paid by coastal shipping operators, both to
reflect differences in costs incurred by different users and to provide a means of financing
infrastiucture (allowing for changes in expenditure proposed in the Master Plan). A
possible fuel tax compensation scheme for coastal shipping operators may be justified,
especially if the tax is increased to pay for road improvements. The scope of the review
would have to embrace international shipping and inland watenways because of their
~ overlap with coastal shipping.

There is no economic case for regulation of shipping tariffs and fares provided that, as
~now, there is free entry into the business. There is now a reasonable degree of
competition in coastal shipping and the only restriction on freight tariffs (on movement
for government of rice and other strategic foodstufts) is ineffective anyway, so this
~ should be abolished as soon as possible. Present passenger tariffs are largely set by
- government and may not take account fully of total operating costs, including asset
replacement, cost of capital and profit. To minimize this risk and to encourage
competition, operators should be frec to set their own fares.

If government wishes to Jimit fares in certain cases, for example on routes to and from

" remote islands, then it should consider ways to obtain such services as cheaply as
possible, such as by awarding contracts to ship operators through competitive tendering.
To ensure value for money, such transport service subsidies should be funded and
controlled at the lowest possible administrative level.

{(c) Termsof Combetilion

- The government’s policy towards regulation of coastal shipping, as defined in the
: Maritime Law and implementing decrees and decisions, encourages compelition by
allowing most Vietnamese operators to enter into the business provided they satisfly
minimum business requirements (defined in reglstratlon conditions concerning capital
~ and qualifications of managenent and staff) and use ShIpS which satisfy minimum safety
" and cnwronmental standards {(defined in ship inspection and registration rules).
Operators are almost entirely free to negohate terms and conditions with customers: the
main etcepuon IS control of the prlce of gox ernmcm agncultural shlpments mentioned
above.

However current legislation does not fully achieve the “level playing field” objective
: ,because of unclear rules and rogulallons in many areas, which sometimes Iead to
discrimination between operators In some cases d:scnmmatton originates from
regulalxon nself For example ' '

° dlﬂerent port chargcs are lcwed dependmg on the nahonahly of operator and
whether or not traffic is mternatronal or domestic, -

6-15



informal regulation of berth allocation is reported to lead to preferemlal access to
Vietnamese state-owned ships, :

As dcscnbed in the next section, state owned operators can also enjoy preferenua! credit

terms which conslderably enhance their competitive position.

In addition to being discriminatory, rcgulaiions may impose resteictions on foreign

participation - this does not encourage the much needed foreign investment and
modernization of coastal shipping management. Reslrictive regulations may distort the
industry by encouraging (foreign) own-account shipping in certain cases.

The underlying causes for this situation is that the necessary rules and regulations
required to implement the Maritime Law have not been fully defined, are unduly
restrictive, or ar¢ not based on economic principles. The areas in which further
implementation could take place include the followmg

M

@

RON

)

©)

Conditions for participalion of Vietnamesé ship operators ininternational shipping,

which need to be made more transparent. Currently government-owned operators

‘are free to carry international traffic whereas few prlvate operators are permitted to

do so.

Conditions for shipping operators, with part foreign ownership, to establish
shipping busmesses in Vietnam. 1t is not clear to what extent this is cncouraged by
lhe government. '

Conditions for Vietnamese operators, with part foreign o'ivnérship, to carry cargo
on domestic coastal shipping services. Vietnamese opesators with a significant
foreign ownership are excluded at present from thls market except under very
limited conditions. -

Conditions for Vietnamese operators to use foreign registered ships in domestic
coastal shipping. At present they must be registered under a bareboat charter or
hire-purchase agreement whereas there may be circumstances, for example when
operators want to introduce innovative services, when dual flag arrangemems or
even time charter arrangements {which use foreign crews, at least in part) are
appropriate. Time charters may be the only way for new Victnamese operators 1o

enter the business and so the government can stimulate their development by
minimizing entry barriers. Consideration should be given to allowing foreign

registered ships 1o operate under some kind of dual flag arrangement (espec:ally if
owned abroad but leased to a Vlemamese operator)

Maximum age of shlp II‘I]pOl’IS which is currently 15 years. For engmes and other -
equipment the maximum age limit is 10 years. There is no economic basis for these

~ regulations. Victnamese ship operators would not buy ships that could not be

operated compeuhvely in the market, so if they consider that the best way to
compete is through using a particular vessel aged over 15 years they should

 reasonably be allowed to do so provided that they meet the same safety standards

of existing operators {many of whom use vessels considerably older than 15 years).
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Again, such regulations conslitute entry barriers to new Vietnamese operators who
may only be able to afford to purchase old vessels.

Consideration could even be given to allowing greater freedom to foreign ship operators
~to compete in Vietham's domestic shipping market. However although this would
- provide benefits to Vietnamese users of shipping services it would handicap Vietnamese
ship operators unless they too are allowed to compete in the domestic markets of other
countries. Because of the risks to the Vietnamese shipping industey, which is not in a
strong competitive position after years of adverse policies, it is not recommended that
free access is given to foreign ships in the domestic market at the present time. However
* because of the potential advantages to Vietnamese shipping operators of developing
businesses in other neighboring countries it is recommended that the government
considers seriously any future proposals to make bilateral or multilateral agreements
with south east Asian countries which would allow reciprocal access to domestic
- shipping markets. :

(d) Safety and Environmental Controls

There is a tendency for governments in developing countries to allow transport users (o
avoid paying the full social costs of transport, including full infrastructure and
environmental costs, because high priority is given to minimizing transport charges. For
the same reason, governments are likely to be wary of introducing safety and
environmental controls which greatly increase the cost of transport. '

- Ttisclear that, in practice, current safety and environmental standards of coastal shipping
in Vietnam are lower than those in many other countries. This is to be expected because
~ the much lower incomes of Vietnamese result in lower valuation of many accident costs
(especially those associated with the value of human life and subjective aspects such as
environmental appearance). It follows that approaches to increasing safety and
environniental standards must be sensitive to the economic priorities of the Vielnamese,
“and take account of the degree to which péople are willing to pay for higher standards.

In practlcal terms preventmg use of unsafe vessels is easier if there are alternative vessels
- which can substitute for them. This means that the measures proposed earlier to increase
investment and compelition are vital to allow safety standards to be raised.

The measures necessary to develop safety and environmental standards are considered in
~ more defail in Section 6.3.8, taking account not only of the economic priorities of
Vietnam but also the international obligations ‘of the country to meet world-wide
- standards in shlppmg : :
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6.2.3 Tustitutional Environment

(a} Regulatory Organizations

The weakness of VINAMARINE and other agencies is a major problem whzch prevents
the desired safety and environmental standards being set and enforced. Tnstitutional
strengthening of these agencies deserves high priority. Many specific measures are
required as discussed in more detail in Sections 6.3.7 and 6.3.8. In addition certain
strategic measures are required which would establish a stronger framework for
regulation, inctuding

(1) Divest VINAMARINE’s remaining commercial operat'ing units in ports and

finance to independent agencies so that VINAMARINE can concentrate on its
core safety functions. -

(2) Review the orgam?atronal structure and division of responsrbmtles and define
more clearly the dulies and administrative procedures which are required for
VINAMARINE, VMS and other organizations to play their roles efficiently.

(3) Review the classification of sea and river ports and waterways, and the division

T of responsibilities between IWB and VINAMARINE to ensure effective

administration of rivers used by sea-going vessels.

(4) Where necessary, introduce further legislation to define the respcctivé

responsibilities of VINAMARINE, IWB, VMS and other related agencies for
regulation of coastal shrppmg :

(5} Allocate the resources necessary to enable VINAMARINE and other related

agency staft to perform their duties. If current restrictions on pay and conditions

for government staff prevent adequate improvements bemg oﬂered then

conslderatlon should be given to -

s divesting more of V]NAMARINF $ regulalory actmtles to agencres which are
free from such constraints, and = :

. ﬁnancmg ship inspections and other vital regu]alory activities from user fees
(this can be considered as part of the proposed review of user lees)

(b) Reform of State- Owned Enterpnses

Backg oy n_d

" Under the Vlemamese go»emment $ program of economic reform the state~owned
- enterprises are facing radical change In particular, RN -

the lcgahzatron of the private sector has introduced competmon 1o the enterprises,
other administrative changes required for a market ecoitomy such as a fegal system

which guaramees property and investment rights and a compehuve banking

system, have introduced new managcment condmons
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¢ they have considerable financial autonomy for the first time, giving them new
responsibilities and challenges, enabling them to engage in joint ventures with
foreign partners, '

¢ those enterprises whlch are not consndered to be financially viable have been
abolished, :

¢ under the equitisation program, private sharcholding and control of the enterprises

~are possible in future, opening up yet further developmental possibilities, and
¢ other developments such as the proposed stock market wilt enhance these changes.

The government attaches great importance to the development of state-owned
enterprises in key areas of the economy. It recognizes too the dangers of these
enterprises exerlmg monopolistic influences and the nced for appropriate controls to
ensure competition and efticiency. The government is also open to the possibilities for
introducing improved management from the private sector or from foreign joint
venlures.

Under the time period of the master plan up to 2010, therefore, considerable changes can
be anticipated in the institutional framework of coastal shipping.

~ Aims of Institutional Development
Three important aims of reforming state enterprises in the maritime sector are

+  Dbetter management due to increased respo'nsibility' plus appropriate incentives
under competitive conditions to increase efficiency,

e more autonomy for management to pursue efficiency objectives without the risk of
these being undermined through interference by government (for example, to carzy
particular goods at certain tariﬂ‘s or to acquire vessels from particular ship yards),
and ; o

¢ estabhshmg a genume]y “!evel playing field” under which all Operators compete on
the same basis (in contrast !o the present situalion where state-owned enterprises
{(a) pay low charges for state capital based on deflated historic values rather than

- current market values (b) enjoy easier access to credit and, (c) in the shipping
sector have easner access to mtemauonal roules)

* Reforming the state sector in the coastat shi pping subsector is important because ships of

- the VINALINES general company currently dominate the supply of coastal shipping.
: Any competitive advantages given to VINALINES would be against the “level playing
- field” principle. On the other hand, the government attaches high priority 1o developing

~ the international fleet and has approved an ambilious plan for development of the

VINALINES government-owned general company in order to increase the Vietnamese
fleet. In other countries the state- sector rarely plays a dominant rofe in coastal shipping

- and state-owned shipping compames are increasingly belng pnvatlzed in order to

increase efﬁcnency Plans for developing VINALINES musl theref‘ore take account of
therr impact on competition in coastal shlppmg
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‘The Options for Institutional Reform

Given the clear policy position of govermheo: towards equit_isation; the main general

issues affecting reform, in the short term, concern procedural matters, especially in

situations where the government wishes to maintain a degree of control in strategic

industries:

s specifying the propomon of shares that the govemment should keep where it needs
to maintain a controlling interest,

s who should represent the state’s interest, _

o clarifying how shares could be valued and made available to the public without a
stock market, :

In coastal shipping a range of situations could be anticipated which raise specific issues
over reform. '

- (1) Attracting New Management and Investor Participation 7

New management and investors with expertise of shipping are most likely to come from
foreign sources. However equitised state-owned companies are unlikely to attract much
investment from these sources unless the new investors can secure adequate control
through ownership of a large proportion of shares and appropriate representation on the
management board.

(2) Attracting Foreign Investment

For foreign investors better accounting procedures are required in state-owned
enterprises. Bringing these up to iﬁternational standards should be a priority of the
shipping companies wishing to attract foreign investment.

3) Implementmg the VlNAl lNES Development Plan _
There is a danger that support through preferential supply of credit and other measures,
for VINALINES’ mlemallonal fleet development plan will undermine compemlv
conditions in the coastal shipping business. To minimize this, lhe govemment should
* farget support carcfully at those activities of VINALINES ‘which only concern
international slnppmg For example operators receiving support could be barred from
coastal shipping except uncler certain conditions specified by MOT (follomng anatogous
procedures to the way that foreign operalors arc permitted to engage in coastal

slnppmg)

. (4) Dealmg with Unproﬁtable Shipping Compames | , : :
N Many government-owned coastal sh:ppmg enlerprlses (especially those owned by local
autho_rmes) could prO\ eto be f'mancnally unvra_ble. Opnons for dealmg wnt_h these include

¢ absorbmg unprohtable busmesses mto larger more promable oncs _

¢ liquidating the whole company and its assets (and auctioning assels at the hlghest :
value, which would minimize government liabilities and offer the opporlumty for new
ship operators to enter the busmess with the aucuoned assets) and ‘
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6.3

6.3.1

. reorganizing the company into a smaller, more profitable unit and liquidating only the
unprofitable units.

The second and thlrd options would appear to be preferable because they deal directly

with the probfems of unviable businesses, make assets available more quickly for

alternative use by other operators, and minimize job losses.

(5) Small Government-Owned Enterprises

Many of the local authority coastal shipping enterprises are small and not very suitable
for conversion into joint stock companies. Consideration could be given either to

s . auctioning the company, in whole or in part, to the hlghebt htdder or

. seng the vessels at booL value to existing operators. :

The first option is paﬂicu!arly attractive because it allows equal opportunity to all
opetators, including potential new operators, to acquire the vessels. It also maximizes
proceeds to government

Considerable experience has been gained in other former centrally planned economies in
reforming state-owned enterprises, and ODA assistance could be utilized in making this
experience available to the Vietnamese government when tackling the above issues.

Master Plan on Coastal Shipping Developnent

Overall Structure and List of Projects

. The master plan is composed of seven components:

e coastal shipping network development program,

¢ coastal shipping fleet expansion and modernization program,
e coastal shipping management modernization program,

. mar’itimé human resource development program,

s - ports and watenvays deve!opmcnt program,

. secondary transportauon mnprovemenl program, and

S marmme safe{y nhancement and envrronmental protection program

Smce coastal shlppmg lransporiahon is a system wherem subsectors are to be fully

‘ mtegrated the coastal shipping network development program is considered as the

~ umbrella program whlch coordmates the rest of the programs (Refcr to Figure 6.3.1).
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6.3.2 Coastal Shipphng Network Development Program

The coastal shipping network development pmgram is defined in accordance with the
physncai policy and institutional environment described above to identify, in broad
terms, the overall route and service patterns on which the Master Plan is based.

Taking account of the forecast teaffic demand pattern and provision of ports and sea-
cum-riverways, the main shipping lanes of the coastal shipping network between general
ports (excluding specialized ports for coal, steet, cement and oil) have been indicated in
Figure 6.3.2. |

(a) Freight Routes

In order to estimate the pattern of routes which is likely to be developed by operators in
response to the forecast demand pattern the Study has assumed a vessel assignment
_summarized in Table 6.3.1. The allocation of vessel size to traftic volume is based on a
comparison of operating costs for various sizes of vessels which suggests that 3,000 and
5,000 DWT vessels are the most efficient sizes for the main general cargo routes

between general ports. (See Section 6.3.3 for details). '

Table 6.3.1
VESSEL ASSIGNMENT PLAN

" Possible Vessels to be Assigned
- Major O-D Pairs by Average  Average Average Average  Average

Traffic Demand 300 1,600 3,000 3.000 - 10.000
{mil. ton-mile) DWT DWT DWT DWT DWT
4-19 X ' '
20 -49 X X
. 30-99 X X X
- 100 - 399 X X X X
More than 400 X T X X X X

* Based on this vessel assignment it would be expected that certain main routes would be
operated by general cargo 3,000 and 5,000 DWT vessels (or greater). There would be
seven main routes between general ports with forecast traftic greater than 160 million
ton miles and therefore suitable for stable operation of 5,000 DWT vessels, and an
additional six main routes with traflic over 50 million ton miles which are suitable for

- 3,000 DWT vessels These routes are shown for 2010 in Table 6.3.2 and Figure 6.3.3.
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Figure 6.3.2
_ FUTURE COASTAL SHIPPING NETWORK
IN CONJUNCTION WITH GENERAL SHIPPING PORTS(Year 2010)

Y < Geieral Codstal Shipping Ports
s for Traliic Demand Work
mvays o




~ Figure 6.3.3
IDENTIFIED COASTAL SHIPPING ROUTES FOR MEBIUM-SIZE VESSELS OPERATION
' (YEAR 2010}

{5.000 DWT}) {3,000 DWT)

g _ 0 100 200km
o) - S . : _ R ¥ ¥
w— Dossible Aséfgnfnenr Routes of General Cargo / Bulk SORESR Possible Assr’g&ment Routes of General Cargo / Bulk
o Ship with 3,000 DWT in addition lo the routes shown

Ship with 5,000 DWT
. ' ' in the left Figure.
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Table 6.3.2

MEDIUM-SIZE VESSEL ASSIGNABLE ROUTES IN YEAR 2010

General Cargo/Bulk Ship i General Cargo/Bulk Ship  of
_of5000 DWT 3,000 DWT
T Cailan-Saigon i 1-6(sameastelty
__g_._____Halphong Salgon 7 _Cai Lan-Qw Nhon
3. Cualo-Saigon 8 Halphong Nha I‘rang

4. Ha Tmh/Quang Bmg- 9. Haiphong - My'lhor
eSaigon
5. Danang - Smgon 10. Ha Tinh / Quang Bing -
6. Qui Nhon - Saigon 11 Ha Tinh / Quang Bmg -
I N SN0, 12 \ .
7. Haiphong - Danang 12, Thuan An - Salgon

NOTE (1) Excluding routes serving specialized ports, or operated by cement carriers

Traflic between specialized ports dedicated to traffic of particular types in order to
maximize efficiency are anticipated to be as follows:

Commaodity Specialized Ports

Oil - B12 (moving to Hon Ac in Bai Chay Bay), My Khe (moving to Phu
Loc River Mouth), Nha Be, Hue (new consiruction) and Dung Quat
(new construction)

Coal : Hong Gai (moving to new area), Cam Pha, Dien Cong

Cement : Hoang Thach, Nghi Son (new construction), Chinh Phong (new
construction), Kien Luong

Steel : Quang Ninh Steel Port (new construction)

The potential traffic movements between specialized ports, or by cement carriets
between general ports, are illustrated in Figures 6.3.4 to 6.3.6. If the large bulk oil and
cement traflic flows are excluded, then 3.7 million tons of coastal shipping traflic is
forecast for 2000. Of this, 2.2 million tons (59%) is concentrated on the main north-
south route, and the rest is on other routes to/from intermediate ports. Traflic between
the eight major ports (Haiphong/Hanoi, Cuo Lo, Danang, Qui Nhon/Nha Trung,
Saigon/Dong Nai) is 1.8 million tons (48% of the total).

Scheduled liner operations by container, semi-container and Ro-Ro ship have significant
development potential on the main north-south corridor. Liner operation would be a
completely new type of business in Vietnamese coastal shipping and so use of a semi-
container vessel is most likely.
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Figure 6.3.4
FORECAST PATIERN OF COASTAL SHIPPING - OIL TRAFFIC
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Figure 6.3.5
FORECAST RATTERN OF COASTAL SHIPPING CONSTRUCTION MATERIALS AND
MINING PRODUCTS (BETWEEN SPECIALIZED BERTHS)
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Figure 6.3.6
FORECAST PATTERN OF COASTAL SHIPPING - CEMENT(IN SPECIALIZED SHIPS)
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{b) Passenger Routes

The main routes serving passenger services are shown in Table 5.3.2 in Section 5.3. The
- main routes in 2010 would be the two interprovincial routes between Haiphong and
Quang Ninh and between HCMC and Vung Tau, and the tourist services to the islands
near Quang Ninh, Haiphong, Danang, Nha Trung and Qui Nhon. Other local routes
could develop in response to particular initiatives, especially in tourism.

(c} Tssues in Service Development

The pattern of services outlined above for 2010 is merely indicative of future routes.

Actual service patterns will be affected by numerous factors which cannot be predicted at

present. However in accordance with the Study Team’s concept of a master plan,

revisions to these pre_dictions‘ of service patterns can be made in future years which take
account of changing circumstances.

At this stage lhe following issues could affect service patterns.

Implementation of the Dung Ouat Refinery

Whether or not major projects, such as the Dung Quat oil refinery, are nnplementcd
~could have a radical change on the pattern between specialized ports, as described more
fully in Chapter Five. This would not however aflect the service pattern between general
ports described above.

Development of Intand Watenvavs and Poﬂs

The service pattern is based on current plans of the IWB and VINAMARINF for
development of infrastructure. As described later in this section., implementing the
~ service pattern requires minimal additional investment in inland waterways because, in
most cases, the larger proposed vessels can be used under existing draught limitations.
However considerable investment is required in ports.

Relanonshm of Coastal SthDlll‘g_“O Other Transport Activity
Coastal shipping forms part of a wider transport system and therefore may be affected by
related trafiic flows. Transshipment from one form of transport to another could affect
the role of coastal shipping in the following ways:

*  non-Vietnamese trade, especially that oriented towards Cambodia and Laos,
requires port facilities shared with cdaélal shipping (however development of any
speciatized transshipment port servmg ocean-gomg sh:ppmg would, by its very

* nature, have relatively little impact on coastal shipping), .

»  Vietnamese foreign trade requires port facilities shared with coastal shlppmg and

even vessel capacity between Vietnamese ports for feeder and distributor services
- (although this is likely to occur only to a smali exlent because of the high
transshipment costs), and

¢ road, inland waterwayand even rail services provlde fcederand distributor services

' for coastal shipping at many ports, so any bottlenecks in these services could
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6.3.3

adversely affect coastal shipping, causing altematw less favorable poris to be used
or even comp!ete toss of traflic.

In addition many vessels engaged in coastal shipping are likely to be also engaged in
international shipping, even on the same voyage. In this sense the supply of coastal
shipping services is inextricably linked to the supply of international shipping services,
with important implications for vessel planning and operation which must be allowed for
when planning coastal shipping services.

The main issue here is the extent to which planning of coastal shipping services by
operators is aftected by their plans for international services. However although it would

‘affect detailed vessel scheduling and routing of particular vessels, by individual

operators, it would be unlikely to affect strongly the overall pattern of coastal shipping
services described in the Study. :

" Potential Routes for Specialized Vessels
Clearly the introduction of specialized vessels or services in coastal shipping would be

expected to have an impact on vessel operating patterns and services. In particular
operation of farge bulk carriers would tend to concentrate traffic on certain routes. Even
here however changes in use of specialized vessels would have little impact on the
general pattern of services described above although it would affect frequencies on them.

In the case of liner services it is far from clear at the present time which routes are most
likely to be served by liner services. Initially the most likely candidates are routes
between major traffic generators and attractors in the north or south of the country.
However it is not clear to what extent services in the north would serve Haiphong rather
than Hanei. The fatter would provide a direct service to the capital but would depend on

the resolution of uncertainties about the navigation potential of the Nam Dinh - Hanoi
river. Liner services would only be expected to capture a small proportion of total traflic

~ and so their development would not greatly affect the operating pattern of other vessels.
Fleet Expansion and Modernization Program

| {a) Objecm es

Dlﬁerent operamrs are llkely to react in dlﬂerent ways to the development in the coastal

shipping market. Some operators of sea-going vessels in Vietnam often have interests in
inland waterway transport and therefore may seck to concentrate on short distance
coastal services requiring small vessels. There is much evidence from other countries of
a strong tendency for small scaIe operators to specialize in short distance coastal services

- using domestically built vessels. However others in this situation may try to develop

longer distance services as a complementary business activity, especially where ancillary
infand watemay services can economlcally prov:de feeder or ‘distributor services to

- coastal shipping.

Large scale operators currently f‘ocus thear business acimtles on mtemauonal shipping
because of greater profit margins than in domestic shipping. Many large operators are
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unlikely to develop coastal shipping services except as a subsidiary activity to
international shipping - careying domestic cargo when vessels would othenwise be idle,
when vessels have to be repositioned, or when operators can increase load factors on
international routes that pass domestic ports. Other operators are likely to focus on the
coastal shipping market in order to provide dependable services to domestic customers,
Although it is not possible to anticipate the extent to which operators specialize in
coaslal shipping it seems reasonable to assume that current practices of mixing
international and domestic business activitics will continue for most large scale
operators, and we have {aken account of this in our esilmates of ﬂeet capacnty required in
coastal shipping.

(b} Options for Fleet Development

The major strategic options facing coastal shipping operators when developing their
fleets are concerned with

. cho:ce of vessel type and desiga (general purpose or spec:ahzed ship),
¢ carrying capacity of vessel,

o method of acquisition (through purchasing or chaﬂermg) and

¢ age of vessel.

For passenger services, a wide variety of smaller vessels can be expected to be used
according to the type of service, including small but fast tourist boats, traditional
passenger vessels on short, low traflic density routes, with some larger vessels on the
main routes (some of which would also carry freight).

The choice of cargo vessel depends to a large extent on the traflic characteristics
‘ éxpected in future years, especially:

. package style which al}ecis loadmg/unloadmg equlpment requured and operatmg
eﬂu:lency (whether or not loading/unloading can be petformed in rainy weather),

»  variations in demangd during the year, which affect utilization of vessel,

»  consignment size, which affects not only ship capaciiy but also on-shore facilities_. :

The main characteristics of \’Ielnamese domestic frelght traffic were summarized in

Table 5.1.2in Secuon 5.1. To carry this range of traflic, there are various possibilities for _
mixing traflic on particular ship types as shown in Table 6.3.3. :
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_ _ Table 6.3.3
POTENTIAL FOR CARRYING CARGO ON VARIOUS SHIPS

Commodily Type Ship Type Compatibility with Other

A. Agricultural Products General Cargo/Bulk Yes, withD, Eand F

B. Construction Materials : Bulk No

and Mining Products General Cargo/Bulk

C ol - _ Tanker No

D. Bulk Cargo Genera! Cargo/Bulk Yes, with A, Eand F

E. Cement General Cargo/Bulk Yes, with A, Dand F
. _- Specialized Ship i No |

F. General Cargo . General Cargo/Butk Yes, with A, Dand E -
o . - i Container . o

Ro-Ro

Based on these possibilities, the following six categories of ship type are required to
serve coastal shipping cargo traflic: o

1) General Cargo/Bulk Ship, which can carry most of the traflic types,

2) Bulk Ship, to carry break-bulk cargo only, with a shoulder tank and hold of suitable

- shépe to untoad cargoes efticiently (see Figure 6.3.7 for examples),

*3) Oil Tanker/Chemical Tanker, which are specialized ships for transporting crude or
refined oil, or chemicals,

4) Container Ship, for carrying containers only,

5) Semi-Container Ship, multipurpose ship for carrying not only containers but also
general cargo, often in conjunction with wide holds for eflicient loading/unloading
and special fittings to secure containers, -

6) Ro-Ro Ship, to carry trucks and other motor vehicles

Speciatized barge and LASH (Lighter Aboard Ship) systems are not suitable for coastal
shipping, even though they may appear to be attractive for Vietnam’s mixture of sea and
river services. Barges are not particularly sea-worthy. In particular, pusher barges
(which are not used for coastal shipping even in Japan) cannot be safely navigated
“against high broadside waves. : ' '

The LASH system can be economically advantageous on international shipping routes,
_ se_fving areas with river systems, where large ships can economically be utilized for the
trunk haul, in conjunction with quick loading and unloading times. For the short
distances of Vietnamese coastal shipping with irregular traflic flows, such a system
" would atmost certainly cost more than conventional shipping (even if a scaled-down
version were specially developed for this application).
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Figure 6.3.7
ILLUSTRATIONS OF SPECIALIZED SHIPS
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For most [reight operators there seems little doubt that the advantages of general
purpose ships outweigh their disad_vantage's. Most domestic cargoes can be carried on
general purpose ships and although there would be potential cost and level of service
advantages from using certain specialized vessels such as butk cement carriers, the high
capital requirements and risks associated with them would be expected to rule out their
consideration except in particular circumstances where demand and revenue can be
reliably predicted.

The main factoss affecting the choice of ship size are initial cost (and avaifability of
finance), overall operating costs, physical constraints (particularly draught limits in ports
and watenways) and management tradition/capability. Arguably the main determining
factor in Vietnam is initial cost which acls as a strong constraint on all operators
(especially considering the investment risks and uncertainty about traflic and navigation
uncertainties for large ships on sea-cum-riverways). By contrast, the costs of labor and
fuel are secondary considerations. Many ship operators in Vietnam have little experience
of operating medium/large ships over 1,000 DWT and this is likely to be an important
factor in determining vessel size. ' '

Decisions over whether to purchase or charter ships depend on availability of finance,
chartering costs and availability of suitable vessels for either purchase or charter. These
factors can vary strongly from year to year depending on market conditions and
availability of surplus vessels in the world market. In principle chartering offers many
attractions to Vietnamese coastal shipping operators who wish to accumulate capital
from a very low base. It may be the only way of acquisition for new entrants into the
business and is therefore a vital consideration in policy making. However the world
market in chaitered vessels is dominated by large vessels and so this form of acquisition
is of little use to many coastal shipping operators, especially small scale operators.

 The difficulties of financing vessels obviously means that most operators prefer to buy

second-hand rather than new vessels. This allows capital can be accumulated more
rapidly even though these incur higher operating costs. However restrictions on imports
of small vessels may preveat operators from purchasing second-hand foreign vessels in
preference to a new Vietnamese built vessel. In the case of established Vietnamese
~ operators of international serv ices, “such as VINALINES, a further option is simply to
cascade ships which cannot compete effectively on international rontes down onto
coastal shipping services. Although the vessels may not be ideal for coastal shipping, and
may require modification or sehabititation to meet safety standards, they ofter a low cost
alternative to new purchases

© Co_mparison of Options for'Cargo Ships

" Since capital costs pose such an important constraint on fleet development, the effect of
 three different cacgo fleet development patterns on overall capital costs has been
~ compared betow. The development patterns have been defined for alternative
assumptions about size, type and age of acquired vessels. For the sake of this
comparison, no chartering or reassignment of international vessels is assumed.

6-35



The alternative asswmptions adopted are as follows: -

ALTE'RNATIV E 1 - Expansion of the coastal shipping fleet with the same size and type
of vessels as used at present, using new vessels less than 1,000 DWT and second-hand
vessels above this size (similar to current practice). Under this alternative the avcrage
size of coastal shipping vessels remains at about 1,000 DWT,

ALTERNATIVE 2 - Expansion of the fleet with larger more modern designs, including
specialized vessels, to minimize total overall operating costs (including both running and
capital costs). All vessel replacements are assumed to be with new ships. Under this
alternative the average size of vessels increases by 2010 to 2,000 DWT.

ALTERNATIVE 3 - An intermediate situation in which less of the larger vessels are
acquired, all vessels below 3,000 DWT are acquired new and the rest second-hand.
Under this alternative the average size of vessels increases by 2010 to 1,500 DWT.

The estimation of the vessels needed under Alternative 2 has been based on an analysis of
comparative costs of operating vessels of various sizes. This analysis is described in the
Supplementary Report on the Maritime Transport Industry and is based on current
recorded financial costs in Vietnam for a typical voyage between Saigon and Haiphong,
using a second-hand vessel. Certain fixed costs are excluded so that the results indicate
the revenue needed to break-even on an individual voyage. The results are summarized
in Table 6.3.4. '

The 1,000 DWT vessel incurs high costs because of many factors such as high fuel
consumption, higher price of diesel compared to fuel oil, and lower running speed. The
10,000 DWT vessel incurs higher costs because it requires longer time loading and
unloading (because ports are not well equipped to handle large vessels), which becomes

-~ especially significant in coastal shipping because haulage distances are shorter than for
international routes. Consequently vessels with capacity between 3,000 and 5,000 DWT
have the lowest costs. It has therefore been assumed that under Alternative 2, more of
such vessels are deployed on general cargo routes. Even larger vessels are assumed fo be
deployed on specific routes between specialized ports in some cases where 1mproved
facilities could allow greater utifization of large vessels ' :
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Table 6.3.4
ESTIMATED FINANCIAL OPERATING COSTS OF
VARIOUS SIZES OF CARGO VESSELS
- {VND thousand/vovage)

1000 DWT £ 3,000 DWT 5000 DWT | 10,000 DWT _
Variable Costs .

- Fuel Oil 0 37.410 44,370 73,930

- Diescl Oil 49,680 16,740 26,780 32,380

- Loading Port Charges 4,400 9,100 14,870 37,700

- Unloading Port Charges 3,700 7.300 12,500 32,900

- Other Vovage Costs 1,000 1,000 1,000 1,000
Total Variable 58,780 71,750 99 520 197,930
Fixed Costs : ' ‘

- Seafarers 11,990 16,920 25,390 39,720

- Depreciation 32,120 70,040 153,760 411,280
- Repairs, Tax, Insurance 23,290 30,780 - 111480 298,180
Total Fixed 67,400 137,740 280,630 749,180
TOTAL VOYAGE COSTS 126.1 80 209,450 390,150 947,110
COST PER TON i 1402 77.6 86.7 1052

‘Fhe number of vessels acquired under each alternative has been estimated allowing for
the expected continued use of existing vessels, up to 20 years of age. This means that
many existing large vessels must be replaced soon. Because vessels are used both for
* domestic and international shipping, it is necessary to define a hypothetical flect that
~ would be required if vessels were exclusively used on coastal shipping services. Under
Alternative 1itis assumed that the current contribution to coastal shipping capacity,
~ from various sizes of vessels, varies from 5% for large vessels over 7,000 DWT (used

 mainly for international serv:ces) to 70% for vessels between 500 and 1,999 DWT, as

- shown in Table 6.3.5. According to this assumption about half of the coastal shipping

" capacity is derived from vessels between 500 and 1,999 DWT and ihe average capacity

of vessels used in coastal shlppmg, excludmv oil tankers s about 1,000 DWT.

: Under Alternatwe 2 the high rate of replacement of extslmg vessels would increase short
term capital requirements up to 2000 from US$ 237 million (for Alternative 1) to
US$ 422 wmiillion. Because of the difficulties of operators securing capital such an
_altematwc would be lmpracucal However under Alternative 3, with greater acquisition
. of second-hand vessels the capitat costs required can be substantially reduced, even
fower than under the present procurement practices assumed for Alternative 1. The
reduction in capital costs arises because of the lower capital cost per DWT of farger
vessels compared to those for existing vessel types. Therefore despite the lower overall
capitat costs, the amount per ship would be higher. '
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Table 6.3.5
ASSUMED COASTALSIHPPING CARGO FLEET COMPOSITION (FXCLUDING TANKERS), 1995

Ship Size (DWT) Total Registered  { Assumed Assignment | Available DWT for
DWT Rate for Coastal Coastat Shipping
et e e SIPPIRGE ]
Lo dessthan300 s 68940 20% b 013788
-.500-1,999 B30T 0% B 65395
) o O3l 2% G 15T784
. 4000 6,999 B O L2 S A | T ) 63l ...
More than 7,000 io.3noms i 8% b 1maed
Total : 685,402 9% 129 902

Source: HCA Study Team

The Composmon of the fleet, up to 2000 and 2010, and the associated cap:tal costs for
new acqu:smons are summarized in Table 6.3.6. :

(d) Potential Financial Requirements

Perhaps the most realistic fleet acquisition program that will develop under Vietnamese

conditions is Alternative 3. This combines both low capital costs and a trend towards

lower operating costs. However in practice the finance required for acquiring vessels will

depend on the extent to which vessels are chartered, leased or reasmgned from
~ international routes.

Under the present uncertaln circumstances in Vlemam there are consnderabie advantages
from chartering because of the lower capital costs involved. This would imply that many
of the larger vessels anticipated to be operated in coastal shipping would be chartered in
the first instance (especially for specialized vessels that would have higher risks of failing
to achieve the required utilization). After a few years chartermg would become less
attractive because capital is more likely to be avatlable in Vietnam {partly because of
capital accumulanon by operators), implying that a greater proportion of vessels would
be purchased. However the proportion of smaller vessels, less than 3,000 DWT which
would be chactered could be rather low, even in the short term, because of the small
~number of vessels available for charter in the South East Asian market. The potentlai for
chartermg passenger vessels also appears low. : '

- The number of passenger vessels expected to be purchasecl up to 2010 1s estunated in
Table 6.3.7. - '
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Table 6.3.7

EXPECY FD PASSENGER SHIP PURCI!ASES

Service Type Number of Passengers Nu_n_1ber of Vessels Number of Vessels
Cifthousand)  iRequied o Aequied
2000 12010 | Upto2000 | 2000-2010 | Upto 2000 i 2000-2010
Intc:pro\-'incial 614 1,059 4 6 2 4
Remote Island 4 139 t 2 1 !
Tourism 992 2,392 il 27 5 22
TOTAL 1,750 3,590 16 33 8 27 |
NOTE: (1) Assuming 200,000 passengers per year per vessel for 140 scat interprovincial services (using
' passengei/cargo ships of 490 GRT) and 90,000 passengers per year per vessel for 200 seat inicr-istand
services (using 95 GRT vessels), and 90,000 passengers per vear per vessel on 90 seat tourist services
{using 60 GRT vessels).
{2) ' Assuming 30% of 2000 demand can be met with existing vessels.

SOURCE: JICA Study Team

The potential capital required to finance the ship acquisitions under Altemﬁtivc 3 {assuming no
chartering, leasing or reassignment of vessels from international routes, and assummg a vessel
life of 20 years) is shown in Table 6.3.8. In the short term, with the Dung Quat project, the
capital requirement would be US$ 226 miltion (US$ 45 million per year). It is estimated that
chattering could reduce this to about US$ 161 million (US$ 32 million per year). Continued
acquisition of small locally built vessels at low prices could possibly reduce this investment still
further. Extending vessel life beyond 20 years and/or reassigning mternallonal vessels would
also reduce mveslment reqmremems

The capital requirement between 2000 and 2010 i is expected to be about USS$ 761 mlll:on in
total (which represents US$ 76 million per year). The scope for reducmg thls is rather small

~because chartermg is not an attractive optlon in the long term.

- Fo meet thls capnal requirement, both domesilc and forc:gn financial resources are needed as
d:scussed in Section 6.4.2. - P
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_ Table 6.3.8
POTENTIAL FINANCE REQUIRED FOR SHIP PURCHASES

Ship Type - o Upto2000 ... 2001 -2010

fixpected | Price | Required | Bypected | Price | Required
Acquisition | i Capital Acquisition | | Capital
e i {Wessel) 1 (USSmil) § (US§mil) f (Vessels) | § (USEmiD) : (USSmiD
General Cargo/Bulk :
- 300 DWT 41 0.6 246 . 113 .6 69.0
- 1,000 DWT ¢ 23 " 0.0 120 2.3 276.0
-3,000 DWT 19 4.0 76.0 23 40 920
- 3,000 DWT : 10 28 23.0 30 28 846
- 10,000 DWT 2 +.8 9.6 4 4.8 19.2
Cement Carrier
- 5,000 DWT S . 3.4 13.6 14 o34 47.6
- 7,000 DWT -0 40 - 00 2 10 8.0
Semi-Container Ship .
- 2,000 DWT ' 2 7.0 14.0 2 70 14.0
Ro-Ro Ship _
- 5,000 DAWT ; 0 - 48 0.0 2 4.8 9.6
Oil Tanker ‘ :
a) With Dung Quat ' ' '
- 2,300 DWT 2 0.4 128 4 0.4 236
- 20,000 DWT 3 7.3 . 219 G 73 43.8
- 80,000 DWT I 1y .2 11.2 2 112 2243
b) Without . : :
- 1,600 DWT 2 10 -0 80 2 +.0 30
- 3,000 DWT 2 8o _ 16.0 _ 0 30 0.0
Passenger Ship : S
- 490 GRT 140 seat 2 0.6 12 + 0.6 24
- 95 GRT 200 seat 1 30 3.0 | 3.0 30
- 60 GRT 90 seat 3 20 10.0 22 20 4490
TOTAL
a) With Dung Quat 92 2259 351 760.6
h) Without ' - 90 204.0 341 676.8
NOTE: (1) Assuming average prices of passenger vessels arc (in US $ million):

0.6 for 490 GRT (12 years old assuming US $ 2.0 million new}

3.0 for 95 GRT (12 years old assuming US $ 11.0 million new)

_ ] : 2.0 for 60 GRT {five years old assuming US § 3.0 million new)
SOI_JRCE: leA S.lud}-; Team o '
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(¢) Introduction of Standardized Cargo Vessel

Standardizing domestic cafgo vessels is effective for the shipbuilding industry in Vietnam
which is far from a fully developed industry, The advantages of ship standardization can be
enumerated: -

1} Reduction in construction period

2) Reduction in man-hours for df:SIgn and construction work

3) Upgrading of quality of work (skifl of workers will be improved by repetltwe work)
4} Saving of man power in indirect jobs such as design and production control '
5} Basy and simple maintenance work for standardized ships in service

6) Standardization of cargo handling equipment on quay side

7) Increased efficiency in port operation

8) Stabilized production of products of shipbuilding rerated industries

In order that coastal shipping vessels are built locally and economically, multi-purpose cargo
vessels with 1,000 DWT and 3,000 DWT have been chosen as standardized vessels. These
have been designed with the f‘ollowmg considerations:

1) The vessels have a shallow draft and convey general cargo. Such shallow draft vessels can
enter many riverports located in the Mekong Delta and the Red River Delta, and transport not

only packed cargo but atso break-bulk cargo.

2) The vessels must have adequate speed, seaworthiness, stability and cargo space from safety
and profnability viewpoints. The vessels are also equipped with ship gear on deck.

3) ‘The vessels can carry bagged cargo, boxed cargo and bulk cargo in the hull and some
containers on the deck on shippers’ request

4) The vessels will be built and repaired in Vietnam.
Table 6.3.9 shows their principal dimensions and eslimated vessel princes. It is noted that the

vessel prices apply to the ones built first. A reduction in price, up to a maximum of 15%, would
be expected for subsequent production.
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_ Table 6.3.9
PRINCIPAL DIMENSIONS OF STANDARDIZED CARGO VESSELS

m

em Type of Ship, 1,000 DWT 3,000 DWT
Length (O A) abt. 6950 m abt. 90.00
Length (P.P) 6500 m 8500 m
Breadth {mid}) 1200 m 1450 m
Depth (mid) 500 m 750 m
Draft design (mid) 320 m 500 m
Displacement (ton) abt. - 1,800 abt. 4,300
Light weight (ton) abt. 800 abt. 1,300
Dead weight (ton) 1,000 _ 3,000
Cargo hold cap. (bale) abt. 1,300 mw’ abt. 3,700 m
Gross tonnage (ton) 1,000 2,800
Complement 20 28
Engine gear (PS) 980 1,800
Speed (Service) 11.0 11.0
Endurance (S.M) 2,000 2,000
Tank cap. _
F.O.T 45 80

- FWT 30 70
Cargo gear S5tx 1 10t x 2
Container (8’ - 6" x 8’ x 207} 12 24
Hatch covers Single pull Single pull

Steel _ Steel

Vessel Price | 24.7 43.9
(in the first year billion VND)
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(f) Improvement of Shipyards for Building New Vessels

1} Necessity of Improvement _ _

As coastal shipping traflic increases, the current aged fleet will be replaced and modemized.
However, Vietnamese shipbuilding activity in recent years has been sluggish and therefore
shipyards suffer from basic technical weaknesses. Urgent improvement is carried out as
follows:

*+  Welding work should be done by qualificd welders who are authorized by a Classification
Society or have equivalent skill levels. :

. Yards should be rationally designed to alIocate necessary facuhtles and working areas.
Production units are required to maintain proper working standards and to achieve high

work efliciency.

*  Shipyards should take full responsibility for the quality of their products. For this
purpose, an inspection department should be responsible for matters related to quality in
the shipyard.

¢  Shipyards should strictly control progress of work from keel laying to Ship dehvery Most
materials have to be imported and so the buyer’s work is particularly 1mportant Major
equipment and parts should be imported from reliable sources.

2}  Selection of Yards for Buﬂdmg, New Ships

The Study designates three shipyards, i.e., Bach Dang Shipyard, Ha Long Shipyard and Ben
Kien Shipyard, for building new vessels engaged in coastal shipping especially the proposed
standardized cargo vessels taking account of the following;

+  Facilities and equipment in the three shipyards are comparatively sausfactory and they do
not need large investments.
¢ The three shipyards are located in the north where refated mdustnes have concentrated
- and material procurement is easy.
¢ The building of general cargo vessels over l ,000 DT since 1984 was concentrated al
these three shipyards.

3)  Preparation of Improvement Plans

To raise productivity, improve quality and lower ship building costs with minimum investment,
individual improvement plans for the three shipyards have been prepared as shown in Table
6.3.10. :
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(g) Improvement of Shipyards for Repairing Coastal Shipping Vessels

Accordmg to the Study Team’s obsewanons the current repairing capacity is esumated
at 220 ships per year, divided by reglon as follows:

90 ships of 1,000 DWT and above per year

° north -
. central - 20 ships of 1,000 DWT and above per year
s south - 110 ship of 1,000 DWT and above per year

On the other hand, the study assumes that the future coastal shipping fleet will consist of
about 260 ships of 1,000 DWT and above in 2010. It is therefore clear that the existing
ship repair yards will not be able to cope with the future fleet engaged not only in
international shipping but also in coastal shipping.

~ Although there are numerous shipyards in Vieinam, intensive investment in several key
~ shipyards is an effective way in which the majority of coastal shipping fleet ranging 1 ,000
DWT to 3,000 DWT can be repaired efficiently and economlcally Taking geographical
distribution into account, six shipyards have been selected for repairing coastal shipping
vessels as shown in Table 6.3.11. From a viewpoint of demand, three shipyards will be
improved in the short term while the rest will be improved in the tong term.

Table 6.3.11
SELECTION OF KE.Y SHIPREPAIR YARDS

_Jmprovement Period

_Region '997 2000

2001 20]0

Nonhem Reglon
Central Regio_n ‘

Southern Region

Necessaty Improvement

Cost (billion VND)

Nam Trleu Shlpyard Halphong
(up to 3,000 DWT)
Song Han Shipyard, Danang
' {up to 3,000 DWT)

CK-76 Shipyard, HCM City .
L pto3,000DWT) i

95

Nam Ha Shspyard Nam Dmh
(up to 3,000 DWT)
Ben Thuy Shipyard, Vinh
(up to 1,000 DWT}
Bin Trieu Shipyard', HCM City
(upto 1,OOO DWT) ~

- 90

6-48




	Chapter 6 FORMULATION OF MASTER PLAN  
	6.1 Objectives and Development Strategies  
	6.1.1 Background  
	6.1.2 Objectives  
	6.1.3 Development Strategy  

	6.2 Context of the Master Plan  
	6.2.1 Physical Aspects  
	6.2.2 Policy and Regulatory Environment  
	6.2.3 Institutional Environment  

	6.3 Master Plan on Coastal Shipping Development  
	6.3.1 Overall Structure and List of Projects  
	6.3.2 Coastal Shipping Network Development Program  
	6.3.3 Fleet Expansion and Modernization Program  





