CHAPTER 11

SHIPPING AND COMMERCE
A fundamental factor contributing to Asia’s recent economic dynamism has been the free passage of shipping along Asia-Pacific sea-lanes, especially through the straits of Southeast Asia.  Dramatic expansion in the volume of commerce flowing into and out of the Asia-Pacific region has sharply raised the security value of Asia's shipping lanes not only to Asian countries, but to the United States as well.  This chapter describes Asia’s shipping facilities, fleets, trade routes, and commodity flows and their relationship to issues of economic security, maritime piracy, and tensions in the South China Sea.  

Merchant Fleets and Facilities

High trade volumes have led to significant Asian interest in developing merchant fleets and shipping facilities.  Asian countries own 34% and  manufacture 72% of the world's merchant fleet tonnage.  Japan owned 13% of world merchant fleet tonnage in 1995, following Greece's 18% share.  The United States and Norway followed, at 7% each, and China owned 5%.  The four Newly Industrialized Economies (Hong Kong, Singapore, Taiwan, and Korea) owned 12% as a group.
  Most of today’s ships are built in Asia, with Japan taking 35% of the orders for new ships in 1996, Korea 30%, and other Asian countries 7%.

In terms of throughput tonnage, four of the world’s five largest ports were located in Asia in 1998: Rotterdam (315 Million Metric Tonnes – MMT) was followed by Singapore (241 MMT), Shanghai (164MMT), Nagoya (134 MMT), and Hong Kong (128 MMT).
  

In 1998 the world's largest container ports were Singapore (15.1M twenty-foot equivalent units - TEUs
), Hong Kong (14.9M TEUs), and Taiwan’s Kaohsiung (6.3M TEUs).
  

The region's shipping infrastructure has modernized rapidly.  Ports are being expanded in Laem Chabang in Thailand; Bombay, India; Ho Chi Minh City and Cua Lo in Vietnam, Penang and Klang in Malaysia; Indonesia's Batam Island near Singapore; Subic Bay in the Philippines; and at cities along coastal China.
  Currently, only 25% of China's shipping uses modern container systems, in contrast to Hong Kong, where 90% is containerized.
  However, China is by far the world’s largest manufacturer of dry freight containers and its port facilities are being modernized.  Shanghai’s container port doubled its capacity in three years, reaching 3.1M TEUs in 1998.

Shipping Routes

Shipping in the Asia-Pacific region is characterized by dense traffic movement through straits and along coastlines accompanied by long-distance, open-ocean transit.  Figure 11-A shows major maritime trade routes linking the trading economies of the region to the rest of the world.

Figure 11-A

Major Trade Routes and Straits
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Since many countries of Southeast Asia are either peninsular or insular, most trade moves by sea and the land transport infrastructure is not highly developed.  The major sea lines of communication (SLOCs) are constricted at several key straits, the most important of which are located in Southeast Asia: the Malacca, Sunda, Lombok, and Makassar straits.
  These SLOCs cross the waters of Malaysia, Indonesia, and Singapore, with Singapore’s port facilities serving as a major link for refueling and transshipment.  More than half of the world's annual merchant fleet tonnage passes through the Straits of Malacca, Sunda, and Lombok, with the majority continuing on into the South China Sea.
  Over 15% of the value of the world’s cross-border trade pass through Southeast Asia every year. Two-way trade transiting these SLOCs is important not only for the economies of Southeast Asia but also for businesses in Northeast Asia, Europe, and the United States.

The overall pattern of shipping consists of large tonnages of low-value resources shipped through Southeast Asian SLOCs to industrial economies (Japan and the Four Newly Industrialized Economies) in the North, who then "add value" via manufacturing processes.  These industrial economies then ship out relatively smaller tonnages of high-value goods, much of which goes through the Southeast Asian SLOCs or on trans-Pacific routes.  Generally, crude oil is the biggest single cargo in terms of volume through the SLOCs of Southeast Asia, while finished consumer goods are the dominating cargo in terms of value.
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The busiest route follows the Strait of Malacca, whose crowded, shallow, and narrow passages are a concern for maritime and environmental safety. Tanker traffic through the Strait of Malacca is more than three times that of Suez Canal traffic, and well over five times that of the Panama Canal.
  Over 1,100 fully laden supertankers pass eastbound through the strait each year, many with only a meter or two of clearance between their keels and the channel bottom.
  An average of 9.5 million barrels of oil transit the Strait of Malacca every day.
  The narrowest point of this shipping lane is Phillips Channel in the Singapore Strait, which is only 1.5 miles wide at its narrowest point. This creates a natural bottleneck, with the potential for a collision, grounding, or oil spill. If the strait were closed, transit time and distance for nearly half of the world's fleet would increase marginally and raise freight rates for a period of time.  All excess capacity of the world fleet would be absorbed, with the effect strongest on oil and dry bulk shipments such as coal.
 

 
While the Sunda and Lombok-Makassar straits are superior to the Strait of Malacca in terms of depth and width, they are more distant and possess inferior navigational aids in comparison to Malacca.  The Lombok Strait primarily is used in shipping Australian-origin dry bulk, coal, iron ore and grain to northern markets.  Routes also are constricted in the South China Sea, where traffic occurs along coastal areas due to the extensive shallowness of the Spratly Islands.  Half the shipping volume passing the Spratly Islands is crude oil from the Arabian Gulf.  

Most of the ships transiting these SLOCs are "flagged out" to countries such as Panama and Liberia, but are owned by other countries, principally Japan, but also Greece, the United States, Great Britain, and Singapore.

Commodity Flows


Cargo flowing into Asia typically includes containerized goods, dry bulk goods (grain, coal, and iron ore from North America and Australia), as well as oil from the Middle East.  (See Figure 11-B.)
   

Figure 11-B

Freedom of Navigation


A Center for Naval Analyses study concludes that, in addition to the obvious economic interests among Southeast Asian countries in maintaining commerce, Japan and the countries of Northeast Asia also have direct economic interests in freedom of navigation through the Strait of Malacca.
  Australia has a similar direct interest in the Lombok-Makassar straits.  The study suggests further cooperation among local and regional navies to work out practical considerations of interoperability should disruptions occur. Disruptions to the freedom of navigation in Malacca would lead to insurance increases, and detours through the Lombok or Makassar straits would cause a large jump in freight rates.  However, in the long run additional shipping capacity would be added, and, in a Malacca-closure scenario, consumer costs may increase only by about 0.2%. 

Maritime Piracy

Maritime piracy presents a potential threat to commercial shipping in Southeast Asia.  The International Chamber of Commerce (ICC) International Maritime Bureau (IMB) Piracy Center in Kuala Lumpur, Malaysia, recorded 88 of 192 world-wide pirate attacks were in Southeast Asia, although piracy incidents are notoriously under-reported.
  Among the hardest hit areas are the Strait of Malacca, the triangular area that borders Hong Kong, Hainan Island (China), and Luzon (Philippines), and the area around the Philippines. The waters throughout the Indonesian archipelago also are a high-risk piracy zone.  

Growing evidence suggests that piracy in the Asia-Pacific region is tied to international criminal organizations.  Attacks can be planned in one nation and carried out by the nationals of a second country in the waters of a third.  The proceeds can then rapidly be disposed of in a fourth.  Pirates often use extreme brutality: 67 people were confirmed killed in attacks on ships last year.  Reports indicate that a highly organized and well-financed criminal syndicate, with connections in Hong Kong, Indonesia, and China has access to excellent shipping intelligence, having struck at least 20 ships over the past four years.
   The pirates employed by this syndicate are believed to operate from a mother ship.  Their targets are small vessels with valuable and easily disposable cargoes, such as light fuel oils.  Once pirated, it is thought that the ships are sailed under false names to small Chinese ports, from where the cargoes are sold off and the pirates escape.  In fact, IMB has questioned the integrity of China’s signature to the 1988 Rome Convention on illegal acts in shipping.

Multilateral efforts, such as coordination with the activities of the International Maritime Bureau, are being promoted to stem further challenges to international economic security.  Pirate terrorism may also be an appropriate agenda item for such organizations as the ASEAN Regional Forum (ARF) and the Asia Pacific Economic Cooperation (APEC) organization.

Tension in the South China Sea


The existence of unresolved territorial claims in the South China Sea remains a source of potential instability to the area.
  The Philippines, Vietnam, Malaysia, China, and Taiwan have made territorial claims to all or part of the Spratly Islands.  Brunei has made maritime claims extending into the disputed area.  Both China and Taiwan have made loose claims covering most of the South China Sea, while official statements refer to island groups in name only.  A seventh country, Indonesia, also possesses significant oil and gas fields in the nearby Natuna Island area.
  


In 1992, ASEAN member countries issued the "ASEAN Declaration on the South China Sea," which called on all parties to "resolve all sovereignty and jurisdictional issues pertaining to the South China Sea by peaceful means."  The Declaration also urged all parties to exercise restraint and to cooperate on maritime safety, pollution, search and rescue, and combating piracy and drug trafficking.  The United States and China subsequently made statements of support for the ASEAN Declaration.  In 1995 China occupied Mischief Reef – well within the Philippines’ claimed 200 nautical mile Exclusive Economic Zone – and built facilities there.
  In response, the Philippines removed Chinese claim markers in neighboring areas.


The United States has issued statements advocating freedom of navigation, peaceful measures to resolve differences, and the use of international law, especially the 1992 United Nations Convention on the Law of the Sea,
 which, with the exception of Taiwan, the six claimants have signed.  The United States has taken no position on the legal merits of competing sovereignty claims and supports peaceful resolution of claims and peaceful development of resources.  In addition to dependence on freedom of navigation through the South China Sea, U.S. interests include an open economic region that adheres to principles of international law.  The free flow of shipping enhances global trade and regional economic development.  Further, regional stability and growth are reinforced by peaceful settlement of disputes and a preference for the rule of law.  The threat or use of military force would be seen as disrupting regional peace, prosperity, and security. 
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