
Drewry retains its cautious view over the long 
term, with a lot dependent on how China’s 
steel production grows. Drewry forecasts 
organic growth in infrastructure activities in 
China in the long term, which will give the 
much-needed boost to the bigger vessels 
during that period. However, a shift away 
from coal in many economies and a shift away 
from imported coal in India are downside 
risks for the bigger vessels in the long term.

Handysize and Supramax vessels have 
many emerging markets to cater to, and this 
will help them in the long term. For example, 
Myanmar is emerging as a good market 
for Handysize vessels as the country has 
been exporting rice and importing cement. 
Similarly, some African countries, such as 
Mauritania and Gabon, are increasingly 
importing cement and aggregates, among 
others, which would cater to the smaller 
vessel segment. With varied types of cargo 
originating from ports with draft restrictions, 
we expect earnings for the smaller vessels to 
be less volatile.

FUNDAMENTALS REMAIN WEAK 
The benchmark Baltic Dry Index even though 
has again fallen down, still it has recovered 
sharply in the past month, albeit from a 

highly depressed level and a very low base, 
driven by the contraction in supply and short-
term improvements in demand. Supply has 
contracted (quarter-on-quarter) for the first 
time in 10 years. Meanwhile, demand for the 
vessels has been supported by the seasonal 
restocking of iron ore and coal. Even as 
near-term fundamentals point towards a 
strengthening market, I remain sceptical 
about this recovery and believe that the 
medium-to-long term fundamentals for dry 
bulk shipping will remain challenging. Fresh 
anti-dumping duties have been imposed by 
the US and Europe on Chinese steel – the US 
has been imposing anti-dumping duties that 
are as high as 266% on some steel products 
coming out of China. Iron ore imports to 
China, which contracted by 1.3% in 2015, are 
expected to shrink further this year, making 
any sustained upward movement in the 
main driver of the Baltic Index highly unlikely.

Demand remains a cause for concern
While China continues to shift towards 

renewable sources of energy, decreasing 
its dependency on coal imports, India has 
been planning to reduce its coal imports 
substantially to lower its expenditure on 
these imports; the coal minister of India plans 
to stop thermal coal imports completely 

over the next two to three years. This seems 
to be a very ambitious plan because of the 
following two factors: 

One, Coal India (the apex body controlling 
most of the coal produced in the country) 
might not have the capacity to produce the 
additional 200 million tonnes of coal that is 
currently imported; and two, most of the 
power plants in the coastal regions rely on 
imported coal. However, massive growth in 
India’s coal imports as seen in the past 10 
years has become a thing of the past.

VALEMAXE EFFECT
The Capesize market outlook worsens 
further as three Chinese companies, 
Cosco Group, China Merchants Group and 
ICBC Financial Leasing have ordered 30 
Valemaxes of 400,000 dwt each. Through 
these newbuilding orders, an additional 12 
million dwt of capacity will be deployed on 
the Brazil-China route between 2018 and 
2020. It will increase the overcapacity in 
the larger vessel segment by 3.5 percentage 
points potentially making at least 70-80 
Capesize vessels redundant. Repercussions 
of these orders on the Capesize market 
will have far reaching impact which could 
result in unprecedented lows in charter 
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rates or mass scale demolitions of not so 
‘old’ vessels, quantifying which has become 
beyond the realms of any statistical or 
econometric modelling. Drewry expects that 
more shipowners with Capesize dominated 
fleet will get into financial re-structuring 
as any chances of revival in the Capesize 
earnings has grown fainter.

NO CHEERS FOR SUPRAMAXES 
Contrary to our expectations, India’s steel 
production has declined by 1.2% (y-o-y) in 
January, 2016. If this trend continues, it will 
have a telling impact on India's coking coal 
imports. At least 125 Supramax vessels were 
engaged in coking coal imports to India in 
2015. Decline in steel production of India 

will get more noticeable because unlike 
the thermal coal which is imported from 
Indonesia, coking coal is imported from 
Australia, which aids tonnage demand. We 
had projected a 7% growth in India’s steel 
production this year, which could have 
generated demand for nine more Supramax 
vessels this year. Even if we consider 
that January production numbers as an 
aberration and assume a scenario where 
India’s steel production remains unchanged 
in 2016, it will only rob the market of any 
cheers that they may have been expecting.

THE SILVER LINING 
Demolitions outnumbered Drewry’s forecast 
for Q1, 16. Drewry expected demolitions 

to be around seven million dwt in the first 
quarter this year; however, the large-scale 
drop in earnings forced many owners to 
demolish younger vessels – 15-years old 
Capesize and 16-years old Panamax vessels. 
More than 12 million dwt of dry bulk vessels 
were scrapped during the quarter, resulting 
in a contraction of 0.3% in the dry bulk fleet. 
We forecast no growth in the fleet in the 
second quarter as well. This will improve the 
oversupply situation in 2016 providing some 
support to the rates in 2016.

BAN ON CHINESE COAL IMPORTS 
As China banned coal imports from North 
Korea (which was a trade overland)  after 
the United Nations Security Council passed a 
resolution to toughen sanctions, the exports 
share of other major players like Indonesia 
and Australia (which are seaborne trade) is 
expected to increase providing some relief 
to the dry bulk market. China imported 19.6 
million tonnes of coal from North Korea 
in 2015. This is a rise of 27% from 15.4 
million tonnes in the previous year, despite 
a 30% drop in China's overall coal imports. 
However, when China will replace Korean 
coal with Indonesian or Australian coal; this 
will increase China’s seaborne coal imports 
by 20% over the given forecast (as discussed 
in the Dry Bulk Forecaster 1Q16) generating 
a big demand for Panamax and Capesize 
vessels on the above mentioned routes, in 
turn helping freight rates for bigger vessels; 
an impact could be seen next month. 

INCREASED PETCOKE DEMAND IN INDIA 
One of the largest petcoke producers in 
India, Reliance Energy whose annual petcoke 
production is 6.5 million tonnes, has started 
the procedure of gasification of all of its 
petcoke to produce synthetic gas. This will 
create a void of an equal volume of petcoke 
to be imported in India from this year. Given 
that sources of petcoke in the world are not 
many and petcoke from countries such as 
Saudi Arabia is quickly sold out as soon as it 
is available in the market, the US remains the 
major supplier of petcoke (US has enough 
capacity to feed this demand) and will meet 
almost the entire additional requirement 
through 20 additional Supramax vessels. 
India is the largest petroleum coke (petcoke) 
importer in the world with 70% of its total 
petcoke coming from the US - impacting 
the total tonne mile because of the long 
haulage. In 2015, India imported 4.4 million 
tonnes of petcoke from the US which would 
have required 19 Supramax vessels. 

CUT IN PHILIPPINE NICKEL ORE 
PRODUCTION
A diminishing margin on nickel ore 
production in the Philippines because of low 
commodity prices is forcing miners to cut 
down the production in 2016 by as high as 
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20% compared to last year. The Philippines 
had become the largest nickel ore supplier 
to China in 2014 when it gained Indonesia’s 
market share after Indonesia decided to 
ban exports of unprocessed ore in 2014. 
Now, after the Philippines decision, China 
will have to source the major portion of 
Nickel ore from Australia increasing the 
overall haulage length. A Handysize vessel 
takes 14 days to cover the round voyage 
between Bataan port (the Philippines) and 
Qingdao (China) whereas it will take 30 days 
to cover the round voyage between Port 
Hedland (Australia) and Qingdao requiring 
15 additional Handysize vessels this year 

providing some relief for Handies in the 
Pacific. China imported 40 million tonnes of 
Nickel ore in 2015.

INDONESIA’S REVISED TAX REGIME 
Meanwhile, Indonesia has revised its Building 
and Land Tax regime to include coal reserves 
and resources and backdate the tax to 2010. 
This will have a severe impact on the already 
ailing coal industry in the country, and the 
big miners will find it very difficult to pay the 
aggregated taxes. Given that India imports 
70% of its total thermal coal from Indonesia, 
a shift in the source of coal might impact 
coal tonne miles. On the other hand, South 

Africa has emerged as an alternative source 
and could replace some of Indonesia’s 
displaced coal. In terms of pure distance, 
when coal is imported at the west coast of 
India, there is hardly any difference between 
importing from Indonesia or South Africa. 
However, when coal is imported at the east 
coast of India, there is significant difference 
in distance between South African cargo and 
Indonesian cargo. 

With the additional volume of thermal 
coal imports forecast for India in 2017, there 
would be 20 additional Supramax vessels 
required to carry coal to India. However, if 
30% of coal from Indonesia shifts to South 
Africa by 2017, India will require at least 52 
additional Supramax vessels to feed its coal-
fired power plants generating employment 
for 32 additional vessels in a year.
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