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Transport assets remind us that, within ESG investing, ‘S’ can be just
as important as ‘E’ and ‘G’, and focussing on the environment and
governance at the expense of social aspects can be detrimental

When considering environmental, social and governance (ESG) investments, social attributes
are often overlooked for the more salient environmental and governance characteristics. One

reason for this stems from such aspects of a company being easier to assess, ie it is relatively
easy to measure carbon emissions from aircraft or board diversity.

Social, however, is a bit more challenging. For example, building more homes to cater for
expanding populations is an essential driver of economic growth. However, we need to
understand the affordability level of the houses being built and how they ameliorate the
standards of living for those in deprived locations — i.e. their social impact.

However, we may be entering a period where social investing is no longer treated as the
poor relation.

Such behaviour is pervasive in relation to the evaluation of transport assets, where
greenhouse gas (GHG) emissions in industries such as aviation and maritime transport
overshadow their benefits to society. But both industries produce significant social impact and,
in a period where investors are becoming increasingly alert to social characteristics, here we
will outline the social benefits of shipping in addition to highlighting the encouraging
developments on the environmental side. What emerges is an industry that offers appealing
investments from a sustainability perspective which are not necessarily obvious on first
inspection.


http://mysite.columbiathreadneedle.com/Person.aspx?accountname=EUROPE1%5CYB3O

A global and social industry

Shipping is an integral part of the global economy. It was one of the first globalising forces and
remains a key driver of global economic growth: responsible for approximately 90% of global
trade, it generates more than €400 billion per annum and provides 13.5 million jobs globally™.
In Europe it generates €140 billion and provides 2.1 million direct and indirect jobs? (Figure 1).

Figure 1: Global attributes of the shipping industry
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The suitability of including the maritime sector within a responsible investment approach,
however, is often questioned. But we believe it is inherently social: connecting communities
and providing access to food, healthcare and education are the essential building blocks for a
well-functioning society, and this is what the shipping industry delivers.

Away from maijor cities and economies, maritime transport enables social inclusion, particularly
for the inhabitants of islands, and in such instances their social value is immeasurable. This
has become even more salient during the Covid-19 pandemic, with the industry providing a
lifeline service in terms of the delivery of food and medical supplies.

So, while such social attributes have been somewhat crowded out by environmental
considerations, they have not gone unnoticed by the United Nations. Specifically, the UN
Sustainable Development Goals (SDGs) highlight that the industry is a “critical enabler of food,
energy, trade and tourism” within SDG 11: Sustainable Cities and Communities.

CalMac Ferries, for example, provides a freight and passenger service from the west coast of
Scotland to the surrounding islands. It delivers the majority of items sold by local retailers, as
well as fuel, food, mail medical supplies, oil, gas and utilities. Without these things it would be
difficult to maintain an acceptable quality of life on the islands. These operations bring wider
benefits to the local economy, the local labour market and island tourism. The economic
impact for these activities is estimated by the University of Strathclyde to be £270 million3.

" Valuation of Liner Shipping Industry report, http://www.worldshipping.org/pdf/Liner_Industry Valuation_Study.pdf,
December 2009

2 Economic Value of EU Shipping Industry, Oxford Economics, 2017

3 Insider.co.uk, CalMac Ferries 'supports' £270m in Scottish company turnover, 28 April 2015



Connecting island communities to the mainland and ensuring their social and economic health
was a primary driver behind our European Sustainable Infrastructure team’s acquisition of
Condor Ferries earlier this year*. Condor Ferries acts as the primary facilitator of freight and
passengers between the Channel Islands, the UK and France, delivering essential daily freight
to the islands. Thus, the investment rationale for Condor is as an enabler of sustainable social
and economic development for the Channel Islands through the provision of vital goods and
services. Furthermore, it provides an essential lifeline service with regular crossings needed
for just-in-time delivery given limited and reducing warehousing capacity on the Channel
Islands.

The environmental perspective

The most commonly cited critique of shipping is the emissions profile. The industry accounts
for 2.4% of global GHG emissions, emitting around 940 million tonnes of CO2 annually®. But
shipping has traditionally been one of the least carbon-intensive forms of transportation,
alongside rall; it is, for example, much more carbon-efficient than road or air transport (Figure
2). However, the sheer volume of goods transported by sea means the overall contribution to
global emissions is large — and growing. This is the challenge. The International Maritime
Organisation (IMO) forecasts that shipping emissions could, under a business-as-usual
scenario, increase between 50% and 250% by 2050, thus undermining the objectives of the
Paris Agreement®. The industry, though, is responding.

Figure 2: GHG emissions by sector and transport industry (%)
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IMO 2020 — the first wave
In line with the Paris Agreement the IMO agreed to several measures to curb GHG emissions
under the IMO 2020 banner. These include:

e Aiming to reduce total annual GHG emissions from shipping by at least 50% by 2050
compared to 2008 levels

e Pursuing efforts to phase out maritime GHG emissions entirely as soon as possible in
this century.

4 https://www.columbiathreadneedle.co.uk/columbia-threadneedle-european-sustainable-infrastructure-fund-and-brittany-
ferries-agree-to-acquire-condor-ferries

5 Third International Maritime Organisation Greenhouse Gas Study 2014

6 The Paris Agreement set out to improve upon and replace the Kyoto Protocol, an earlier international treaty designed to
curb the release of greenhouse gases. It was adopted on 4 November 2016 and has been signed by 197 countries and
ratified by 187 as of November 2019



In keeping with these objectives, at the beginning of 2020 all ships had to operate on
significantly reduced sulphur emission parameters (from a maximum of 3.5% sulphur to
0.5%7). This is an important step for the industry to start reducing its emissions profile.
However, further improvement is required for the industry to meet the IMO’s 2050 targets, and
to do so will require widespread adoption of clean fuel technologies.

An important consideration in the acquisition of Condor Ferries was the opportunity to develop
the environmental outcomes of the business, specifically energy and waste efficiencies across
the fleet and onshore as identified through our ESG analysis. While the current fleet is
compliant with the IMO sulphur restrictions, we will seek to evolve the ships over time to
cleaner propulsion technologies. This is likely to occur over the next decade as current
propulsion technology for vessels is in a period of flux. There are lots of competing
technologies — for example hydrogen, electric, methanol, liquified natural gas etc — and this is
one of the compelling aspects within the sector (Figure 3). There is significant potential within
the industry to not only deliver social impacts, but also participate in a fuel transition story that
will generate material savings in GHG emissions over the next 20-30 years.

Figure 3: Competing technologies for clean propulsion fuel
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Source: Clarkson Research, 2020

7 IMO, Sulphur 2020 — cutting sulphur oxide emissions




The decarbonisation of shipping could be a seminal moment for the global energy transition.
The industry’s fuel consumption is estimated to be around 250-300 million tons a year —
approximately 4% of the global oil demand?®. This means it has the scale to influence and
increase confidence among suppliers of future fuels and be a catalyst for the deployment of
low carbon fuels for the broader energy transition, unlocking the market for these fuels across
a range of industries and other hard-to-abate sectors. The falling costs of zero-carbon energy
technologies will make alternative fuels increasingly competitive, and McKinsey estimates that
clean fuel technology costs could fall by six times if only 2.5% of the global shipping fleet
convert to these fuels.

Hydrogen hopes

In the long term, hydrogen fuel cells may be the solution to meeting the IMO’s 2050 targets.
The technology is in its infancy but is being tested by a number of companies and government
bodies, and green shoots are evident:

In Stavanger, Norway, a passenger and a car ferry will be operated with hydrogen produced from renewable
energy by shipping firm Norled as part of the local public transport network.

In Lyon, France, a hydrogen push-boat operated by Compagnie Fluvial de Transport (CFT) will serve as a
utility vessel on the Rhéne.

The European innovation project FLAGSHIPS was awarded €5 million ($5.6 million) to support the deploy-
ment of two commercially operated zero-emission hydrogen fuel cell vessels.

Operating along the canals in Amsterdam, a 22-metre-long canal boat generates power for its electric motor
from a 60kW hydrogen fuel cell.

Cruise liner Roayl Caribbean is set to install hydrogen fuel cells in its new Icon class ships to take up the
vessels' hotel loads when docked at port, with a longerterm goal of evaluating their suitability for main
propulsion applications.

Sources: Norled Compagnie Fluvial de Transport, Royal Caribbean & European Commission, 2020

So ships running on hydrogen are feasible, but more R&D is required to bring forward the
development of prototypes. Oceanwing, the world’s first hydrogen-powered ship, completed its
initial voyage between European ports in October 2019°. The 35-year-old vessel was
converted to produce hydrogen from sea water thanks to an onboard desalination unit and a
solar-powered electrolyser. It can store up to 62kg (2MWh) of hydrogen and its owners plan to
develop a commercial product for ships by 2025-30.

Cargo ships tend to have a useful economic life of around 20-30 years, so any reduction in
emissions will, out of necessity, be gradual given the time it takes to renew the global fleet. In
the near term we expect more shipping companies to use liquefied natural gas (LNG) to power
their ships. According to the Royal Academy of Engineering, LNG emits about 25% less CO2
and 85% less NOx than low-sulphur fuel, and no sulphur or particulate matter emissions at all.

Operational efficiency

The operating efficiency of ships is an area which, to date, has been underexploited, so there
is untapped potential to provide a meaningful reduction in global GHG production. This is also
financially additive as fuel savings outweigh the capital expenditure.

8 World Economic Forum, 2020
® Geographical, The future of shipping? Hydrogen-powered Energy Observer reaches London, 7 October 2019



Trials are underway to see whether wind-assisted propulsion has a part to play in reducing
shipping industry emissions. Aside from the use of spinnakers or kites, one of the most
interesting mechanical options is the use of Flettner rotors. These are tall rotating cylinders
fitted to ships. Wind travelling round them creates a sideways force that propels a ship forward.
Rotors have been fitted to a passenger ferry and tanker in the Maersk Tankers fleet. According
to Science magazine such rotors could cut fuel consumption by 10%.

For Condor we are exploring a number of initiatives (Figure 4) as we look to reduce the fleet’s
GHG emissions — the first step in increasing the sustainability of the vessels.

Figure 4: GHG-reducing processes under consideration for Condor Ferries

Process Estimated reduction in emissions

Slow steaming and route optimisation | 12% reduction in at-sea average speed leads to an average
decrease of 27% in daily fuel consumption and thus fewer GHG
emissions. Cutting speeds by 30% reduces the GDP of exporting
countries by less than 0.1%, according to a Delft study

Voyage optimisation — the prediction 5%-10%(IMO)
of ship performance in various sea
states to minimise fuel consumption

Weather-based route optimisation Accounts for fuel savings of 3% (IMO)

Hull design, propeller optimization 2-20% (IMO)
and waste heat recovery

Ship upgrades include fitting bows 1-5% (IMO)
with bulbous extensions below the
water line to reduce drag, or painting
hulls with low-friction coatings

Rotating cylinders: wind travelling Rotors have been fitted to a passenger ferry and to a tanker in
round spinning rotors creates a Maersk Tankers’ fleet. According to Science magazine these
sideways force to propel a ship rotors could cut fuel consumption by 10%

Behavioural science interventions Used only in aviation so far, but transferrable to shipping. Pilots

are sent their fuel savings targets and feedback on their progress
through the post to their homes. This proved the most cost-
effective tactic, “improving fuelling precision, in-flight efficiency
measures and efficient taxiing practices by 9% to 20%”.

Source: IMO, Clarkson Research, University of Chicago and London School of Economics and Political Science, 2020

Conclusion

Attainment of the UN SDGs relies on advances in sustainable maritime transport, which in turn
is a driver of wider sustainable development. In accordance with the recommendation made by
the UN secretary general’s High-level Advisory Group on Sustainable Transport, all
stakeholders must make a genuine commitment to transforming maritime transport, in terms of
individual travel and freight, into something that is “safe, affordable, accessible, efficient and
resilient while minimising carbon and other emissions and environmental impacts”.

Despite environmental concerns, the shipping industry offers significant social and economic
benefits, and we believe is an acceptable investment in an Rl strategy. Through ownership of
Condor Ferries, we reflect this view in our sustainable infrastructure strategy where we will
continue to provide significant social benefit to the Channel Islands. With global trade expected
to grow further over the next 30 years, the industry also requires widespread adoption of

clean fuel propulsion, and we look forward to helping to progress the agenda for cleaner

fuel technology.


http://www.cleanshipping.org/download/Slow-steaming-CE-Delft-final.pdf
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