
The dry bulk market is grappling to survive 
in absence of demand. Trade of the major 
commodities, coal and iron ore, have 
almost become stagnant. Result: the big 
vessels (which largely carry the major 
commodities) are suffering the most. 
However, dry bulk trade shifts comfortably 
from bigger segments (say, Capesize) to 
smaller ones (say, Panamax) rather easily 
and vice versa in case of a shift from 
smaller vessel to bigger, except for some 
cases like, ports  and canal restrictions. So, 
with an overcapacity of more than 30%, 
the entire dry bulk market is living through 
some of the worst times in its history. 
Much in line with Drewry’s presumptions, 
the Baltic Dry Index also kept falling, 
marking a new low every other day. It’s 
also probably one of the toughest times 
for dry bulk shipping companies as many 
have filed for bankruptcies over the past 
two years, and with no signs of recovery 
in sight, many more could follow the suit. 

Many vessels are being fixed at far 
below their operating costs largely 
because owners are finding it difficult to 
lay up their vessels for long, but since they 
need to answer to their investors, they are 
fixing vessels at even lower rates, thereby 
making the oversupply situation look 
worse. 

A detailed analysis could be found in 
Drewry’s quarterly publication on Dry Bulk 
“Dry Bulk Forecaster”

SCRAPPING AND SHIPPING POOLS 
The low market has prompted many 
owners to scrap younger vessels. The 
average age of demolition for Capesize 
vessels has fallen down to 21 years in 
2015, and a worse year for dry bulk could 
see far younger vessels getting scrapped. 
However, the enormity of oversupply 
will require some demanding and drastic 
structural measures to bring the market 
to a “normal” level. The market largely 

requires Capesize owners to get rid of their 
12 year and older vessels until the market 
recovers to cut down the oversupply.  

An analysis of the dry bulk market 
could only provide with some supply-
side corrections. Some owners have tried 
coming together to make shipping pools, 
but the scarcity of demand is so severe 
that these pools have not worked so far. 
There could be an option where owners 
decide to demolish half of their 12 year 
or older Capesize vessels immediately; or 
when owners decide to demolish all of 
their 12 year or older Capesize vessels, 
these options are explained in the three 
charts below. 

When the average demolition age for 
a Capesize vessel is brought down from 
21 years as in 2015 to 18 years in 2016 
and so on after, the oversupply would 
further increase in 2016 making things 
worse for the dry bulk market. However, 
when the owners come together to 
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dispose half of their 12 year old Capesize 
vessels, the market might start recovering 
from 2017 and in the second case, when 
all the owners decide to demolish all 
their Capesize vessels 12 years or older, 
the market might start recovering with 
immediate effect.   

THE CONTEMPORARY MARKET 
In this tumultuous dry bulk market, 
owners with higher costs are suffering the 
most. Assuming that all the new vessels 
will have their debts paid before 10 years 
and the second-hand vessels older than 15 
years will not get any finance for vessels; 
owners with 15 years or older vessels will 
be debt free and more likely to survive in 
the present market (please note: this is 
just an assumption for this analysis).

The chart below shows that about 4% 
of the total dry bulk vessels are with the 
owners who have only old vessels (15 
years or older) and they would be the 
ones feeling the pinch of the market, the 
least. Then the second category, where 
52% of the total dry bulk vessels are with 
owners who have both old as well as new 
vessels and they might be at an advantage 
compared to the remaining 44% who only 
own new vessels. Owners of these 44% 
of vessels could be at a higher risk since 
their vessel operating cost is more as 
they are still paying the debt part of the 
capital expenditure along with the usual 
operating expenses.

Meanwhile, scrap prices have gone 
down substantially as steel prices have 
also been declining along with other 
commodity prices. Low steel prices 
could have made ship scrapping far less 
attractive, but scrapping also largely 
depends on the age of the vessels and the 
freight market. As the market worsens, 
more and more younger vessels are 
heading for demolition yards globally. 
Similarly, second-hand values also depend 
on the freight market. On comparing the 
second-hand value of a typical 15 year old 
Capesize vessel with its demolition value, 
it is found out that demolition values are 
far higher than historical second-hand 
values – at present. This makes room for 
more scrapping, making it appear more 
attractive.

CHINESE INFLUENCE
China is no longer as meaty for the 
dry bulk trade as it used to be, cueing 
the shipping world to look for new 
destinations for commodity demand of a 
similar magnitude, which at the moment 
looks very unlikely. Smaller countries such 
as Vietnam could support the trade to 
some extent while India could become a 
major hub in the long term. 

India has been a major exporter of iron 

ore, but with a rapid increase in domestic 
demand, it is likely to import iron ore (it 
has already increased imports, though in 
smaller quantity) in high volumes. 

If India is to replace China, it will also 
need to increase its overall exports. One 
of the reasons for India’s laggard export 
growth, along with its own production 
limitations so far, has been a strong 
exchange rate. Even though a normal 
nominal exchange rate graph would show 
a sharp depreciation in India’s exchange 
rate, the reality is that it has not helped. 

It has not helped because of two 
main reasons – firstly, its competitors’ 

exchange rates (barring China) have 
also depreciated and depreciated more 
than India’s. So, it is actually the US 
currency, which is appreciating against 
major currencies globally (this could be 
the cheap oil effect). Secondly, there has 
been high inflation in India, negating any 
impact of a lower exchange rate. 

Meanwhile, the current scenario is 
that Indian ports are likely to suffer from 
overcapacity after a certain point, when 
India’s coal imports reach a threshold. 

SHIP OWNERS
So, it all boils down to supply driven 
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correction. Demand is unlikely to improve 
and there is nothing much we can do 
about it at the moment, although owners 
can take measures to control supply 
to improve the deteriorating market 
conditions. In 2016, it is expected that the 
dry bulk fleet would grow by 2.2%, which 
could be amongst the slowest growth 
in many years. If demand was robust, 
growth of less than 3% in the fleet over 
the next five years could have sent rates 
over the roof, but because of subdued 
demand, owners are left only with the 
option of supply-side corrections. If the 
market is to recover, deliveries must fall 
further over the next five years as it is in 
2016.

So, the owners cannot do anything in 
the short term. In the current scenario 
only a dramatic recovery in demand 
could put the market back on track. It 
is no longer just about the oversupply 
of tonnage. Any organic rationalisation 
of shipping supply will be too miniscule 
to rescue the dry bulk shipping market 
and put it on the path of recovery. The 
reality is that growth in shipping demand 
is waning faster than anticipated by 
anyone in the industry. Some of the 
factors that could revive the demand 
are a rolling back of China’s partial 
moratorium on coal imports, unabated 
growth of India’s coal demand, Japan 
postponing its plan to reinstate nuclear 
power plants, and importers seeing this 
as opportunity to inflate their inventory 
to take advantage of the prevailing low 
commodity price regime. Ironically, 
judging from all available intelligence at 
our disposal, chances of any of the above 
events happening in 2016 are as bleak as 
possibility of seeing craters on moon with 
naked eyes.

GLOOM LOOMS
Falling freight rates could make earnings 
worse in 2016 because demand has been 
shrinking in all the major economies. The 
previous year was already one of the 
worse years when the Baltic Dry Index fell 
to its lowest. However, the BDI has gone 
further down this year and the bottom is 
not visible in the short term. 1Q16 could 
be the worst quarter in the history of 
the dry bulk market, and even though 
vessels could start earning more by the 
second half of the year, we do not foresee 
profitable earnings any time soon. If 
owners start scrapping or laying up their 
younger vessels, as young as 12 years old, 
only then profitable earnings will become 
a reality in the medium term. 

A detailed analysis could be found in 
Drewry’s quarterly publication on Dry 
Bulk “Dry Bulk Forecaster” 
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