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PAUL Slater has never warmed to the title of shipping’s Cassandra-in-chief, so perhaps the knowledge that people are finally listening will provide him some comfort. 

When the forthright chairman and chief executive of First International last dropped into Lloyd’s List for a casual chat, his prophecy that over half of all listed shipping companies were in danger of going bust garnered the level of internet hit rates more usually associated with news stories featuring teen pop idols or footballers’ wives. 

In a series of industry addresses delivered over the past 18 months, Mr Slater has repeatedly called for shipping to go back to basics. His message, that shipping remains a long-term transportation business, “not a casino where the chips are ships”, has provoked some lively debate, particularly among the more speculative end of the industry. But despite his ability to generate eye-catching headlines, he still feels his warnings are going unheeded. 

There is still no sense of reality, he told Lloyd’s List shortly after delivering his latest speech, tellingly titled: Shipping in Crisis — VI. 

Despite overwhelming evidence to the contrary, he contends that some people are still hoping that the market will recover and demand will return with sufficient pace and inertia to soak up the looming overcapacity of tonnage about to flood the already damaged shipping markets. 

“Not a chance — that is simply not going to happen,” he says. 

What will happen is that ships will be bought by other owners at deep discounts to their cost and chartered out at the new lower rates, thereby prolonging the market recession. 

The excess capacity in all sectors of the shipping industry will hang over us for years to come. 

Freight rates in the dry cargo sector will remain at today’s levels and steadily weaken as the orderbook delivers over the next two to three years. 

In short, there is no way that growth in world trade can possibly consume the dry cargo excesses. 

Mr Slater’s logic behind this bleak conclusion is hardly radical. As he pointed out to the annual Dry Bulk Terminals Group meeting in Ghent last week, shipping stocks have declined on average by more than 70% since the peaks of January 2008, with more than $10bn having been lost. Essentially, freight markets have returned to pre-2000 levels and some to levels not seen since the early 1990s. 

Even conservative outlooks for recovery in the world’s major economies suggest that it will be slow and probably take three to five more years to return to 2002 levels. It is highly unlikely, therefore, that the demand for shipping will reach the heights of 2006 to 2007 again until the excess capacity levels out — which could take another 10 years. 

Meanwhile, the oversupply of ships of all types has already become evident, with lay-ups increasing every day and freight markets continuing to decline. 

To suggest that 2010 will be a very challenging year for most shipping companies is something of an understatement. 

Spot rates in both the tanker and day cargo markets are in some trades barely covering operating costs and make little or no contribution to debt servicing. The fear is that should rates continue at their present levels, many owners will run out of cash. Because the banks are not there to provide finance without large injections of new equity, these companies will go bankrupt. 

“The industry can’t just pretend that this problem is not there,” says Mr Slater. “We need to move beyond the blame game. The recession has happened and the excesses are now with us. We need to deal with it.” 

What is needed, he argues, is a new willingness to accept what has happened, restructure and move back to a more industrial shipping approach that brings with it secure employment, charter contracts and crucially the opportunity for a different type of financing. “Ships have a purpose and we need to get back to them fulfilling that purpose”. 

His radically traditional suggestion, whereby people operate ships for cargoes, is hardly a new concept. In some respects this is already happening with a number of recent 20-year long-term charter deals already leading the way. Commodity owners and China are already building their own ships, 

suggesting that the spot market is set to shrink significantly, giving way to a new cycle dominated by long-term charters. 

Looking more widely, however, Mr Slater suggests the industry still needs to confront its problems directly. It is time for “real people”, that is, shipowners, charterers, shipyards and all active players, to sit at the same table, have the door shut, roll up their sleeves and work on a solution. 

Ultimately, it is only through fewer ships, more contractual revenue, cancellations of speculative orders and a focus on core transportation businesses that the real road to recovery will be found. 

SO FAR, individual company restructurings have not amounted to much, but as the year draws to a close the pressure on banks to take stock and assess which of their loans are performing will build. 

The resulting fall-out is likely to see a very difficult year end for both bank and owner. Delaying the inevitable with yet another round of waivers and deferrals is not going to help, and for some it will no longer be possible. 

“Now is the time to restructure. If you don’t deal with the situation early you won’t have the flexibility to do anything about it sooner or later,” he adds. 

The year-end crunch, however, is likely to bring some tough decisions for many.

“Owners and banks need to sit down and sort this out. The time for flexibility is running out, assets need to be in line with revenue streams.” 

This psychological realignment in thinking is part and parcel of accepting what has gone wrong and getting back to basics. As Mr Slater told his Ghent audience, shipping has not changed from its basic fundamentals — the demand for shipping services has always been affected by wars, natural disasters and the changing politics and economics of countries at both ends of the voyages. 

It was this volatility that attracted speculative investment from those who like to gamble on the short-term freight rates and secondhand ship values. After all, shipping has a history going back centuries of fortunes being made and lost in the unpredictability of maritime trade. 

But it was the scale of gambling, aided and abetted by an abundance of cheap credit and careless equity, that changed the rules over the past few years and led some into believing that the market really had fundamentally changed. 

The vast amount of paper wealth created in the capital markets in this past decade had to go somewhere and shipping got its share. 

As a result, the sector has built nearly half of the world fleet by capacity in the last five years and has another 30% on order, scheduled for delivery between now and the end of 2012. 

While the debate about the precise number of cancellations is likely to rage for some time yet, Mr Slater says shipping is now at the stage that those left on the orderbook “are the ones we cannot get rid of”. 

He adds: “This is not just going to disappear. To absorb these ships will take years and I am afraid 

to say that it is going to get worse before it gets better.”

