Shipping in Crisis

In Recovery or still on Life Support?

As we pass the mid point of this year and survey the financial damage that the Shipping Industry has suffered over the last twelve months is it time to plan for recovery or is there worse to come? 

Firstly it is essential that all sectors of the industry face the fact that the excesses of the immediate past have been the primary contributor to the problems faced today.

Without the excessive orderbook the industry could have probably weathered the storms of the Global Recession and the Credit Crisis. Shipbuilding prices would not have reached the dizzy heights where they could only be funded by the peak of the market spot freight rates that emerged briefly in 2007.

Shipping companies would not have wasted the vast liquidity they earned over the previous five years on ordering ships or buying resales if they had looked at the demand requirements that would be needed to utilize the increased fleet.

Worse still this liquidity was leveraged with an abundant supply of cheap debt which also seemed oblivious to the fact that world seaborne trade would have to grow at a compound annual rate of 15% or more throughout the next ten years to absorb all this new tonnage.

The effects of the Global Recession have been to shrink World Trade by between 3% and 5%, with projections showing no return to positive growth before 2012. These figures do not evidence the downturn in the movement of goods by sea where in some sectors volume is off 40%. 

In the wet and dry markets 2009 and 2010 will show negative growth while fleet capacity will grow by 30% or more assuming the current adjusted orderbook delivers.

The Credit Crisis has stalled the lending markets and sharply increased the cost of trade finance, with a majority of the shipping banks now in Government bailout schemes.  

Many of the larger shipping banks are looking to reduce their portfolios by as much as 50% while the remainder has sharply curtailed their lending to the industry. It is highly unlikely that we will see a return to the bank lending volumes or recent years and owners will have to search for other sources of finance and invest more equity in future.

So where do we go from here?

2009 will be seen as the year of the Band-Aid as governments have sought to stabilize a collapsing banking system and attempt to reenergize economies with huge injections of cash.

There is no doubt that there has been a slowdown in bankruptcies of banks and other lending institutions but losses continue to surface and banks close down on a weekly basis. The huge losses of capital experienced by individuals and financial institutions will take years to replace as higher interest rates and growing inflation slow any rapid recovery in the developed countries.

Meanwhile the engine that drove the demand for shipping over the past 10 years, namely China, is itself redirecting its vast resources to growing its domestic economy as demand for its manufactured goods continue to decline.

Much has been made of the recent surge in Chinese imports of iron ore but this will stabilize over the rest of this year and the huge surplus of large bulk carriers will keep charter rates down for the next few years and beyond as China builds cheaper ships for its own account.

Until there is real economic recovery in the US and Europe the demand for shipping will remain low and China’s domestic growth will consume more coal for energy production and little growth in imports of oil and its products.

As we get to the end of this year and the Band-Aids are removed we are likely to see no signs of real economic recovery as the bad debts of the past still need to be absorbed and new preventative measures introduced to avert future financial crises.

Credit will remain tight and new investment capital scarce as banks are forced to take their losses before rebuilding their balance sheets.

For shipping this coming yearend will see significant write downs in asset values as banks fail to renew covenant waivers and foreclose on troubled loans. This will further depress secondhand values and freight rates will decline also as the surpluses of ships in all sectors continue to grow with the new deliveries coming on to the markets.

