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General comments 

Most essays were well structured, anchored on sound theory and practice and supported by 

examples from Industry. 

Candidates are once again, reminded that additional marks are earned by those that make 

appropriate and relevant use of maps, as well as graphs and diagrams.  To secure a pass , candidates 

must demonstrate an understanding of the key terms and concepts in the course, such as for 

example, supply and demand, shipping cycles, elasticity,  utility, derived elasticity, marginal costs, 

comparative advantage, short and long run costs , economies of scale and opportunity cost. 

 
1. Analyse the SEVEN factors that affect the relationship between costs and shipping output. 
 
This question required candidates to analyse the seven factors seven factors below, based on two 
basic assumptions: 

- Vessel size is fixed, and that the total and average costs of delivering the cargo to a specific port, 
requires additional assumptions about:  

1. The cargo load factor                                                                                         
 

2. Vessel speed at sea (affects time spent at sea relative to in port) 
 

3. Voyage distance (affects time spent at sea relative to in port) 
 

4. Cargo-handling rates (affects time spent in port relative to time at sea) 
 

5. The proportion of the journey spent in ballast 
 

6. Time spent in port vs. time at sea 
 
7.    The size of the vessel itself        
 
 
 

 
 



That the above factors will also interact with each other in the following ways: 
 
- If speed increases fuel consumption rises 
- Time spent at sea will fall, so amount of overhead allocated to a specific cargo trip will fail. 
 

One way of analysing the effects of change may be to allow only one factor to change, keeping all 
other possible changes constant. 
 
2. Using suitable diagrams explain the relationship between long run costs and output. 
 
The definition of the term -Long run cost, would be a good starting point: 
 
 Defined as the period of time in which it is possible to vary all input quantities used in producing a 
given level of output. In the long run fixed costs do not exist. This is because every element used in 
the production process can be varied, and to explain that: 
                                                                                                                                         
 Long run average costs may fall, as output levels rise 
 
Long run average costs may remain unchanged as output levels change 
 
Long run average costs may rise as output levels rise     

Over a long period the size of the fleet can therefore, be increased or reduced. The long run enables 

shipping companies to expand and scale their operations by purchasing or bringing in larger 

quantities of all inputs. Thus in the long run all factors can be varied. 

The long run cost output relations therefore imply the relationship between the total cost and the 
total output. In the long run cost-output relationship is influenced by the law of returns to scale, 
which describes the relationship between variable inputs and output when all the inputs or factors 
are increased in the same proportion. 
Figure 4.4 Long -run average and returns to scale. 
 
3. Explain how the management and control of the three major shipping cost elements, can impact 
profitability. 
 
Candidates were required to identify the three main classes of costs and the differences between 
them. 
 
Capital costs are given no matter what the level of output produced by the vessel. These are cost 
items incurred by the shipowner which can be attributed to the ownership of the ship itself, the cost 
of capital tied up in the ship. 
 
- cannot be changed in the short run, therefore have to be “managed". 
 
Certain classes of direct and voyage costs can be controlled and include: 
 

1. Flag Registry - Profits, including crew costs, tax rates and obligations 
 
 
 
 
 



 
 Explanations: 
 
- Shipping companies are assumed to be profit maximises and strive to reach their objective by 
seeking the production input combination which allows them to minimise costs; 
 
- Open Registry allows: favourable tax regimes; unrestricted choice of crew in International markets: 
not subject to onerous national wage scales and more relaxed manning rules;  
 
-  Cost differences for selected EU flags and lower cost open registry vessels; range from + 22% to + 
333%;Lower operating costs generated by lighter maintenance programmes and less stringent 
enforcement of safely standards by traditional register. 
 
2. Voyage related costs: fuel costs, canal port dues, cargo handling costs and associated crew 
provisions. 
 
- Reduction of cost base and profitability implications 
- Favourable bunkering, ship repairs &maintenance, virtual contracts, company owned or managed 
port handling facilities  in selected ports, can all contribute to cost reduction and increased 
profitability, on both single and multiple voyages. 
 
Key: effective management and control of costs results in increased profitability! 
 
 4.  Define all of the following topics:  

a.   Gross Domestic Product 

b.   Supply &Demand Model 

c. Protectionism 

d.    Production Possibility Frontier 

e.   Balance of Payments 

 
This question was straight forward and required candidates to provide concise definitions of the 
topics. 
 
5. Explain the differences between inter-industry trade and intra-industry flows and the extent to 
which these trade flows can be explained by economic theories of international trade. 
 
Well answered question, candidates who scored the highest marks explained that, Inter-industry 
occurs when country A exports raw materials to country B and in return imports from B 
manufactured goods eg Angola exports oil to China and China exports manufactured goods to 
Angola. 
 
Intra Industry: Trade by countries in the same type of goods eg Trade in motor cars between the UK 
and the USA.                                                                                                                                                                                           
 
Two traditional Explanations 
 
Absolute Advantage: Ricardian Trade Theory: argues that a country will exports products that it 
produces more cheaply than any other country and exchange imports those products which it 
produces less cheaply than elsewhere     
                                                                                                                                            
                                    



Comparative Advantage 
Basically an extension of Adam Smith principle of division of labour, countries specialise in producing 
goods that they are good at, export the surplus and import goods produced more efficiently by other 
countries.       
 
Other theories: 
Demand &Supply model: consumer’s preference for certain products and services from other 
countries and regions influencing trading patterns and volumes.   
 
6. Examine the critical role of ports in the global transport system.  
 
This was a popular question, with best essays highlighting and including the examination of the 
under mentioned: 
 

Ports are the third component in the transport system and provide a crucial interface between 
land and sea 

 
Ports have several important functions which are crucial to the efficiency of the ships which 

trade between them: 
 
- Provide secure location where ships berth 
- Improved cargo handling facilities  
- Different facilities for different cargoes 
- Storage facilities for in and outbound cargo 
- Fully integrated land transport systems with port 
- Integral parts of international supply chains  
- Industrial manufacturing facilities – export processing zones 
- Increased role in globalization and increased trade liberalization 

 
7. Discuss the advantages and disadvantages of increasing ship sizes. 
This question required candidates to discuss the factors that determine size of vessels, including: 
 

Trades 

Frequency of shipments  

Value of inventory 

Volume of business                                                                                                     

 

Advantages of increasing ship sizes: 

Explanation of why bigger is generally better than small: more can be carried for less - per unit basis. 

Bulk Carriers: Very large bulk and ore carriers, capesize and panamax 

Example: bulk carrier of 30,000dwt  and another of 200,000 dwt could have same;  

Crew size and associated costs,  management overheads, selling and administrative expenses , as far 

as bunkers are concerned the consumption may perhaps be double but not four times greater nor 

would the construction costs be 4 times greater 

                                   



Container Ships: Ultra large, new panamax, post panamax and panamax 

Example of the Ms Emma Maersk a very good example of bigger being better .                    

Tanker market:  

ULCC, VLCC, principally used to transport crude oil 

   "The Very Large Crude Carrier (VLCC) and Ultra-Large Crude Carrier (ULCC) were added as the 

global oil trade expanded and larger vessels provided better economics for crude shipments. VLCCs 

are responsible for most crude oil shipments around the globe. 

Disadvantages of increasing ship sizes: 

Restrictions on vessel size: 

Trades, patterns and changing dynamics. 

Port and Canal draught, locks etc.Port Equipment and facilities.                                                                                      

ULCC, there are a small number of ULCC vessels currently in use, as their size requires special 

facilities limiting the number of places where these vessels can load and offload. 

 

8. Within the tanker market, describe ALL the following: 

          a) LNG Market 

           b) The main importing and exporting countries for LNG   

          C) Three factors that impact the LNG market, in the short and long term 

This was a straight forward question and that required a brief description of LNG market and the 
description of the:  

Main exporting countries:  

Qatar, Australia, Malaysia, Nigeria, Indonesia, Algeria, Russia &Trinidad &Tobago 

Main importing countries: 

Japan, China, South Korea, India, France, Spain, UK &Italy.  

Three factors that impact the LNG market, including: 

- Climate change agenda, eg  Green New Deal US and EU 

-  infrastructural  development opportunities in ship building, terminals, pipelines , land/ sea and 
production and distribution facilities and services. 

- demand for natural gas around the world is growing in every region, so world production will 
increase to meet this demand, world LNG trade is expected to more than double by 2040. 

 


