Chapter 2 GLOBAL TREND IN SHIPPING AND RELATION TO

2.1

© VIETNAMESE COASTAL SHIPPING

The Role of Coastal Shipping

This chapter examines the coastal shipping situation in other countries in the South
_ Fast Asia region and compares this with Vietnam. Conclusions are then drawa about
~ the likely trends in Vietnamese coastal shipping. Full descriptions of coastal shipping in

Japan, the Philippines and Indonesia are given in Appendix S.

~ Coastat shipping plays a major role in the inland transport system of Vietnam, carrying

about 37% of total tonne km as shown in Table 2.1.1. Even higher figures can be

. found in other countries - for example 44% in Japan. The ratios of annual coastal
~ shipping traftic to GDP and population in Vietnam are 0.17 tonne km per US$ and 49

per capita respectively. Higher tzaflic per GDP is found in Philippines and Indonesia,
but lower in Japan (where domestic shipping is in decline}. On a per capita basts,

‘Vietnamese coastal shipping is much smaller than all other countries, reflecting the tow

incomes of Vielnam.

'The role played by coastal shnppmg in each country reflects the economic and

geooraph;cal situation of the countries. Japan, Philippines and Indonesia are all
archipelago nations with populations and economic activities distributed among several

~islands. Consequently a constderable amount of inter-island traflic is generated which

would not be expected on the same scate in Vietnam, and the role of coastal shipping

~would vary correspondingly.

For example, in the Phlhppmes a considerable amount of coastal shlppmg capacﬂy
~ consists of ferry boats which provide links along major arterial routes. This results in a

tow average length of haul - about 540 km compared to over 1,000 km in Vietnam and

~Indonesia. In Japan, Ro-Ro ferries constitute 23% of coastal shipping capacity and

contribute to the iow a»erage hauf, 442 km, found there. In all three archipelago

_nations passenger services are a sngmﬁcant feature of coastal shipping. Vietnam’s
~ geographical situation, with only sparsely populated istands, would never generate

such services on a smnlar scale

A feature of coastal shippmg everywhere is the role played in moving bulk cargoes

. such as oil, cement, coal, wood and steel. Ho\uever Japan, the Philippines and

Indonesia all have substantial volumes of general cargo camed too. In the case of the
latter country, coastal shipping is used to distribute goods manufactured on the main
island of Java to other islands in the c,_ountrry

Because of this important role in transporting general cargo, scheduled liner services

_ have been extensively developed in all three countries - constituting about half of all

coastal shipping movements in the Phlhppmes By contrast Vietnam has no such

' semces

1-55



Table 2.1.1
COMPAR!SON OF ROLE OF COASTAL SHIPPING IN ASIA

Vietnam “Japan Philippincs | Indoncsia
_ (1994) (1993)? (1990)¥ (1990)™
Inlang Traffic (billion tonne km) ' ' ' _
* Coastal Shipping 3.5 2340 156 108.0
Road, Rail, Water 6.0 301.7 n/a wa
Total 9.3 5357 n/a n/a
Inland Traffic (million tonnes)
' Coastal Shipping 2.7 5288 29.0 720
Road, Rail, Water - 710 . 53,9017 " nfa n/a
- Tolal BT 6.430.5 © na n/a
Coastal Shipping Capacity (1housand dwi) 170" 10,000 1,014 n/a
Coastal Shipping Capacity (thousand gri) 102! 5,400 - 612 2,600
Population (million) 72.0 125.0 60.1 179.4
GDP per capita (US$) 288.0 31,450 830 730
Coastat Shipping tonne kmyUS$ GDP 017 0.06 0.31 0.82
Coaslat Shipping tonne km/capita ' 19 1,872 260 602
Tonne knvgrt Shipping Capacity 34,300 13,300 25,300 41,500
Average Annual Maritime Accidents 147.0' 2,147.7 22407 27049
Average Annual Dead or Missing 210 261.8 5256 2736
Accidents per bitlion ton km ' 12 9 14 3
{tncluding accidents im‘oh’ing'\'é-sse[s over (8) - h/a {4) D
{00 gri) '
Deaths per billion ton km - 6 I 34 3
NOTES: (1) 1995 estimate. Shipping capacity is rdbghlv estimated assuming 19% of toial commercial

general cargo and lanker flezt (by dwi) isused in coaslal sh:ppmg (see Appendn K} ancl ratio

of grt : dwt is 60%.

£2) Excluding small vessels less than aboul 100 grt. lncludmg passenge: ships with aboul 3% of
' total capacity. Toial dwt only approximately estimated.

3 Estimated traffic catried by 683 vessels over 100 gn used rhaiﬁt) for 'déme's.lic coastal _
shipping including passenger services (which makc up about 25% of capac:l)) }'relght traffic

carried on mad vehicle ferries is e\cludcd GDP is 1993 estimate,

1) Estimated lonne km assummg a\erage of 1,500 km per mp Fleet refers 10 Indongsian
registered vessels over 100 git. C hartered forcign regis!efcd v csscls also proude semces
included in the traffic fi gurcs GDPi IS 1993 estimate. )

(3 But, iny olvi ing ships mcr 180 lons onI\ 29 in Vielnam 70 in Phullppmes and 13> in
' Indonesia. '
SOURCE: Vietnam (GSO and JICA Tean survey), Japan (Annual s;atistics), Philippine:s (JICA Master _

Plan Study, 1992), indonesia (JICA Study on Sea Transport in Eastern Indonesia)
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2.2

2.2.1

Operational Characteristics

Structure of the Industry

It is common to find three types of coastal shipping companies, almost entirely all
privately owned:

o large companies with 10 or more vessels over about 1,000 dwt

¢ medium sized companies with few such vessels, and

& - small operators often with one vessel, below 1,000 dwt, per owner.

In the Philippines there are 12 major coastal shipping companics, 300 medium sized
companies and numerous small operators. Many of the large and medium companies
form associations to co-ordinate services and dominate the liner service market, partly
because of regulations which restrict competilion but impose tarift controls to limit

.~ profits. Smaller operators tend to offer tramper, or unscheduled services, oflen over

short distances.

In Indonesia there are about 50 medium or large sized operators providing liner or
tramper services, one of which is government-owned and used to dominate the market
unti! deregulation measures were introduced. At the other extreme, there are also
about 70,000 small operators that use traditional wooden vessels of about 100 grt
which account for about 39% of all domestic vessels but carry only about 6% of
coastal shipping traffic.

In Japan there are about 2,600 small operators providing tramper services with,
usually, one vessel below 1,000 dwt each. In addition there are about 3,900 medium
sized operators and 200 large operators, many of which provide liner operation with
larger vessels. Effectively coastal shipping operalors are mainly from the private
sector, except for 40 public sector operators on remote island services (consisting of

‘about 40% of all operators on such services) and a number of locat government-owned

lmer operators

In Vrel nam too, the two extreme forms of ownership can be found in coastal shipping -
a few operatars with large ships and many small ones with only a few small ships. An

: _lmportant difference is that most owners, even small ones, are government owned

N Frerght canying performance can be very roughl} compared in Table 2.1 ] (but great

care should be taken when making such comparisons because of the different
circumstances of coastal shipping in each country). Coastal shipping traftic per grt of

* capacity in Vietnam, 34,000 tonne km, is intermediate between values found in other

countries {between 25,000 and 43,000). Although capacity used for coastal shipping
can only be approximately determined in Vietnam because many ships also provide

international services, the figures suggest that higher figures are possible through

+.* increased efhcrency measures perhaps 20% hrgher as found in Japan and Indonesia.
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2.2,2

223

Fleet Charvacteristics

In the Philippines and Indonesia most larger ships have been acquired second-hand or
are operated on a barcboat charter basis from Japan or other developed country. The
fleet replacement policies encouraged by the Japanese government provide a useful
supply of medium-aged vessels in good condition to operators elsewhere in the region.
Smaller vessels of about 500 dwt or less are often acquired new from domestic
shipyards. This is similar to the situation in Vietnam where many sh;pyards can build
small boats. :

Whereas larger ships in the Philippines and Indonesia are steel hulled, many of the
smaller vessels are still built from wood. A similar situation can be found in Vietnam
where traditional craftsman still ply their trades. The average age of larger vessels
tends to be high in many developing countries: the average age of vessels, over 250
grt, is over 16 years in the Philippines. In Indonesia there is an even higher proportion
of old vessels - 72% of cargo vessels are over 16 years despite a government
programme introduced between 1984 and 1988 aimed at eliminating such old vessels.
Even in Japan about 47% of vessels are more than 14 years old, although most large
vessels are less than this age due to stricter enforcement of safety regulations. In
Vietnam only 25% of all commercial ships are over 15 yéars but the proportion of
larger vessels used in coastal shipping which are over 15 years is likely to be much
higher because the average age of large vessels is twice that of small vessels and older
vessels are more likely to be used on coastal shipping than on international shipping.
Indeed the designs of most larger vessels used in Vietnam are now regarded as
obsolete : ‘

In Indonesia specialised log and oil vessels are deployed by industrial carriers in coastal
shipping. Little if any use is made of such vessels in Philippines. In neither countries are
specialised container ships used, even on liner services which carry containers as part

- of their consignments. Until recently container traffic in Indonesia was negligible

despite a high level of containerisation of international traftic (over 60% of genera
cargo), although it is very common in the Philippines where efficient road/shipping
links are vital for its inter-island routes between major traflic generating/atiracting
centres. Even in Indonesia now there is an increasing demand for new semi-container
ships for coastat shipping despite the high cost of providing container lifting equipment
on ships or in coastal shipping poits. At the other extreme, a variety of modern
specialised vessels are widely used in Japan. In Vlemam there are hardly any
spec;ahsed ships used in coaslal shlppmg ' T :

Porls

Most major public (or general use) ports in South East Asia are owned by central

government or by public corporations established under central government. Minor

- public ports in Indonesia and Eastern Malaysia are owned (smnlar to Beng Nhe Port i in
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HCMC) by local government. Many -other ports are provided by industrial
organisations for their own use. S :

- Responsibility for regulating safely aspects of ports is always a government
responsnblhty, assrgncd to an appropriate port authority. Such authorittes rarely act as
porl operators

- In some cases, even though the port is owned by government or its corporation, other
organisations may be responsible for operations: in China, operators are local authority
organisations although in Hong Kong the port facilities are divided among private
- operators following a bidding system, and Singapore is also experimenting with private
operators. In none of the South East Asian countries does a ship operator also act as
port operator. However certain piers may be leased, especially for container traffic, to
shipping companies who take responsibility for most aspects of cargo handling.

- Two types of leasing port facilities can be found in the regien. Firstly, existing facilities

- can be leased and, secondly, permission can be given for developing facilities.
Examples of the first type can be found at various ports in Japan, Korea, Thailand and
the Philippines. Length of lease is about 10 years and the leasce is responsible for daily
maintenance and minor rep"nr work, leaving the lessor to take responsnbnllly for major
mamtenance ' -

 The second type of leasing can be found in conjunction with foreign financing and a
‘much longer leasmg perlod between 20 or 30 years, to allow the investors to recover

their investment costs. The leasee takes full responsibility for all maintenance work

under this arrangement. Examples in South East Asia of new terminal facilities being

financed and owned or leased by foreign operators, include

) cranes silos, piers (in Shanghat) and even an entire port (in I‘usan) n Chma

o aterminal built under a BOT agreement in Rem Chaban port in Thailand, and

o - acontainer terminal built under a BOT agreement in Colombo Port, Sri Lanka

In Indonesia there are national, municipal and private ports used by coastal shipping.
“The national ports include all international ports and are under central administration,
which is required to be financially self-supporting. Certain commercially viable
' mumapal pons are also under this central administration, Many remaining municipal
ports are not commerually viable and are subsidised either under the management of
- municipal authorities or a central organisation such as the Department of Public Works
and Highways. There are also numerous private ports {making up the majority of all
ports) which serve partlcu!ar enterpnses in the wood 01] numng and cement
; mduslnes : e : - -

In the Philippines the central port authomy is re;;ponsqble not only for all main ports

“which are commercially viable, but also for numerous unprofitable secondary ports
- which are cross-subsidised from the main ports. In the case of Japan, poits are
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2.3

administered almost exclusively by local authoritics. The central government develops
the overall plan for ports and designates their function, as international, national or
local. It may also subsidise the construction or improvement of ports. Some private
companies have developed specialised ports, and certain shipping operators manage
ferry and container terminals under lease agreements.

In developing countries, whereas priority tends to be given to improvement of the main
ports serving international traffic, especially to provide the container facilities
increasingly needed, attention is also being given more and more to the secondary
ports which serve coastal shipping. These ports are upgraded, as and when
economically justifiable, to handle container traffic. Similacly, consideration may be
given to improving port infrastructure in remote locations to promole economic
development in such areas.

Although management of the commercial ports is performed by state-owned
enterpsises these may, in theory, be given considerable freedom. However port charges
are usually set or approved by central government {the most notable exception is in the
case of leased container piers where controls are not generally needed because of
competition between shipping operators). Cargo handling operations may be
subcontracted or provided directly by the port operator. Sometimes in the past there
has been a monopaly in the supply of labour in port: for example in Indonesia labour
recruitment has been controlled by approved co-operatives. The trend in Indonesia and
other countries is towards increased commmercial freedom of port management,

allowing them to employ staff more freely and even to set charges within guidelines
established by government. These guidelines often maintain differentials between port
charges for domestic and international traffic, bul rarely involve discrimination between
forelgn and domestic ships.

Although the Vietnamese situation is constantly changing as parl of the economic
reform programme, certain similarities can be seen with other countries. Most major
ports are under central administrations and are expected to be comunercially viable
within limits defined by government (in particular charges are controlled by the MOT),
Secondary ports, usually under provincial management, tend to be less profitable and
would have to be subsidised by government if necessary rather than relying on cross-
subsidies from profitable ports. Industsial and private ports play 1mpoﬂanl roles in
coastal shlppmg : - '

Regulatory EI]ViI‘OllIIIEI!t

\{amtammg safetly standards Is a ma;or chal!enge in all countnes especmlly in
developing countries. In both the Philippines and Indonesia it is a major issue due to
the high rate of maritime accidents in coastal shipping (especially those involving
passenger ships which have resulted in hundreds of people being drowned). The

~recorded maritime accident rate in \’1etnam is hlgher than other countsics {eight per

billion tonne km involving vessels over 100 tons compared to four or Ies> in other
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countrics). Except for the Philippines, the death rate is also higher (six times the rate in
Japan). In practice the accident rate in Vietnam is probably much higher because many
accidents, especially those involving fishing boats, are not recorded. Although
typhoons and other adverse weather conditions are one major cause of accidents in
these countries, human error is responsible for most collisions and occurrences of
running aground. Better training and enforcement of seafarers rules are viewed as
important measures to tackle this problem. For large vessels, accidents are often
associated with the navigation system. Poor condition of vessel is another cause of
many accidents.

In Indonesia an attempt was made in the 1980’s to reduce the number of unsafe and
inefficient vessels used in coastal shipping through a strict scrapping programme for
old vessels. Unfortunately this reduced the number of vessels so much that there were
insufficient vessels to meet demand. Although the average age was reduced for a few
years it failed to remove all old vessels.

Government policy in Japan, the Philippines and Indonesia, like that of the government
of Vietnam, is moving towards the simplification of regulations in the Maritime
Industry in order to encourage competition and investment. This also serves to
increase the substitutability of coastal shipping; that is, the extent to which a vessel that
does not meet the minimum legal safety standards can be prevented from operating
- without depleting the fleet below that required to meet demand. This approach has
been pursued most vigorously in Indonesia (from 1988, following the difficulties
caused by the ship scrapping policy) where, as in Vietnam, there is freedom of
domestic operators to carry out coastal shipping providing they meet minimum safety
standards. Untike Vietnam, however, forcign operated vessels are also aliowed to carry
domestic coastal shipping traffic in the course of carrying international traffic.
Allowing foreign operators into domestic coastal shipping offers particularly large
economic benefits where, as in Indonesia, there is a large overlap between domestic
and international routes: it allows more efiicient use of vessels as well as increasing
competition in the shipping industry. However the effects on the domestic shipping
industry may be devastating (as found in Indonesia) unless these operators can offer
. comparable services to foreign operators.

Most countries intervene in coastal shipping in order to provide services in remote
areas. However the way they do this can differ. Indonesian coastal shipping has
experience of the two principal approaches:

o - general subsidies to specific operators, and

« - specific subsidies for particular services. .

In the first approéch, which was used in Indonesta up until 1990, most subsidised
services to remote islands were provided by one state-owned operator, called PELNL

This operator provided certain services required by government and compensated
- PELNI for the losses incurred. The basis for compensation varied: '
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2.4

¢ initially, the government supplied vessels so that PELNI only had to recover
~ running costs from revenue (not vessel replacement), ° SR
o when revenue became insuflicient to cover running costs, the government-owned
vessels were transferred to PELNI and this operator provided the services under
a contract in which govemment paid for the difterence between costs and
revenue.

Eventually this approach was abandoned because of rising subsidy costs, caused partly
by inefliciency of PELNI which had little incentive to minimise costs. Now under the
second approach, PELNI and other private operators have to compete to win contracts
to supply the required services. Operators that offer to provide the service at lowest
cost win the contract and are paid if and only if services actually operate. Initially
PELNI managed to win most of the contracts but its share is falling as other operators
become increasingly competitive. This system is not without its problems because the
true costs of providing services are revealed clearly rather than being hidden in
subsidies for new vessels, preferential credit terms and ofher privileges given to PELNI
in the past. Tlowever such cost information is valuable to government when

- determining the value of subsidies to coastal shipping.

Developmental Measures

Governments in many countries have endeavoured to increase the supply of safe,
efticient coastal shipping services through intervention in regulations and provision of
special credit facilities. The experience of Japan, the Phuhppmes and Indonesia can
indicate some of the posmbnhhes for Vietnam to consider.

In Japan the government has intervened since 1961 in the financing of shipping, as part
of its general policy of intervention in specific industries to promote social stability and
economic growth. Although this generat policy has been successful in achieving these
aims and has benefited certain producers, it has incurred substantial costs to tax payers
and consumers of services. There are now mixed views within Japan about whether
such policies were appropsiate in the past and whether they should be continued.
Present government policy in Japan now is to minimise these costs by reducing or even
abolishing this lype of intervention.

The principle means of intervcntion was through special credit terms and guarantees
made available to ship yards and ship owners who build and operate “Joint Ownership”
ships (and othier equipment) of approved designs. It reduced the n'eed for collateral for
many operators and allowed loan repayments to be spread out over the {ull operating
life of the vessel. It enabled the government financing agency to exeri control over
design, supervision and inspection of vessels. The scheme was supplemented by
financing measures to encourage fleet replacement through scrappmg or convemng
shlps X . :
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Although the current trend in government policy in the Philippines is to reduce

" intervention in shipping through licensing and other entry controls, a policy-based

lending project in domestic shipping ém_d related industries has been introduced with
assistance from the Japanese fund OECF. This is implemented by the Development
Bank of the Philippines using OECF funds for on-lending to organisations wishing to
develop domestic shipping services. The credit terms are more favourable than those
from normal banks (thanks to support by the Japanese government for OECE) but, in
addition to requiring that the normal technical and financial feasibility conditions be

‘satisfied, require that certain developmental aims be achieved such as

*  introduction of new types of service in the country,
e - involving a significant fraining component,
. imp'roving safety or environmental standards.

ThlS scheme has not had enough time 10 prove itself in practice: it is possible that the
credit terms will attract insufficient interest from borrowers, which still require some
form of collateral.

In Indonesia an attempt was made in the Caraka Jaya Project in 1988 to introduce new
coastal shipping vessels of standard design in domestic ship yards and involved

- financial assistance for purchasmg the ships (between 3,000 dwt and 4,180 dwt).

However even though there was a shortage of ships caused by a government-enforced
scrapping programme introduced in 1984 the ships proved to be unattractive to the

ship operators (expensive compared to foreign vessels). The only operators-to buy
~ them were government-owned organisations who were forced to acquire the new

vessels. This has resulted in excessive costs for these operators who are now in

- financial difliculties. Although it has introduced new technology to the ship building
* industry it has only done so at great cost to the country.

Implications for Trends in Coastal Shipping in_Vielnam

The comparison of coastal shipping achwty in various coumnes indicates that there is

- considerable scope for developing the amount and quality of coastal shipping in

Vietnam One of the most striking features of the comparison is the absence in
Vietnam of any scheduled liner service which is a common feature of other countries in

* the region. Passenger services are also commion in other countries but this appears to

be attributable to the archipelago nature of these countries whlch generatcs much inter-

- island traffic.

The structure of the Vietnam mdustry also differs consxderably in terms of ownership:

there are hardly any goverament-owned shipping companies in other countries and, in

lndonesna where one such company has been used as an instrument of government

- pohcy, the resulls ha\.e been a failure and the company is in financial difticulties. This
suggests that establishmg the state and provincial shipping fleets of Vietnam as

genuinely independent, through reorganising them into joint-stock companies with
private capital is likely to be an effective and even necessary way for them to develop.
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In other respects, the Vielnam shipping industry is rather similar to that found
elsewhere: there are a few operators with large ships and many smaller ones, often
with just one small vessel. However, in the countries examined, there are ten or more
large operators with an active involvement in coastal shipping and so it is clear that
there 1s scope for growth in their number in Vietnar. :

A characteristic feature of the vesse! fleet is that while small vessels fess than 1,000
dwt are olten built domestically and used successfully in coastal shipping, most larger
vessels are either acquired second-hand or are chartered from foreign sources. By
contrast there appear to be few coastal shipping vessels in Vietnam which are
chartered from foreign sources. In all countries the average age of vessels used in
coastal shipping is rather high and this is partly attributable to using second-hand
vessels in developing countries. However the continuing tradition of buying and
chartering foreign vessels in other countries has avoided the concentration of obsolete
designs found in Vietnam. This concentration h;ghllghts the need for new acquisitions
in the Vietnam coastal shipping fleet.

The pattern of port ownership found in other countries is broadly similar to that found
in Vietnam although, in Indonesia and the Philippines, most of the major ports are
under one central administration rather than split as in Vietnam. However the trend in
other countries is towards increased commercial autonomy in port management, as
also found in Vietnam. Secondary ports often tend to receive little priority in other
~ countries which, like Vietnam, accords priority to its main international gateways.

However other countsies have been pursuing measures to increase the range of cargo
handling and other services available to shipping operators at ports. This suggests that
there is scope for improving the competitiveness of port services through leasing of
facilities within ports and through reducing monopolies in supply of labour and
services within ports.

Safety and environmental polluuon are lmportant issues in all counmes and S0 Ih1s can
be expected to be a continuing theme of policy deve!opment in Vietnam, for years to
come. Higher safety and environmental standards cost more money and some attempts
to raise standards have incurred substantial costs which may not have been fully
- justified in some cases, and have even resulted in crises in supply of ships. This
suggests that a step by step approach to increasing safety levels in Vietnam, based on
proper analysis of the costs, benefits and effects on service levels, giving priority to the
most cost-effective ones, is likely to be an appropriate course for the country.

In many other respects experience of regulation _in'other countries endorses the
approach adopted in Vietnam of allowing free competition in the coastal shipping
business subject to operators meeting minimum safety standards. In those countries
where entry controls or franchises on particular routes had been introduced, these are
now being removed in order to increase competition, efficiency and safety. Indonesia
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has gone furthest in this regard: there is considerably more freedom there than in
Vietnam for foreign vessels and operators 1o provide coastal shipping services within
" the country. This could make particular sense in countries such as Vietnam where
domestic and international shipping routes overlap to a large degree and suggests that
such an approach in Vietnam could also be considered. However there are sisks with
opening up the domestic market to foreign competition: the domestic shipping industry
may have difficulties oftering comparable services and so could lose market share. One
way to minimise this risk would be to make reciprocal agreements between
governments to grant mutual access to each other’s domestic shipping markets. This
could open up considerable opportunities for Vietnamese operators.

In other countries provision of subsidies appears to be targeted increasingly towards
specific services rather than allocating them generally to certain operators. This is an
area where Vietnam can avoid making the mistakes of other countries by introducing,
where necessary, compelitive tendering for shipping services to remote islands.

Intervention by government in coastal shipping is a controversial issue. Even in Japan,
controlled development of the shipping and shipbuilding industries has only been
achieved at some cost and the practice is now largely being abandoned. Under
increasing internationally competitive conditions, operators in all countries must be
able to compete on the same terms and have access to the same vessels. Experience in
other countries suggests that if attempts to develop the ship building industry impose
costs on the ship operators. then the shipping industry will surely suffer (imposing yct
~ further costs on the economy as a whole) :
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Chapter 3 PROPOSED IMPROVEMENTS

3.1

.11

Network Development Plan
Objectives

Our proposals for improving the Maritime Transport Industry are based on the Study

teany’s four objectives guiding the development of the overall Coastal Shipping Master

Plan, which are summarised as follows:

s Expansion of coastal shipping in accordance with demand, .

*  Development of coastal shipping as a competitive transport system in the nrarket
economy where customers choose between modes and services,

e Coastal shipping to be dev eloped to complement international shipping by linking

the Economic Focal Areas to other regions of the country, and
s Developinent of safety and envirommental controls where ;ustlﬁable

These objectives are in accordance with the government’s economic reform
programme and the priorities set out in the Minister of Transport’s document
“Transport Development till the Year 2000 in Order to Meet the Changing Economy
towards Industrialisation and Modernisation”. They emphasise the primary goal of
coastal shipping in promoting economic dc\'elopment through responding to customer

 demand.

For the Maritime Transport Industry the consequences are clear. To meet the
objectives of the Master Plan, shipping operators must be allowed to develop existing
and new coastal shipping services in accordance with demand. This requires
government to ensure that there are no unnecessary obstacles to shipping operators
developing services and that the market mechanism works efficiently in matching
supply and demand, taking account of external costs to the country such as
environmental impacts of coastal shipping. This requires government action
*  toprovide infrastructure such as waterways and ports, where the private sector is
less able to provide these lhemselves and where this infrastructure is
economically justifiable, o
. to ensure that prices reflect social costs in the maritime industry {not only costs
to transporters and customers but also infrastructure costs, and safely and
environmental costs that affect others outside the industry) :
*  to establish a “level playing ficld” in the maritime transport industry with minimal
entry controls for all shipping operators so that competition is free and fair,
*  to putin place safety and environmental controls, where these are economically
justifiable and where the pricing mechanism caanot ﬁllly encompass external
costs.

These principles are applied throughout the Study Teams analysis of proposed
improvements described below. o :
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3.1.2

The foundation of the analysis is the potential demand for coastal shipping services,
previously estimated in the Study, which is used to assess the potential need for new
transport services up to 2010. In making this assessment account is taken of the

“relative competitiveness of each mode and the potential feasibility of developing

infrastructure  for each mode. For coastal shipping this involves defining,

approximately, the waterways and ports likely o be used by coastal shipping vessels of

various sizes. The results of this anal;sm are then used to mdxcate in the remaining

seclions of this chapter,

o the vessels that could be required by operators to develop the future services,

o the management and related stafling measures required for developing the new
services, and - _ :

¢ the improvements in the regulatory eavironment requnred lo enable coastal
:shlppmg to play its full role.

Finally, based on this overview of long term developmental needs of the Maritime
Transport Industry, short term priorily projects in the Maritime Transport Industry are

 described in the final chapter of this report.

Options for Route Development

(a) Freight Services

In accordance with the definition adopted by the Study, coastal shipping freight
services are those carrying domestic cargo between . Vietnamese sea ports, using
coastal seaways at least in part (they may also use sea-cum-riverways to reach certain
sea ports). Usually Vietnamese-owned vessels (of the Vietnamese Maritime Transport

' Industry) are used for these services. However, whea required and as permitted by
government, foreign vessels are used.

Vessels on coastal shipping services may also carry small amounts of foreign trade
which has been or will be transhlpped from/to another vessel at an international port.
Because of the tigh handling costs mvohed only ‘containerised cargo could be

‘economlcally transhlpped However virtually no such transhipment occurs in other

countries, even in Japan where containerisation of coastal shipping is more dev eloped

. Containerisation of coasta! shipping in Vietnam is ekpected to remain very limited in
" future years, as found in other deveIOpmg countries in South East Asia such as
. Indonesia, even where containerisation of international trade is highly developed. For
' example only about 0.1% of Indonesian coastal shipping traflic was containerised in

1992, Therefore such transhipped foreign traftic - would constitute a negligible

propon_lon of traftic between Vietnamese sea ports.
Based on the demand analysis, coastal shipping réquires 17 main general sea ports, 23

other general ports and 19 other ports dedicated for particular users such as oif, steel
and cement producers (see Table 3.1. 1). The ports are indicated in Figure 3.1.1.
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Table 3.1.1

FUTURE PORT SYSTENM FOR DEVELOPMENT OF COASTAL SHIPPING

. National Major General Other General Dedicated Scaport Traffic
Region Scaport for Demand
Seaport o Scaport )
Coastal Shipping Zone No.
Viet Tri 1,3
Quang Ninh B12, Hong Gai.
Cai Lan Cai Lan (Floating Trans- Cua Ong, Dica _
Shipment) Cong, Quang 4
NORTH Ning {Steel) )
Hanoi 5
. ' Ha Bach anng '.l‘hach, Pha
Haiphong Haiphong Lai, Chinh Phong 2.6
Ninh Binh Nam Binh, Diem 7
Dien. Har Thinh
Cua Lo Ben Thuy, Xvan | Nghi Son 8.9
Hai, Thanh Hoa
Vung Ang Nhat Le 10
CENTRAL Thuan An Cua Viet Hue Oil 1
{l1a Tinh-Quang
Binh)
Danang Danang Lien Chieu My Khe 12
Quy Nhon Sa Ky, Thi Nai Dung Quat 13
Nha Trang Ba Ngoi. Hon Mui Chut 14
Khos
Saigon Saigon Ben Nghe, Tan Nha Be (Gil) 15
Cang, Tan Thuan | Nha Be
(Vepetable)
(Vung Tau Vung Tau (Cat Thi Vai (Phu My,
- Thi Vai) Dong Nai Lo) Go Dau) 16
Thu Duc. Chinh
SOUTH Phong
My Tho 17
Dong Thap Vinh Long 13
My Thei Hon Chong Kien Luong 19
Can Tho Nam Cau 20
Ca Mau
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Some of the sea ports defined above are only accessible for certain sized vessels,
through sea-cum-riverways. The 674 km of waterways which are expected, by 2010,
to be used by sea-going vessels above 1,000 grt, are illustrated in Figure 3.1.2.

In particular the sections between Cua Cam and Haiphong, and between Cua Dinh An
and Can Tho are expected to be developed to accept vessels of up to 10,000 grt by
2000, increasing the potential role played by Haiphong and Can Tho ports. The plans
for development of the Nam Dinh - Hanoi river are to be studied in a forthcoming
ADB study.

{b) Passenger Services

Based on the traflic forecasts of the Study, the pattern of passenger services is
expected to continue to be similar to that found at present, although with an increased
emphasis on the provision of tourist services connecting island destinations (where
demand could double or triple by 2000 on some routes)

The pattern of future demand is shown in Figure 3.1.3.

Major Routes |

{a) Freight Routes

In order to cstimate the ﬁattem of routes which is likely to be devéloped by operators
in response to the forecast demand pattern the Study has assumed a vessel assignment

summarised in Table 3.1.2. In accordance with this plan, the pattern of routes between
general ports in 2010 (excluding specialised ports for coal, steel, cement and oil)

- would be as shown in Figure 3.1.4.

Table 3.1.2
VESSEL ASSIGNMENT PLAN

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

Traffic Demand 300 Lo00 - 3,000 3.000 10,000
{mil. ton-mile) DWT  DWT DWT DWT DWT
4-19 he ' '
20-49 b X
- 50-99 x x X
100-399 N X x X
X X X x X

More than 400
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Figure 3.1.2

HINTERLANDS OF MAJOR SEAPORTS FOR COASTAL SHIPPING
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Figure 3.1.3 _ _
TRAFFIC VOLUME OF PASSENGER SHIPPING BY ZONE
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Figure 3.1.4
FUTURE COASTAL SHIPPING NETWORK
IN CONJUNCTION WITH GENERAL SHIPPING PORTS(Ycar 2010)

1-73



Included in the service pattern would be certain main roufes to be operated by general
cargo 3,000 and 5,000 dwt vessels (or greater). In accordance with the assumptions of
Table 3.1.2, these would be six main routes between general ports with forecast traffic
greater than 100 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
3.1.3 and Figure 3.1.5.

Table 3.1.3
MEDIUM-SIZE VESSEL ASSIGNABLE ROUTES IN YEAR 2010

General Cargo/Bulk Ship General Cargo/Bulk Ship
of 5,000 dwt of 3,000 dwt
1. Cai Lan - Saigon 1-6 (same as left)
2. Haiphong - Saigon 7. Cai Lan - Qui Nhon
3. Cualo - Saigon 8. Haiphong - Nha Trang
4. Vung Ang - Saigon 9. Haiphong - My Thoi
5. Danang - Saigon 10. Vung Ang - Nha Trang
6. Qui Nhon - Saigon 11. Vung Ang - Dong Nai
12, Thuan An - Saigon
NOTE (1} Excluding routcs serving spectalised ports

Trallic between specialised ports dedicated to traflic of particular types in order to
maximise efliciency are anticipated to be as follows:

Commodity Specialised Ports

Oil : B12 (moving to Hon Ac in Bai Chay Bay), My Khe (moving 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 construction)

The potennal traflic movements between specialised ports, or by cement carriers
between general ports, are illustrated in Figures 3.1.6 to 3.1.8. If the large bulk oil and
cement traftic flows are excluded, then 3.7 million tons of coastal shipping trafic is
forecast for 2000. Of this, 2.2 million tons (59%) ts concentrated on the main north-
south route, and the rest is on other routes to/from intermediate ports. Traffic between
the eight major ports (Haiphong/Hanoi, Cuo Lo, Danang, Qlll Nhon/Nha Trung,
Saigon/Dong Nai) is 1.8 miltion tons (48% of the total)
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Figure 3.1.5
IDENTIFIED COASTRAL SHIPPING ROUTES FOR
MEDIUM-SIZE VESSELS OPERATION
(YEAR 2010)
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Figure 3.1.6
FORECAST PATTERN OF COASTAL SHIPPING OIL TRAFFIC
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Figure 3.1.7
FORECAST PATTERN OF COASTAL SHIPPING CONSTRUCTION
MATERIALS AND MINING PRODUCTS
(BETWEEN SPECIALISED BERTIS)
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Figure 3.1.8
FORECAST PATTERN OF COASTAL SHIPPING
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{b) Passenger Routes

The main routes serving passenger services are shown in Table 3.1.4. Other local
routes could develop in response to particular initiatives, especially in tourism. 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.

Table 3.1.4
PASSENGER TRAFFIC DEMAND FORECAST (2000/ 2010)
Number of Passengors
Route (thousands) Route Type
1995 2000 2010

Haiphong - Quang Ninh : 336 426 694 | Inter - province
Nha Trang - Qui Nhon 21 30 60 | Inter - provinee
Binh Thuan - Ninh Thuan - 26 33 33 Inter - provinee
HCMC - Vung Tau 122 153 232 Inter - province
Sal{y-lé'Soniﬂand 13 0 24 Remote Island
Phan Thiet - Phu Quy island 24 26 32 Remote Island
Vung Tau - Con Dac island 35 39 48 Remote Island
Kien Giang - Phu Quoc island 26 29 33 Remote Island
Quang Ninh to Islands & cruises 112 420 850 Tourism
Haiphong to 1slands & cruises 266 482 782 Tourism
Danéng to Islands & cruiscs: Unknovwn 20 i?O Tourism
Nha Trang to lslands: & ;.:ruiscs Unknown 40 340 Tourism
Qui Nhon to Islands & cruises Unknown 30 230 Tourism
TOTAL . 986 1,750 3,590

Source; JICA Study Team, TESI
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3.1.4 Issues 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 predictions of service patterns can be made in fulure years which
take account of changing circumstances.

Naturally the predicted service pattern would be difterent if the traffic demand
forecasts were to change. In the case of a major project such as the Dung Quat oil
refinery this could have a radical change on the pattern between specialised ports, as
described more fully in the Supplementary Report on Port Traffic Survey and Demand
Forecast. This would not however affect the service pattern between general ports
described above.

At this stage the following additional issues could affect service patterns.

(a) Development of Inland Waterways and Ports
The service pattern is based on current plans of the IWB and VINAMARINE for
development of infrastructure. Implementing the service pattern requires minimal
additional investment in inland watenwvays because, in most cases, the larger proposed
vessels can be used under existing draught limitations.

It is possible that plans for developing infand waterways could change - for example
the ADB financed study of the Nam Dinh - Hanoi river could result in a different
standard of watenvay being developed (either better or worse fhan that currently
assumed by the IWB). This in turn could affect the possible service pattern.

The estimated service pattern assumes, of course, continued adequate port capacity,
and this would require considerable investment over the master plan period. Failure to
provide such capacity would clearly reduce the role of coaslal Shlppl]lg

(b)  Relationship of Coastal Shlppmg to Other Transpon Acuvny

Coaslal shipping forms part of a wider transport system and therefore may be aﬂected

by related traflic flows. Transhipment from one form of transport to another coutd

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 coastal shipping (however development of any
specialised transhipment port serving ocean-going shipping would, by its very
nature, have relatively little impact on coastal shipping),

¢ Vietnamese foreign trade requires port facilities shared with coastal shipping and
even vessel capacity betwéen Vietnamese ports for feeder and distributor services

~ (although this is likely to occur only to a small extenl because of the high .
transhipment costs, as mentioned earlier), and

» road, infand waterway and even rail services provide feeder and distributor
services for coastal shipping at many ports, so any bottlenecks in these services
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3.2

3.2.1

could adversely affect coastal shipping, causing alternative less favourable ports
to be used or even complete loss of traflic.

In addition many vessels engaged in coastal shipping are likely to be also engaged in
international shipping, cven 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 affected 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 overali pattern of coastal shipping
- services described in the Study.

(c) Potential Routes for Specialised Vessels

~ Clearly the introduction of specialised vessels or services in coastal shipping would be

expected to have an impact on vessel operating patterns and services. In particular
operation of large bulk carriers would tend to concentrate traflic on certain routes.
Even here however changes in use of speciatised vessels would have little impact on
the general pattem of services descrlbed 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 Hanci. The latter 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. It would almost certainly limit the potential size of vessel which
could be deployed. '

Fleei Expahsion and Medernisation

Ob ] ect wes

ThlS section examines the possible ways that operators may develop the coastal

o shlppmg fleet in order to prowde the capacily requued to meet the forecast demand in

an ofhcnent way.

Dlﬂerem operators are likely to react in dafferent ways to lhe development in the

coastal shipping market. Some operators of sea-going vessels in Vietnam often have
mleresls in inland waterway transpori and therefore may seek to concentrate on short
dlstance coastal services requiring small vessels. There is much evidence from other
countries of a strong tendency for small scale opcrators to specialise in short distance
coaslal services using domestically bmlt vessels. However others in this situation may

1-81



3.2.2

try to develop longer distance services as a complementary business activity, especially
where ancillary inland waterway services can economically provide feeder or
distributor services ta coastal shipping.

Large scale operators currently focus their business activities on international shipping
because of greater profit margins than in domestic shipping. Many large operators are
unlikely to develop coastal shipping services except as a. subsidiary activity to
international shipping - carrying domestic cargo when vessels would otherwise 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
specialise in coastal shipping it scems reasonable to assume that current practices of
nixing international and domestic business activities will continue for most large scale
operators, and we have taken account of this in our estimates of ﬂeet capacuy required
in coastal shipping. :

Options for Fleet Development

The major strategic optlons facing coasta} sh1ppmg operators when developmg their
fleet are concerned with : :

*  choice of vessel type and de51gn (general purpose or specmhsed shlp)

*  carrying capacity of vessel,

¢ method of acqtnsmon {through purchasmg or chartering), and

. ®  age of vessel.

For passenger services, a wide variety of smaller vesscls can be expected to be used

according to the type of service, including small but fast tourist boats, traditional
passenger vessels on short, low traffic 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 thc trafinc characterlstlcs

expected in future years, especially: Sl e R :

*  package style, which aftects foadmg/unloadmg equ1pment requlred and operatmg
eflictency (whether or not foading/unloading can be performed in rainy weather),

*  variations in demand during the year, which attect utilisation of vessel,

. consignment size, which aftects not oniy ship capacity but also on-shore facililies'

The main charactenstlcs of Vletnamese domestlc lre:g,ht traﬂzc are summarlsed in
Table 3.2.1. To carry this range of traftic, there are various possibilities for mixing

+ traflic on particular ship types as shown in Table 3. 2.2. Based on these possibilities, the

following six categones of shlp typc are requ:red to serve coastal shlppmg Cargo
traftic: ! : ‘ : :
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CHARACTERISTICS OF CA

- Table32.1

RGO CARRIED BY COASTAL SHIPPING

and Mining Products

industrial ngeds, but less
constant meeting bwlding nceds

Commodity - Package Size ..~ . | Seasonality Consignment
- Size
Agricultural Products | Bag. case, drum,  : | Varies greatly Various, not so
: ‘ carton large
Construction Materials | Break-bulk Fairly constant mecting Depends on

consumer’s
facility

oil Ligud Constant Depends on
' ' consuimer’s
‘ L ' R : facihity
| Bulk Cargo - .1 | Bag, break-bulk - Fairly constant Not so large
Cement - - - - | Bag, break-bulk Fairly constant Various
Other cargo Mainly in case, Fairly constant, although Various -
carton, drum or composition may change
loose (construction o
equipment, vehicles)
Table 322
POTENTIAL FOR CARRYING CARGO ON VARIOQUS SHIPS
Commodity Type Ship Type = = Compatibility with Other
S e R : - Commodilies '
A Agricultoral Products General Cargo/Bulk Yes, withD, Eand F °
B. Construction Materials and [Bulk ~ I No '
Mining Products - | General Cargo/Butk '
C. Qil Tanker = No
D. Bulk Cargo General Cargo/Bulk Yes, with A, Eand F
E. Cement” - General Cargo/Buitk Yes, with A, D and F
R SpecialisedShip ~~  INo |
F. General Cargo’ 0 | Genefal Cargo/Bulk’ ' | Yes, with A, Dand E
S Container ' : '
Ro-Ro
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1) General Cargo/Bulk Ship, which can carry most of the traftic types,

2} Bulk Ship, to carry break-bulk cargo only, with a shoulder tank and hold of suitable
shape to unload cargoes efficiently (sce Figure 3.2.1 for examples),

3) Oil Tanker/Chemical Tanker, which are specialised ships for transpomng crude or
refined oil, or chemicals,

4) Comtainer Ship, for carrying containers only, _

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

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

Specialised 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 broadsnde waves.

LASH systems, which rely on special ships with cranes to lift and transport pre-loaded
lighters have the following advantages for a wide range of cargoes
*  loading and unloading times are minimised,

¢ they do not need port facilities for the ship, and

o direct access to customers along small rivers can be offered.

However they have the following disadvantages:

¢ high cost of ship, associated with special design and equipment,

. wide sheltered sea arcas are needed for loading and unloading many lighters,

) lighters are not navigable in rough seas and this increases probability of delays,

°  manoeuvring lighters incurs substantial costs for tug boats, and :

. the system is paralysed when the ship’s crane breaks down, possibly for many

' days until space pats are obtained, because !here is no a!tematlve way of lifting
300 - SO0 ton weights.

The LASH system can be econonncally advantageous on international shipping routes
- serving areas with river systems, where large ships can econom:cally be utitised for the

trunk haul, in conjunction with quick loading and unloading times. For !he short o

distances of Vietnamese coastal shipping with irregular traffic flows, such a system
would almost certainly cost more than conventional shipping (even if a scaled-down
version were specially developed for this application).
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Figure 3.2.1
ILLUSTRATIONS OF SPECIALISED SHIPS
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For most freight operators there scems little doubt that the advantages of general
purpose ships outweigh their disadvantages. 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 specialised vessels such as bulk cement carriers, the high
capital requirements and risks associated with them would be e:«pccted to rule out their
consideration except in particular circumstances where demand and revenue can be
refiably predicted. This is in accordance with experience of coastal shipping in other
developing countries. Consequently we have assumed that specialised ships are only of
potential use in Vietnam in particular clearly identifiable circumstances (for the carnage .
of cement, coal/ore, container, Ro-Ro and oil). '

The main factors aftecting the choice of ship size are initial cost (and availability of

finance), overall operating costs, physical constraints (particularly draught fimits in.

ports and waterways) and management tradition/capabitity. Arguably the main
determining factor in Vietnam is initial cost which acts as a strong constraint on all
operators. Costs of capital in Vietnam are very high whereas labour costs are low.
Even fuel costs arc very low on a hIS{OHC basis (in real terms similar to those
pertaining before the “oil price shock” in the 1970°s). The high level of investment risk
prevailing in Vietnam due to uncertainties about the coursé of reform, about
interpretation of vague regulatory rufes and about future traffic tevels, also deter large
investments and make overall operating cost considerations secondary. The possibility
of navigational difficulties on sea-cum-riverways with larger ships above about 1,000
~dwt is currently an additional source of uncertainty which deters use of large ships, but
it is assumed that over the period of the master plan such uncertainties will be
removed. Many ship operators in Vietnam have liftle experience of operating
medium/large ships over 1,000 dwi - there are few private operators with such vessels
and many provincial owners of larger ships delegate management of the ships to other,
more experienced operators. This lack of experience is likely to be an important factor

-+ in determining  vessel size wh:ch must be allowed for in projecuons of fleet

development.

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
attraclions to Vietnamese coastal shipping operators who wish to accumulate capital
from a very low base. It may be the only way of acqu:smon for new enlran!s into the
business and is therefore a vital consideration in policy makmg However the world
market in chartered vessels is dominated by large vessels and so this form of
acquisition is of little use te many coastal shipping Operators espeually small scate
_ operators '

The dlmcultles of financing vessels obviously means that most operators prefer to buy
second-hand rather than new vessels. The high cost of new vessels may mean that
buying second-hand i is the only option avaitable to most operators. In addition capital
can be accumulated more rapxdiy through operatlon of second hand vessels and so,
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" given the. lack of capital in Vietnam, most would opt for buying two or three second-

3.23

hand vessels rather than buying one new vessel, even though these incur higher
operating costs. THowever restrictions on imports of small vessels may prevent
operators from purchasing second-hand foreign vessels in preference to a new

 Vietnamese built vessel - S .

Comparison of Options for Cargo Ships

Since capital costs pose such an important constraint on fleet development, the effect

~ of three different cargo flect development patterns on overall capital cosls has been

compared below. 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 of vessels is assumed.

The alternative assumptions 'adopted are és follows:

ALTERNATIVE ‘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 aiternative the
average size of coastal shlppmg vessels remains at abom 1,000 dwt. o

ALTERNAT[VP 2 - prans:on of the fleet with larger more modern desngns
mcludmg specnahsed vessels, to minimise total averall operating costs (including both

_running and capital costs). All vessel replacements are assumed to be with new ships.
' Undcr this altematwe 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 altematwe the average size of vessels increases by 2010 to 1,500 dwt.

- The estimation of the vessels acquired under Alternative 2 has been based on an -
> analysis of comparative costs of operating vessels’ of various sizes - 1,000, 3 000

- 5,000 and 10,000 dwt. This analysw is descnbed in Appendlx 6 and is based on current

recorded ﬁnancial costs in Vietnam.

| The overall 6péraling costs include
-e - running costs of the vessel, including fuel,

i e- - time based costs such as staff, maintenance; deprecralxon and vessel taxes and

e port charges levned on the vessel.

The eshmate is made f(}r a typlcal voyage between Saigon to llalphong ports carrying

rice, based on common assumptions made by operators in Vietnam for operating a

second hand general purpose vessel acquired at the age of 12 years and operating it for
a further eight years. Possible interest charges are not included because many large
"operators do not pay significant capital charges (payments for assets financed originally

by the slate rather than funded from revenue are low because they are apparently based
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on deflated historic rather than real current values). However depreciation is based on
typical current values in the worlci market. The assumpnons made for each vessel are
summarised in Appendix 6.

As shown in Table 3.2.3, 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 to be deployed on specific routes between specialised ports
in some cases where improved facilities could allow greater utilisation of large vessels.

[able 3.2.3
ESTIMATED OPERATING COSTS OF VARIOUS S1ZES OF CARGO VESSELS

(VND THOUSAND/VOYAGE)

Cost item Slze of Vessel :

1,000 dwt 3 ,000 dwt 5,000 dwt 10,000 dwt
Variable Costs : :
- Fuel Oil 0 37,410 44,370 . 73,950
- Diesel Oil 49 680 16,740 26,780 52,380
- Loading Port Charges 4,400 8,100 14,870 37,700
- Unloading Port Charges 3,700 7,500 12,500 32,000
- Other Voyage Costs 1,000 1,000 1,000 " 1,000
Total Variable 58,780 71,750 95,520 197,930
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 - 50,780 111,480 298,180
Total Fixed 67,400 137,740 290,630 - 749,180
TOTAL VOYAGE COS rs 126,180 209,490 390,150 947,110
COST PER TONNE 140.2 71.6 1052

SOURCE: JICA Study Team

86.7

The number of vessels acquired under each alternative has been estimated in
Appendix 7 allowing for the expected continued use of existing vessels, up to 20 years
of age. This means in practice that many existing vessels must be replaced soon.
Because vessels are used both for domestic and international shipping, it is necessary
to define a hypothetical fleet that would be required if vessels were exclusively used on
coastal shipping services. Under Alternative 1 it is 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 semces) to 70% for
vessels between 500 and 1,999 dwt as shown in Table 3 24 :
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Table 3.2.4 _
ASSUMED COASTAL SHIPPING CARGO FLEET COMPOSITION
(EXCLUDING TANKERS), 1995

Ship Size (DWT) Total Registered Assumed Assignment Available DVYT for
DWT Rate for Coastal Coastat Shipping
Shipping - '
Less than 500 68.940 20% 13,788
500 - 1,999 93,707 70% 63,595
2,000 - 3,999 63,134 : 25% 15,784
- 4,000 - 6,999 117.543 13% 17,631
Morc than 7,000 342,078 3% 17,164
Total 685,402 19% 129,902

Source; JICA Study Team

According to this assumption about half of the coastal shipping capacity is derived
from vessels between 500 and 1,999 dwt and the average capacity of vessels used in

coastal shipping, excluding oil tankers, is about 1,000 dwi.

The number of vessels expected o be acquired under each alternative is as follows:

Alternative 1: A total of 623 general cargo/bulk vessels will be acquired with a total
capacity of 710,500 dwt, of which 130 vessels (231,300 dwt) are required as
replacements for existing vessels while 493 vessels (479,200 dwt) are required to meet
increased demand An additional 18 oil tankers { 433,800 dwt) are also acquired with

the Dung Quat project { eight tankers of total 16, 000 dwt without),

Alternative 2: A total of 203 general cargo/bulk vessets with a total of 353,600 dwt, of
which 99 vessels (114,300 dwt) are required as replacements while 104 vessels
(239,300 dwt) are required for meeting increased demand. An additional 86 other
vessels (639,000 dwt) such as cement catrier, coal/ore carrier, semi- and full-container, .
Ro-Ro and oil tanker are also required with the Dung Quat project {74 vessels of |

215,200 dwt without).

Allematwe 3: A total of 364 general cargo/bulk vessels w:th a total of 552,800 dwt, of

- which 120 vessels (209,300 dwt) are required as replacements while 244 vessels
(343, 500 dwt) are cequired for meeling increased demand. An additional 44 other
vessels (555,800 dwt) such as cement carrier, semi-container, Ro-Ro and oil tanker are

also rcquired with the Dung Quat project (32 of 132,000 dwt without).

The composmon of the ﬂeet up to 2000 and 2010, and the associated capital costs for

[ new acqmsmons are summansed in Table 3.2.5.
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3.2.4

Under Alternative 2 the high rate of replacement of existing vessels would increase short
term capital requirements up to 2000 from US$ 237 million to US$ 422 million. Because of
the difficulties of operators securing capital such an alternative would be impractical.
However under Alternative 3, with greater acqulsmon of second-hand vessels the capital
costs required can be substanually reduced, even lower than under the present procurement
practices asstmed for Alternative 1. The reduction in capital costs arises because of the
lower capital cost per dwt of larger vessels compared to those for existing vessel types.
Therefore despite the lower overall capital costs, the amount per ship would be higher,
emphasising the financial difficulties for operators wishing to utilise large ships.

Expected Acquisition Progranime .

The most likely fleet acquisition programme to develop under Vietnamese conditions is
Alternative 3. This combines both low capital costs and a trend towards lower operating

~ costs. However in practice it is extremely difficult to anticipate how operalors will develop
~ their fleets, especially considering the financial difficulties of obtaining larger ships.

Continued monitoring is needed to make better predictions of future fleet development.

~ Some of the vessels expected to be used by operators under Alternative 3 would be

chartered rather than purchased because less capital would be required and less investment
risks would be involved. These advantages would often outweigh the disadvantages of
chartering; namely higher operating costs to the operator. However any estimate of the
proportion of vessels that would be chartered is bound to be approximate because availability
of vessels for chartering and charter rates vary from year to year and from region to region.

Nevertheless an approximate estimate is made as follows.

- Under the present uncertain circumstances in Vietnam there are considerable 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 specialised vessels that would have higher risks of failing to

‘achieve the required utilisation). After a few years chartering would become ess attractive

because capital is more likely to be available in Vietnam (partly because of capital,
accumulation 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
charfered could be rather low, even in the short term, because of the small rumber of vessels
available for charter in the South East Asian market. It seems more likely that such vessels
would be purchased provided suitable financing terms are avaitable.

In accordance with the assumptions of Alternative 3, especially in the short term while credit
remains tight, most vessels over about 3,000 dwt are likely to be acquired second-hand if
available. However continued purchase of new vessels below 3,000 dwt (using second-hand
engines and other equipment) can be expected because these could possnb!y be obtained at

 relatively low cost from Vietnamese ship- buntders

The humber of car'go_ and passenger' vesse_!s which could be expected to be purchased up to
2010 is estintated in Tables 3.2.6 and 3.2.7, taking account of the above arguments.
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Table 3.2.6

EXPECTED CARGO SHIP PURCHIASES - ALTERNATIVE 3
Ship Type - : Up to 2000 . 2001 - 2010
Newly Proportion  Expected Newly -~ Proportion  Expected
Deploved Purchased  Purchases Deploved Purchased  Purchases
Vessels (%) {Vessels) | Vessels (%) (Vessels)
General Cargo/Bulk _
- 300 dwt 41 100 41 115 100 13
- 1,000 dwt 0 %0 0 120 100 120
- 3,000 dwt 19 80 13 23 95 22
- 5,000 dwt 10 50 3 30 - 90 27
- 10,000 dwt 2 0 0 4 - 80 3
Cement Carrier :
- 5,000 dwt 4 50 2 4 10 i4
- 7,000 dwt 0 0 K -2 100 2
Semi-Container Ship '
- 2,000 dwt 2 100 2 2 100 2
Ro-Ro Ship
- 5,000 dwt -0 0 ¢ -2 50 1
Oil Tanker
a) With Dung Quat
- 2,300 dwt 2 50 2 4 100 4
- 20,000 dwt 3 70 2 6 100 6
- 80,000 dwt 1 0 0 © 2 100 - 2
b) Without
- 1,000 dwt 2 30 1 2 100 -2
- 3,000 dwt 2 30 1 0 100 0
TOTAL : S
a) With Dung Quat 84 69 324 318
b) Without - 82 67 314 - - 308

SOURCE: JICA Study Team
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Table 3.2.7
EXPECTED PASSENGER SHIF PURCHASES

Service Type Number of Passengers Number of Vessels Required | Number of Vessels Acquired
{thousand) . :
2000 - 2010 Up to 2000  2000-2010 | Upto 2000  2000-2010
Interprovincial o 6dd 1,059 4 : 6 2 4
Remote Istand 114 139 1 2 1 I
Tourism 992 2392 1 27 5 22
TOTAL 1,750 3,590 I6 35 3 27

- NOTE: (1) Assuming 200,000 passengers per year per vessel for 140 seat interprovingial services (using
passenger/cargo ships of 490 grl) and 60,000 passengers per year per vessel for 200 seat inter-istand
services (using 93 grt vesscls), and 90,000 passengers per year per vessel on 90 seal tourist services
(using 60 grt vessels).

2) Assuming 50% of 2000 demand can be met with existing vessels,

SOURCE: JICA Study Team :

It can be expected that operators wishing to exploit market segments in particular ways will
seek 0 obtain vessels with special features. Such features could include :
{a) modifications to the hull and propeller in order to reduce the draft, for easier
operation in sea-Cum-fiverways,
(b) installation of double ballast tanks for finer adjustment of loading condmons
{c) installation of top and/or bottom side tanks in the cargo holds for segregating
cargoes, and
(d) alterations to the gearing (no cranes at all or fitting cargo derrick cranes inslead of
deck cranes)

‘The need for such a range of optmns has to be taken into account when conlsidermg the
advantages of introducing standardised, domestically-manufactured designs.

3.2.5 Financial Requircmenls

The expected capital required to finance the ship acquisitions under Alternative 3 (with the
assumed level of chartering and assumed vessel life of 20 years) is shown in Table 3.2.8. In

- the short term, with the Dung Quat project, chartering of vessels could reduce the capital
requlremem appreciably to only about US$ 161 million between 1995 and 2000 (US$ 32
miltion per year). Without chartering these figures would be US$ 226 million (US$ 45
miltion per year). Continued acquisition of small locally built vessels at low prices could
possibly reduce this iilvestnlcnt still further. :

However in the long run chartering is not an attractive proposition to operators because of
its inherently high cost. The capital requirement between 2000 and 2010 is therefore
expected to be about US$ 739 million (74 million per year) with minimal chartering or,
without any chartering at all, US$ 761 million in total (which represents US$ 76 million per

year).
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Table 3.2.8

EXPECTED SHIP PURCHASES - ALTERNATIVE 3

Ship Type . - Up to 2000 © 2001 - 2010
Expected Price Required Expected Price Required
Acquisition Capital Acquisition Capital
(Vessels) (USS mub)  (US$ nul) {Vesscls) (USSmil)  (USS mil)
General Cargo/Bulk - o
- 300 dwt 41 0.6 24.6 13 06 . 69.0
- 1,000 dwt 0 23 0.0 120 23 276 .0
- 3,000 dwt 15 4.0 60.0 22 4.6 88.0
- 5,000 dwt 3 28 14.0 27 28 . 756
- 10,000 dwt 0 - 4.8 0.0 3 o 48 14.4
Cement Carrier . : '
- 3,000 dwt 2 4 6.8 | I 3.4 47.6
- 7.000 dwt 0 4.0 0.0 o2 40 - ., 8.0:
Semi-Container Ship
- 2,000 dwt 2 7.0 14.0 2 7.0 14.0
Ro-Ro Ship - .
- 5,000 dwt -0 48 - 0.0 1 48 . 48
Oil Tanker |
a) With Dung Quat S
- 2,300 dwt 2 6.4 128 4 . 6.4 256
- 20,000 dwt 2 73 14.6 6 - 73 43.8
- 80,000 dwt 0 12 0.0 2 1.2 22,4
b} Without S
- 1,000 dwt 1 4.0 4.0 2 4.0 8.0
- 3,000 dwt I 8.0 8.0 0 80 0.0
Passeager Ship - S R
- 490 grt 140 seat 2 0.6 1.2 A 06 - 24
- 95 git 200 scat B 3.0 3.0 I 30 3.0
- 60 gt 90 scat 3 2.0 10.0 22 0020 L 440
TOTAL ; R L
a) With Dung Quat 77 161.0 M5 .. 1386
b} Without 75 1456 © 335 0 6348
NOTE: (1} Assuming average prices of passenger vessels are (in US § million): L
' 0.6 for 490 gut (12 vears old assuming US $ 2.6 million :iéw)
3.0 for 95 gt (12 years old assuming US § 11.0 million new}
2.0 for 60 grt {five years old assuming US $ 3.0 million new)

SOURCE: JICA Study Team
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To meet lhls capltal reqmremem both domestic and forc1gn financial resources are needed.
(a) Domestic Finance

From the operators point of view there are three basic options to secure domestic finance for
vessels. The first is-bank credit. Little use is currently made of this potentially important
source because of severe difficulties in obtaining credit. The rules for obtaining domestic
credit are complicated and restricting, reflecting both the limited supply of credit and the
~inefliciency of the domestic banking industry. Shipping operators complain that the rules for
obtammg credit keep changing and are never absolutely clear. Others say that credit is not
- given to some operators because they are simply not trusted and that banks will hardly ever
- consider giving credit to new businesses not known to them well. In all cases substantial
' collateral would have to be supplied by the borrower and although this could be mortgaged
property, few shipping operators have such resources to mortgage. The terms of credit are
typically 1.7% per month (variable) and usually restricted to short term periods of two or
three years which is far below the expected earning life of the vessel. This interest rate is high
in real terms - over 10% per year allowing for the current 10 - 12% annual inflation in
Vietnam.

The second source of domestic finance is the main way of funding vessel acquisitions at
present. Moslt existing operators use accumulated profits. Family businesses use loans from
other family members, but few appear to be able 1o raise finance from non-family members
because of the potential risks. Both of these sources have extremely limited potential to
develop the coastal shipping fleet. Even assuming profits as high as 5% of turnover (most
‘operators report lower figures) there is little surplus to reinvest. Even the limited finance
available from family members can be expensive for the borrower unless it is on an equity
 basis in which interest is not charged, but rather the lender shares ownership and profits.

. The third source of domestic finance is hardly ever used but is an important potential future
source of affordable credit: the stock market. Such an institution has not yet been
established, although government plans to introduce it before 2000 once the legal and
institutional basis for this has become established. Vietnam’s stock market would allow
shipping operators to raise capital from a wide range of investors at lower cost than bank
‘loans. Experience in other countries suggests that this will mainly be of assistance to the

- large shipping companies with US$ S million or more of assets. Smaller operators are usually

'wholly owned businesses rather than joint-stock compames and so would not obtain capital
from the stock market . -

| 'i:(b) Forengn Fmance

There are three main ways in whlch most Shlpplﬂg operators can tap forcugn ﬁmds
through
. -« direct foreign investment from partlcurar forelgn orgamsatzons or individuals,
.. ODAmvestment and | o : : s
° leasing arrangements. .
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Certain state-owned emcrprises such as VINALINES can also, under certain circumstances,
reccive credit from the state budget, especially if this forms a deposit for a foreign loan
approved by the government.

Under the first option, direct foreign investment can be on the basis of either equity
involvement or through loans. Foreign commercial banks are prepared to loan capital to
Vietnamese shipping companies provided certain conditions are satisfied. Often some form of
political insurance is required against the possibility that the borrower cannot repay the loan,
other than due to normal business difficulties. This insurance adds to the borrowing costs
which may already be high because of the risks involved. The borrower must be able to
convince the bank of the technical and financial viability of the investment. In this- context,
using foreign management who have experience of such investments helps to reassure the
banks. :

State-owned operators can obtain much easier credit terms from foreign banks if they can
secure loan guarantees from the goverament. This gives such operators considerable
advantages over other operators and deters private investment. :

Under the government’s foreign investment law there are thrce forms of forelgn
participation:

¢ joint venture enterprises or corporations between Vietnamese and forelgn partners,

¢  establishing a 100% foreign owned enterprise, and = :

. making a business contract between Vietnamese and foreign partners.

- In the absence of a stock market the options for joint Vietnamese and foreign partnerships
~are rather limited. For example an enterprise with only a minority foreign equity share
holding may well be categorised as a 100% foreign owned enterprise. As described in
Chapter 1, the rules for using, in domestic shipping, Vietnamese registered ships owned
partly by forexgn organisations or individuals (including all 100% foreign owned enterprises)
are extremely restrictive. On the other hand excepnons can be made for foreign vessels used
on an own-account basis provided they do not carry goods for third parties.

In all cases of foreign investment approval is required from the MPL and there are particular
areas in which tax concessions can be given to encourage foreign investment. It is not clear
to what extent the government encourages foreign investment in domestic shipping, and the
rules for giving permission are not defined. Furthermore estabhshmg shipping companies is
subject to authorisation by the Prime Minister according to Article 11 of the Law on
Companies. Not surprisingly, given all these layers of controls, potential foreign investors are
confused about government policy towards foreign investment in domestic shipping and how
this is likely to be mterpreted by VINAMAR]NE This theref‘ore deters dlrect foreign
investment. :

One adverse consequence of this is that foreign own-account vessels, Whlch may be allov.ed

currently to be used in domestic shipping, may displace Vlemamese general cargo carriers
which could carry the cargo more eﬂlclently S T
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The second way for shipping operators to obtain foreign finance is from development (or
ODA) agencies. Major lenders such as the World Bank, the Asian Development Bank and
Fapan's OECF make large loans to governments rather than give the smaller loans required
by individua! organisations within countries. Therefore the scale of such loans is more
appropriate for financing infrastructure, such as ports and waterways, than for the shipping
flect. :

The scope for using ODA finance to acquire ships is further limited by the restrictive
financing conditions which require broad developmental objectives to be achieved.
Investments in shipping infrastructure, which benefit all users, are particularly suitable for
achieving such objectives. However investments in ships may only benefit certain ship
operators at the expense of others, with minimal overall benefit to users of shipping services
or to the country as a whole. To reduce this danger, ODA organisations targel funds for use
~in particular ways and monitor the use of finance.

In the context of coastal shipping, which may not be able to play its full role in domestic
transport because of obstacles in supply of capital for vessels, one objective could be to
introduce new operating concepts or types of ships, which pass on benefits throughout the
economy. Since preferential credit terms are offered, care has to be taken to ensure that
distortions are not introduced in the competitive conditions between modes, or more broadly
between sectors of the economy. Unfortunately the diverse nalure of activities of most
Vietnamese shipping operators, including both coastal and international shipping, makes it
difficult to target finance for particular purposes in coastal shipping. ODA agencies would be
most unwilling to finance, at preferential credit terms, any Vietnaniese ship which would be
used in international shipping, and so ships acquired with ODA funds for domestic shipping
would not be able to be used in international shipping.

More generally, distortions are also possible by upsetting the relative costs of labour and
capital (displacing local cheap labour inefficiently with expensive foreign capital, or
artificially increasing supply beyond long term demand causing unsustainable fleet
development). - : '

" Some ODA agencies such as the World Bank’s International Finance Corporation (IFC) lend '

~on a commercial basis direct fo organisations such as shipping operators, either through

- toans or through equity investment. In these cases the developmental objectives are less
important than financial profitability. S - o

- The terms of ODA_ﬁnance vary widely. The OECF and other development agencies usually
provide loans on preferential repayment terms - fow interest rates, with long repayment
periods which include grace periods before payments are due to begin. Loans may be
administered through domestic banks who are given specific objectives for on-lending the

. money, including evaluation of projects and terms of repayment. This administrative

arrangement is appropriate where (as in the case of the coastal shipping industry) there
would be many small borrowers requiring loans of less than about $ 10 miilion. To qualify
for loans the shipping companies would have to provide a technical and financial justification,
- and also show that the intended developmental benefits are likely to be achieved.
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Typically the IFC will acquire an equity stake in the company and provide loans provided
certain conditions are met - the borrower must make an acceptable financial and technical
case for the investment, which often means that experienced international management must
be included in the borrowing company E).pected refurns nmust be hrgh 20 - 40% per year, to
cover the risks. a : : :

The third way in which foreign finance for vessels can be made available to shipping
operators is through leasing schemes. There are two types of schemes: :
+  financial leasing, in which a leasing company purchases the vessel and then resclls it to
the operator under a hire purchase agreement which covers the cost of credit, and
e  operational leasing, in which a leasme company purchases the vessel and then rents it
- toan operator. :

Under the first scheme the operator repays the total cost of the vessel over several years and
then keeps the vessel. The lease agreement usually places responsibility for maintenance of
the vessel on the operator, who therefore has an incentive to keep the vessel in good
condition. Under the second scheme ownership remains with the leasing company who
~ therefore undertake maintenance. The practice of chartering vessels is often one form of
operational leasing that may also involve providing the crew to operate the vessel. Obviously
the cost of leasing increases greatly with the additional responsibilities placed on the leasing
organisation (although it minimises capital costs). Financial leasing is more advantageous to
operators who can maintain and operate their vessels, but involves accepting the risk of
repossession of vessels if they are unable to maintain payments. :

- There are at present no leasing companies in Vietnam who appear to be able to provide
financial leasing services for new vessels (or imported second-hand vessels). The IFC is
currently establishing a leasing company in Vietnam but it is likely that this would specialise
in leasing assets smaller than ships. Therefore shipping operators will probably have to rely
on foreign leasing services for the foresecable future.

The review of available fi nancral resources above suggests that the t‘ollowmg pohcy measures
could assist in improving the supply of ﬁnance for new or second-hand vessels used by
coastal shlppmg operators : :

(]) In the first place the governmem shou!d contmue to provrde a stable busmess _
environment with stable prices, low interest rates, a convertible exchange rate and
transparent regulatory framework for business.

(2) The estabhshment of the Vlemamese stock market is a prrorrly measure wlnch can
provide the cheapest possrbie tmanee for larger shlppmg compames

(3) The terms of domeslre credit should be made much more transparenl so that potemral

borrowers can be treated on a more equrtable basrs and credrt drrecled to the most
promrsmg borrou ers. _ :
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3.3

331

(4) The government should, at an carly opportunity, make its policy clear regarding foreign
investment in the shipping business, and in the domestic coastal market in pamcular

(5) The goxcrmnent should consider relaxing and making clearer the rules concerning
involvement in domestic shipping of Vietnamese orgamsauons that have a foreign
participation of over 50%. This could achleve the following aims.

o To enable Vietnamese operators to enter the business with forugn partners in

" order to accumulate capnal which could eventually be used to establish wholly

~ Vietnamese owned companies.

0' To develop new types of services using foreign expertlse and capital which
Vielnamese Operators w ould othenwise find to be impossible. E'<a111ples of these
include liner services and use of specialised vessels.

¢  To allow the full development of the Vietnamese general cargo fleet without
dlstomons caused by concessmns bemg given to forelgn own-account vessels.

This could for example mclude start-up concessions that ailoned majonty foreign-
owned Vietnamese companies to carry domestic trafiic for a period after entering the
business. Such concessions could also be given to operators that introduced modern
vessels suitable for innovative services such as liner services.

(6) To provide credit for the coastal shipping business, the government should encourage

~ ODA funds from OECF and other sources to be channelled into the sector to ensure
that coastal shipping plays its full role in domestic transport. :

(7) FPinally to minimise the cost ‘of thp acquisition and allow Vietnamese operators to
compete on the same basis as others on international routes and obtain the particular
vessels which they need, the government should desist from any policy aimed at
restricting choice - for example through restrictions on lmports of small vessels in
order to support local ship building businesses.

Management Modernisation

Objectives

- The aim of this section of the seport is to analyse ways to develop the organisations and,

~ - especially, the skills of management and administrative stall’ of shipping operators and

~ancillary services to zmplement the service and fleet development plan outlined in the

previous sectlon

' Initially, possible developments in the shipping business up to 2010 are considered, which are

‘related to changes to the institutional framework of the maritinie industry, particularly with

 respect to the fonhcommg reform of state-owned enterpnses These enterpnses include
- many shippmg compames that dommate coastal shippmg T

Then ihe management devclopment needs for shlppmg companies are examined, including
ihose affecting new types of operation, the fostering of small operators and strengthening of
ancillary services such as freight forwarders. Finally the scope for training is identifted.
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3.3.2  Development Perspectives for the Shipping Business
(a) Béckground

Under the Vietnamese government’s programme of economic reform the state-owned

enterprises are facing radical change. In particular

+  thelegalisation of the private sector has introduced competition to the enterprises,

*  other administrative changes required for a market economy such as a legal system
which guarantees property and investment rights and a competmve banking system,

_ have introduced new management conditions,

+  they have considerable financial autonomy for the first ume giving them new
responsibilities and challenges, enabling them to engage in joint ventures with foreign
pariners, :

¢  those enterprises which are not considered to be financially viable have been abolished,

¢ under the cquitisation programme, private shareholding and control of the enterprises
are possible in future, opening up yet further developmental possibilities, and

+  other developments such as the proposed stock market will enhance these changes.

The government attaches great importance to the development of state-owned enterprises in
key areas of the economy. It recognises too the dangers of these enterprises exerting
“monopolistic influences and the need for appropnale controls to ensure competition and
efficiency. The government is also open to the possibilitics for mtroducmg improved
management from the private sector or from foreign joint ventures. :

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

(b) Aims of Institutional Development

One important aim of the development of the maritime industry is to establish a “level
playing field” for the industry, and the basic rules which are needed for business competition
are examined in the following Section 3.4. An important related matter is the way in which
government regulates the shipping industry through ownership of certain ship operators. In
Vietnam, as in other countries, state-owned enterprises receive privileges not extended to the
private sector - for example they can receive credit on easier terms. In return they may be
expected 1o perform particular roles for government. This is the topic discussed below.

In accordance with the general aims of the master plan, especially to develop' coastal shipping
as a compelitive transport system, it is assumed that the overall aim of institutional
development is to increase the competitiveness of the industry as a whole, lhrough increasing
the effectiveness and know-how of management and administrative staff of state-owned
shipping operators and ancillary services, and thereby 1mplement more effectively the
anticipated service and ﬂect developmem pfan =

Domestic coasta! shipping s dislinguished, at the outset, from international shipping. The
two markets often have quite different characteristics, even though there is also considerable
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overlap. The government attaches high priority to developing the international flect ang has
approved an ambitious plan for development of the VINALINES government- owned
enterprise in order to increase the Victnamese fleet. Such a role by state-owned shipping
enterprises has been played in developing countries in attempts at initiating the development
of the shipping industry. However such enterprises arc often being privatised now because of
inefficient management. Because of the overlap between coastal shipping and international
shipping, the possible impact, on coastal shipping, of the VINALINES development plan
must be taken into account.

" Before considering the possible options for institutional reform in coastal shipping the basic
characteristics of the Vietnamese coastal shipping business are described. '

(c) General Characteristics of the Coastal Shipping Business

In many countries the coastal shipping business is characterised by a large number of small

operators, many medium operators and a few large. The small operators are often family

businesses using domestically built vessels. Generally, in a competitive market economy,

state-owned operators play only a minor role and the market works cfliciently without the

need for intervention by government to control monopolies. This absence of monopolies (in

market economies where government does not impose emry controls) can be lllldEIthOd in
terms of economic theory. :

In general, monopolies are only likely to occur in market economies where assets are fixed or
specialised (where existing operators could dominate particular markets simply because they
have assets which could be regarded as sunk costs with no alternative use), where the costs
of entry are very high (acting as a barrter {0 new competition), or where there are economies
of scale in the supply of services {which means that operators with many ShlpS cannot
undcrmmc the prospects of new entrants into the busmess)

Most of the assets used in the shipping business are neither fixed nor specialised. That is, the
vessels can be re-deployed according to demand conditions. There is no evidence of
significant economies of scale in the industry. The costs of entry need not be high, even for
~ operators using large vessels, because the flexible nature of the assets allows them to be |
* leased rather than purchased. There are certainly marketing advantages for larger operators
.~ who seek to offer reliable scheduled services with designated port facilities. Operators
without such a wide range of resources cannot offer the same level of dependability and
convenience. However this does not prexent compcuhon between these and operators of
- unscheduled (tramper) Services. : o

Because nmndpolies are lmiike!y under free-market conditions with free entry and exit, the
" coastal shipping business should result in a competitive market with many suppliers,
especially in the shorter distance/low traflic, general cargo segment where small vessels are
required. Only in pamcular circumstances such as in operation of high cost, specialised
vessels using specialised port facilities could there be any tendency towards monopolistic
behaviour. However even in the case of liner services which use specialised vessels and
: facrhhes monopohes are rare where free entry into the business is allowed.
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(d) Government Policy towards Public Ownership of Coastal Shipping Enterprises

Although there is no doubt about the government s intention to rcorgamae into ;omt stock

companies (or equilise) a large proportion of state-owned enterprises, as a first step towards

privatisation, there is no clear policy yet regarding the extent of change planned in coastal

shipping. So far progress towards privatisation of statc-owned enterprises has been slow -

only a handful has been sold so far raising less than US$ 10 million. The following obstacles

have been identified to equitisation. _

¢ Enterprise managers have been slow to put their enterprises forward for equitisation,
especially those with profitable businesses, because of fears that they would lose
control of their activities. Understandably they are more willing to sell unprofitable
parts of their businesses.

e Many state-owned enterprises have substantial debts which amount in total to about
US$ 1.8 billion or 10% of GDP, rendering them unattractive to investors.

*  Few enterprises have accounts which meet international standards and this reduces
their attractiveness to foreign investors.

The basic policy of eqmtlsatton was set out in the Law on State-owned Enterpnses in
Government Decree No. 39-L/CTN dated 30 April 1995. More precise rules governing the
process are defined in Prime Minister Decree No. 28/CP, dated 7 May 1996. This decree
introduced incentives to encourage equitisation - allowing those sefling shares to get 50% tax
reductions and access to loans under the same conditions as state enterprises.

Under the economic conditions outlined above there is no apparent case for government
intervention in the ownership of coastal shipping businesses. Based on experience in other
countries, the possible advantages of equitisation include

¢  better management due to increased responsibility plus appropriate incentives under
competitive conditions to increase efliciency, :

. more autonomy for management to pursue efficiency objectives w1thout 1he risk of
these being undermined through interference by government (for example, to carry
particular goods at certain tariffs or to acquire vessels from particular ship yards)

» establishing a genuinely “level playing field” under which all operators compete on the
same basis (in contrast to the present situation 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
easter access to international routes). S :

It could be argued that, on the contrary, government should support selected government-
owned operators which have valuable managemént experience and expertise in order to
develop certain services, However it is common experience in other countries that such
approaches, which rely on targeted intervention, are unlikely to succeed because they
undermine the competatwe environment so essenhal to promote eﬂlcrenoy

It could also be argued lha( govemment should subsxdtse state- owned shxppmg enterpnses to
provide socially important but tmancnally unproﬁtable services, especn!ly to remole island. -
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However in cases where subsidised shipping scrvices have to be provided, these can be
provided eftectively at potentially minimum cost by contracting to private operators. The
common alternative of using a subsidised government-owned eaterprise usually gives
management no incentive for eflicient operation and is likely to be more expensive.

The difficulties that can be caused by state-ownership in the coastal shipping business appear
to outweigh any possible advantage. The lack of a significant role for the public sector in
coastal shipping in many other developing countries confirms this conclusion.

(¢) The Options for Institutional Reform

Given the clear policy position of government towards equitisation, the main issues aftecting

reform, in the short term, concern procedural matters, especially in situations where the

government wishes to maintain a degree of control in strategic industries; _

o specifying the proportion of shares that the government should keep where it needs to
maintain a controlling interest,

e  who should represent the state’s intcrest,

¢  clarifying how shares could be valued and made available to the public without a stock
market.

Under Decree No. 28/CP, 10% of shares may be reserved for employees (plus an additional
15 - 20% by instalment). There may be a ceiling imposed of, say, 10% on ownership of
shares by any one investor. Under these conditions government may only need 10 - 15% of
the shares to retain a leading role rather than the 51% necessary to guarantee absolute
~ control. ‘ :

In order to make responsibility clear it may often be best to appoint just one person to
represent the interests of government in the equilised companies (more would be appropriate
if the state had a 51% holding). This person could be drawn from the Ministry of Finance,
iocal authority, State Assets Management Board or, in the case of coastal shipping, the
Ministry of Transport. To encourage active participation by representatives of other share
holders it would be important for this person to have equal status with other board members,
able to be elected as chairperson if they are most suitable.

Valuation of shares in the period before establishing a stock market requires an interim
‘approach which protects the interests of the government (who would seck to sell the shares
“at the inghest or fair market price). There are various ways in which this could be done,
including using ageats who handle safes_ either on a commission basis or are allowed to
purchase shares at a reasonable discount for resale. Under both such arrangements the agent
would have the incentive to maximise the value of the shares. In the latter case the agent
would have a strong interest, as owner of shares, to take management action which would

increase the value of the company and its shares. '

. In coastal shlppmg a range of situations could be antnc;pated whtch raise specnﬁc issues over
ref‘orm : - :
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(1) Attracting New Management and Investor Participation

New management and investors with expertise of shipping are most likely to conie from
foreign sources, but it could also arise from within the country. 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. Any ceiling on the proportion of
shares owned by any single investor could seriously constrain investiment. The government
can assist by requesting ODA support for advice on prepating shipping companies for
equitisation.

(2) Attracting Foreign Investment _
For foreign investors better accounting procedures are required in state-owned enterprises.
Bringing these up to international standards should be a priority of the shipping companies
wishing to aftract foreign investment. The government can assist by encouraging ODA
support in implementing international accounting standards for operators wxshmg to enter
into foreign partnerships. - :

(3} Implementing the VINALINES De\elopmcnl Plan : :
There is a danger that support, through preferential supply of credit and other measures, for
VINALINES international fleet development plan will undermine competitive conditions in
the coastal shipping business. To minimise this, the government should target support
carefully at those activities of VINALINES which only concern international shipping. For
- example operators receiving suppotl could be barred from coastal shipping except under
certain conditions specified by MOT (following analagous procedures to the way that foreign
operators are permitted to engage in coastal shipping).

{4} Dealing with Unprofitable Shipping Companies

In important condition for efficient markets is that there should be freedom of exit from the
market for ineflicient suppliers. This means that less efficient operators who become
- unprofitable should be allowed to become bankrupt and their assets transferred, through
auctions or other means, to more efficient operators. Although there is a bankruptcy law in
Vietnam (passed in 1993} there is still limited experlence of applymg it. '

Many government-owned coastal shipping enterprises (especialiy those owned by local
authorities) Could prove to be financially unviable. The obsolete nature of existing assets
means that market valuations of the companies could be rather low. Some may have
accumulated debts which render them as having negative net worth. Options for dealing with
these include liquidating the whole company and its assets (and auctioning assets at the
highest value, which would minimise government liabilities and offer the opportunity for new
ship operators o enter the business with the auctioned assets) or reorganising the company
into a smaller, more profitable unit and liquidating only the unprofitable units. The alternative
option of absorbing unprofitable businesses into larger, more profitable ones may seem
atiractive because it avoids the problems of liquidation. However it would place a burden on
the new combined business which would become unsustainable: this would only postpone
hqmdauon Here again, ODA advice could assnst operators in restructuring durmg the
'eqmilsallon process :
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