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ABSTRACT
Title of Dissertation: The Research on 2008 Global Recession in Dry Bulk Tramp
Shipping.
Degree: Master of Science in International Transport and Logistics
The role of dry bulk tramp shipping has become increasingly important in
maritime seaborne trade since most of the dry bulk commodities transported by sea. This
is also partly because the shipping industry has become an internal part of the world
economy in connecting sources of supply and demand for the raw materials and
manufactured goods around the world. Therefore fluctuations in global economy impact
directly dry bulk shipping industry and form dry bulk shipping cycles.
Additionally tramp shipping is highly competitive market where a lot of actors
taking place for high availability of demand. Because of tramp shipping market features,
none of individual dry bulk tramp shipping company can influence whole market
fluctuations. Therefore in order to understand the incremental nature of dry bulk tramp
shipping market, a detailed research needs to be made on key issues related with the
sector in terms of supply reactions as well as creation of demand and reasons for
fluctuations in demand.
In this research, author first described the dry bulk tramp shipping market sector.
He presented infrastructure of the market with its key features. Therefore key players
have been analyzed in relation with their possible trends. Additionally demand factor of
dry bulk tramp shipping has been analyzed according to individual actors and cargoes
separately. Due to market indicators and values that were taken from several information
sources, it is understood that demand side of dry bulk tramp shipping follows an
increasing pattern because of increase in global consumption. Therefore Holt’s Method
is used to predict possible future values of demand and acknowledged the fact that in the
next 5 years period dry bulk tramp shipping shall be supported by generated demand.
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However as experienced in the past, events not always happen as in the same way
they predicted. As like the other sectors of shipping, dry bulk tramp shipping sector has
its own business cycle which often has 4 different stages. As far as recession is concern,
right after having a peak, market declines due to a decrease in industrial production and
consumption volatility which also effects tramp ship-owners negatively. Therefore as
understood during the research, one of the most important indicators for global
economic situation is the GDP growth and global industrial production of emerging and
advanced economies. In chapter three historical values of mentioned indicators, have
been analyzed right before making a detailed research in global recession and its
historical pattern. The fact of analyzing historical behaviors of global recession helped
author to realize special factors such as LIBOR interest rate which gives emergency
signals before massive decrease in economy. At the end a comprehensive analysis has
been done on dry bulk tramp shipping supply and demand under basis of 2008 global
recession.
Last, after having examined the facts of ups and downs in the global economy as
well as maritime dry bulk trade and its supply, author has given information about
possible strategies for survival under period of recession. Therefore at the beginning a
SWOT analysis has been made in order to see opportunities and threats of the industry
as well as strengths and weaknesses of an average company that is running business in
the shipping industry. Therefore author draw possible solutions for tramp ship-owners to
keep sustainable development and manage to survive recession.
Key Words: Global Recession, Dry Bulk Tramp Shipping, Holt’s Method, Seaborne
trade, FFA
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I.

Chapter: INTRODUCTION
1.1.

Research Background

In the last two decades, world economy has increased rapidly because of
Globalization. International trade had seen all time peaks in such a short period of time.
Since most of imported and exported goods are shipped by seaborne transportation,
maritime trade had taken huge share from transaction. Although parties which are
involved in Global Economy should keep this sustainable development, Trade had
increased incredibly higher than what was expected. Everybody was buying and selling
different kinds of commodities and there were still demand in the market. At the end of
the day, that hungry demand had satisfied and Recession knocked the door as predicted.
As far as Recession is concerned, maritime dry bulk shipping had the worst impact since
66.6 percent of Maritime trade were driven by dry bulk commodities. (United Nations,
2008). Now every person in dry bulk shipping companies considering survival strategies.
First of all after having recovered 9/11 recession time in 2001 because of the
terrorist attack, Global Economy had started to increase rapidly. According to
Clarkson’s research, OECD’s industrial production started to increase at the beginning
of 2002. Similarly by the end of 2002, we had seen a rapid growth in Baltic Dry Index.
For instance Baltic Capesize Index started to increase from around 10.000 $/day up to
85.000 $/day till the beginning of 2004. Then again OECD‘s industrial Production
decline by 2 percent, as also did BCI. (Clarkson, 2008)
Secondly as stated by UNCTAD, in 2007, international seaborne trade was
estimated at 8.02 billion tons of goods loaded, a volume increase of 4.8 per cent over the
previous year, 2006. (United Nations, 2008) According to Clarkson’s report, BCI saw its
all time high at the July 2008 with over 220.000 $/day which for sure nobody be able to
predict. (Clarkson, 2008) Till July every owner who is taking part in seaborne trade
investing money on it by building new technology vessels, expanding port facilities and
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powering their crew. It is an interesting reflection on human nature that, as boom year
followed boom year, it became orthodoxy to assume that as in the past, this would be the
pattern in the future too. This was graphically illustrated in the dry bulk markets by the
extraordinary correlation seen between the rising order book for Cape size vessels and
forward expectations for Cape size freight. They rose in tandem. It can be understood
that while everybody was happy, just a few people were asking themselves ‘What if this
pink dream turn into disaster?’
However it is a natural rule. ‘Everything has one end.’ According to the
economists, the collapse of the housing market led to bank collapses in the US and
Europe, causing the amount of available credit to be sharply curtailed. Therefore banks
stopped opening Letter of Credits which is the main part of trade. Trade stopped so did
seaborne trade. That is the main and brief explanation why today BCI it is around 15,000
$/day which is a bit high after having helped by Vale and China. Shipping Companies
are having claims with Shipyards, laying up vessels and biggest operators such as
Industrial Carriers facing bankruptcy. Because of production reduction, most of workers
have been fired especially in automotive giants such as Honda, Ford and General Motors
from which directly and negatively maritime trade effected. Not only maritime
community, nearly everybody discussing how to refresh economy.
Consequently the rate of growth in this sector is more moderate than any other
sector with high levels of demolition expected. Freight rates are expected to decline until
2011 as higher supply growth rate is likely to squeeze rates over the forecast period. In
2012-13 an upturn can be expected as the supply-demand gap starts contracting.
(Drewry Shipping Consultants Ltd, 2008)
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1.2.

Literature Review

Maritime Transportation has direct links with World Economy. The ties that bind
the world together, that make interdependence a practical reality, are the routes that
traverse the oceans. (Kendall, 1912)
Thus the merchant fleets which are key players on ocean routes, classified into
different categories or branches by which their productive units, the ships are assigned.
(Shou, 2008), (Alizadeh & Nomikos, 2002) For instance in our case so called The
Tramp belongs to The Tramp Freight market whose demand is spot transit of Bulk
Commodities.
Tramp Shipping Market, it is the sub type of international maritime freight
transportation markets by which individual and regular services is given for
transportation of different commodities. Statistical Evidence shows that, although price
in The Tramp Freight Market do fluctuate with general fluctuations in international trade,
they do not follow them absolutely. The reason is Tramp Shipping Market has
characteristics of Perfect Competition where there are great number of charterers and
ship owners actively in operation. (Metaxas, 1971), (Shou, 2008)
In order to understand whys and wherefores of recessions in the market, we have
to examine Supply and Demand features of The Tramp Shipping Market in relation with
Dry Bulk Market. The demand for ships is derived from demand for transport services.
This has implications for the markets for ships as it links the development in these
markets directly to the conditions in the world economy and international trade. The
magnitude of demand for tramp shipping services mainly following factors such as the
volume and structure of international trade, the geographical pattern of world production
and consumption of raw materials, agricultural and industrial commodities and the level
of demand for the commodities transported by tramp ships at the countries of origin and
destination. (Strandenes, 2002)
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Additionally, the main source of supply for tramp shipping services is the
relatively small and independent shipping companies and operators. There are thousands
of shipping companies owning and/or operating tramp shipping tonnage, but none of
them is large enough to influence the world tramp freight mechanism. Furthermore
technological developments led to more sophisticated and larger designs, aiming not
only to realize the economies of scale but also to match specific cargo and trade route
requirements. By the help of increase in specialization, tramp shipping operators have
forced themselves to expand their service structure in order to maintain a brand quality
in their customers’ minds. As a result, dry bulk shipping may be broadly divided into
four different sectors (Handysize, Handymax, Panamax and Capesize) according to the
cargo carrying capacity of the vessels. But it should be born in mind that there are
reasonably high quantity of vessels which are smaller than 30,000MT so called Handy
vessels down to 4,000MT that are giving Tramp Shipping Services. Because shipping
services can be considered to be position processing services category in which
customers ask a service arrangement to provide treatment not directly to them but rather
to some physical position (ships, cargoes etc) they owned. Thus most significant
determinant of supply is “seasonal flow of special goods” such as iron ore and coal
which is again closely related with demand. (Cerit, 2002), (Stopfort, 2005), (Gleie, 2003)
However, In 2008, a recession throughout the industrialized world was suggested
by several important indicators of economic downturn. Contributors to this downturn
included high oil prices, high food prices, and a substantial credit crisis leading to the
bankruptcy of large and well established investment banks as well as commercial banks
in many nations around the world. This crisis has led to increased unemployment, and
other signs of contemporaneous economic downturns in major economies of the world.
Therefore The Global Financial Turmoil also engulfed the dry bulk market, with
chartering activity heavily reduced and rates plunging in response to excessive tonnage.
Many owners were forced to fix their vessels below the operating costs. The economic
slowdown, credit crisis and decline in Chinese imports of iron-ore and coal have
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recently pulled down Baltic Dry Index to nearly its bottom line. This huge decline across
all vessel segments is expected to prompt some Ship Owners with deep pockets to lay up
their vessels until freight rates move back to operational levels. Moreover a number of
reports suggest that some shipyards’ inability to secure refund guarantees is likely to
have an impact on the delivery schedule of new building vessels due in and after 2010.
(Drewry Shipping Consultants Ltd, 2009), (Wikimedia Foundation, Inc, 2001) (Stopford,
2002)
On the other hand The Dry Bulk Shipping and Global Recessions have close
relations. Briefly, the index measures the demand for shipping capacity versus the
supply of dry bulk carriers. The demand for shipping varies with the amount of cargo
that is being traded or moved in various markets (supply and demand). Furthermore Dry
bulk primarily consists of materials that function as raw material inputs to the production
of intermediate or finished goods, such as concrete, electricity, steel, and food, the index
is also seen as an efficient economic indicator of future economic growth and production.
The Baltic Dry Index is termed a leading economic indicator because it predicts future
economic activity. On 20 May 2008 the index reached its record high level since its
introduction in 1985, reaching 11,793 points. Half a year later, on 5 December 2008, the
index had dropped by 94%, to 663 points, the lowest since 1986, though by 4 February
2009 it had recovered a little lost ground, back to 1,316. These low rates move
dangerously close to the combined operating costs of vessels, fuel, and crews.
Consequently by the year 2009, sea borne transportation costs had already
negatively been affected by credit crunch, extremely high bunker prices, lack of labor
force etc. However the key stone for the recession is the lack of issuing letter of credit
which is required to purchase cargoes, avert traders in buying or selling goods as it
influenced consequently with seaborne transportation with led several major, leading
shipping companies, operators and shipyards to be bankrupt. Combination of several
problems created a perfect storm for the world's marine commerce.
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1.3.

The Framework and Content of the Dissertation

The aim of the dissertation is to describe relationship between Dry Bulk
Shipping Market and Economic Recessions and to analyze alternative survival strategies
for a dry bulk shipping company which is under a certain, undesired economic recession
period.
For the propose of the research, author will answer following questions;
•

What is the features of Tramp Shipping Companies and Tramp Freight

Market
•

Which factors effecting Tramp Shipping demand and What is the

incremental nature of demand
•

Why Dry Bulk Shipping Market is so sensitive and directly related with

Global Economy?
•

Why does Global Recession happen and What are the stages of Economic

Life Cycles
•

Under recession, what kind of strategies can be chosen for a Dry Bulk

Shipping Company
•

Which kind of measures can be used to measure the risks

To be able to achieve best solution, a detailed research will be done on The
Tramp Shipping Industry and Dry Bulk Market. It is intended to find “The
Specifications and Features of Tramp Shipping Companies and trends of Dry Bulk
Market” by the analysis of detailed research. Additionally a research will be done on
Economic Recessions under seaborne transportation basis and historical pattern of
recessions will be acknowledged. Relationship between Tramp Shipping Companies,
Dry Bulk Market trends and Economic Recession patterns will be tested by using
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quantitative1 and qualitative2 techniques. Lastly, alternative solutions will be tested by
organizing an imaginary scenario with MUTLU Shipping Company.
In the research author use Economic Principles (Demand, Supply and Market
Equilibrium, Perfect Competition Model) as well as Mathematical Forecasting methods;
Times Series, Moving-Average Method, Exponential Smoothing, Simple Linear
Regression. The principle of supply and demand is applied to analyze the Tramp
Shipping Industry and Dry Bulk Market. Furthermore World Economic Recession
periods will be analyzed in relation with Dry Bulk Market.
Secondly in to be able to help decision-making and to compare between
alternatives, a unique method is required. Therefore there are important points needs to
be stressed such as the value of an analysis relies on the information in which it is based
(Forecasting) and the analysis is only one criteria among several issues (technical,
historical, political). On the way to reach best solution for decision makers, profit/loss,
cash flow analysis, alternative’s internal rate of return will be calculated on the case
study.
Finally in order to reach applicable solution for real world, information about
experiences will be taken either by surveys from Turkish companies or interviews with
Chinese companies and will be composed with statistical data.

II.

Chapter: THE DRY BULK TRAMP SHIPPING INDUSTRY

2.1. Shipping Industry and Tramp
Shipping is one of the world’s most international industries and in studying
maritime economics we are drawn into a discussion of the world economy as a whole.
Seaborne Trade is, in a sense, at the apex of world economic activity.(Stopfort, 2005) As
1
2

Quantitative analysis will be done by using the Monte Carlo Simulation technique
Qualitative analysis will be done by using the Flow Chart and Graphical Analysis
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far as interaction is concerned, International trade and World economy together generate
demand. Such demand can mostly be satisfied by the supply of shipping services.
Therefore it is crucial to understand what carrying capacity is required for transporting
each individual good all around world under seaborne trade basis.
With the exception of the cruise and ferry business, shipping serves industrial
customers not consumers. The clients include large corporations like oil companies,
chemical companies, steel mills, car manufacturers, sugar refiners, traders and a host of
other manufacturing companies which source raw materials and distribute their products
in the international market. The product sold is sea transport. (Clarkson Research
Studies, 2004)
Ships

Commercial
Ships
Passenger
Ships

Military Ships

Pleasure
Crafts

Cargo Ships

Mixed Cargo
Ships

Support Ships

Special Cargo
Ships

Collateral
Cargo Ships

Cabel Layer
Ships

Passenger

Vehicle

RORO

Train

OBO

Oversea
Ships

General
Cargo Ships

Bulk Carriers

Oil Tankers

Liner Ships

RORO

Ore Carriers

Wine Tankers

Rescue Ships

Container
Ships

(Chem) Acid
Tankers

Research
Ships

Reefer Ships

Fresh Water
Tankers

Drillships

LPG Carriers

Dredgers

LNG Carriers

Survey Ships

Ferries

Dry Cargo
Ships

Liquid Cargo
Ships

Product
Tankers

Figure 2.1.1.: Ship Types Source: Akdogan(1988)
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Supply Ships

Tugs

Service Ships

Ice Breakers

Fishing Ships

To begin with, a brief explanation will be given about most important players of
shipping industry; ships. Ships are difficult to classify, mainly because there are so many
criteria to base classification on. One classification is based on propulsion; with ships
categorized as either a sailing ship or a motor ship. Another way to categorize ships and
boats is based on their use, as described by Paulet and Presles. (Paulet & Presles, 1999)
This system includes Military Ships, Commercial Ships, fishing Ships and Pleasure
Crafts as shown below.( (Akdogan, 1988) updated by author according to (Stopfort,
2005))
As far as Dry Bulk Commodities are concerned, commercial cargo vessels that
can carry each specific type of dry cargoes are classified partly by their capacity, partly
by their weight, and partly by their dimensions (often with reference to the various
canals and canal locks through which they can travel). Although due to the development
in worldwide nowadays we have hundreds of thousands of different types of specialized
vessels in various categories.
2.2.

Infrastructure of Key Players in Dry Bulk Shipping
According to UNCTAD Review of Maritime Transport 2008 Report, most

common categories include; Handy-size, Handymax, Panamax, Small and Large
Capesize bulk carrier.
2.2.1.

Handy-size Bulk Carrier (10,000 – 34,999DWT)
These ships mostly have their own gear like the big and very important group of

bulk carriers within the 10,000 – 35,000 Dwt bracket, which are referred to as
“handysize bulkers”. (Gorton, Hillenios, Ihre, & Sandevarn, 2004) Handysize ships are
very flexible because their size allows them to enter smaller ports, and in most cases
they are 'geared' - i.e. fitted with cranes - which means that they can load and discharge
cargoes at ports which lack cranes or other cargo handling systems. Compared to larger
bulk carriers, handysizes carry a wider variety of cargo types. These include steel
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products, grain, metal ores, phosphate, cement, logs, woodchips and other types of socalled 'break bulk cargo'. The most common industry-standard specification handysize
bulker is now about 32,000 mt deadweight on a summer draft of about 10.0 metres, and
features 5 cargo holds with hydraulically operated hatch covers, with four 30 metric ton
cranes for cargo handling. Some handysizes are also fitted with stanchions to enable logs
to be loaded in stacks on deck. Such vessels are often referred to as 'handy loggers'.
(Wikimedia Foundation, Inc, 2001)
In the last two decades, mostly due to rapid development of demand for part
cargoes which can’t be containerized, special type of vessel which is in between 17,000
– 23,000DWT bracket and so called “Tweendeckers” was created. Tweendeckers are
general cargo ships with two or sometimes three decks. The upper deck is called the
main deck or weather deck, and the lower deck is the tweendeck. Cargo such as bales,
bags, or drums can stacked in the tweendeck space, atop the tweendeck. Beneath the
tweendeck is the hold space, used for general cargo. Cargo ships that have fittings to
carry standard shipping containers and retractable tweendecks (that can be moved out of
the way) so that the ship can carry bulk cargo are known as multipurpose vessels.
(Wikimedia Foundation, Inc, 2001)
2.2.2.

Handymax Bulk Carrier (35,000 – 54,999DWT)
The ability of handymax bulk carriers to trade widely, calling at many ports with

a variety of bulk cargoes, is one of the main attractions of handymax-sized tonnage. The
particular designs of their length, beam and draft make this versatility possible. Vessel
has overall lengths between 180 and 200 meters and it has a beam measurement of less
than 32 meters, meeting regulations of most important transit ways such as the panama
canal and St Lawrence seaway Locks. Handymax has typically in between 35,000 55,000 DWT.
The general purpose of handymax bulk carriers are suitable for operation in a
wide range of cargoes such as agribulks, coal, ores and minerals, fertilizers, etc and in
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some cases for “semi-bulks” such as steel products and packaged timber. The design of
general purpose handymax class will not be such that it limits their trading in specific
sectors. However, the ships are not of uniform design. There are variety of different
designs, offering variations on such design characteristics as draft, length, beam, cubic
capacity, number of holds (usually 5 holds), cargo handling gear (usually 4 cranes with
25 metric ton lifting capacity per each.), etc. Shipyards develop standard bulk carrier
designs which they can conveniently build in series at competitive cost while at the same
time allowing the owner a degree of flexibility within the specification. Examples of
famous existing designs are Tsuneishi Tess 40 and Oshima OS-40. (Wang, 1993)
Finally, due to the need of high specialization, recently another category is being
built by shipyards. So called Supramax vessels which is in between Handymax and
Panamax catagories. The dead weight tons of supramax varies between 55,000 – 60,000.
2.2.3.

Panamax Bulk Carrier (55,000 – 84,999DWT)
“Panamax bulkers”, which means vessels representing the largest measurements

allowed in length, beam and draught for passage through the Panama Canal in loaded
condition. Panama canal's lock chambers, each of which is 33.53 meters wide by 320
meters long, and 25.9 meters deep. The usable length of each lock chamber is 304.8
meters. The available water depth in the lock chambers varies, but the shallowest depth
is at the south sill of the Pedro Miguel Locks and is 12 - 17 meters. The height of the
Bridge of the Americas at Balboa is the limiting factor on a vessel's overall height
allowed with 57.91 meters. These limitations create the dimensions of a Panamax vessel.
The deadweight range is about 55,000 – 85,000 tons with a concentration within
the 68,000 – 73,000 tons bracket. (Gorton, Hillenios, Ihre, & Sandevarn, 2004)
The process of upgrading many of the ports’ facilities to accommodate ships of
above dimensions, is continuing and as it develops, so the range of commodities these
vessels regularly engage in carrying can widen still further. For instance Iraq’s
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depending of the channels to and from the ports of Khor Al Zubair and Umm Qasr to
around 12 meters draught.
The main trades for Panamaxes are the “big three” of bulk coal, iron ore and
grain, although one finds Panamaxes carrying other commodities, notably bulk
phosphate, cassava from Thailand (along with capesize vessels), and bauxite. Thus this
vessels’ markets divide into various regions such as The Atlantic Basin, The Pacific,
Indian Ocean Basin, From Atlantic to Pacific and/or Indian Ocean or vs. (The Institute
of Chartered Shipbrokers, 2006)
2.2.4.

Capesize Bulk Carrier
Capesize vessel refers to vessels which have the common characteristic of being

incapable of using the Panama or Suez canals, not necessarily because of their tonnage,
but because of their size. However vessels in this size can now transit the Suez Canal as
long as they meet the draft restriction 18.91 meters as of 2008. Additionally these ships
serve deepwater terminals handling raw materials, such as iron ore and coal. As a result,
"Capesize" vessels transit via Cape Horn (South America) or the Cape of Good Hope
(South Africa).
2.2.4.1.

Small Capesize Bulk Carrier (85,000 – 149,999DWT)
Their size ranges between 85,000 and 149,000 dwt along with approximately

length of more than 300 meters. Due to their size there are only a comparatively small
number of ports around the world with the infrastructure to accommodate such vessel
size.
Furthermore, these vessels with limited port restrictions, are being concentrated
on cargoes of iron-ore or coal on long haul runs, operating principally from loading
areas in Australia, South Africa, Brazil, West Africa and the United States and Canada,
discharging mainly the Far East and Europe. In the daily communication capsize vessels
are also classified as “Small Capesize Bulk Carrier” and “Large Capesize Bulk Carrier.
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2.2.4.2.

Large Capesize Bulk Carrier (150,000 – +

DWT)

Due to the increasing demand of iron ore consumption, vessels which have DWT
more than 150,000 entered into market. These vessels are designed with centre holds
(and wing ballast tanks) and weather deck hatches specifically for the bulk carriage, in
the centre holds only, of ore. Because of the density of the metallic ores, such ships have
relatively low cubic capacity but because of the rough treatment that the loading and the
grab discharge can inflict, ore carriers may be of a more robust construction than a bulk
carrier design for a less heavy cargoes. (The Institute of Chartered Shipbrokers, 2006)
2.3.

The Tramp Shipping Features
Shipping, or carriage of goods by sea, has played a significant role in the

development of human society over the centuries. Shipping has been a crucial link by
which commercial relationships have been established between widely separated parts of
the world. The trade development in merchandise and unfinished goods creates demand
for maritime transportation. Correlatively maritime transport remains the backbone of
international trade with over 80 per cent of world merchandise trade by volume being
carried by sea. (United Nations, 2008)
Shipping is a private, highly competitive service industry. The activity of the
industry is divided into 2 major categories of shipping services: shipload services (The
Tramp Shipping), which move goods in bulk for one or a few shippers under irregular
service pattern; and liner services, which carry relatively small shipments of general
cargo on a regular schedule for many shippers.3
In the beginning, it might be better to define “The Tramp Shipping Service” in
order to understand its characteristics better. As it is mentioned by Ma Shou, the
transport service which is given for satisfying particular transport need of a specific
commodity. Therefore sailings are based on cargo commitments that vary with the

3

http://www.history.com/encyclopedia.do?articleId=222245
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vessel’s employment, and are usually different from every voyage. There is no expected
repetition of voyages as a normal part of tramp operation. Each trip is scheduled
individually, subject to the requirements of the cargo to be carried and the particular
route to be followed.
Second, Tramps are usually private carriers for giving service to one shipper for
a full load cargo, but this is not invariably true. Some trades exist in which two or more
shippers of the same kind of cargo may use a single ship. Additionally Tramp operates
under a contract called Charter Party. A charter party is the contract between the owner
of a vessel and the charterer for the use of a vessel. The charterer takes over the vessel
for either a certain amount of time (a time charter) or for a certain point-to-point voyage
(a voyage charter), giving rise to these two main types of charter agreement. There is a
subtype of time charter called the demise or bareboat charter. 4,5
Third, due to market structure, dry bulk tramp shipping market is may be the best
example of perfect competition. Therefore not in the short term, but in the long term
such companies that taking place in this market, are productively efficient. For perfect
competition to exist certain conditions must be satisfied. In case of tramp shipping
market these conditions are; ease of entry into and exit from the market, a large number
of participants, homogeneity of the service, the mobility of assets and services which the
owners provide and efficient information availability (Alizadeh & Nomikos, 2002) ;
•

Many consumers with the willingness and ability to have the service at a
certain freight level, many owners with the willingness and ability to supply
“Homogeneous Service” the service at a certain freight level. The large
number of participants (owners and charterers) in the dry bulk market is a
necessary condition for existence of perfect competition. On the one hand, the
large number of private shipowners and shipping companies as well as state

4
Voyage Charter Party: The charterer hires the vessel for a single voyage and pays freight as a compensation. The vessel's owner (or
disponent owner) provides the master, crew, bunkers and supplies and bears all costs.
5
Time Charter Party: The vessel is hired for a specific amount of time as a compensation of daily hire. The owner still manages the
vessel but the charterer givers orders for the employment of the vessel, and charterer may sub-charter the vessel on a time charter or
voyage charter basis.
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owned companies prevents any single company or a group of them to influence
to supply for freight services and hence, freight rates. On the other hand, the
number of charterers, in the form of private importers, government agencies and
trading companies, is large enough to prevent demand being influenced by a
single agent or a group of them. Service is homogeneous because, the services
offered by bulk ship owners can’t be distinguished through advertising,
trademarks, branding or even reputation and relationships. In fact, it is the
standard nature of the product offered by ship owners and demanded by shippers
that prevents any single participant, or a group of participants, in the market to
take advantage and over price the service or depress the market.
•

It is relatively easy to enter or exit as a business in a perfectly competitive
market; In the shipping business, it is relatively easy to enter into market, as
long as the investor can afford the initial investment required for purchasing
vessel. Availability of special and lenient financial terms on new building or
second-hand vessels for potential investors through banks and financial
institutions shows that it is not very difficult to enter into shipping operations. At
the same time, there are no barriers for investors to exit the industry by
liquidating the company or selling off their vessels and leaving the business after
even a short period of involvement. Additionally the argument of ease of entry
and exit is also true for operation or switching between different routes, when
each route is considered as a separate market. There are no barriers to restrict
owners or operators to enter into a particular trade or switching between trading
routes.

•

Perfect Information for both charterers and shipping companies. This is
because access to up to date information prevents any owner or group of owners
from taking any opportunity to influence a trading route or market. In fact, this is
due to existence of institutions such as Baltic Exchange, the Lloyd’s Maritime
Information Services and Lloyd’s Register of Shipping as well as brokers and
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chartering firms around the world which are involved in collecting shipping
information and publishing reports on a regular basis.
•

Mobility of ships and competition; The fact that the assets that provide the
service in the market (i.e. ships) are mobile. Mobility of shipping services allows
owners to take advantage of freight rate differential and relocate their vessels to
those areas, which are expected to generate higher revenues. This in turn
generates a higher supply in the region and eliminates any extra profit making
opportunity. Therefore this is the mobility of ships and shipping services that
prevents a small number of market participants influencing the market in a
region or trading route.
(Mas-Colell, Whinston, & Green, 1995)
Finally, Tramp cargoes are generally those which can be shipped in bulk so

called homogeneous cargoes which are relatively low in value to compare with
commodities in Liner Shipping. Therefore Tramp Charterers pay lower rates than Liner
Shipping. (Metaxas, 1971)
As a conclusion, It is a free and competitive market with a great number of
charterers and ship owners actively in operation. Freight rates vary according to supply
and demand side of the bulk shipping market. In order to understand supply and demand
side of dry bulk tramp shipping services, we need to examine dry bulk market firstly.
2.4.
2.4.1.

Supply Analysis and Future Predictions of Dry Bulk Tramp Shipping
World Tonnage Supply
Author’s aim in this section is to describe the economic realities of shipping

tonnage supply for dry bulk seaborne trade in relation with world merchant fleet.
As we know the term “supply of tonnage” refers to the available capacity for
carrying cargoes in bulk from one or more ports to one or more ports. All tramp ships
and their substitutes are trading at a given period of time constitute the “active supply”.
All productive units of the industry that are not trading at the same period of time, either
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because of the state of the market (i.e. the laid-up tonnage) or because they are under
repairs, or because they are detained, and so on, constitute the “available supply”. All
tramp ships that are suitable for trading within a given period of time creates “the total
supply” of the tramp shipping tonnage. (Metaxas, 1971)
Data about world merchant fleet capacity are provided blow in the Figure
2.4.1.1. At the beginning of 2008, global merchant fleet capacity exceeded 1.1 billion
deadweight tons. It can be seen from the figure that development of merchant fleet has
been increasing rapidly since 1990. Finally it can be seen that as far as dead weight
capacity is concerned, Bulk Carriers has taken second place after Tankers. Basis yearon-year growth, the tonnage of oil tankers increased by 6.5 per cent and similarly bulk
carriers by 6.4 per cent on 1 January 2008. These two types of ships together represent
71.5 per cent of total tonnage.
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Figure 2.4.1.1.: World Fleet by principle vessel types, selected beginning of year figures, millions of DWT6

2.4.2.

Global Dry Bulk Carrier Fleet
At this point, let’s focus on the dry bulk carrier fleet. As it is mentioned, dry bulk

fleet can be categorized into 4 main types: Handy-size, Handymax, Panamax and Cape
size. According to the Table-2.4.1 below, vertically we can see that from year 1980 to
2008 except Handy-size, which suffers a decrease not only in amount but also in DWT,
the rest of all Dry Bulk Carriers increase a lot. Considering the amount of rest three dry
bulk carriers, the accumulated increase rate is 69.35%, 78.40% and 81.38% respectively.
6

Source: Compiled by the UNCTAD secretariat on the basis of data supplied by Lloyed’s Register - Fairplay
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Considering the DWT, the accumulated increase rate is 68.96%, 79.47% and 86.40%,
which is compliant with the increase of vessel amount. The increase of Cape Size ranks
at the first place, despite it has a lowest base with 143 vessels in 1980, following
Panamax and Handymax bulk carriers.
Furthermore, according to horizontal view, in the old days, around 80s, HandySize play the most important role in the world dry bulk carrier market, while in the
modern times, though Handy size still has the biggest amount, the gap is shortened
respectively among the rest three types.
All the features show a trend that world dry bulk fleet favors the bulk carriers
which have a bigger capability (DWT) in order to follow the pace of international trade.
Table 2.4.2.1.:World Supply of Tonnage by main types of bulk carriers, selected beginning year figures,
millions of DWT7

7

Handy-size Bulk

Handymax Bulk

Panamax Bulk Carrier

Capesize Bulk

Carrier Fleet

Carrier Fleet

Fleet

Carrier Fleet

Million

3,161

76.33

491

23.94

319

22.19

143

17.87

1985

3,467

88.36

597

28.49

580

39.97

255

34.96

1990

3,136

82.09

660

30.54

625

42.51

320

48.07

1995

3,040

80.38

762

34.97

736

50.31

396

61.91

2000

2,893

76.72

996

45.32

938

65.45

490

79.42

2001

2,838

75.3

1,019

46.38

993

69.71

512

83.41

2002

2,763

73.25

1,102

50.6

1,073

75.95

532

87.05

2003

2,713

71.93

1,180

54.59

1,107

78.78

542

89.39

2004

2,681

71.1

1,233

57.39

1,122

80.01

564

93.59

2005

2,724

72.53

1,310

61.39

1,204

86.3

610

102.33

2006

2,758

73.6

1,412

66.91

1,298

93.62

657

110.99

2007

2,768

73.91

1,503

71.79

1,397

101.63

713

121.12

2008

2,842

75.81

1,602

77.14

1,477

108.11

768

131.46

Source: © Clarkson Research Services Limited 2009
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Table 2.4.2.2.:8 Age distribution of the world merchant fleet, by types of vessel 9, as of 1 January 2008
(percentage of total dwt)
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Average

Average

Types of

0-4
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Years

Age
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Change

vessel

Years

Years

Years

Years

and

(years)

(years)

2008/2007

over

10

2007

2008

All Ships

25.8

21.3

15.8

11.7

25.2

11.8

12

-0.2

Tankers

28.8

27.6

14.1

16.2

13.2

10.1

10

0.1

Bulk Carriers

23.4

18.3

18.4

9.6

30.3

12.7

12.9

-0.2

12

10.8

12.2

9.2

55.9

17.1

17.4

-0.3

Ships

37.3

22.9

19.4

8.8

12.4

9

9.1

-0.1

All Others

20.5

15.8

9.8

10

44

14.7

15.1

-0.4
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Figure 2.4.2.1.:World Supply of Tonnage Age Situation11

From above pie chart and table, it can be seen that the majority of new vessels
belong to Tankers and Container ships. On the other hand, the due to specialization in
8

Source: Compiled by the UNCTAD secretariat on the basis of data supplied by Lloyd’s Register – Fairplay.
Vessels of 100GT and above
To estimate the average age, it has been assumed that the ages of vessels are distributed evenly between lower and upper limits of
each age group. For the 20 years and over aged group, mid-point has been assumed to be 23.5 years.
11
Source: Created by author: ©Copyright E.MUTLU,WMU-ITL Shanghai, 2008 according to figures in TableII-Error! Main
Document Only..4.3.
9

10
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maritime industry, nearly half of General cargo vessels become oldies with around 20
years. For Bulk carriers, the percentage of old ships and new ones are nearly equal.
Overall, the 0-4 years old vessels accounts for 25.8% and the vessel about 20 years old
is 25.2%, which shows the market is intended to replace the quite old vessel.
Consequently, according to average age of each type in 2008, container is
youngest, the general cargo is the oldest, and the age of bulk fleet is in the middle,
around 12.9. we can’t state an idea, in spite of the fact that we have an age comparison
between 2007 and 2008. But we can still figure out except tanker, all the other fleets are
getting younger except for bulk category which has a 2% decrease according to the age
of fleet.
2.4.3.

Industry New Comers; New Buildings
Below author analyzes the Dry Bulk Carrier Fleet, new building market based on

same main categories.
Table-2.4.3 is the new building outlook for Handy-size bulk carrier. From the
graph we can see that, in the past ten years, ship owners have a great intention to
increase the amount of Handy-size, the total contract grows from 77 in 1996 up to 312 in
2008, with a over three quarters’ growth, the order book shows the same trend with a
78.72% increase from 163 in 1996 to 766 in 2008.
While we can also find out that seems like ship owners have more ambitions than
actions. The growth of delivered vessel is only 20% compare to the amount of 1996 with
80 vessels, even compare to the lowest amount, 51 in 2003, it only increases by 50%,
much less than the growth of order. And the undelivered & cancelled rate increases
amazingly, in 1996 it’s only twice, and in the following years, due to the order is
relatively low, the cancelled rate reduces and keep stable, but in the recent 6 years, it
goes up like a rocket, especially in 2008, almost up to 10 times.
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Tab
ble 2.4.3.1.: 12 Handy-size
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New building Outloook
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D
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19996

77

1,952,820

163

4,148,952

80

2,068,4122

160

4,033,360

19997

67

1,751,785

160

4,033,360

104

2,607,5188
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3,177,627

19998

38

1,024,414
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67

1,695,215

89
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20001
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Handyymax Bulk Carrier
Undelivered & Canccelled

From the graph above, we can find out that no matter the contract number or the
delivered amount, they both show a growing trend, though there’s some slight
fluctuation. The contract amount increase 67.76% from 79 to 245 since 1996, while the
actually delivered vessel only increases 22.22% from 91 to 117. The contract number
reaches peak in 2007 with 529, and delivery number hit the ceiling in 2008 with 117.
More than coincidence, these milestones are set up at the same year with Hand-size fleet.
Table 2.4.3.3.: 16 Panamax New building Outlook

Panamax Bulk Carrier

Panamax Bulk Carrier's

Panamax Bulk Carrier

Contracts

Orderbooks

Deliveries

DWT

Number

DWT

Number

DWT

Panamax Bulk Carrier
Undelivered &
Cancelled

Date

Number

Number

DWT

1996

53

3,890,189

117

8,509,528

46

3,328,414

124

9,071,303

1997

71

5,320,993

124

9,071,303

75

5,459,020

120

8,933,276

1998

57

4,297,105

120

8,933,276

59

4,358,988

118

8,871,393

1999

124

9,239,230

118

8,871,393

66

4,888,585

176

13,222,038

2000

55

4,204,294

176

13,222,038

61

4,661,756

170

12,764,576

2001

28

2,207,482

170

12,764,576

115

8,598,396

83

6,373,662

2002

91

7,045,607

83

6,373,662

59

4,483,361

115

8,935,908

2003

147

11,458,198

115

8,935,908

24

1,890,479

238

18,503,627

2004

107

8,474,278

238

18,503,627

82

6,293,880

263

20,684,025

2005

106

8,510,463

263

20,684,025

93

7,217,507

276

21,976,981

2006

116

9,345,024

276

21,976,981

108

8,597,170

284

22,724,835

2007

415

34,148,166

278

22,254,835

83

6,689,226

610

49,713,775

2008

249

20,039,922

602

49,107,775

80

6,249,182

771

62,898,515

As to above Panamax new building outlook, it can be seen that contract number
increases 78.71% from 53 to 249, while the delivered vessels’ amount grows up by 42.5%
from 46 to 80. And the contract number reaches peak in 2007 with 415, and delivery
number goes to top in 2001 with 115. As to cancellation rate is also high, in 1996 it is
62.9%, and in 2008 it’s almost 90%.

16

Source: © Clarkson Research Services Limited 2009
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Figure 2.4.3.3.: Panamax New building Outlook17
Table 2.4.3.4.: 18 Capesize New building Outlook
Capesize Bulk Carrier

Capesize Bulk Carrier's

Capesize Bulk Carrier

Capesize Bulk Carrier

Contracts

Orderbooks

Deliveries

Undelivered & Cancelled

Date

Number

DWT

Number

DWT

Number

DWT

Number

DWT

1996

14

2,645,806

87

14,423,743

48

7,920,149

53

9,149,400

1997

34

5,765,621

53

9,149,400

41

7,217,048

46

7,697,973

1998

19

3,315,364

46

7,697,973

13

2,122,658

52

8,890,679

1999

40

6,728,312

52

8,890,679

24

4,149,550

68

11,469,441

2000

22

3,852,895

68

11,469,441

31

5,268,511

59

10,053,825

2001

17

3,176,935

59

10,053,825

32

5,339,281

44

7,891,479

2002

44

7,877,402

44

7,891,479

21

3,716,657

67

12,052,224

2003

73

13,103,587

67

12,052,224

28

4,959,646

112

20,196,165

2004

79

16,456,669

112

20,196,165

41

7,440,089

150

29,212,745

2005

64

12,753,215

150

29,212,745

48

8,760,042

166

33,205,918

2006

138

25,576,285

166

33,205,918

61

10,963,880

243

47,818,323

2007

496

89,526,285

240

47,287,323

55

10,346,924

681

126,466,684

2008

233

45,258,130

673

124,382,684

44

8,615,864

862

161,024,950

With reference to below bar graph and above table for Capesize new building
outlook, we can see that contract number grows by 94% from 14 to 233; though the
newly build Capesize is the least among all four types, the delivered vessels’ amount is
17
18

Source: © Clarkson Research Services Limited 2009
Source: © Clarkson Research Services Limited 2009
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Table 2.4.4.1.: 20 World Bulk Carrier Fleet Demolition Trends among selected bulk carriers

Date

Handy-size Bulk Carrier

Handymax Bulk Carrier

Panamax Bulk Carrier

Capesize Bulk Carrier

Fleet Demolution

Fleet Demolution

Fleet Demolution

Fleet Demolution

Number

DWT

Number

DWT

Number

DWT

Number

DWT

1980

39

614,339

0

0

0

0

0

0

1985

235

5,608,115

41

2,012,245

19

1,354,366

4

520,572

1990

43

974,309

3

128,719

3

233,67

2

244,370

1995

28

663,679

4

200,387

4

269,161

4

675,447

2000

94

2,409,828

17

837,865

3

196,098

7

1,013,460

2001

137

3,618,838

15

692,874

34

2,290,055

11

1,516,268

2002

104

2,757,529

10

478,574

22

1,446,606

10

1,261,541

2003

79

2,141,928

12

572,732

8

597,940

6

760,206

2004

11

235,264

1

56,890

0

0

0

0

2005

15

401,669

2

96,487

3

196,835

2

247,299

2006

35

852,052

2

97,130

8

538,705

2

295,895

2007

9

190,686

1

54,615

2

141,479

0

0

2008

55

1,583,271

8

372,803

17

1,118,430

13

1,942,664

2.4.5.

The Dry Bulk Tonnage Overview and Future Predictions
In October 2008 the world’s shipyards had confirmed orders for over 10,000

cargo-carrying ships amounting to in excess of 380 million GT. By any measure this
represents an all time high, to the extent that the current order book is almost equivalent
to the combined total for all cargo-carrying ship types delivered in the previous decade.
Generally high levels of new vessel ordering have been evident in all fleet sectors since
2003, spurred on by growing volumes of seaborne trade and strong freight rates. But as
the volume of tonnage on order has grown, so to have lead times associated with new
ship deliveries, to the extent that in October 2008 approximately 60 per cent of the
tonnage on order is due to be delivered in 2010 and beyond. (Drewry Shipping
Consultants Ltd, 2008)

20

© Clarkson Research Services Limited 2009
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Table 2.4.5.1.: World Bulk Carrier Fleet Between years 2000-200821

World Dry Bulk Fleet End of the
year

Date

Number

DWT

2000

5,378

275,599,108

2001

5,477

287,330,892

2002

5,553

295,233,955

2003

5,605

302,234,190

2004

5,853

321,472,954

2005

6,137

345,018,584

2006

6,394

369,303,551

2007

6,697

392,711,956

2008

6,937

411,533,566

As stated in (Clarkson Research Services, 2009,Spring) that the supply side of
the bulk carrier market helps to explain why the sector has performed so well in terms of
freight rates over last five years. Basically, dry bulk investors were rather slow off their
marks and deliveries of bulk carriers were modest compared with tankers and
containerships. As it can be seen from table-2.4.5.5. the fleet grew at around 6.5
percentage a year since 2003 which in several years less than the growth of demand.
However now total dry bulk carrier deliveries are about to surge. After having
average increase of 16.89% since 2003, dry bulk carrier deliveries are set to a further
rapid increase. Major dry bulk shipping companies taking significant role in this
development. Therefore here below author explained future of the market with major
players that concern in detail.

21

© Clarkson Research Services Limited 2009
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Table 2.4.5.2.: World Handy-size Bulk Carrier Fleet Between 2000-200822

Handy-size Bulk
Carrier Fleet Beginning
of the year

DWT

Handy-size Bulk
Carrier Deliveries

Number

DWT

Handy-size Bulk

Handy-size Bulk

Carrier Fleet

Carrier Fleet End of the

Demolution

year

Number

DWT

figure
(Casualties,convertions,laid
ups)

Date

Number

2000

2,893

76,720,000

49

1,259,128

94

2,409,828

2,848

75,569,300

10

269,300

2001

2,838

75,300,000

64

1,640,008

137

3,618,838

2,765

73,321,170

2

71,170

2002

2,763

73,250,000

60

1,619,068

104

2,757,529

2,719

72,111,539

6

181,539

2003

2,713

71,930,000

51

1,397,467

79

2,141,928

2,685

71,185,539

4

85,539

2004

2,681

71,100,000

64

1,866,261

11

235,264

2,734

72,730,997

10

200,997

2005

2,724

72,530,000

69

1,977,991

15

401,669

2,778

74,106,322

20

506,322

2006

2,758

73,600,000

54

1,428,032

35

852,052

2,777

74,175,980

9

265,980

2007

2,768

73,910,000

91

2,272,356

9

190,686

2,850

75,991,670

8

181,670

2008

2,842

75,810,000

100

2,798,569

55

1,583,271

2,887

77,025,298

At the end of the year 2008, the Handysized bulk carrier fleet consisted of 2,887 ships

Number

Error with following year

DWT

Number

DWT

2008 ‐ Handysize Bulker Top
Owners (number of vessels)

of 77 million dwt. The order book which is
given above consisted of 766 ships of 23 million

Vinalines

dwt and represents about 26% of total fleet in

Precious Shpg. Ltd.

2008. After taking account of scraping which

Polish Steamship Co.

expected to be heavy since most of the vessels

China Ocean (COSCO)

are old, total dry bulk fleet fall by 1% in 2009

China Shipping Group

and then increase slightly in 2010.

0

50

100

Major Chinese shipping companies such
as China Shipping Group and China Ocean Shipping Company (COSCO) recently own
huge amount of the global fleet. However as discussed above handy-size market consists
of hundreds of thousands small companies by which global market share is shared.
22
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Table 2.4.5.3.: World Handymax Bulk Carrier Fleet Between years 2000-200823

Handymax Bulk

Handymax Bulk

Carrier Fleet

Number

DWT

Carrier Fleet

Carrier Deliveries

Beginning of the year
Date

Handymax Bulk

Number

Demolution

DWT

Number

DWT

Eror with following year
Handymax Bulk Carrier

figure

Fleet End of the year

(Casualties,convertions,laid
ups)

Number

DWT

Number

DWT

2000

996

45,320,000

41

1,956,964

17

837,865

1,020

46,439,099

1

59,099

2001

1,019

46,380,000

101

5,071,242

15

692,874

1,105

50,758,368

3

158,368

2002

1,102

50,600,000

89

4,509,119

10

478,574

1,181

54,630,545

1

40,545

2003

1,180

54,590,000

65

3,369,404

12

572,732

1,233

57,386,672

0

-3,328

2004

1,233

57,390,000

78

4,074,878

1

56,890

1,310

61,407,988

0

17,988

2005

1,310

61,390,000

101

5,455,334

2

96,487

1,409

66,748,847

-3

-161,153

2006

1,412

66,910,000

93

4,978,251

2

97,130

1,503

71,791,121

0

1,121

2007

1,503

71,790,000

99

5,340,230

1

54,615

1,601

77,075,615

-1

-64,385

2008

1,602

77,140,000

117

6,367,119

8

372,803

1,711

83,134,316

Handymax have a substantial order book.
2008 ‐ Handymax Bulker Top
Owners (number of vessels)

The fleet consists of 1,711 vessels of 83 million
dwt, with an order book of 834 vessels of 46.5
million dwt, 48 % of total handymax dry bulk

IRISL

carriers. It is relatively modern segment and after

K. G. Jebsen

taking account of scrapping, and assuming

Mitsui O.S.K. Lines
Nippon Yusen…

deliveries proceed to schedule, it is estimated that

China Ocean…

the fleet will grow 18 per cent in 2009 and 17 per

0

50

100

150

cent in 2010. That is roughly twice the grow rate
of previous two years. As mentioned in previous

sections, the cargo trades for this sector are under less pressure than those which create
demand for larger ships.
When we take a look on ownership of the fleet, we can see that, although the
biggest share goes to China Ocean Shipping Company (COSCO), Japanese owned
vessels has strong power in the market in terms of vessel amount. The reason of this is
mostly because Japan and China both very strong ship builders.
23
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Table 2.4.5.4.: World Panamax Bulk Carrier Fleet Between years 2000-2008 24

Panamax Bulk Carrier
Fleet Beginning of the
year
DWT

Panamax Bulk
Carrier Deliveries

Number

DWT

Eror with following year

Panamax Bulk
Carrier Fleet
Demolution

figure

Fleet End of the year

(Casualties,convertions,laid
ups)

Date

Number

2000

938

65,450,000

61

4,661,756

3

196,098

996

69,915,658

3

205,658

2001

993

69,710,000

115

8,598,396

34

2,290,055

1,074

76,018,341

1

68,341

2002

1,073

75,950,000

59

4,483,361

22

1,446,606

1,110

78,986,755

3

206,755

2003

1,107

78,780,000

24

1,890,479

8

597,940

1,123

80,072,539

1

62,539

2004

1,122

80,010,000

82

6,293,880

0

0

1,204

86,303,880

0

3,880

2005

1,204

86,300,000

93

7,217,507

3

196,835

1,294

93,320,672

-4

-299,328

2006

1,298

93,620,000

108

8,597,170

8

538,705

1,398

101,678,465

1

48,465

2007

1,397

101,630,000

83

6,689,226

2

141,479

1,478

108,177,747

1

67,747

2008

1,477

108,110,000

80

6,249,182

17

1,118,430

1,540

113,240,752

2008 ‐ Panamax Bulker Top
Owners (number of vessels)

Number

Panamax Bulk Carrier

DWT

Number

DWT

Number

DWT

The panamax bulk carrier fleet consisted
of 1,540 vessels of 113.2 million dwt in 2008.
The order book of 602 vessels of 49 million

Mitsui O.S.K. Lines

dwt, about 43% of the existing fleet, is more
Cardiff Marine Inc.

manageable than the capsize order book.
According to (Clarkson Research Services,

Kawasaki Kisen

2009,Spring), in 2009, about 6 million of dwt

Nippon Yusen Kaisha

and in 2010 15.3 million dwt of new fleet will
China Ocean (COSCO)

be delivered. That would have been manageable
0 20 40 60 80 100

if the growth of last two years had continued.
Last as it can be seen from table section which

is painted yellow color, author can’t find data for panamax fleet 2004 demolution.
Additionally Chinese owners taking the majority share from the market, however
Japanese and one Greek owner take the rest of top 5 shares.

24
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Table 2.4.5.5.: World Capesize Bulk Carrier Fleet Between years 2000-2008 25
Eror with following year
Capesize Bulk Carrier Fleet

Capesize Bulk Carrier

Capesize Bulk Carrier

Capesize Bulk Carrier

figure

Beginning of the year

Deliveries

Fleet Demolution

Fleet End of the year

(Casualties,convertions,laid
ups)

Date

Number

DWT

Number

DWT

Number

DWT

Number

DWT

Number

DWT

2000

490

79,420,000

31

5,268,511

7

1,013,460

514

83,675,051

2

265,051

2001

512

83,410,000

32

5,339,281

11

1,516,268

533

87,233,013

1

183,013

2002

532

87,050,000

21

3,716,657

10

1,261,541

543

89,505,116

1

115,116

2003

542

89,390,000

28

4,959,646

6

760,206

564

93,589,440

0

-560

2004

564

93,590,000

41

7,440,089

0

0

605

101,030,089

-5

-1,299,911

2005

610

102,330,000

48

8,760,042

2

247,299

656

110,842,743

-1

-147,257

2006

657

110,990,000

61

10,963,880

2

295,895

716

121,657,985

3

537,985

2007

713

121,120,000

55

10,346,924

0

0

768

131,466,924

0

6,924

2008

768

131,460,000

44

8,615,864

13

1,942,664

799

138,133,200

Lastly, author will analyze Capesize fleet.
At the end of the year 2008, the capsize fleet
consisted of 799 vessels of 138 million dwt. The
order book has edged up to 683 vessels of 124
million dwt and on paper is sufficient to double the
size of the Capesize fleet. In addition, some of
single hull tankers sold for convention to bulk

2008 ‐ Capesize Bulker Top
Owners (number of vessels)
China Ocean (COSCO)
Kawasaki Kisen
Mitsui O.S.K. Lines

carriers have not yet been appeared. Therefore the

Zodiac Maritime Agy.

delivery schedule of 2009 and 2010 will be around

Nippon Yusen Kaisha

28 and 57 million respectively if the growth rate

0

10 20 30 40 50

will continues. Many of these large ships are in well
established yards and if there is slippage or cancellation, the scale of the order book
makes it likely that the fleet will grow rapidly over the next two years.
More over the ownership in the Cape market is shared along with mainly 3
biggest Japanese companies; NYK, MOL and Kawasaki Kisen.
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2.5.

Dry Bulk Market Insight
Due to diversity of consumption areas globally, there are many dry bulk trade

transactions, some internationally others are locally. However individually parties who
are involved local trades such as trade within Mediterranean Sea will not particularly
affects those involved in local trades around China, Japan and Korea region. Therefore it
will be better focusing from the aspect of on dry bulk commodities which have power in
influencing Dry Bulk Seaborne trade.
2.5.1.

Dry Bulk Cargoes
The term “bulk cargo” can give rise to confusion if the physical and economic

aspects of bulk transport are not properly distinguished. Sometimes the term “bulk” is
used to describe commodities such as crude oil, grain, iron ore and coal whose
homogeneous physical character lends itself to bulk handling and transport. This
definition used by the United Nations to classify commodities in the Maritime Transport
Study. Since this is an economics of bulk cargo, so we will define a bulk cargo as ‘any
cargo that is transported by sea in large consignments in order to reduce the unit cost’.
This definition helps to focus attention on the ultimate objective, which is to reduce
costs, rather than the means by which that objective is achieved, i.e. the cargo handling
method or the type of ship used. As a result bulk commodities traded by sea can be
classified into three main categories such as; bulk liquids, major dry bulk commodities
and minor bulk cargoes. This classification is not comprehensive, but it gives a broad
idea of the commodities most commonly traded in bulk carriers. (Stopfort, 2005)

32

Figure 2.5.1.1.: Elements in the bulk transport system26
Additionally the transport system concept of dry bulk cargoes shows similarities.
A typical bulk transportation system is shown in Figure-2.5.1.1. It consists of a sea
voyage and two land journeys. There are four storage areas located at the origin, the
loading port, the discharging port and the destination.
As far as dissertation’s main objective is concern, dry bulk commodities are
taken under consideration. First of all, in terms of volume there are three major, nine
minor dry bulk commodities that are being shipped under seaborne basis. Examples of
major cargoes are Iron ore, Coal, Grain, Bauxite, Alumina and Phosphate Rock and
those minor dry cargoes can be listed as Sugar, Agricultural bulks, Fertilizer, Scrap,
Cement, Coke, Pig Iron, Forest Products, Steel Products. Author has already given
information about ships that carry such cargoes, it is now necessary to complete the
knowledge by giving information about cargo side.
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Source: Martin Stopford,1997
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Accordiing to Figuree 2.5.1.2. it can
c be seen that
t bigger cargo
c
parcelss use bigger
bullk carriers to achieve ecoonomies of scale.
s
The onne of the maiin objectivess of shippingg
ecoonomics is th
hat unit costss can be decrreased by increasing the size of the cargo
c
on thee
shippping leg. Bigger
B
ships have
h
lower unit
u cost, neeed cheaper unit
u cargo haandling
exppenses and sttorage are allso cheaper at
a high throuughput volum
mes. Therefoore the PSD of
eacch commoditty determinees the shippinng consignm
ment of the cargo. For insstance as it
cann be seen bellow, iron oree and grain consignment
c
s need muchh larger shipss than
phoosphate rock
k or sugar. Thhe PSD of eaach commoddity can alsoo be changedd due to
com
mmodity dem
mand and shhipping supplly economiccs (availability of ships), transport
disttances and trransport systtem limitatioons (draft lim
mitations etcc.). (Kavussaanos, 2002)

SHIP

CARGO
O TYPE

TYPE

Cap
pesize

• IRON ORE
O
• COAL
• GRAIN

Pan
namax

•IRON ORE
O
•COA
AL
•GRAIN
•BAUXIITE
•PHOSPH
HATE

•AGRI BU
ULKS
•COKEE
•STEELLS
•CEMEN
NT
•SUGA
AR
•FOREST PRO
ODUCTS
•FERTILIZZER
•SCRA
AP

Handymax

Handy‐size

Figgure 2.5.1.2..: Bulk Carrrier Markett27

27

Uppdated from Clarksson Research Servvices and Redrawnn by author: © Coppyright E.MUTLU
U, WMU-ITL Shannghai, 2009

34

2.5.1.1.

Major Bulk Caroes

2.5.1.1.1.

Iron Ore

Iron ores are rocks and minerals from which metallic iron can be economically
extracted. Iron ore is the raw material used to make pig iron, which is one of the main
raw materials to make steel. 98% of the mined iron ore is used to make steel. (Mineral
Information Institute, 2008)
In most cases, raw, unrefined Iron ores are frequently partly processed into
commodities such as sinter, pig iron, pellets or concentrates, often at processing plants in
developing nations where iron-ore actually mined. The advantage of this first processing
stage is the exporting country earns vital foreign exchange as a result of added value and
importing country saves the cost of processing stage and the iron content of the cargo is
considerably increased thus saving freighting costs.
Although the economies of scale which can be achieved through the use of large
bulk vessels were well known in 1950s, the transition from small vessels to the larger
sizes was not immediate. In 1965, eighty percent of all iron ore was carried in vessels
below 40,000 DWT, and over half of the trade still being carried by vessels below
80,000 DWT. (Stopfort, 2005) However nowadays most of capsize vessels are being
used in order to enjoy the advantage of economies of scale.
In the modern port of shipment for iron-ore, cargoes are loaded at a great speed,
usually by a chute fed by conveyors, with the ore dropped from a great height. Trimming
is rarely required in modern bulk carriers as installations are usually flexible enough to
distribute the cargo fairly even in cargo holds during loading. Discharge of Iron ore in
all except the smallest ports is handled by sophisticated equipment, although the one
common machine is the grab. Consequently, it is not unusual for cargoes in excess of
200,000 tonnes of iron ore to be loaded and discharged within a few days, perhaps at
rates approaching 50,000 tonnes daily. (The Institute of Chartered Shipbrokers, 2006)
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As far as trade routes are concern, we have to point out main exporters and
importers of iron ore. Ore in its various forms comes mainly from developing nations
such as Brazil (Main Ports; Ponta do Ubo, Tubarao, Sepetiba Bay), Peru, South Africa
(Main Port; Saldanha Bay), Mauritania (Main Port; Nouadhibou) and India (Main Ports;
New Mangalore, Mormugoa). Additionally it is being exported by developed nations
such as Australia, Canada, Sweden.
On the other hand, main importers of such commodity in the European region are
EU 15 (mainly Germany, France, Italy, Netherlands, Spain, United Kingdom, Finland,
Belgium, Luxemburg) and Turkey. As experienced in the last two decades world global
production mainly has taken place in Asia. Therefore in the Asian region China remains
the main destination of world iron ore shipments, reflecting its booming steel
production. Other major importers are Japan, Korea, Taiwan, India, Pakistan, Malaysia,
Indonesia. As it can be seen India is taking active role in both Import and Export
operations. There are also two African counties who are importing iron ore such as
Egypt, Libya and four Middle East countries such as Bahrain, Iran, Suudi Arabia and
Qatar but their shares are relatively small in global market.
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Figure 2.5.1.1.1.1..: Major iron ore exporters and ports 1995
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Source: Clarkson Research Studies. Note: Notes against each port indicate the maximum draught in ports of the World
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2.5.1.1.2.

Coal

Coal is not only simple substance but arises with many different chemical and
physical properties which, in return, make the different types and grades suitable for a
wide variation of uses. The most significant consumers of coal are those in industries
related with electricity generation (thermal - steam coal), steel production (Metallurgical
- coking coal), cement manufacturing (thermal - steam coal) and as a liquid fuel. Other
important users of coal include alumina refineries, paper manufacturers, and the
chemical and pharmaceutical industries. (World Coal Institute, 2005)
Coal usually brought to the loading port in rail wagons then loaded via a chute or
conveyor. Discharging is normally by shore cranes equipped with grabs. Much though is
devoted to speeding up the handling process and self-unloading carriers may be one
answer but they are, by their very nature, of higher capital value and thus again cost
issue. (The Institute of Chartered Shipbrokers, 2006)
An example of a coal transportation system is provided by the Hunter
Valley/Port Of Newcastle complex in Australia. The port of Newcastle services the
export trade of over thirty coal mines located in the Hunter Valley behind Newcastle.
The coal moves by rail through marshalling depots to two port stockpile areas. The port
has three coal loaders loading up to four ships at once, ranging from vessels of only
10,000 DWT to coal loaders of 150,000DWT. The water draught is maintained at 15.2
meters by a dredging programme which is paid for by coal and steel companies, making
one of the deepest ports in Australia. (Stopfort, 2005)
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As far as trade routes are concern, author will point out main exporters and
importers of two main kinds of coal; Thermal and Coking. On export side Australia,
Canada, United States of America and China are resources of Coking coal. On Thermal
Coal aspect, Australia and China are again involved but more over South Africa,
Indonesia, Russia, Colombia and Venezuela are key exporters.

Figure 2.5.1.1.2.1.: Major coal exporters and ports 199629
The patterns of shipment are dedicated by the consumption of the main industrial
centers of the world with Japan, P.R.China and the EU nations are predominant in this
aspect. However, the volume of imports does not necessarily bear any relation to the
overall consumption of coal because, in Western Europe and China, for instance a large
portion to the overall requirements is obtained from indigenous resources. Japan is far
less fortunate in this aspect, needing to import much coal to serve its industrial
requirements. Since Geographical and economical factors also play their part, with the
29

Source: Fearnleys, World Bulk Trades, 1995
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result that Europe receivers its major imports from the United States, with Japan and Far
East relying more on sources in Australia, Western Canada, Eastern Russia and South
Africa. (The Institute of Chartered Shipbrokers, 2006)
2.5.1.1.3.

Grain

Grain is an agricultural commodity, seasonal in its trade and irregular in both
volume and route. As it applies to ocean transportation, grain includes wheat and coarse
grain and soya bean. Coarse grain individually consists of maize, barley, corn, oats, rye
and minor agricultural commodities which is described under minor seaborne trade
commodities. Mainly Wheat and to some extend Soya Bean accounted for about half of
the grain trade, mostly destined for human consumption, other half consisted of maize,
barley, oil seeds etc mainly used for animal feed. Consequently it is extremely different
to optimize or even plan grain shipments. (Akdogan, 1988)
An example of the grain transportation system can be given by illustrating the
process of Canadian wheat into consumer products. The wheat is harvested by large
combines in the Canadian Prairies and moved by truck from the field to a storage
elevator, into which it is transferred by conveyor or by an air pressure (pneumatic)
system. From the stowage elevator the wheat is gravity fed to a railroad car and shipped
to port where it is off-loaded from the rail car by opening a hopper in the bottom of the
car to allow the grain fall on to a conveyor under the rail car. From the conveyor
transfers the wheat into an elevator where it awaits transfer to a merchant ship. At this
point loading should seriously taken under consideration because grain cargoes are so
called moveable cargoes. If a careful trimming is not made, it is very easy to overturn
the vessel. Furthermore naturally the elevator must hold enough grain to fill the ship in
order not to let vessels waiting for the cargo. To load cargoes upwards of 70,000 tons
involves carful scheduling of input barges or box cars from many different sources. At
the other end of the voyage the process is reversed and the grain is off loaded from the
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ship into a stowage silo and waited to be shipped to a flour mill or feed compounder.
Discharging can be equally dangerous since there are all the problems of ensuring the
prompt arrival of a multitude of barges and coasters, and penalties for faulty
consignments and demurrage charges grow more rapidly with more cargoes.
However grain trade is seasonal. Therefore supply and demand of cargo volume
fluctuate with the harvest in the exporting and importing regions. As a result shippers
rely heavily on the spot market, using the ships that are available. These fluctuations are
not predictable, so planning transport is very difficult and complex. (Stopfort, 2005)
(Akdogan, 1988)

Figure 2.5.1.1.3.1.: Major grain exporters and ports 199530

30

Source: Fearnleys, World Bulk Trades, 1995
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As far as trade production and consumption areas are concern, it can be seen
main trade routes by simply identifying main exporting and importing countries thru
several continents. On production side, grain mainly exported from Argentina, Australia,
Canada, European Union and United States of America, so called “Big 5”. On the import
side, there are several nations who are taking major shares such as nearly all European
Union in the Europe, Japan, South Korea, Malaysia in the Asian region, Iraq, Israel
Suudi Arabia and Turkey in the Middle East, Brazil, Colombia, Mexico in America and
last Egypt, Algeria, Morocco in the African region.

2.5.1.1.4.

Bauxite and Alumina

Bauxite ore is the raw material of aluminum making, while alumina is its semirefined product. It takes about 5.4 tons of bauxite to produce 2 tons of alumina, from
which 1 ton of aluminum can be smelted. Therefore the trade in bauxite and alumina
shows similar industrial pattern with some special features.
Aluminum production follows the classical pattern of industrial integration and
in principle it is generally possible to optimize the shipping operation by using vessels of
Panamax size and above. The alumina trade, on the other hand does not generally favour
the use of Panamax size and over, since alumina has a high value, needs to be store
under cover and the quantities of raw material required by a smelter are not encouraging
large bulk deliveries.
Finally as far as trade flow is concern, bauxite trade used to be dominated by
North American Imports from the Caribbean, but then after Europe, Japan and in some
extend China entered into market with a major scale. Western Europe and Japan built
domestic aluminum smelters, importing bauxite from the Caribbean and also from newly
developed reserves in West Africa and Australia. As a result although bauxite trade
pattern fairly changed due to its high producing cost, recently there is a rapid growth in
seaborne alumina trade due to demand.
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2.5.1.1.5.

Phosphate Rock

All phosphate used today comes from phosphate rock and it is mainly used for
fertilizer itself or the production of compound fertilizers. Additionally from
transportation aspect, since the average size of plant is comparatively small and often
located in rural areas, the convenient size of cargo parcel is small with little incentive to
use very large bulk carriers except on major routes such as the North Atlantic.
Phosphate rock is found all round the African coastal nations from Togo
(Kpeme) in West Africa northwards via Senegal (Dakar) and Morocco (Casablanca, Jorf
Lasfar, Safi), to Tunisia (Stax and Gabes), which latter nationally also engaged in the
manufacture and export of Ammonium Nitrate. Other exporters are Jordan (via Aqaba)
and Egypt (El Hamrawein), certain of the pacific islands and also south eastern United
States (Tampa), China and The Russian Federation. Main importers are United States,
Europe and Japan. (The Institute of Chartered Shipbrokers, 2006)
2.5.1.2.

Main Minor Bulk Cargoes

2.5.1.2.1.

Sugar

Sugar consists of three trades, raw sugar (which is shipped loose in bulk), refined
sugar (which is generally shipped in bags) and molasses (which is a by-product of sugar
refining and is shipped by tankers).
Many exporting nations of bulk sugar employ mechanical installations where the
product is carried on a moving band before dropping through a spout into vessel’s holds.
Sometimes spreaders are used to distribute the sugar in those holds, thereby improving
the trimming and obtain a better stow. Loading facilities in below mentioned exporter
nations are frequently very poor and since the trade is seasonal and highly fragmented,
there is little incentive to improve them. As a result the trade is still largely restricted to
small ships. Discharge of bulk sugar is affected by grabs, the contents being dropped

42

into hoppers that empty on to a moving band via a weight tower into the refinery,
storage area. (The Institute of Chartered Shipbrokers, 2006)
The largest producers are Cuba, Brazil, the Philippines, the Dominican Republic
and Australia, but a quarter of trade is made up of very small exporters in the tropical
areas.
2.5.1.2.2.

Scrap

From the other end of steel manufacturing process come scrap metals which also
form an important seaborne commodity, the scarp being recycled in the steel industry
and form relatively inexpensive ready material around which some steel industries have
been developed. (Stopfort, 2005)
The main scrap trade used to be concentrated on the United States, Japan, Korea
and Taiwan routes where electric furnaces for steel making were fed with scrap rather
than iron ore. However the world demand for steel is such that in recent years many
more countries are buying scrap steel for recycling. More over trade is not restricted to
any particular vessel size and ships used in range from small coasters to handy and
handymax vessels.
2.5.1.2.3.

Cement

The cement trade is composed mainly of shipments to construction projects in
Africa, Asia and the Middle East. By its nature the trade is volatile and ships tend to be
chartered for either the carriage of bulk or bagged cement. Many small bulk carriers or
tweendeckers are used and port restrictions often require vessels below 30,000DWT.
2.5.1.2.4.

Forest Products

Forest products are named to any wood derived product. Just like the other
trades, forest products can be divided into two main categories; hardwood and softwood.
In trading terms, forest products can be sub –divided between round wood (logs), sawn
timber, pulpwood and woodchips.
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Incidentally, the expressions “ hardwood” and “softwood” relate more to the type
of tree rather than strictly to the actual hardness or otherwise of the wood. For example,
Balsa wood which is the softest and lightest of all woods is technically a “hardwood”.
Conversely, Columbian pine which is a favorite material for the part of the quay that has
to take the shock of a ship coming alongside, is actually a “softwood”.
The main receivers of these diverse materials are Europe, the Far East (Japan
predominantly) and North America, with around half the world’s requirements being
met from North American and Scandinavian origins; although there is a thriving log
trade from the West Coast of South America, where Chile is a major exporter. Those
areas supply principally softwood and we have to turn to tropical and sub-tropical areas
such as Central America, Guyana, Brazil, West Africa, India, Burma, Malaysia and
Indonesia for hardwood sources.
2.5.1.2.5.

Steel Products

Under this topic is a considerable variety of cargoes, ranging from materials such
as bars, rods and beams, through to plates, coils and pipes. As may seem obvious, steel
products emanate mainly from the major industrialized nations both for cross-trading to
others and for the developing nations. However, there is a major trade around semiprocessed materials such as pig-iron, concentrates, direct-reduced iron, etc wherein
developing nations such as Brazil, Chile and Peru have a role to play. (The Institute of
Chartered Shipbrokers, 2006)
In tonnage terms, steel products are one of the largest seaborne commodities that
are being traded with total 268 million tons in 2008, though some of this was by land.
Although a trade of this size might be expected to travel in large bulk carriers, the
shipment of steel products involves a wide range of shipping activities such as deep sea
bulk and general cargo carriers, coasters, barges and even container vessels.
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2.5.1.2.6.

Fertilizer

The minor bulk trades include various manufactured fertilizers, of which
ammonium sulphate and urea are the two important. They are generally powdered or
granular in form, and can travel loose or bagged in a bulk carrier or in liners.
All fertilizers, whether natural or manufactured, need care in handling, although
most can be carried in safety whether bagged or in bulk, giving rise to the oftencountered expression “BHF”.
Since their final market in agriculture, individual consignments tend to be
relatively small. Therefore many shipments are to small ports in rural areas where
usually has poor port facilities. Other factor limiting the size of the vessel in the fertilizer
trade is that 70 per cent of the trade is into developing countries and half is to very small
importers. This results in the trade travelling predominantly by the handy-sized or
smaller vessels. (Stopfort, 2005)
Consequently, as it is appreciated, in order to understand figures and economical
trends of Dry Bulk Trade, detailed background knowledge should be given about both
vessels and commodities that are being carried with those vessels. After having given
relevant information about key players of the Dry Bulk trade, here below, author
analyzes demand of dry bulk trade and makes forecasts for predictions of future trade
development.

45

2.5.2.

Demand Analysis of Dry Bulk Trade

2.5.2.1.

World Seaborne Trade

Table 2.5.2.1.1.: World seaborne trade in ton-miles, selected years (Billions of ton-miles) 31
OIL
Year

Crude Oil

Other Oil Products

Total

Five Main

Other Dry

World

Dry Bulks

Cargoes

Total

2000

8,180

2,085

10,265

6,638

6,790

23,693

2001

8,074

2,105

10,179

6,782

6,930

23,891

2002

7,848

2,050

9,898

6,879

7,395

24,172

2003

8,390

2,190

10,580

7,464

7,810

25,854

2004

8,795

2,305

11,100

8,139

8,335

27,574

2005

9,239

2,510

11,749

9,119

8,730

29,598

2006

9,495

2,635

12,130

9,976

9,341

31,447

2007

9,685

2,755

12,440

10,827

9,665

32,932
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Figure 2.5.2.1.1.: World seaborne trade in ton-miles, selected years (Billions of ton-miles) 32
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Redrawn by author: © Copyright E.MUTLU, WMU-ITL Shanghai, according to the table published in UNTAD, Review of
Maritime Transportation,2008, pg 10.
32
Redrawn by author: © Copyright E.MUTLU, WMU-ITL Shanghai, according to the table published in UNTAD, Review of
Maritime Transportation,2008, pg 10.
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Above table and graph 2.5.2.1.1. clearly illustrates the percentage distribution of
commodities subject to international seaborne transportation trade. According to
Fearnleys Review, world seaborne trade was estimated at 32,932 billion ton-miles which
represent an increase of 4.7 percent over the previous year. More than half of this
development belongs to Dry bulk commodities which have increased much more faster
than oil products. For all dry cargoes, ton-miles increased by 6.1 percent with ten-mile,
for the five major dry bulk growing even faster (8.5 per cent). For the remaining dry
bulk cargoes, ton-miles expanded by 3.5 per cent. Ton-miles for dry bulk cargoes may
be expected to continue to grow with China’s iron ore needs being increasingly met by
new supplier’s such as Latin America.
For the sake of better understanding, first we should describe ton-miles in order
to explain why author used “ton-mile” for world seaborne trade above and “tonne” for
individual dry bulk trade below. As (Dennis, 2004) stated, Ton-miles is the primary
physical measure of freight transportation output. A ton-mile is defined as one ton of
freight shipped one mile, and therefore reflects both the volume shipped (tons) and the
distance shipped (miles). Additionally ton-miles provides the best single measure of the
overall demand for freight transportation services, which in turn reflects the overall level
of industrial activity in the economy. Therefore here above all figures were given in
terms of ton-miles.
As a result according to the graph it can been seen that the portion of five main
Dry Bulks as discussed above, ranks in the first place by over 30 percent with an
increasing trend between years 2000-2007. And also there is no doubt that although the
amount of oil related commodities has increased steadily year on year basis, dry bulk
cargoes' developing trend has already taken the first place after 2004. Therefore it can be
predicted in the future world major consumption comodities will be dry bulks as it used
to be oil related goods.
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2.5.2.2.

Dry Bulk Trade
Below table shows global Dry Bulk trade development between 1999-2008.

However because of the research effeciency, author is mainly focusing on 5 Major (Iron
Ore, Coal, Grain, Bauxite/Alumina, Phosphate Rock) and selected 8 Minor Dry Bulk
(Sugar, Agricultural Bulks, Fertilizer, Scrap, Cement, Coke, Forest Products, Steel
Products) commodities which are also illustrated in detail under following topics.
Move in detail, it can be seen that 5 Major dry bulk commodities have increased
rapidly as it made double itself within 10 years period. On the other hand development
on minor bulks and other dry bulk cargoes including break bulk and containerized
cargoes slower in relation with major bulks. By the year 2008, 2.07 billion tonnes of
Major an 923 million tonnes of Minor bulk traded. Aditionally and more significantly,
other dry cargoes has already taken first place by the help of significant growth in
containerized trade.
Table 2.5.2.2.1.: World Dry Bulk Trade for years 1999 - 200833
Million Tons
Dry Bulks versus
Years

5 Major Dry

Minor Dry

Other dry bulks including containerized cargo

Bulks

Bulks

and break bulk

Total

2008 Estimate

2,070

991

2,114

5,175

2007

1,975

986

2,027

4,988

2006

1,853

956

1,966

4,775

2005

1,726

900

1,890

4,516

2004

1,620

873

1,817

4,310

2003

1,487

815

1,730

4,032

2002

1,409

776

1,659

3,844

2001

1,342

765

1,540

3,647

2000

1,311

749

1,531

3,591

1999

1,191

727

1,408

3,326
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According to (United Nations, 2008) report, demand for dry bulk commodities
are driven, inter alia, by industrial production and growth requirements. Metal industries
are key to the development of emerging and maturing economies, whose economic
growth rests heavily on the availibility of steel, iron ore, coal and other minerals.

2.5.2.2.1.

Trade Analysis of Five Major Dry Bulk Commodities

Table 2.5.2.2.1.1.: World Seaborne Major Dry Bulk Commodities’ Trade Outlook34
Million Tons

Years
versus

2008

Dry Bulks

1999
401

Iron Ore

2000
447

2001
450

2002
480

2003
515

2004
586

2005
658

2006
722

2007

Estimate

782

843

Steam Coal

295

342

381

402

441

481

504

539

565

576

Coking Coal

162

174

169

171

178

179

184

190

207

219

Total Coal

457

516

550

573

619

660

688

729

772

795

Wheat/Coarse Grain

205

214

207

214

206

215

208

225

230

238

42

50

54

57

59

60

64

68

75

75

Soya bean

247

264

261

271

265

275

272

293

305

313

Bauxite/Alumina

54

54

52

55

60

68

78

79

84

86

Phosphate Rock

33

30

31

30

29

31

31

30

32

33

1,192

1,311

1,344

1,409

1,488

1,620

1,727

1,853

1,975

2,070

Total Grain

Total

Above table illustrates global seaborne trade for major dry bulk cargoes in terms
of million tonnes between years 1999 – 2008. At this point author analyzes commodities
individually here below.
Due to increase in steel production generated the growth of iron ore shipments,
which were estimated at 843 million tons in 2008 by (Clarkson Reaserch Services,
April,2009). Additionally, iron ore trade grew at a healthy rate between selected period
by average of 9 per cent year on year basis, which provided further fuel to global dry
34
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Copyright E.MUTLU, WMU-ITL Shanghai, 2009
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demand for food items that depends on grains (e.g. meat) and rising oil prices (e.g.
fertilizers) have contributed to current hikes in food prices, which lead to increased
demand for grain based commodities. Therefore world grain shipments are estimated to
have grown at a modest rate of 3 percent average year on year basis. In 2008, It is
estimated that wheat totalled about 238 million tones together with coarse grain.
Furthermore Soya bean took an important role with 75 million tones.
Last but not least, another three bulk commodities which are shipped by sea are
Bauxite, Alumina and Phosphate Rock. These three commodities are being taken 6 per
cent from total global major bulk commodity trade. First, international bauxite and
alumina trade is estimated to have reached 86 million tons in 2008 and almost equally
shared between the two minerals. Since 2001, the boom in bauxite trade has been driven
by import demand from China. Between 2003 and 2005 trade enjoined 12 per cent
increase. However when it reached 78 million tones, trade returned back on steady
increase with an average of 1 percent every year, According to (United Nations, 2008)
reason is China used to meet nearly its entire bauxite requirements by importing from
Indonesia. However more recently, given the closure of some illegal mines by Indonesia
Government, China has shifted suppliers and imports larger bauxite volumes from India.
Second, in 2008 global phosphate rock trade is estimated to have reached 33 million
tones and for the last two years period, its volume varied between 29 and 33 million
tones. Morocco remained the major exporter and the United States the major importer.
2.5.2.2.2.

Trade Analysis of Eight Minor Dry Bulk Commodities

Below table and graph clearly illustrates trade status for selected minor bulks
between 1999 and 2008. The minor bulks consist of manufacturers, metals and minerals.
Because in minor bulk category there are too many different sub categories by which
commodities are concern, author selected most common commodities which have
largest volume in maritime trade. These are; Sugar, Agri-cultural Bulks, Fertilizer, Scrap,
Cement, Coke, Forest Products and Steel Products. Total volume of selected minor bulk
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commodities is estimated to have reached 923 million tons in 2008. The big increase
came from some metals for instance scrap and steel products.
Shipments of manufactures, namely steel and forest products, are estimated to
have reached volume of 446 million tons in 2008. Trade in steel products accounted for
60.09 percent of this total volume at a faster rate than forest products. Shipments of
various selected metals and minerals (e-g, Coke; 23 million tons, scrap; 93 million tons
and cement; 105 million tons) have also grown, and were estimated at 221 million tons
in 2008. Increasing global demand for steel and iron ore with a resulting higher prices
have fuelled the demand for some minor bulks such as ferrous scrap (which is recycled
as steel) which has important share with 10.08 per cent in minor bulks trade volume.
With new steel production capacity starting up in Turkey, scrap shipments from the
United States on the transatlantic route increased. Also demand for scrap aluminium is
likely to increase in the future, in view of growing global concerns about environment
sustainability and corporate responsibility as it is stated in (United Nations, 2008). This
may potently open new opportunities for maritime transport.
Table 2.5.2.2.2.1.: World Seaborne Selected Minor Dry Bulk Commodities’ Trade Outlook36
Million Tons

Years
versus
Dry Bulks

2008
1999

2000

2001

2002

2003

2004

2005

2006

2007

Estimate

Sugar

40

37

41

44

45

46

48

50

48

48

Other Agricultural Bulks

95

87

87

89

90

97

100

107

112

114

Fertilizer

67

68

66

70

75

81

81

80

92

94

Scrap

55

61

62

67

79

94

90

90

90

93

Cement

72

76

79

75

76

76

96

107

106

105

Coke

18

24

23

23

24

24

20

22

23

23

Forest Products

158

161

164

160

163

166

170

174

175

178

Steel Products

174

184

193

198

205

223

227

256

271

268

Total

679

698

715

726

757

807

832

886

917

923

36

Updated from Clarkson Research Services – Dry Bulk Trade Outlook – Volume 15,No.4, April 2009 and Redrawn by author: ©
Copyright E.MUTLU, WMU-ITL Shanghai, 2009
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consumption of manufactured goods effects the consumption of raw materials which is
the driving factor of necessity of developing dry bulk tonnage market. Therefore it is
needed to analyze what kind of trend Dry Bulk Trade follows, in order to make
predictions for Dry Bulk Tonnage.
First of all author adopts the Holt’s method to be able to forecast future values of
Dry Bulk Seaborne trade. The reason why author has chosen Holt’s Method is because
according to past values of Dry Bulk Seaborne trade statistics which is given below we
can see that trade volume follows a trend pattern. If we believe that a time series
exhabits a linear trend (and no seasonality), Holt’s method often yields good forecasts.
After observing
period trend

in period t, Holt’s method yields and estimate of the level

of the series. Additionally after observing

and per

following equations are

used to update the level and trend estimates. Now, α and β are both smoothing constants,
each between 0 and 1. (Winston & Albright, 1998)
1
1

is a weighted average of;
•

: current observation of Dry Bulk Trade Volume.

•

: an estimate of the period t level based on
previous data.

is a weighted average of;
•
•

:the change in level from period t-1 to period t
: the previous estimate of the trend
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The forecast

made of

in period t-1 is simply the level in period t-1 plus

trend in period t-138;

Table 2.5.2.3.1.: World Seaborne Dry Bulk Trade for period between 1984 - 199939

However to initialize Holt’s method, we need an
Dry Bulks

Total dry Bulk

versus

Cargoes (Million

Years

tons)

initial

of the level. In this case it will be 1999’s trade

figure (3,326 million tons). Additionally we might set
equal to the average annually increase in the time series
during previous 16 years period as shown in Table-2.5.2.3.1.

1984

2,065

1985

2,134

1986

2,122

1987

2,178

1988

2,308

1989

2,400

1990

2,451

1991

2,537

1992

2,573

1993

2,625

1994

2,735

Table-2.5.2.2.1. , using α=0.3 and β=0.1 in order to get

1995

2,891

forecast figures of period 2009-2012, following calculations

1996

2,989

1997

3,163

need to be made in order to design Table-2.5.2.3.2.;

1998

3,136

=

,

,

,

,

,

,

71.4

By applying Holt’s method to 1999-2008 period of
Dry Bulk Seaborne trade volumes which are shown in the

= 3,136 + 71.4 = 3,207,4
= 3,326 – 3,207.4= 118.6

38

This can be generalized to k-period-ahead forecasts. To forecast k periods from now, add the most current value of level to k times
the most recent value of trend.
39
Updated from UNCTAD Shipping Statistics Yearbook 2006, p. 103. and Redrawn by author: © Copyright E.MUTLU, WMU-ITL
Shanghai, 2009
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1
0.3 3,326

1

0.3 3,136

71.4

3,358.13
1
0.1

3,136

1

0.1 71.4

34.09
After having calculated figures for year 1999, author has filled Table-2.5.2.3.2.
in order to get rest of figures which is used to calculate predictions for 2009, 2010,2011
and 2012 respectively.
Table 2.5.2.3.2.: Forecast of World Seaborne Dry Bulk Trade for period between 2009 – 2012 using Hold’s
Method for Trend40

Total dry Bulk

Smoothed

Smoothed

Forecast

Level (Lt)

Trend (Tt)

(ft)

Eror (et)

AbsError

-

-

Alpha

Beta

Cargoes (Million
tons) (yt)

40

1998

3,136

3,326.00

71.40

1999

3,326

3,358.13

34.09

3,397.40

-71.40

71.40

2000

3,591

3,501.55

137.95

3,392.22

198.78

198.78

2001

3,647

3,643.63

141.87

3,639.50

7.50

7.50

2002

3,844

3,817.67

172.44

3,785.50

58.50

58.50

2003

4,032

4,013.15

194.32

3,990.11

41.89

41.89

2004

4,310

4,263.86

247.89

4,207.47

102.53

102.53

2005

4,516

4,514.09

250.11

4,511.76

4.24

4.24

2006

4,775

4,770.14

255.75

4,764.20

10.80

10.80

2007

4,988

5,005.05

235.95

5,025.89

-37.89

37.89

2008

5,175

5,204.70

201.47

5,241.01

-66.01

66.01

2009

5,406.17

MAD

59.95

2010

5,607.63

2011

5,809.10

2012

6,010.56

Drawn by author: © Copyright E.MUTLU, WMU-ITL Shanghai, 2009
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-

0.55

0.95

According to the result by the help of Holt’s Method we can see that global
seaborne trade exactly shows increasing trend ( see Graph-2.5.2.3.1.). For following 4
year period, it is expected to grow by 835 million tons to 6,010 million tons which is an
average growth of 3 percent year on year basis.
Additionally and more importantly mean absolute deviation (MAD) which is one
of the particular measure often used to gauge forecasting accuracy, is used to identify
errors. MAD is simply the average of absolute forecast errors. In order to predict
achievable volumes, MAD should be closest to zero. Another reason is to identify most
suitable Alpha and Beta values which effect the result of the forecast. MAD can be
found by the help of following formula. If T is the number of one-step-ahead forecasts
we make;
∑| |

Although in dry bulk shipping market, trade with most of commodities such as
grain and to some extend coal are being shown to be seasonal fluctuations, market as
whole shows an increasing pattern. On the other hand it is extremely difficult to analyze
all sub markets on basis of seasonal behaviors. Therefore to be able to have a rough idea
for global dry bulk fleet future developments, author has taken dry bulk market as whole
under consideration. Since graph 2.6.1. and graph 2.6.2. show how many percentage of
share each commodity taking from all market volume, it becomes more easy to get an
idea where market is heading to.
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Figure 2.5.2.3.1.: Hold’s Method for Trend Analysis of World Seaborne Dry Bulk Trade for period between
2009 – 2012 using Hold’s Method for Trend41

Last but not least it would be better to inform the major key players who have
generated major volume for global trade development. During last decade China has
played a significant role in global trade by importing raw materials for national
manufacturing process. Therefore China has imported a record level of iron-ore as well
as coking coal for steel production. The big and medium sized steel mills in china were
mainly responsible for the growth since they signed long term contracts with major ironore producers. Despite the weakening steel market, smaller mills have also taken
opportunity provided by current low freight rates to secure long term contract with Vale,
BHP Billiton and Rio Tinto who are the biggest iron ore producers in world wide.
According to author’s future projection for global dry bulk trade, it seems that
there won’t be any undesired happenings in global economy for future development.
However in the year following the outbreak of the United States subprime crisis in
August 2007, the global economy bent. Activity slowed in the face of tightening credit
conditions, with advanced economies falling into mild recessions by the middle quarters

41

Drawn by author: © Copyright E.MUTLU, WMU-ITL Shanghai, 2009
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of 2008, but with emerging and developing economies continuing to grow at fairly
robust rates by past standards. But, financial wounds continued to fester, despite
policymakers efforts to sustain market liquidity and capitalization, as concerns about
losses from bad assets increasingly raised questions about the solvency and funding of
core financial institutions. Therefore on next chapter, author makes an analysis for the
features of the Economic Recession and its effects on Dry Bulk Shipping Market Cycles.

3.

Chapter: ECONOMIC RECESSION IN RELATION WITH DRY BULK
SHIPPING MARKET CYCLES
It has been experienced that shipping markets have suffered a cataclysmic

collapse since peaking in the summer of 2008, and today there is a wide measure of
agreement that the outlook for the markets is far from getting hope. Therefore it is also
believed that the market structures of super cycle years middle 2003 to late 2008 have
been irredeemably smashed, and that the new condition of the dry bulk market poses a
whole range of fresh and at times surprising strategic challenges to every participant in
the market; to steel mills and other charterers for raw materials, to iron ore miners and
other shippers, to ship-owners and operators, to shipyards and banks. (Dineen, 2009)
Therefore in order to understand the impact of global recession on maritime dry
bulk trade, in this chapter author gives brief information about whys and wherefores of
Economic Recessions and its relation with mentioned Dry Bulk Shipping Market Cycles.
3.1.

Economic Crisis and Recession
Economic crisis is the fact by which global, national (in terms of macro) or

organizational (in terms of micro) economies suddenly and unexpectedly collapses.
Economic crisis may occur in very different ways. A rapid contraction in
production, prices suddenly drop in the overall level, bankruptcies and sudden increase
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in the unemployment rate and/or wages, decline in the stock markets, and speculative
movements.
The main features of economic crisis are;
•

The most important feature of the crisis is that, it can not be predicted or can not
be known what time it will occur.

•

At the time of crisis, individuals and organizations are both in danger. However
under crisis environment new opportunities can also be created.

•

Crisis can be either short or long term.

•

The crisis shows spread affect such like an infectious disease. If a crisis occurred
in an organization or nation, it can also affects the other sectors under same
organizations or around other organizations or nations or international.
When Economic Crisis becomes the point at issue, two other economic terms also

used in order to describe the situation; Recession and Depression.
According to the most popular concept in economics, a recession is a general
slowdown in economic activity over a sustained period of time, or a business cycle
contraction. During recessions, many macroeconomic indicators vary in a similar way.
In literature it is believed that if production as measured by Gross Domestic Product
(GDP) has been reduced consecutively two quarter years, it shows the economy is in
recession. Additionally decline in employment percentage, investment spending,
capacity utilization, household incomes and business profits remind the fact of
Recession. (Aktan & Sen, 2002)
3.1.1.

The Growth of World GDP
The Gross Domestic Product (GDP) is a basic measure of an economic

performance, is the market value of all final goods and services produced within the
borders of a nation in a year. GDP is equal to the total expenditures for all final goods
and services produced within the country in a stipulated period of time (usually a 365day year). Furthermore it is equal to the sum of the value added at every stage of

60

production by all the industries within a country, plus taxes less subsidies on products, in
the period. Finally, it is equal to the sum of the income generated by production in the
country in the period—that is, compensation of employees, taxes on production and
imports less subsidies, and gross operating surplus or profits. (Sullivan & Steven, 1996)
The most common approach to measuring and quantifying GDP is the expenditure
method:

GDP = C + I + G + (X − M)

C

: Consumption

I

: Gross Investment

G

: Government Spending

X

: Exports

M

: Imports

Figure 3.1.1.1.: World Real GDP Growth between years 1970 – 2008, according to Emerging, Developing and
Advanced Economies42

42

IMF, World Economic Outlook report, April 2009, pg 1.
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As it can be seen from above two graphs, World Real GDP has been fluctuating
since 1970, however it has a trend of growth. Thus, if we consider recent decade, it has a
booming growth of nearly 150 per cent between 2000 and 2007.
When we consider downturns on the other hand under basis of two consecutive
years for instance 1974-75, 1979-80 and last 2008-09, we can understand that advanced
economies have taken major role for global downturn, although emerging and
developing economies both have positive GDP values.
As a result, according to (International Monetary Fund, 2009 ) when the global
economy is in a severe recession inflicted by a massive financial crisis and an acute loss
of confidence, wide-ranging policy responses have been made to progress in stabilizing
financial markets. At the end the turnarounds depend on financial authorities acting
decisively to restore financial stability and fiscal and monetary policies in the world’s
major economies providing sustained strong support for aggregate demand.
3.1.2.

LIBOR Interest Rate
According to given definition of Economic Recession, other factor which

indicates a coming economical turmoil is Capital Investment Spending. Investment
spending on capital goods such as new factories, plant or buildings, machinery &
vehicles is an important component of demand, but as we shall see, it also has an impact
on the supply-side of the economy. If there is insufficient demand in a market, capital
investment may lead to excess capacity emerging in industries – putting downward
pressure on prices and profits. Therefore one of the most important key factors
determining Capital Investment Spending is LIBOR Interest rate.
The London Interbank Offered Rate (LIBOR) is a daily reference rate based on
the interest rates at which banks borrow unsecured funds from other banks in the

1.
2.

Shaded areas indicate IMF staff projections. Aggregates are computed on the basis of PPP weights unless otherwise noted.
Average growth rates for individual countries, aggregated using PPP weights; aggregates shift over time in favor of
faster-growing economies, giving the line an upward trend.
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London wholesale money market (or interbank market). It is roughly comparable to the
U.S. Federal funds rate. (Wikimedia Foundation, Inc, 2001)
The markets trade funds held in local currency by local investors and funds held
outside the issuing market (Eurocurrency market). These markets have different interest
rates structure, the Eurodollar interest rate being the LIBOR. For each currency, rates
are fixed for up to twelve months. A panel of Contributor Banks selected by the BBA on
the basis of market activity and perceived market reputation are surveyed for their view
of the market rate. An individual BBA LIBOR Contributor Panel Bank contributes the
rate at which it could borrow funds, were it to do so by asking for and then accepting
inter-bank offers in reasonable market size. (Cariou, 2008)
Additionally if the trend of LIBOR interest rate has taken under consideration in
comparison with World GDP, it can be seen that both indicators follow same pattern.
For instance at 2005 both indicators started to increase from around 4 per cent to 5
percent at year 2005 then dropped to almost 3 percent at the year 2008.

LIBOR Interest Rates
7
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Figure 3.1.2.1.: LIBOR Interest Rate Growth between years43

Therefore it won’t be the wrong way if we have taken the pattern of LIBOR
Interest rates into account while making predictions about global financial situation.

43

Source: © Clarkson Research Services Limited 2009
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3.1.3.

Industrial Production
Last but not least there's one more indicator which measures when recession may

happen and how much the economy is suffering during the recession. As every
government experienced during recession fewer cars, rolls of steel, computer chips,
airplane parts, refrigerators, cans of beer, and the millions of other goods that come off
assembly lines. With much lower demand for manufactured goods, factories aren't
producing nearly as much as they can. Lower production has in turn led to the big
layoffs that industrial companies have made during recession periods.
Therefore almost every Government releases its monthly or yearly industrial
production and capacity utilization report, a snapshot of the health of the nation's
industrial sector. It provides clear signs of how bad things have gotten for the nation's
manufacturers and industrial companies, and may hold clues to predictions for the future.
At the end global industrial indexes have been composed by the help of each
individual nation’s industrial production report. The Industrial Production Index is an
economic indicator which measures real production output. It is expressed as a
percentage of real output with base year. Production indexes are computed mainly as
fisher indexes with the weights based on annual estimates of value added. This index,
along with other industrial indexes and construction, accounts for the bulk of the
variation in national output over the duration of the business cycle. (Wikimedia
Foundation, Inc, 2001)
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Figure 3.1.3.1.: OECD Industrial Production Development between years44

As it can be seen from Graph 3.1.3.1. the impact of recessions on activity was
felt quickly and broadly. Industrial production of OECD countries started plummeting in
1999 and mid 2006 respectively. In the case of recent recession which started in 2006
and continued to fall rapidly till early 2009 across both advanced and emerging
economies, as purchases of investment goods and consumer durables such as autos and
electronics were hit by credit disruptions and rising anxiety and inventories started to
build rapidly.

44

Source: © Clarkson Research Services Limited 2009
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Figure 3.1.3.2.: World Industrial Production Development between years 2000 – 200945

From the GPD point of view global industrial production also shows same
pattern. However the impact of recession has different drawbacks on either emerging
economies or advanced economies. Furthermore below graph advice us that industrial
production pattern composes an business cycle which needs to be analyzed.
3.2.

History of Global Recessions in Shipping Industry and effects on Seaborne
Trade
After having analyzed the facts and features of recession, in this section author

studies historical pattern of global economic recessions in connection with Shipping
Cycles. IMF regards periods when global growth is less than 3% to be global recessions
and estimates that global recessions seem to occur over a cycle lasting between 8 and 10
years. According to the IMF terms, the past three global recessions of the last three
decades, global per capita output growth was zero or negative. Additionally as it is
stated in the definition recessions occur right after having two consecutive quarter years
of decline in the GDP. From all given information, we can be advised that Global
Recessions is a part of a cycle. In the economy, it is called Business Cycle.
45
IMF, World Economic Outlook report, April 2009, pg 4.
1. Argentina, Brazil, Bulgaria, Chile, China, Colombia, Estonia, Hungary, India, Indonesia, Latvia, Lithuania, Malaysia, Mexico,
Pakistan, Peru, Philippines, Poland, Romania, Russia, Slovak Republic, South Africa, Thailand, Turkey, Ukraine, and Venezuela.
2.Australia, Canada, Czech Republic, Denmark, euro area, Hong Kong SAR, Israel, Japan, Korea, New Zealand, Norway, Singapore,
Sweden, Switzerland, Taiwan Province of China, United Kingdom, and United States.
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According to (Burns & Mitchell, 1946), Business cycles are a type of fluctuation
found in the aggregate economic activity of nations that organize their work mainly in
business enterprises: a cycle consists of expansions occurring at about the same time in
many economic activities, followed by similarly general recessions, contractions, and
revivals which merge into the expansion phase of the next cycle; in duration, business
cycles vary from more than one year to ten or twelve years; they are not divisible into
shorter cycles of similar characteristics with amplitudes approximating their own.
More over each market has its own cycle by which its formation is generated. Dry
Bulk Shipping Market as stated previously, closely related with demand of international
trade. Therefore an important step in understanding effects of recession in shipping
industry or more intensively dry bulk shipping market, is to recognize the shipping cycle
which is there for a purpose.

3.2.1.

General Features of Shipping Cycles
At the beginning it is better to state that, Cycles play a central part in the

economics of the shipping industry by managing the risk of shipping investment in a
business where there is great uncertainty about the future. Therefore the whole process
starts from the decision of the parties who will bear the shipping risk. A merchant ship is
a large and expensive item of capital equipment. In a world where the volume of trade is
constantly changing, someone has to decide when to order new ships and when to scrap
old ones. If ships are not built but trade grows, eventually business will grind to a halt.
Steel mills run out of iron ore and manufactured exports would pile up in the factories
and ports. However if ships are build and trade does not grow, with no cargo, the
expensive ships sit idle while the unfortunate investors watch their investments rust a
way. This, in essence, is “shipping risk” and it is what the shipping cycle is needed for.
(Stopfort, 2005)
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First, a cycle is an interval of time during which one sequence of a regularly
recurring sequence of events is completed. Many different types of cycles have been
identified such as the Kitchen is a short cycle of 3-4 years; the Fuglar lasts 6-8 years; the
Labrousse can last 10 or 12 years and so on.
Secondly, in shipping the existence of cycles has long been accepted as part of the
shipping business by several authorities. Kirkaldy in 1913 saw the cycle as a
consequence of the market mechanism. The peaks and thoughts in the cycle are signs
that the market is adjusting supply and demand. Additionally E.E. Fayle in 1933
suggested that the buildup of a cycle triggered by the world business cycle or random
events such as wars which create shortage of ships. The resulting high freight rates
attract new investors into the industry thus expanding shipping industry. More over
Cufley in 1972 drew attention to the sequence of three key events common to shipping
cycles. First a shortage of ships develops, second, high freight rates stimulate overordering of the ships in short supply which finally leads to market collapse and
recession. Finally Hamilton in 1991 emphasized in his analysis of long and short
shipping cycles that the important part of the game occurring in the market played by
people in the market and the way they respond to price signals received from the market.
(Stopfort, 2005)
Third, the extreme elasticity of tramp shipping, the ease with which new-comers
can establish themselves, and the very wide fluctuations of demand, make the ownership
of tramp steamers one of the most speculative forms of all legitimate business. A boom
in trade or demand would quickly produce a disproportion between supply and demand,
sending freight soaring upwards. In the hope of sharing profits of the boom, owners
hastened to increase their fleet and new comers occur. Therefore the world tonnage
rapidly increased to a figure beyond the normal requirements, the short boom was
suddenly followed by a prolonged slump.
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However, the shipping market cycles also have other purpose. They create the
environment in which weak shipping companies are forced out, leaving the strong to
survive and prosper.
As a result, according to (Stopfort, 2005), four conclusions which are also clearly
illustrated below Graph-3.2.1.1. can be figured out;
•

The shipping cycle is a mechanism which coordinates supply and demand in the
shipping market.

•

A complete cycle has four stages

•

The cycles are episodic with no firm rules about the timing of each stage.

•

There is no simple formula for prediction of the shape of next cycle.

Figure 3.2.1.1.: Baltic Exchange Dry Index between years46

46
Drawn by author: © Copyright E.MUTLU, WMU-ITL Shanghai, 2009 according to data collected from © Clarkson Research
Services Limited 2009
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When we check Graph-3.2.1.1., it can be understood that Dry Bulk Market Cycles which
indicates dry bulk shipping market life cycle, confirms that figures in the real world are
not following a sequence of regularity. Thus as expressed by “rule of thumb”, a principle
with broad application is not intended to be strictly accurate or reliable for every
situation.
A. Stage 1: Through
A through has 3 major characteristics. First, there will be evidence of surplus
shipping capacity. Ships queue up at loading points and vessels at sea slow steam to save
fuel and delay arrival. Secondly freight rates fall to the operating cost of the least
efficient ships in the fleet which move into layups. Thirdly, sustained low freight rates
and tight credit create a negative net cash flow which becomes progressively grater.
Shipping companies short of cash are forced to sell ships at distress prices, since there
are few buyers. The price of old ships falls to the scrap price, leading to active
demolition market.
B. Stage 2: Recovery
As supply and demand move towards balance, the first positive sign of a
recovery is positive increase in freight rates above operating costs, followed by a fall in
laid up tonnage. Market sentiment remains uncertain and unpredictable.
C. Stage 3: Peak/Plateau
When all the surplus has been absorbed the market enters a phase where supply
and demand are tight in balance. Freight rates are high, often two or three times
operating costs. The peak may last a few weeks or several years, depending on the
balance of supply and demand pressures. Only untradeable ships are laid up; the fleet
operates at full speed; owners become very liquid; banks are keen to lend; secondhand
prices move above book value and prompt modern ships may sell for more than the new
building price.
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D. Stage 4: Collapse
When supply overtakes demand the market moves into the collapse phase.
Although the downturn is generally caused by fundamental factors such as the business
cycle, the clearing of port congestion and delivery of vessels ordered at the top of the
market, all of which take time, sentiment can accelerate the collapse into a few weeks.
Spot ships build up in key ports. Freight rates fall, ships reduce operating speed and the
least attractive vessels have to wait for cargo.
3.2.2.

Historical Pattern of Dry Bulk Market Cycles in Relation with Major
Global Economic Recessions
According to below dry freight index graph and graph-3.2.1.1., identifying the

start and finish of each cycle is not always an easy task. Some cycles are clearly defined,
but others leave room for doubt. There are several of so called “mini cycles” where the
freight rates move slightly above the trend. However as (Stopfort, 2005) stated, with
careful examination of the statistics and main global recession history as given in below
Table-3.2.2.1., there are 4 main periods between years 1869 and 2002 by which 15
cycles can be defined. Additionally by the help of the data taken from Clarkson
Research Services Limited 2009, author will add one more recent cycle and make a total
of 16 shipping cycles that will be defined here below in relation with major global
recession history.
Additionally here below author will review each of 4 periods with 15 + 1 cycles
for two main aims. First is to establish the general economic conditions which existed on
the supply and demand sides of the shipping market during each period, to reach an idea
of overall status of the market. Secondly, author will look at the pattern cycles followed
and try to get sense how industry reacted them at that time. Finally author will examine
the impact of major global recessions to each cycle. Since statistics give no sense of the
real events. So in order to obtain better understanding, a detailed insight look into the
nature of cycles is needed to be made for facts that each cycle had faced.
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Figure 3.2.2.1.: Baltic Dry Index covering between years 1869 - 200247

Period 1: 1869 - 1914
Cycle 1

: Period one started in 1871(Peak), and lasted 10 years until 1881. During

this period rates fell steadily, a, a new generation of steamers competed with sailing
ships which continued to offer low-cost freight carriage, Additionally at the same time
period, Long Depression in United States occurred. It started in 1873, economic
problems in Europe prompted the failure of the Jay Cooke and Company, the largest
bank in the United states, which burst post-Civil war speculative. The collapse of Vienna
Stock Exchange caused a depression that spread throughout the world.
Cycle 2

: After 1882 peak rates started falling to a through in 1883 the again to a

new through in 1884. Because of recession, shipping experts reported that rates were
unprofitable for steamers. The next three years from 1885 through to 1887 were still dull
and highly competitive, with relatively low rates. By this time newly founded liner
47

Source: Stopford, M. (2002). Shipping Market Cycles. In C. T. Grammenos, The Handbook of Maritime Economics and Business
(pp. 207). London and Hong kong: LLP
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business was working hard to establish conferences that would protect them, However,
things improved in 1887 and by 1888 brokers were reporting the year "a remarkable one
in the history of shipping” although Long Depression was still on duty.
Cycle 3

: Third stage commenced in earnest 1890 when freight rates slumped,

driven down by heavy deliveries which greatly exceeded the pervious peak in the early
1885. After 1892 peak, by 1893 the market was in severe depression and rates remained
very depressed through 1984, and 1985 because of the Panic of 1983 in United States.
By 1896 balance seems to have been partly restored and brokers report fluctuating rates
which gave way to a much firmer market in 1898 and upward trend continued to a peak
in 1900 which was reported to be a memoriable one for the shipping industry. With the
help of this third cycle was concluded, which had lasted the grater part of the decade and
was the worst so far.
Cycle 4

: Last stage turned out to be another recession. In 1901 the market

crashed, the leading to a series of very depressed years. This did not let up until 1909
when the market started to believe that the worst was over (Including Panic of 1907).
For once it was right and 1910 was an excellent year.
Period 2: 1919 - 1938
Cycle 5

: Period two started with a peak of freight rates in 1921 after having had

Post-World War I Recession as described in the table below. This was one of the highest
levels of earnings experienced for many years, and was the result of an acute shortage of
merchant shipping tonnage following Great War which ended in 1918. During the
closing years of this war, German U-boat activity had greatly depleted the merchant fleet,
and the shipyards had worked flat out to fill the gap. The rapid expansion of shipyard
capacity coincided with a peak in world business cycle in 1920, producing the peak in
freight rates.
Cycle 6

: It commenced with the downturn in the global economy in 1922 and

freight rates fell sharply to a though in 1925, by which time the second hand price of
steamer had collapsed. There was a brief recovery in freight rates during 1926.
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Additionally trade grew rapidly between 1928 and 1930, but heavily produced new ships
continue to depress the market and rates fell slightly in 1927. By the year 1929 the
shipping industry was anticipating a full recovery for the year 1930, however this
expectation turn into a recession which is called “Great Depression”.
Cycle7

: Last cycle started in 1931 as the shipping industry moved into “the

Great Depression” of the 1930s. The freight index slumped from 115 in 1929 to a trough
of 85 in 1933, the lowest ever recorded. This recession was driven by an unprecedented
collapse in the volume of seaborne trade which fell by 25 per cent between 1931 and
1934.
Period 3: 1945 - 1975
Cycle 8 & Cycle 9

: These two consecutive cycles were occurred between 1945 and

1956 which illustrate the cycle mechanism at its most favorable. There were two cycle
peaks, the first in 1952 which coincided with the Korean War and the second in 1956
which was amplified by the closure of the Suez Canal, greatly increasing the voyage
time to the east from Europe. Unusually both peaks lasted longer than the preceding
through, making this a golden age for shipping.
Cycle 10

: It lasted from 1957 to 1966, probably ranks third in severity

behind the 1980s recession and the 1930s recession. It was triggered by an extreme
combination of supply and demand developments. On the demand side the world
economy had a severe downturn in 1957 ( Recession of 1958) and this resulted a
reduction in the volume of seaborne trade, just as the world shipyards were expanding to
meet the massive investment demand placed during the 1956 Suez boom. The recession
was very severe in the late 1950s, and started to show sign of recovery in the early 1960s.
Cycle 11

: It was short and not very deep. The market finally peaked

moderately in 1970. The market slumped in 1971, and with a very large order book
analysts were predicting that the market would not recover until 1976, providing once
again how wrong forecast can be. In 1973 the market moved into one of the best peaks
in its history.
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Period 4: 1975 - 2002
Cycle 12

: It started in the shipping of 1975 when the dry cargo market collapsed

after remarkable boom of 1974 (Mid 1970 Recession). The bigger sizes of vessels had
already started to move into recession during the second half of 1974, but 1975 even the
small bulk carriers were affected. This recession was triggered by a deep recession in the
global economy, which followed the 1973 oil crisis. In 1976 the market remained
depressed, though the trade was busy and many owners beginning to face liquidity
problems. Laid ups occurred. By 1977 the market had started to edge upwards, with an
improvement of steel industry and thermal coke trade which was benefitting from oil
crisis. However real recovery came 1979, driven by a seven per cent growth in major
bulks and supply growth of only two and half per cent .
Cycle 13

: this period certainly turned out to be unlucky for the dry bulk shipping

industry. Rates fell steadily during 1982 and the deep recession in the world economy
had a major impact on the movement of dry cargo. However investors remained liquid
from the high profits earned during the previous years. That triggers heavy counter
cyclical investment in the cheap new bulk carriers being offered by shipyards. The surge
of deliveries which completely swamped the recovery in the world economy happened
between years 1985 – 1986.
Cycle 14

: it started off with a boom very much like the one experienced in 1979

and 1980. However the following years were quite different. Although there was a
recession in the world economy, bulk carrier investors had by now become so
conservative in their ordering activity that deliveries fell to a very low level in the early
1990s.
Cycle 15

: Last cycle of fourth period started in 1995. By the middle of the 1990s

the conservative investment policy followed by the dry bulk market had evaporated and
bulk carrier deliveries, which had fallen sharply earlier in the decade, increased rocked
wised. The most extraordinary example of investment optimism came in the autumn of
1999 when, five years after early 1990s recession and two years after Asian crisis and
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after three years of depressed freight rates, bulk carrier owners ordered huge amount of
new vessels. The rationale was that the vessels were cheap and would be delivered into
upswing.
Period 5: 2001 - ?
Cycle 16

: First cycle of new millennium started right after having had early 2000

recession, the collapse of American economy right after September 11 attacks and
accounting scandals. It has recovery period including fluctuations till all time peak as a
result of production boom in the world’s most emerging economy, China in 2007. Then
1 year after market collapsed by the help of Late recession in United States. The collapse
of housing market led to bank collapses in US and Europe which triggered down turn in
global trade as well.
Table 3.2.2.1.: Major Global Recessions History between years 1873 – 200948
NBR

DATE

NAME

DETAILS

Economic problems in Europe prompted the failure of the Jay Cooke & Company, the largest
1

1873–1896

Long Depression

bank in the United States, which burst the post-Civil War speculative. The collapse of the
Vienna Stock Exchange caused a depression that spread throughout the world. It is important to
note that during this period, the global industrial production greatly increased. In the United
States, for example, industrial output increased fourfold.
Failure of the United States Reading Railroad and withdrawal of European investment led to a

2

1893–1896

Panic of 1893

stock market and banking collapse. This Panic was also precipitated in part by a run on the gold
supply.

3

1907–1908

4

1919–1921

Panic of 1907

Post-World War I
recession

A run on Knickerbocker Trust Company deposits on October 22, 1907, set events in motion that
would lead to a severe monetary contraction.

Severe hyperinflation in Europe took place over production in North America. It was a brief but
very sharp recession and was caused by the end of wartime production, along with an influx of
labor from returning troops. This in turn caused high unemployment.

48
Drawn by author: © Copyright E.MUTLU, WMU-ITL Shanghai, 2009 according to data collected from several anonymous
sources including (Wikimedia Foundation, Inc, 2001)
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5

1929–1933

Great Depression

Stock markets crashed worldwide, and a banking collapse took place in the United States.
Although sometimes dated as lasting until the Second World War, the US economy was growing
again by 1933, and technically the U.S. was not in recession from 1933 to 1937. Also another
factor is reducing demand for UK exports, also high interest rate defending the gold standard.

6

1937–1938

Recession of 1937

The Recession of 1937 is only considered minor when compared to the Great Depression, but is
otherwise among the worst recessions of the 20th century.
The decline in government spending at the end of World War II led to an enormous drop in

7

1945

Recession of 1945

Gross Domestic Product making this technically a recession. The Post War years were unusual
in a number of ways and this era has little in common with other recessions.

8

1948

Recession of 1948

9

1953–1954

Recession of 1953

The 1948 recession was a relatively brief cyclical economic downturn, the mildness of which led
to confidence in the notion that the Post War-era would be a period of stronger growth.

After a post-Korean War inflationary period, more funds were transferred into national security.
The Federal Reserve changed monetary policy to be more restrictive in 1952 due to fears of
further inflation.
Monetary policy was tightened during the two years preceding 1957, followed by an easing of

10

1957–1958

Recession of 1958

policy at the end of 1957. The budget balance resulted in a change in budget surplus of 0.8% of
GDP in 1957 to a budget deficit of 0.6% of GDP in 1958, and then to 2.6% of GDP in 1959.Suez
Canal Closed July 1956 for one year.
After President Kennedy's 30 January 1961 call for increased government spending to improve

11

1960–1961

Recession of 1960-1

the Gross National Product and to reduce unemployment, the 1960-61 recession ended in
February.

12

1969–1971

Recession of 1969-70

13

1973–1975

Mid 1970s recession

The relatively mild 1969 recession is thought to have been mostly caused by the Federal Reserve
raising interest rates to hold down inflation. Suez canal closed in May 1967.

1973–1974 stock market crash, 1973 oil crisis, A quadrupling of oil prices by OPEC coupled
with high government spending due to the Vietnam War led to stagflation in the United States.

The Iranian Revolution sharply increased the price of oil around the world in 1979, causing the
1979 energy crisis. This was caused by the new regime in power in Iran, which exported oil at
14

1980-1983

Early 1980s recession

inconsistent intervals and at a lower volume, forcing prices to go up. Tight monetary policy in
the United States to control inflation led to another recession. The changes were made largely
because of inflation that was carried over from the previous decade due to the 1973 oil crisis and
the 1979 energy crisis.
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1990-1993

15

Early 1990s recession

US savings and loan crisis leading to the Early 1990s recession. However, Industrial production
and manufacturing-trade sales increased in early 1991.

2001

16

Early 2000s recession

The collapse of the dot-com bubble, the September 11th attacks, and accounting scandals
contributed to a relatively mild contraction in the North American economy.

The collapse of the housing market led to bank collapses in the US and Europe, causing the
2007 - 2009

17

Late 2000s recession

amount of available credit to be sharply curtailed, resulting in massive liquidity and solvency
crises. In addition, high oil prices, stock markets crashed worldwide, and a banking collapse took
place in the United States.

3.3.

Comprehensive Analysis of Dry Bulk Shipping Supply and Demand under
impact of 2008 Recession
Author had analyzed supply and demand features of dry bulk tramp shipping in

detail at pervious chapter 2. More over in this chapter author summarized the history of
recessions and its features intensively. At this point author tries to establish a linkage
between supply and demand features with major global recessions in order to what
causes fluctuations in the market and whether or not it is possible to make predictions
about future development of the market.
Supply /Demand Model 49
According to
economical aspect the relation
which mentioned above can be
described by supply/demand
model as illustrated in figure
on the right. As it can be seen
an increase in demand of global trade and supply of the ships cause a reduction in freight
rates. However if demand exceeds supply it drives freight rates up and the market
49

Drawn by author: © Copyright E.MUTLU, WMU-ITL Shanghai, 2009
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responds by investing in more new ships, which becomes very profitable. Conversely
when total supply of ships in the market far more than it is demanded by charterers,
competition drives freight rates down and owners start to scrap uneconomical part of
their fleet.
3.3.1.

The Demand Force Shaping The Shipping Cycle
After having explained factors determining cyclical pattern, it is crucial to

analyze method for the last cycle and under most nearest historical basis. At first
demand side which is the most important point because of shipping cycles is the
business cycle in the world economy. This injects a cyclical pattern into the demand for
ships which works through into sea trade. According to (Stopford, Shipping Market
Cycles, 2002), there is a historical close relationship between cycles in the world
industrial production and cycles in the seaborne trade. This pattern illustrated down in
the graph 3.3.1.1.
0.1
0.08
0.06
0.04
Annual Growth in Dry…

0.02
0

2000 2001 2002 2003 2004 2005 2006 2007 2008
5.00
0.00
2000 2001 2002 2003 2004 2005 2006 2007 2008
‐5.00
‐10.00

Annual Growth in
Industrial Production of
OECD

‐15.00
Figure 3.3.1.1.: Comprehensive Analysis between Annual Growth in Dry Bulk Trade and OECD industrial
production between years 2000 and 200850

50

© Clarkson Research Services Limited 2009
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Although the correlation is far from perfect, significant fluctuations can be seen
during major economic recession periods in late 2000 and early 2008. In other years it
was less marked but still can be seen. Common sense tells us that when world industry
goes into recession the steel mills use less raw materials, energy consumption drops,
power stations import less coal, so dry bulk trade reduces. When the world economy
recovers the whole process revises and the demand for seaborne imports escalates.
According to (Stopford, Shipping Market Cycles, 2002) again, another
mechanism which contributes to the business cycle is the multiplier and accelerator. This
mechanism leads to cycles because when the economy picks up and an increase in
investment occurs, it raises income by a larger amount (the investment multiplier),
which in turn may produce an increase in demand for the product (the income
accelerator) generating demand for more investment goods, so that the economic system
expands rapidly. Eventually labor and capital fully utilized and the expansion is sharply
halted, throwing whole process into reverse.
Lastly from supply side of the market because order cancellations have not gone
far enough, while suggestions although there is a sense of recovery in the market in
middle 2009, it is said to be a wide scale recovery but premature. According to
Tradewinds, there are encouraging signs in the market, but these are offering temporary
relief rather than the promise of sustainable recovery. Orders are being deferred or
postponed but not cancelled in sufficient numbers. Scrapping in 2009 will exceed the
last five years put together, but deliveries will still be double that figure. But fears of
dropping demand and rising supply will cap dry cargo rates at around break-even levels
over the next two years has led Credit Suisse to slice its outlook for Asian bulker owners.
Reference to Credit Suisse, while commodity demand may improve sequentially from a
low level, supply-side pressure is likely to cap the Dry Bulk owners’ income in the next
two years. The analyst of Credit Suisse cut their rating on the dry bulk sector to
“underweight” and also downgraded China Shipping Development from “outperform” to
“underperform” due to performance of Cosco and STX Pan Ocean as well as Pacific
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Basin. On the demand side as it is reported by Financial Times, It would appear the
Chinese mills are continuing to negotiate hardly because The Chinese mills, being led by
Bao steel, are believed to be looking for a 50% reduction.
3.3.2.

The Supply Force Shaping The Shipping Cycle
As its historical trend has already been analyzed in chapter 2, the influential

factor which effect the supply side of the shipping market cycle, is the investment cycle.
Therefore time period of ordering a new ship and taking having it delivered back is
needed to have taken under serious consideration. Although it mostly depends on the
shipyard where new ship ordered and the type of the ship which is ordered, this can be
anything from 18 months to three years. Thus during construction of the ship, it is
strictly suggested to observe the demand which may have changed.
As experienced historically, when we look at the order book and delivery pattern
of different types of the bulk carriers which are given in chapter 2, we can see that order
book quantity of vessel types have raised during peak times (2001 and 2007). However,
it can also be observed that the amount of the vessels delivered, follows different pattern
but in general it counts nearly less than a quarter per cent of the amount which are
ordered at the peak time. Additionally between years 2004 and 2006, huge amount of
vessels delivered when international dry bulk trade started to decline. It also happened in
near future while for instance, capesize was making huge profits, almost every owner
contracted these massive and expensive boats without predicting the fact that in 2008
might have had a global recession. Recently there is huge amount of vessels waiting in
shipyards order books to be built and delivered by which global dry bulk fleet will
exceed its demand.
Thus ship owners generally think that the ships are cheap when the market starts
increasing and they will to take delivery into up swinging market. Unfortunately it is
difficult to beat the market. On the both occasions when the world economy recovers,
heavy deliveries of new ships keep freight rates down. Counter-cyclical ordering just
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meant that the shipping market missed out on its “boom”, demonstrating that ship
owners need to be cleaver to beat the cycle.
In fact it raises one of the most important factors driving at the shipping cycle,
namely market sentiment. The delays between economic decisions and their
implementation can make cyclical fluctuations more extreme. As stated by Professor
Pigou (1927), if people act independently, their errors cancel out, but if they act in an
imitative manner a particular trend will build up to a level where they can affect the
whole economic system.
As a result our analysis of the shipping market has raised several warnings about
the dangers of relying on simple “rules of thumb” about the cyclical nature of the
shipping market, but it has also shown the importance of the industrial business cycle in
determining the underlying performance of seaborne trade and freight rates. As the
graphs show, seaborne trade generally recovers from each through, but it is difficult to
say in which year this will occur or how strong the recovery will be. We must take many
other factors into account before drawing such a conclusion.

4.

Chapter: SURVIVAL STRATEGIES IN THE PERIOD OF RECESSION
At this point after having explained features of demand and supply side of dry

bulk tramp shipping industry in relation with recessions that experienced so far, it is time
to analyze possible ways to measure possible risks and point out possible ways how to
manage a tramp shipping company under period of recession.
Dry bulk tramp shipping companies in the industry are faced with substantial
business risks in the international environment that they operate. Risks emanate from
fluctuations in global dry bulk trade demand, freight rates, bunker prices, prices of
vessels and to some extend the level of interest rates and exchange rates. All these
factors are determinants of the shipping companies’ cash-flows, and such fluctuations
have a profound impact on companies’ operating profitability as well as decision making
process for business survival. (Nomikos & Alizadeh, 2002)
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Additionally issues raised above grow in more complex and crucial when
examining ship owners’ balance sheet that is presented table 4.1. below.
Table 4.1.: Ship owner’s Cash Flow in Spot and T/c Markets51
Spot Market

Time Charter Market

Voyage Hire

T/C hire

Fixed Costs

(-) operating costs

(-) operating costs

Variable Costs

(-) Voyage Costs

-

Operating Earnings

Operating Earnings

(-) Fixed Capital Costs

(-) Fixed Capital Costs

Capital Gain

Capital Gain

(+) Profit/loss from

(+) Profit/loss from buying

buying and selling ships

and selling ships

Cash Flow

Cash Flow

Revenue

Fixed Costs

Asset Play

Therefore fluctuations in revenue or costs can cause fluctuations in operating
earnings. This may be due to changes in revenue, which is affected by changes in global
dry bulk demand for tramp freight services and by changes in freight rates, or because of
changes in voyage and operating costs such as changes in bunker prices, wage rates,
exchange rates, etc since other operating costs rising in line with inflation rate. In
contrast to time charter markets, operations in the spot market involve voyage costs
payments by the ship owner. Thus apart from fluctuations in freight market, owners are
exposed to fluctuations in voyage costs, the main part which is bunker prices. This is
one of the reasons, why spot markets are deemed riskier than time charter markets.
However there are ways to examine mitigating bunker price risks such as derivatives
trading (BIFFEX FFA’s, etc). Additional source of risk for the owner is the interest rate
51
(Kavussanos, 2002), pg 662. Notes;
1. Operating Costs include manning, repairs and maintenance, stores and lubes, insurance, administration.
2. Voyage Costs include broking commission, fuel costs, port charges, tugs, canal dues etc. Fuel costs from the largest part of these,
and are subject to the highest fluctuations.
3. Capital Costs refer to debt servicing through capital payment.
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risk. This relates to the fixed capital associated with debt finance. They fluctuate with
interest rates as discussed with LIBOR and exchange rate risk. The higher the debtequity ratio in a ship, the greater is the financial leverage, and more is exchange risk
which affects owner’s cash flow through a number of routes, including payment of
freight rates, voyage expenses, purchasing of the asset etc. at risk the residual cash flow.
Last source of risk comes from the fluctuation in the value of asset, ship because
owners often involved in asset play. (Kavussanos, 2002)
According to information about risks by which shipping companies faced, in
order to keep sustainable development, dry bulk companies need to organize and execute
strong Risk Management System to avoid undesired facts. Risk Management is the
identification, assessment, and prioritization of risks followed by coordinated and
economical application of resources to minimize, monitor, and control the probability
and/or impact of unfortunate events. Risks can come from uncertainty in financial
markets, project failures, legal liabilities, credit risk, accidents, natural causes as well as
disasters. Therefore Risk management in a shipping industry which is riddled with
cycles in its rates and prices and which had made and destroyed millionaires over the
years, is extremely important. The issue is mature and has been discussed with
traditional and new instruments that have appeared in the market so far. However author
in this chapter will make SWOT analysis to point a possible dry bulk tramp shipping
company’s straights, weaknesses, opportunities and threats in order to build strong risk
management system. Then after probable alternative options will be analyze to get
investment solutions for recession periods.
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4.1.

SWOT Analysis of Dry Bulk Tramp Shipping Company

Figure 4.1.1.: Illustrative Diagram of SWOT Analysis52

The aim of using SWOT analysis is to determine strengths and weaknesses of a
dry bulk tramp shipping company’s internal sources and to detect opportunities and
possible treats arising from external environment where it exists. A potential member
that is about to enter this highly competitive service industry needs to fully understand
the advantages and disadvantages of the market, so that can obtain sustainable
development and fix a market position in the sector. Therefore by the help of SWOT
Analysis, author’s goal is to take into account internal and external factors existing
inside or around tramp shipping company and search opportunities and threats in order
to minimize risks and maximize profit.
4.1.1.

The Strengths of Dry Bulk Tramp Shipping Companies

Free Positioning of Assets, as we have mentioned in the previous chapters, the fact
that the ships that provide the service in the dry bulk tramp market subject to free
52

http://en.wikipedia.org/wiki/File:SWOT_en.svg
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positioning. Free mobility of ships provides owners to take advantage of freight rate
differential and relocate their vessels to those areas, which are expected to generate
higher income. Additionally the mobility of ships avoids a small number of market
members influencing the specific market in a region or trading route. Because sailings in
the tramp shipping based on cargo commitments that vary with the vessel’s employment,
and are usually different for every voyage. For instance an owner can position his ship
with only finding sole cargo to Singapore - Japan range for far eastern trade while vessel
was trading coal business with in Baltic region.
Require Less Staff on Shore which provide tramp ship-owner high control and
flexibility over the organization, Tramp owners require only small office staff since the
ships seldom are in the home for port. In the relatively rare case of a large number of
ships in the owner’s fleet of tramps, there may be an operating organization. Charterers
customarily are negotiated by cable, and face-to-face contract with charterers is rare. To
service the ships in port of call, agents are employed on a fee basis. Last of all brokers
represent the owner in the charter negotiations and handle the marketing of the owner.
4.1.2.

The Weakness of Dry Bulk Tramp Shipping Companies
Flag Discrimination, a few comments should be made at this stage since the

application of flag discrimination policies by national governments has a direct effect on
the free functioning of the tramp freight market mechanism. Since 1950 both industrially
advanced and relatively underdeveloped countries have been seeking to divert ships of
their own flag cargoes which, in normal course, would find their way into ships of all
flags, depending on their availability and market conditions. This objective is achieved
by the application of flag discrimination. For instance the Brazilian government has
issued a decree designed to ensure that 70 per cent of Brazilian imports are carried in
Brazilian flagged ships or in the ships chartered by Brazilian companies under
government authority.
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Bunker Prices, as a result of globalization the bunker prices have increased
rapidly during the peak time of freight market. Following with recession in global trade,
bunker prices also decline globally which gives evidence to us that despite all other
fluctuations, shipping companies need to observe fluctuations in bunker prices by which
shipping company can control its running costs.
4.1.3.

The Opportunities arisen from Dry Bulk Tramp Shipping Market
The increase in global dry bulk trade is one of crucial opportunity also in tramp

shipping sector. As it is analyzed in chapter 2, global dry bulk trade will be developing
for the following future as a result of global consumption. Although there is significant
amount of entries are being made during peak times, only a few of them be able to
survive. Therefore as predicted, by the time 2012 dry bulk trade volume will reach 6
billion tons which will generate different opportunities for the players in the sector.
Emerging economies such as China, Vietnam, Korea, India, Brazil will be most calling
ports for consignments.

By the help of efficient information dissemination players are able to aware
changes and opportunities in trade routes or markets globally. As it is stated in the first
chapter because of this opportunity, none of tramp ship owners can influence on a
specific route or market. On the other hand there is slightly less efficient information
available in Liner Market that is why Maersk is a trademark in container business. For
instance everybody knows that Maersk has frequent service between Far East and
Europe however nobody knows how they can access cargo sources and build up
relationships.
Technical Developments in Shipbuilding Industry helps to trigger the supply of
tramp freight tonnage. Recently ships which are more fuel efficient and have larger
cargo intake capacity, being built that provides more opportunities to dry bulk tramp
ship owners. The global shipbuilding industry is currently dominated by South Korea,
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which is by far the world's largest shipbuilding nation in terms of tonnage and number of
vessels built, in spite of high labor cost, producing more ships than the entire world
output combined in 2008. This is largely due to its highly advanced shipbuilding
technology and high productivity and efficiency of its shipyards. South Korea's "big
three" shipbuilders, Hyundai Heavy Industries, Samsung Heavy Industries and Daewoo
Shipbuilding & Marine Engineering, dominate global shipbuilding, with STX
Shipbuilding, Hyundai Samho Heavy Industries, Hanjin Heavy Industries and Sungdong
Shipbuilding & Marine Engineering also ranking among the top ten shipbuilders in the
world. In 2007, STX Shipbuilding acquired Aker Yards, the largest shipbuilding group
in Europe, renaming the company to STX Europe in 2008, further strengthening South
Korea's dominant position in the industry. China is a fast emerging shipbuilder and
poised to overtake South Korea in the distant future but is mainly producing low-cost
basic vessels at the moment with major shipyards such as Shanghai Hudong Zhonghua,
Waigaoqiao SY, Jingnan SY, Dalian DSIC, Jintang New Century SY, Nantong SB,
Bohai SB, Xiamen SB and so on. Although Japan lost its leading position in the industry
to South Korea in 2004, and its market share has fallen sharply, as being a developed
nation they have still strong shipyards which are building good vessels such as
Toyohashi SB, Mitsubishi HI and Tsuneishi Zosen . The entire European countries' total
market share has fallen to only a tenth of South Korea and the outputs of the United
States and other countries have become negligible. (Wikimedia Foundation, Inc, 2001)
4.1.4.

The Threats of Dry Bulk Tramp Shipping Market
Tighter trade finance and the global economic slowdown can curb demand for

seaborne trade, stranding cargoes and may send shipping rates in fluctuation by which
tramp shipping company may be affected harmfully if there is no any plan for survival.
Tramps’ freight rates vary in much same manner that stocks and bonds change prices in
the securities markets. The availability of vessels, compared to the offering of cargo, is a
major determinant of freight rates. The charterer’s position is strong when there are
comparatively few cargoes are being offered, hence many ships are competing for the
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business. Additionally the quotation of rates by ship owners is very competitive, and
often a difference of five cents a ton will determine which ship is chartered. Therefore
along with these treats tramp ship owner should carefully observe market behaviors. As
it is experienced many global major dry bulk ship owners and operators such as Atlas
Shipping A/S and Industrial Carriers A/S bankrupt during 2008 Recession.
Availability of Full Cargo may be the most dangerous factor in dry bulk tramp
shipping sector since trade with most of the commodities that are subject to seaborne
trade, show seasonal behaviors. Tramps are contract (private) carriers, and normally
carry full shiploads of a single commodity, usually in bulk. Therefore in most cases
there is only one shipper for a full load of cargo. However some trades exist in which
two or more shippers of same kind of cargo may use a single ship. As a result especially
in trades with minor bulks and grain need to be observed carefully to get trends among
one year period.
Supply of Dry Bulk Tramp Tonnage mainly Chinese Owners; according to article
in TradeWinds53, it is said, “It seems China has adopted a future shipping strategy. A
task of ‘building up’ a substantial dry-bulk fleet that will enable it to carry its own
inward cargoes, raw materials, iron ore, coal, exports, end products and finished goods,
with its own vessels. This will assist China, which is expected to continue to grow on a
steady 8% rate per annum (According to OECD forecast until 2014), to keep shipping
costs to lower levels, as Chinese shipping companies will help and/or dictate charter
rates for Chinese cargo interests to remain at attainable and satisfactory levels. This will
put a strain on non-Chinese ship-owners as they will definitely have to accept lower
freight levels just to compete with Chinese ships. Article also concerned by persistent
rumors there will be very limited cancellation of dry-cargo newbuildings at Chinese
yards over the next two or three years. They might be cancelled by their original
principal that had placed the order, but market talk has it that they will be finally
53

“Dry dominance” By Andy Pierce in London, Published 05 Jun 2009, TradeWinds’ web page
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constructed for Chinese state-controlled shipping concerns. This will enable Chinese
yards to keep active, continue with their building schedules and keep their work force
active. At the end of the day China as a nation will take delivery of brand new extra dry
cargo carrying capacity, enhancing to a great extent the Chinese controlled dry fleet.
This will definitely put even more pressure to non Chinese dry bulk operators.
4.2.

Survival Strategies Under Period of Recession
The importance and effectiveness of risk management techniques and strategies

in shipping operations has been appreciated by dry bulk tramp shipping operators and
owners for a long time, as indicated by the development of risk allocation methods such
as allocating assets by spot chartering in different markets, laying up vessels in the
period of uneconomic seaborne activity, investing on ship, decision for demolition of
ships and physical hedging methods such as period time charter contracts and COA.
However, it was not until early 1980s when ship-owners, charterers and other parties
involved in tramp shipping realized that risk management techniques that had been
applied successfully in commodity and financial markets, such as using futures,
forwards and options, should also be developed and applied for shipping industry. Since
freight either in terms of cargo volume carried on voyage basis or daily hire for time
charter basis, is the only way to provide income for tramp shipping company. However
freight rates in tramp shipping are determined through the continuous interaction of
supply and demand for shipping services in a nearly perfectly competitive market.
Therefore freight rates so tramp shipping companies’ income are highly volatile. As a
result tramp ship-owners are faced with substantial business risks in the international
environment that they operate. In this chapter author puts forward a framework for
identifying and measuring risks and this section author proposes some solutions of how
to handle the question of how to survive under period of recession. (Kavussanos, 2002)
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4.2.1.

Spot Chartering (Short Term Contracts); Fleet Allocation for Different
Markets and Long Term Chartering - Time Charter (COA)
As author informed already, risk can’t be removed but can be reduced. The most

useful way to reduce risk is to allocate the assets in different markets. For analysis, dry
bulk cargoes may sub divided according to the PSD functions of the products carried.
The PSD function depends on the maximum size delivery an industry is able or willing
to accept at any one time. Additionally physical limitations on ship size draw a line
between groups. For instance, Suez and Panamax because size determines the type of
trade the ship will be involved in, in terms of type of cargo and route; this is a result of
the different PSD’s of commodities and the port and seaway restrictions for certain size
ships. At last, design features of vessels are also important. For example cargo handling
gears (cranes), drafts, LOA or coating of hull. As a result here below author divides
markets into four different sub sections according to ship size by which profitability of
each market will be given according to major routes.
4.2.1.1.

Capesize Market

Capesize vessels transport iron ore mainly from South America and Australia and coal
from North America, Indonesia, South Africa and Australia to Europe (Rotterdam),
Japan, and China (Bailun.Baushan). As it can be seen from below table, due to
production and major consumption regions for iron ore and coal cargoes, market is
divided into Pacific and Atlantic areas. Each area has specific trade routes such as
Tubarou – Brazil to Rotterdam or Dampier – Australia to China for iron ore and
Richards Bay – South Africa to Rotterdam for coal shipments. It is clear from the table
4.2.1.1. that after having a huge decline the Pacific has remained stable and the Atlantic
has seen a rally in volumes and rates towards to upwards.
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Table 4.2.1.1.1.: Capesize Single Voyage Average Earnings between 2007 and 200954

The Cape market is very much a sentiment driven one, and despite the slight
downward trend over one year, there is a growing feeling that a strengthening is coming.
Thus each trade route generates its own demand so it is very much true to position
vessels in different market in order to separate risks. Although freight rates among
different trade routes vary in terms of distance between loading and discharging ports,
some route are more profitable with higher risk. Therefore it’s the task for tramp shipowner to give decision for optimizing risks to generate maximum total revenue for the
company.
Lastly, in order to illustrate risk separation, we can look at more recent news
about cape market. According to GFI Dry Freight Desk London55, the market appeared
under pressure and despite continued fixing from West Australia the market had a flat,
easier feel to it. Rates here were at least steady, but there remained a lack of any
significant activity in the Atlantic. The M/V Southern Wisdom, 2004-built chartered by
Companhia Vale do Rio Doce (Vale), the world's largest iron ore producer, for Tubarao
to Qingdao at $16.00 and the charterer has three other ships on subjects around $15.50
54
55

© Clarksons Shipping Intelligence Weekly, Issue No. 868, 1-May-2009
GFI Dry FFA Desk Daily Market Report, 26 May 2009
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on voyage basis. The M/V Grand Mirsinidi, 172,972-dwt 1993-built, due today
Singapore, was allegedly fixed to Noble Group Limited, Asia's largest diversified
commodities trading company for a Brazil/China cargo at $16.00. The ship sailed
Dunkirk 23 March. Swiss Marine has the M/V Bright Century, 1997-built 178,739-dwt
from Rotterdam 4 April for a transatlantic round at $18,000 daily. In the east, it emerged
that Hanjin paid the M/V Cape Sun, 1999-built $7.25 for 5-14 April 160,000-tonne 10%
cargo from Dampier to West Australia.
4.2.1.2.

Panamax Market
Panamax vessels are used primarily to carry grain from US Gulf to Japan and

coal from North America, Australia and South Africa to ARA, Europe, Rotterdam,
Japan. Here below Table- 4.2.1.2.1. illustrates Panamax vessels single voyage earnings
between years 2007 and 2009.
Table 4.2.1.2.1.: Panamax Single Voyage Average Earnings between 2007 and 200956

As it can be seen from the table, like in cape market panamax earnings also
changes according to different trade route where ship is giving service. For instance in
56
© Clarksons Shipping Intelligence Weekly, Issue No. 868, 1-May-2009
*"Average Earnings" are time charter equivalents of spot freight rates, excluding waiting time off-hire etc., for standard routes/ships, for

which see the "Sources & Methods" document on, "SIN 2005" (www.clarksons.net). Standard Ships are indicated by the figures on the left,
e.g. Modern Panamax = Standard Ship no.18.
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coal trades although distance between Us Gulf to ARA longer than Hampton Roads to
ARA, ship-owner can have better income if he had positioned his vessel around east
coast of North America area.
At this point it will be better to illustrate more real market values for better
understanding. According to GFI Dry Freight Desk London57,In the Asia region the
1996-built 73,000-dwt M/V Kronos went to Noble Group Limited for delivery
retroactive Tianjin 22 March for a trip via east coast Australia to India at a $9,900 daily.
The 26-year old 78,394-dwt M/V Antoine D fixed for 28-31 March delivery Singapore
for a trip via Goa to China at $9,500 daily with Farenco who is an international dry bulk
operator and charter in far east region. In the Atlantic region Cargill who is an
international producer and marketer of food, agricultural, financial and industrial
products and services reportedly took the 2008-built 82,300-dwt M/V Ellina retroactive
Cape Passero 23 March for a trip via Port Cartier to Piombino at an easier $14,250 daily.
4.2.1.3.

Handymax Market and Handy-size Market
Handymax vessels transport grain, mainly from North America, Argentina and

Australia and minor bulk products vitally from all around the world. Handy and
Handymax vessels in the dry bulk tramp shipping sector are in general geared so that
they can load and unload cargoes in ports without sophisticated handling facilities. They
can approach more ports compared to larger vessels. As ports of the world have been
developed the new generation of Handymax vessels are carrying more and more
cargoes the Handy-sized vessels can carry. The aim of using Handysize vessels is that
they can approach ports with shallow drafts.

57

GFI Dry FFA Desk Daily Market Report, 26 May 2009
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Table 4.2.1.3.1.: Example of Recent Handy-size and Handymax Trip and Period Charter Earnings58

Above table clearly illustrates examples of beginning of June fixtures for handysize and handymax vessels which are trading worldwide. According to table vessels that
are signed period (time) charter contracts get wide range but relatively low amount of
income compared to ship-owners who choose to fix their vessel on spot market. For
instance M/V Great Creation 1998 built 27,383 DWT handy-size bulk carrier open near
Shanghai was fixed for 1 year period with hire of $10,000/day. However handymax M/V
Bulk Saturn 2003 built went to Japanese NYK for relatively short period with
$25,250/day. This shows us not only vessel size but also demand for such vessel in a
specific area plays an important role for small size tramp ship owners’ income. It is also
similar with vessels that are trading in spot market. Because risk in the spot market is
58
Gulf Maritime Shipbrokers & Consultants Company/Kuwait, Weekly Dry Cargo Report for Handy and Handymax vessels, 31
May 2009
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higher than period, income for such vessels enjoy higher values. For instance M/V
Achilleus 2001 built handymax went to CNR Chartering for a trip via Black Sea to
Persian Gulf with $36,000 daily hire. Additionally due to trade volumes, recently Far
East region is not being attracted by tramp ship-owners. Therefore they are asking
higher daily hire for businesses which leaves ship in between Singapore and Japan
region.
As a result, there is a relationship between time varying freight rate volatiles and
vessel size in the dry bulk tramp shipping sector. Once more a risk, as manifested by
volatility estimates, is in general higher in larger vessels. The reason for the lower
volatility levels in Handysize vessels as compared to other sizes and of Panamax in
comparison to Capesize is because the smaller ships serve many more different trades
than larger ones, with less draft restrictions on certain ports because of size, and are not
therefore subject to so many ups and downs in the market. on the contrary, larger vessels
may be thought of as operating in narrow markets, serving only a few major
commodities and being restricted to approach specific ports only. This has its effects on
volatility levels. Overall it might be said that the shipping markets tend to respond
together to external shocks, and quite differently implying market segregation between
different size vessels, and yet there are idiosyncratic factors to each market that make
each size of ship volatility move at its own level and in its own way. These idiosyncratic
factors relate to the type and number of routes each size ship is engaged in. The result
suggests that operational risk in the larger sub-sectors of the dry bulk tramp shipping
industry may be mitigated by holding smaller vessels. Hence, risk averse investors in
shipping can diversify risks in their portfolios by heavier weighting towards smaller size
vessels. (Kavussanos, 2002)
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4.2.2.

Paper Trading
Many other industries have used derivative contracts to manage risks. For the

tramp ship-owner this would be the freight service, for the charterer this would be the
cargo he wants to transport. If freight rates are expected to decrease by the time the
owner secures the next contract with a charterer, he may want to avoid taking the risk of
reducing his revenue. Apart from the traditional methods of managing the risks that is
discussed above, such as entering a time charter contract, a ship-owner may decide to
use freight futures, forwards, options or swap contracts to hedge these risks.
(Kavussanos, 2002)
Derivative markets provide a way in which these risks may be transferred to
other individuals who are willing to bear them, through hedging. Hedges are either short
of long. A short or selling hedge involves selling futures contracts as a protection against
an expected decline in freight rates. For instance a ship-owner, fearing that freight
futures will fall, will always be a seller of futures. A long or buying hedge, on the other
hand, involves buying futures as a protection against a price increase. For instance a
charterer will be a buyer of futures contracts; this will enable him to protect his forward
freight requirements in case the physical market rises, thus forcing him to pay higher
freight rates. In addition, on 1 May 1985 the BFI was also adopted as the underlying
asset of the BIFFEX contract. The introduction of the BIFFEX contract gave the
opportunity to shipping market agents to control their freight rate risk in the physical
market through hedging. Additionally, the price-discovery function, futures could also
help reveal information about expected spot prices and hence provide valuable signals to
market agents regarding the likely future direction of freight rates in the markets.
(Nomikos & Alizadeh, 2002)
As far as ship-owner is concerned FFA is emerged in 1992 as a response to the
needs of market players who were aware of the deficiencies of BIFFEX as a hedging
instrument and wanted a more precise match for their requirements. A Forward Freight
Agreement is a contract between two counterparties to settle a freight rate or hire rate,
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for a specified quantity of cargo or type of vessel, for one of the major routes in the dry
bulk market at a certain date in the future. The underlying asset of the FFA contracts can
be any of the routes that constitute the indices produced by Baltic Exchange. As in the
case of futures contract, FFA’s are settled in cash on the difference between the contract
price and an appropriate settlement price. This is usually average hire rate over a month
for the time-charter routes.
FFAs are also traded for trip time charter routes from either the Panamax,
Capesize or Handymax indices. Trading also takes place on average of the time charter
routes from each of the Baltic Indices.
Table 4.2.2.1.: Panamax Trip Charter Rate Continent/Far East Route between May 2008 and May 200959
Panamax
Tripcharter Rate
Cont/F.East
Date

$/Day

2008-05

106,100

2008-06

89,250

2008-07

87,750

2008-08

72,500

2008-09

51,500

2008-10

16,500

2008-11

10,188

2008-12

7,750

2009-01

9,750

2009-02

18,375

2009-03

23,375

2009-04

18,625

2009-05

27,000

Table-4.2.2.1. clearly illustrates Panamax Trip Charter Rate development for
Continent – Far East route. Author will try to illustrate the usage of FFA for hedging the
59
Panamax Tripcharter Rate Cont/F.East: The parameters of this time series can be found in Clarkson’s Sources & Methods
document available from the publications. Source: © Clarkson Research Services Limited 2009. Actual market Freight rates have
been taken BMTI reports issues October and December 2008.
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freight cost of a ship-owner by an imaginary scenario. In early October 2008, a tramp
ship-owner has just fixed a panamax vessel for a trip from Australia to the Atlantic
which will leave the vessel open for business in the Continent around the end of
December 2008. He feels the market is likely to decrease in the coming months, so by
the time he fixes his vessel in the end of December, freight rates may be lower compared
to the current rates. For that, he decides to hedge the vessel forward for a time charter
trip to Far East by selling a Continent – Far East trip time charter FFA for settlement in
December. The settlement rate will be the monthly average rate of route Continent – Far
East for December and the settlement price will be calculated on the basis on a voyage
duration of 60 days.
On 10nd October 2008 ship-owner decided to fix his vessel in the end of
December 2008.By the time he gave decision, the market hire rate was $11,255 per day
hire and daily hire of same route in the Baltic Panamax Market was $10,188 per day.
Therefore the FFA trades at a discount of 10.49% ((11,255/10,188)-1) compared to
physical rate which reflects the market’s view that freight rates may fall between
October and December. As a result expected freight income, implied by the FFA rates, is
$611,280 for the voyage ($10,188/day x 60 days voyage). The owner considers this
forward rate attractive and decides to lock this by selling a FFA for delivery in
December 2008.
By the time he fixed his vessel, on 31st December 2008, the panamax market has
decreased and the hire rate has fallen to $7,250/day. The ship-owner fixes his vessel at
that rate and his total freight revenue for the duration of the voyage will be $435,000
($7,250/day x 60 days) which represents a decrease of $176,280 ($611,280 - $435,000)
over his expected position in early October. At the same time, FFA rates have also fallen
to $7,750/day. His FFA position therefore generates a profit of;
$10,188 - $7,750 = $2,438 x 60 day = $146,280
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Combining the loss in the physical market with the gain in the futures market
gives an overall loss of only $30,000 which in other term it might be 6 times higher than
this if tramp ship-owner wouldn’t have taken the advantage of derivatives.
As a result it can be seen tramp ship-owners can separate risk by hedging with
derivatives. Additionally they can reduce the risks of most important idem of running
costs; bunker cost by hedging bunker prices using forward contracts, options or bunker
swap contracts.
4.2.3.

Laid-ups rest crews but how about Owners
Deactivating vessels in an effort to save costs requires planning and investment

in the process. It is imperative that ships are laid up technically correctly to reactivate
the ship successfully when the economic conditions are more favourable. The most
important question the owner has to clear is: How long will the vessel be laid up?
Consequently, the owner has to take a decision on whether to a hot or a cold lay-up.
A hot lay-up is used to deactivate a vessel for a limited number of weeks.
Reactivating a ship from a hot lay-up can be comparatively quick. The hot lay-up is
achieved by having a small crew onboard the vessel in order to maintain fulltime fire,
leakage, moorings and security watch of the vessel with the minimum of machinery
running. This ensures that the machinery, electrical and electronic systems are kept
within tolerable temperature and humidity conditions by a crew that is familiar with the
vessel. In addition, onboard inspections can be easily achieved as access is good,
lighting is operational and it is relatively easy to find a berth for short term lay-up. There
are scenarios for hot lay-up, where vessels are out of service for up to six months with
reduced crewing levels but adhere to flag and class rules in order to be ready for quick
reactivation. For vessels that will be off the market for an extended period, the most
likely scenario is a cold lay-up with a range of conditions placed on the vessel.
Effective reactivation from this type of deep lay-up can take anything from three weeks
to three months, in the case of a five-year lay-up. Cold lay-ups can save more money but
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the vessel is out of service for at least a few months. Reactivation, in this case, could
take weeks. (Germanischer Lloyd Aktiengesellschaft, 2008)
In order to illustrate cost saving by the help of efficient laid up, Handymax type
bulk carrier is used. Here below author gives typical costs for handymax bulk carrier to
be laid up by professional laid up service in anchored benign location. It should be bear
in mind that typically the cold laid up preparation takes 30 days.
• One of cost for vessel to enter lay up

$14,000

• Preparatory work for laying up vessel

$16,000

• Installation of underwater blanks

$10,000

• Installation of additional anodes

$10,000

• Portable deck generator 1 off charge

$ 6,000

• Daily rental of deck generator

$

• Laid up service ‘Daily charge’

$ 1,200/day

• Owners laid up insurance

$

200/day
420/day

Table 4.2.3.1.: Hot versus Cold Laid up cost estimates for Handymax Bulk Carrier60
Full

Hot Lay

Trade

up

Cold Lay up

$/day

$/day

$/day

Manning

2,145

1,640

300

Insurance

935

835

$420

Repair and Maintenance

855

230

75

Stores and Spares

885

235

80

Administrative Costs

645

200

100

This equates to daily running costs for a Handymax vessel $1,275/day at cold
laid up situation, $3,440/day at hot laid up situation compared with average daily
running costs $5,500/day at full trade. Full trade costs are based on Drewry Handymax
vessel running costs. As a conclusion hot laid up reduces running costs by 40% and cold
laid up reduces running costs by 75% assuming vessel anchored in benign location.
60

Source: © Drewry, Monthly Shipping Insight , May 2009,pg 7
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However start-up and reactivation time and costs need to be carefully considered as well
as obtaining and retaining competent crew when vessel is reactivated.
Efficient Laid up decision is one of the most important and serious option of risk
management strategy. If positioning or long term chartering and even selling the vessel
is not the most profitable way, tramp ship-owners may choose this tactical way in order
to cut the cost in the period of recession. However to be able to give laid up decision,
incremental nature of demand for dry bulk cargoes, market trend and global economic
situation have been taking under consideration. Therefore decision maker should have
analyzed all parameters before laying up the vessel otherwise decision may harm dry
bulk tramp shipping company since fleet is the only source for company’s income.

Figure 4.2.3.1.: Dry Bulk Fleet Inactivity (Million DWT) between April 2008 and April 200961

61

Source: (Power, 2008)
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Last, graph 4.2.3.1. clearly illustrates global volume of the dry bulk fleet that are been
kept inactive between April 2008 and April 2009.. According to graph it can be seen that
vessels which are kept idle account more than 85 per cent of whole inactive fleet
especially having had peaks in January, February and March 2009. Additionally laid up
volume has been increasing since

October 2008 starting with volume of less than 0.1

million DWT to nearly 1 million DWT in April 2009 in spite of an increase in idle
vessel quantity. The reason of this is because most of ship-owners have chosen the way
of having ship laid up rather than leaving it idle with running costs which generates huge
loss for shipping company.
4.2.4.

Investment on vessels or Demolition
According to (Thanopoulou, 2002), investing in ships could be classified as an

astute, a brave or an insane decision depending on the state and the prospects of the
shipping markets which rarely – if ever – fulfill the promises they seem to give; although
the element of risks inherent in all investment decisions, nowhere perhaps in the sector
of services or manufacturing can be potential outcome be so wrongly estimated as in the
case of investment in merchant vessels. Fluctuations in asset prices in any market can
hardly be assimilated to these found in shipping sector. Additionally the parallel effect
of recessional factors on both the shipping and shipbuilding markets combined with the
impact of recessions on the scrap market, create an absolute impasse for investors who
can find themselves with very substantial amounts of tied up capital and practically no
alternative use for assets often valued at no more than insignificant fraction of their
acquisition price.
However, of how different in nature the different bulk shipping segments can be
the inherent risks investors face are more or less common which are shown below; they
only differ in terms of the particular weight they can potentially hold in each individual
market.
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•

Uncertainty in market rates

•

Problems arisen from common investment appraisal techniques

•

Large Sunk Costs

•

Constantly Changing Technology

In order to separate risks, tramp ship-owners who is willing to invest on ships may
choose different options that are given below, (Stopfort, 2005)
A. Financing Ship with Equity; in this case the shipping company is
seeking investors who will take a stake in the company, sharing the risks
and receiving the rewards. Currently there are four main types of
financial structure used for rising equity.
a. Owner Equity; Finance provided by owner from own funds and
retained earnings.
b. Limited Partnership; Funds provided by partners for instance
Norwegian K/S
c. Ship Fund; Shares in company bought privately by individuals or
listed on stock exchange
d. Public Offering; Shares sold by subscription on public stock
exchange
B. Mezzanine Finance is known as a half-way house between debt and
equity. This is a loosely defined term which usually refers to high
yielding debt, typically priced at several percentage points above LIBOR,
often with some form of ‘Kicker’ attached for instance equity warrants.
a. Private Placement; it is a debt with high interest rate and possibly
equity rights.
C. Senior Debt, financing ships with debt which has been the favored way
of financing shipping in the last 30 years. It is attractive to borrower as a
flexible way of financing a shipping company, while retaining full
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ownership of the business. There are four main types which are given
below.
a. Bond Issue; A security issued in the capital market.
b. Commercial Bank Loan; A loan provided by bank. Large loans may
be syndicated between several banks.
c. Shipyard Credit; A loan provided by government or agency to assist
domestic shipyards.
d. Private Placement; A debt financed arranged privately with pension
fund, insurance company.
D. Lease; this is a device originally developed in the property business
where land and building are very commonly used. Essentially the owner
of the property (the lesser) hands it over to the lease who, in return for a
rental stream, is free to use it as though it was his own. At the end of the
lease the property reverts to the lesser.
a. Finance Lease and Operating Lease; Long term tax effective finance
based on sale of ship to company which uses depreciation benefits.
Lastly, it is very important to make a decision whether investing in new building
vessel or buying second hand vessels. Although vessels have been acquired in the
second hand market for much less, investing in vessels is definitely an expensive
decision: deep-sea going values, especially of new buildings, on average in order
thousands of millions of dollars. However, the internationalization of the shipbuilding
industry and the expansion of capacity have resulted in multiplying the choice for
placing orders and prices have been kept to a lower level than they would have been
without the massive rise of the shipbuilding capacity in the Far East as waves of new
ship building centers were added to the world shipbuilding capacity. Despite, however,
the enlargement of the circle of the shipbuilding competitors, aggressive competition
and abundant finance in the post-war period, the role of fixed costs remains critical for
shipping competitiveness. In this regard the choice between investing in a new building
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or in a second hand vessel must take into account market prospects for both the freight
and the ship markets, current price levels as well as price differences between new and
old tonnage. (Thanopoulou, 2002)
As a result, according to the recent market reactions, the World’s largest
shipping bank, HSH Nordbank, is in talks with a number of ship-owners over deferred
payments due to crisis in recession period. It has agreed to give some of them more time
to repay loans. The Hamburg and Kiel parliaments have agreed to increase the capital by
€3 billion, as well as providing a €10 billion guarantee for the bank. It is been reported
that Nanyang Hanye Iron & Steel Co has signed a long term direct supply agreement
with Wuchang Shipyard Heavy Engineering for the supply of raw materials. A number
of Japanese shipbuilders have floated the idea of accepting price cuts on existing orders
in exchange for owners ordering an extra vessel. The deals are based on economies of
scale and the softening of steel prices, which account for around 40% of the total cost of
building a new vessel.

5.

Chapter: CONCLUSION
The importance of risk management in shipping operations has become

increasingly important in recent years. Fluctuations and uncertainty in the global
economy, whether short term or long term, are expected to affect the profitability and
hence the long term survival of ship-owners and operators.
According to the aim of the dissertation, author analyzed facts and features of
fluctuations that are being occurred in the market. In order to achieve this task, supply
and demand sides of dry bulk tramp shipping sector have been analyzed to define and
shape shipping cycles. After having identified periods in the cycle, recession has been
taken under consideration and author tried to figure characteristics of shipping
recessions.
As far as recession is concerned author found that some economic indicators shows
similar pattern with GDP since GDP is the most important indicator of global economy.
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Therefore author studied recession periods on a historical basis to get a broad view and
tried to find whether or not cycles had occurred similarly in the past in order to make
predictions and comments for the future pattern of recent shipping cycle which is
affected by 2008 Global recession.
Global recession is one of the most important substantial business risk in the
international environment by which ship-owners are being faced. Risks emanate from
fluctuations in freight rates, bunker prices, the price of investment – ship, interest rates,
exchange rates etc. Therefore in the last chapter author put forward a framework for
identifying and measuring these risks, and proposed solutions of how to handle the
questions of risk management in the process of global recession. At the same time
management of risks in the shipping industry provides the state of the art where we stand
now technically in calculating instruments that can be used to hedge risks such as
positioning vessels in different markets, paper trading to distribute and separate risk
among entities and so on. Still there are unknown sections in the market which can’t be
predicted, however by the help of efficient usage of risk management techniques,
survival can be obtain by tramp ship-owners and operators.
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