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SUMMARY!
The global economic crisis has not 
bypassed the shipping industry. Indeed, the 
industry has been hit hard by a perfect 
storm of dramatically declining global 
exports and a confluence of efforts begun 
years ago to enlarge the industry’s fleet 
and capacity.!

coast of Somalia. Instead, the industry — 
which carries most of the world’s trade — 
is facing a much more fundamental crisis: 
As world trade volumes plummet, its fleet 
and its capacity are continuing to grow.!

World trade values in the last quarter of 
2008 dropped 45 percent compared to the 
last quarter of 2007, and according to 
the International Maritime Organization (a 
specialized agency of the United Nations), 
90 percent of global trade is carried by 
sea. The World Trade Organization is now 
predicting a 9 percent decrease in world 
exports by volume in 2009, the largest 
contraction since World War II.!

SUMMARY & ANALYSIS 

ANALYSIS 
The global shipping industry is in trouble. 
So much trouble, in fact, that the dominant 
theme within the industry these days has 
little to do with piracy off the!
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Average earnings on Pacific, Far East and 
Atlantic routes bottomed out at the end 
of 2008, after an increasingly steep 
decline dating back to the summer.!

This fall corresponds with a worldwide 
decline in merchandise exports over the 
same period. This trend has been most 
notable in export-oriented economies that 
export primarily by sea, like China and 
South Korea. Unsurprisingly, the volume 
of retail container traffic at major U.S. 
ports, the largest import market in the 
world, fell by 7.9 percent last year. The 
National Retail Federation and IHS Global 
Insight have forecast a decline of another 
11.8 percent in the first half of this year, 
and a decline of more than 15 percent in 
both January and February in fact already 
has been observed.!
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Dry bulk shipper earnings (e.g., mineral 
ores, coal and grains) began to fall 
steeply in the latter half of 2008. So, 
too, has the Baltic Dry Index (BDI), an 
index published daily by London’s Baltic 
Exchange that represents the average 
cost to transport dry bulk cargo anywhere 
in the world by ship. Since dry bulk cargos 
are typically industrial inputs, the BDI is 
also considered a leading indicator of 
global economic activity. Both shipping 
profits and the BDI have tumbled to their 
lowest levels in at least five years, with 
the September and October 2008 drops in 
BDI the steepest declines since at least 
1985.!

The values of the cargo ships themselves 
are also falling. According to Cozies 
Shipping Group, used dry bulk ship prices 
have declined by 70 percent to 90 percent 
since last summer, depending on the size 
and age of the vessel, though there has 
been a very minor recovery late in the first 
quarter of 2009. Few shippers are looking 
to expand their fleet in these tight 
economic times. !

The value of dry cargo ships began to 
fall precipitously in late 2008, with the 
largest drop in the value of the largest 
“Capsize” ships, which have an enormous 
capacity. !

The value of the ships, along with the 
value of the cargo and the anticipated 
profit made from the cargo, are key 
metrics (along with risk) in determining 
insurance premiums. So while this is one 
expense that has not necessarily risen, 
it has also caused a similarly 
fundamental business problem for 
insurers of maritime commerce. !

     DRY CARGO 
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But most important, and most troubling 
for the industry as a whole, the overall 
decrease in trade volumes coincides with a 
fairly steep rise in capacity. Deliveries of 
new oil tankers have long been predicted 
to peak in 2009, with those deliveries to 
remain significantly higher than the 
previous three years through 2011. (And 
this is factoring in some delays in the 
shipyards.) This spike has been built into 
the system for some time due to the 
looming 2010 deadline for phasing out 
single-hulled tankers. At this late stage 
in construction, many of these orders will 
be difficult to defer or delay. Likewise, 
scrapping and demolition is already 
accelerating, as single-hulled ships are 
hauled out of service. But the cumulative 
effect — especially with the boom in oil 
prices in recent years — is a growth in 
overall fleet tonnage and capacity.!
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In terms of fleet size, the growth in oil 
tankers aside from the smallest class of 
ships is expected to be between 10 percent 
to 14 percent, depending on the type of 
vessel, according to Clarkson Research 
Services. !

Similarly, in 2008 the bulk carrier fleet 
grew by more than 230 vessels overall to 
a fleet strength of more than 6,900. A 
growth rate as high as 18 percent is 
forecast in 2009 for deliveries of the 
largest Capsize ships, though these are 
too large to transit the Suez Canal. The 
growth rate for the rest of the fleet, 
depending on type, stands at between 2 
percent and 16 percent. Similarly, in 2008 
the container sector’s capacity expanded 
by 2,100 million TEU (Twenty-foot 
equivalent unit — essentially a 20-foot 
shipping container, the unit commonly used 
in intermodal transport) to 12,866 million 
TEU. 2009 growth in the largest Post-
Panamax portion of the container fleet is 
estimated to reach 22 percent, with growth 
of between 4 percent and 16 percent for 
the rest of the container fleet.!

OIL TANKERS !
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This expansion comes amid a dramatic rise in 
the number of vessels scrapped each 
month, which has jumped from an average 
of less than 17 per month (from early 
2005 through late 2008) to nearly 60 per 
month in November and December 2008, 
and above 90 vessels per month for each 
of the first three months in 2009. 
Demolition activities are expected to 
continue accelerating into 2010. In short, 
capacity far outstrips demand, even with 
increased rates of decommissioning and 
scrapping — drastically pushing down the 
cost (and profits) of shipping.!

Some of these ships, especially oil tankers, 
are sitting idle with full loads waiting for 
the market to improve. The industry had 
seen strong growth for five years running, 
but the crash in late 2008 is a staggering 
blow. As it waits for the world economy to 
recover, these business realities will 
continue to be the top priority for the 
shipping industry in the year to come. 
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