
Shipping Strategy

With roughly three-quarters of the earth’s surface covered with water,
it is needless to say that shipping plays a major role in world trade. In
fact, it is one of themost international industries, and has an impact on
each and every one of us every day. Ships transport the food we eat, the
clothes we wear, the cars we drive, the materials used to build our
homes, and the fuel that heats them. Yet traditional shipping
companies – ones that combine various aspects of shipping under one
organizational roof – are on the decline. They are gradually being
replaced by new, more specialized companies with more strategic
clarity andmanagerial focus. In Shipping Strategy, Peter Lorange draws
on his extensive experience in the shipping industry to show how
companies can adapt to the fast-moving and volatile world ofmaritime
business by devising strategies for future success, including
specialization and innovation.

peter lorange is the Kristian Gerhard Jebsen Professor of
International Shipping at IMD in Lausanne, Switzerland. He retired in
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Norwegian School of Management BI and, before this, was affiliated
with the Wharton School, University of Pennsylvania, and The Sloan
School of Management, Massachusetts Institute of Technology.
Professor Lorange is the former owner of a Norwegian shipping
company and is also a board member of several shipping firms. He has
written or edited 15 books and some 110 articles on the topics of global
strategic management, strategic planning, and entrepreneurship for
growth. His most recent book is Thought Leadership Meets Business
(Cambridge, 2008).
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In memory of Kristian Gerhard Jebsen, 1927–2004.
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Foreword

With roughly three-quarters of the earth’s surface covered inwater, it is

needless to say that shipping plays amajor role inworld trade. In fact, it

is one of themost international industries, and it has an impact on each

and every one of us every day. Ships transport the food we eat, the

clothes we wear, the cars we drive, the materials used to build our

homes, and the fuel that heats them. Nowadays, however, shipping is

largely out of sight and out of mind. Shipping facilities are usually

beyond city limits, fenced in and unapproachable. Outsiders are not

meant to go there, so most of us have no idea what goes on. But in my

view, managers in a broad variety of mature industries can learn a lot

from understanding and tracking developments in the shipping

industry.

The general image of shipping is one of permanence and

predictability as ships ply traditional routes with their cargoes, linking

industries and consumers. But in reality the industry has experienced

extraordinary changes over the last few years. The global landscape is

shifting, with emerging nations driving global demand, and, until

recently, the industry had been enjoying an unprecedented period of

sustained profitability and increased investor interest. Many new for-

tunes were made – and lost – during these exceptional times. With its

heavy exposure to global market mechanisms, the shipping industry is

both unique and fascinating, attracting some of the world’s most risk-

taking and charismatic entrepreneurs and fortune-builders.

These changes have been accompanied by a dramatic increase

in the ship freight derivatives business, so-called forward freight

agreements (FFA) trading. It is estimated that the volume of FFA trading

for dry bulk shipping from mid-2007 to mid-2008 might be at virtually

the same level as physical trading in ships. Derivatives trading has

become critical in several of the business segments in shipping, almost
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notably in the dry bulk segment but also in tankers. The container

shipping segment, on the other hand, has not so far become subject to

derivatives trading.

Over the last few years, there has been a strong influx of capital,

largely from sources that were previously not generally available to

this industry, such as general investors, asset management funds, and

bank financiers. Coupled with this, there has been an equally strong

influx of new professional talent, many with very different back-

grounds from those traditionally found in shipping. At the same

time, experience and shipping judgment still count. Additionally,

hedge funds and financial brokers showed increasing interest in ship-

ping derivatives following the rise in freight rates caused by economic

growth in China and elsewhere. To sum up, this is an exceptional time

for the shipping industry.

As a result, the level of shipbuilding was at a record high with

tonnage output rising fast. Many foresaw an oversupply of shipping

capacity in the near future, or even another industry depression,

perhaps similar in magnitude to that of the 1980s. However, the finan-

cial crisis in 2007–8 has created new shortages of capital and wide-

spread uncertainty about the future of the economy.What canwe learn

today from the way shipping markets have behaved in the past? How

deep will the dip be, and how long will it last? And, perhaps most

importantly, how can shipping companies respond proactively to the

vast array of challenges they are now facing?

For companies that aspire to be global winners, specialization

may be the answer. This seems to be the case for most, if not all,

mature industries. Perhaps the major insight of this book is the call

for strategic clarity, by distinguishing between four primary arche-

types – owning steel, using steel, operating steel, and innovating

around steel – that is, between owning ships, chartering ships, trading

in the markets, ship operations, and innovations related to the tech-

nical as well as commercial aspects of shipping. I shall discuss the

critical success factors behind the strategies for each of these arche-

types. My claim is that the hour of integrated shipping companies is

xiv foreword
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largely past and that the future trend is toward firms that are decom-

posing the value chain and focusing on one aspect, or possibly two,

through autonomous units. The result is less complexity, less co-

ordination, less bureaucracy, andmore strategic clarity andmanagerial

focus. Still, there will be a need for an overall portfolio strategy,

and the management of overall risk to the shipping corporation is

becoming more important than ever – all of which I will discuss in

this book.

I sold my own shipping company, S. Ugelstad A/S, in January

2007. While I benefited from the strong market by obtaining a

satisfactory price for my company, the major rationale for selling

was that I began to feel increasingly uncomfortable attempting to

combine various aspects of shipping under one organizational roof.

With varying degrees of success, I tried to combine owning, chartering,

and innovating. As the sole owner – and the one ultimately responsible –

it became an increasingly complex situation for me to handle, so I sold

thefirm. However,my interest in shipping – broadly speaking – remains

the same. I am engaged in various investments, many involving holding

ownership stakes in ships. By freeing myself from direct company own-

ership, I have been able to diversify my holdings rather than being

caught up in the increasingly tangled reins of an integrated shipping

company.

So, who is this book for? The target reader is clear – the

sophisticated shipping industry practitioner. There is a lot of

sophistication among most shipping industry executives today.

Accordingly, this book attempts to develop the most relevant critical

success factors for the shipping business in general, as well as for

the various key shipping strategies that can be identified. For each

strategy, I shall attempt to identify themost relevant drivers, including

the most pressing implementation challenges, critical risk/return con-

siderations, and performance measures. I shall also indicate ways

of benchmarking a specific category vis-à-vis other industries, past

history, etc. There are a number of unique challenges that will make

this book valuable to savvy shipping executives:

foreword xv
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* I see a specialization trend within the shipping industry intomore clearly

focused businesses, namely:

* owning steel/ships

* using steel/ships – chartering/trading ships

* operating steel/ships

* innovation around steel/ships.1

This book deals with how to develop effective strategies around each

of these focused businesses. It concentrates on the main shipping

business segments – tankers, bulk carriers, and container ships –

and less on specialty ships, including ro-ro/ropax ships, ferries,

cruise/passenger ships, and others. This is an intentional choice,

to maintain a reasonable focus.

* At the same time, the new reality is the development of effective overall

portfolio strategies, with particular emphasis on managing overall

exposure to risk. This book covers approaches to these challenges.

* Financial understanding is becomingmore andmore of amust. Butwhat

does competent financial management entail?

* Derivatives trading –FFAcontracts – in shipping is increasingly prominent–

certainly when it comes to the dry bulk markets, but also for tankers. This

means that a new set of trading-related capabilities is needed.

* Underlying all of this is a keen understanding of the market mechanisms

in shipping. Growth in demand, i.e., in world trade, is the key driver for

this but the supply side is important too. How can we better understand

the growth outlook? When shipowners put up too many new buildings,

supply will outstrip demand and rates will fall. How can we learn from

key developments in markets in the past?

* The shipping industry is becomingmore andmore professional. But what

does this professionalism involve? What are the key agenda items for

today’s successful shipping executives?

1 I do not use the term “steel” literally to indicate ships built solely from steel. I include
ships, notably fast ferries, cruise liners, and so on, that are built from composite
materials and aluminum.

xvi foreword
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When considering key success factors, we must make a distinction

between commodity shipping and specialty shipping. For the former,

low costs are critical and the financial aspect – to enjoy the lowest

possible capital cost – is increasingly important. It is essential to

understand the basic shipping markets well enough to be able to

decide on appropriate “in/out” and “long/short” decisions. In

contrast, the customer is the focal point in specialty shipping,

which is a customer-based business. To succeed, you need to under-

stand your client.

Another critical question is how fast a specialty shipping

business niche will evolve into merely another commodity business.

Imitation is inevitable and barriers to new entrants typically low.

How effective is each particular shipping market then?

I should state at this point that I have possibly not been entirely

objective when it comes to discussions drawing on Marsoft or

Seaspan as examples: I am a board member and outside director of

both of these companies. However, to my best ability, I have tried to

be objective and balanced.

At the time of completion of this manuscript in mid-2008, the

shipping markets had been experiencing an unprecedented period of

growth – over an equally unprecedented period of time – almost five

great years! There were, however, clouds on the horizon. Newbuilding

orders, relative to existingfleets, were growing rapidly andfinancingwas

becoming more difficult to obtain. During the latter part of 2008, the

shippingmarkets did indeed collapse. The fallwasmore dramatic – faster

and deeper – than anything ever experienced in the past. The shipping

industry was perhaps in a deeper crisis than ever before in its history.

So, what can a book on shipping strategy offer during these

difficult times, particularly when the book was essentially written

during the earlier period of extreme optimism? While I have made

some adjustments to the text, the book’s production schedule would

not allow for an extensive rewrite. However, it is important to note

that this should not diminish the book’s value. The basic “messages”

remain more valid today than ever.

foreword xvii
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* Pursue highly focused business strategies for shipping companies, with

heavier emphasis on understanding the relevant underlying critical

success factors within each specific shipping business segment.

* Be cognizant of the need to manage overall risk through a more robust,

overall corporate portfolio strategy.

* The level of the professionalism of management practice within the

shipping industry can certainly be further advanced. Paradoxically,

times of crises tend to enhance such managerial breakthroughs. I hope

that the book might have a positive impact on this as well.

All in all, my sense is that this book is timelier than ever. I have also

added a brief epilogue, which further reflects on the unprecedented

changes that have recently had an impact on the shipping industry.

An open-minded, flexible view is now called for.

Peter Lorange

Kristian Gerhard Jebsen Professor of International Shipping

Lausanne, March 2009

xviii foreword
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