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Freight Market over past 20+ yearsFreight Market over past 20+ years

BFI/BDI Annual Summary
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The BFI/BDI is a composite freight market

Index covering Capesize, Panamax and 

Handymax/Supramax vessels

Source: Baltic Exchange

Freight market 2003-05 
averaged almost 3 times 

higher than previous 18 years

Freight market 2003-05 
averaged almost 3 times 

higher than previous 18 years
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Market in 2006Market in 2006

Average Basket TC Rates
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Market Characteristics Wet & Dry (1)Market Characteristics Wet & Dry (1)

•• Driven by:Driven by:

–– fleet supplyfleet supply

••Deliveries, scrappings, productivity, etcDeliveries, scrappings, productivity, etc

–– trade demandtrade demand

••Trade growth/declineTrade growth/decline

••Length of haul of laden voyageLength of haul of laden voyage

–– sentimentsentiment

••Volatile and wide ranging opinion but:Volatile and wide ranging opinion but:

••Group or Group or ““herdherd”” mentality often evidentmentality often evident



31st August 200631st August 2006 Galbraith'sGalbraith's 55

Market Characteristics Wet & Dry (2)Market Characteristics Wet & Dry (2)

•• ““TraditionalTraditional”” Freight Market CyclesFreight Market Cycles

–– PerceivedPerceived as 7 years: typically 1as 7 years: typically 1--2 years of 2 years of 

peak rates followed by peak rates followed by ±±5 years of slump5 years of slump

–– In fact cycles of 5~11 years but no In fact cycles of 5~11 years but no ““lawlaw”” thatthat

this will continue indefinitely and recent this will continue indefinitely and recent 

indications that indications that ““cyclescycles”” are becoming shorterare becoming shorter

•• BUTBUT
–– 1,000s of participants so many 1,000s of participants so many ““viewsviews”” resultresult

–– Innumerable demand variablesInnumerable demand variables

•• ConclusionConclusion

–– Analysis of the forward market by Analysis of the forward market by 

consideration of supply/demand factors consideration of supply/demand factors 

plus sharp focus on market sentimentplus sharp focus on market sentiment



31st August 200631st August 2006 Galbraith'sGalbraith's 66

US Gulf/Japan Panamax Grain Daily from 1985
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Source: Baltic Exchange

Although Chinese imports of iron ore and 
steel-related products are driving the 
surge in demand the knock-on effect is 
felt across all commodities and in all sizes

Although Chinese imports of iron ore and 
steel-related products are driving the 
surge in demand the knock-on effect is 
felt across all commodities and in all sizes
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Freight Summary August 2006Freight Summary August 2006

•• After a partial revival in 2H05 freight market After a partial revival in 2H05 freight market 
eased downwards in 1Q06 despite some eased downwards in 1Q06 despite some 
erratic jumps by Capesizes; since miderratic jumps by Capesizes; since mid--2Q062Q06
all rates have been firming steadilyall rates have been firming steadily

•• Demand has continued to expand (+2~4%) Demand has continued to expand (+2~4%) 
albeit not quite so rapidly as last yearalbeit not quite so rapidly as last year

•• Fleet supply (+5~7%) is currently outpacing Fleet supply (+5~7%) is currently outpacing 
demand growth significantly (but rates demand growth significantly (but rates 
rising)rising)

•• Some 70 MDwt added to the fleet over the Some 70 MDwt added to the fleet over the 
past 5 years past 5 years 500 million tonnes of cargo500 million tonnes of cargo

•• LongLong--haul effects of iron ore trade (e.g., haul effects of iron ore trade (e.g., 
Brazil to F.East) compounding Cape demandBrazil to F.East) compounding Cape demand
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Increase in volatility over past four yearsIncrease in volatility over past four years

Capesize TC Rates
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Same story for PanamaxSame story for Panamax

Panamax Basket TC Rates
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Up to 2002 freight rates 
traded in a relatively 
modest band; since then the 
market has moved up to a 
new higher level with a 
wider trading range

Up to 2002 freight rates 
traded in a relatively 
modest band; since then the 
market has moved up to a 
new higher level with a 
wider trading range
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Handymax (45,500 Dwt) TC Rates
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Handymax rates have 
mirrored overall 
market with larger 
trading range and 
more volatility

Handymax rates have 
mirrored overall 
market with larger 
trading range and 
more volatility

More volatility on Handymax as wellMore volatility on Handymax as well
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Economic ImpactEconomic Impact
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China's GDP Share of World total
(Based on Purchasing Power Parity)
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China’s global GDP 
share rose from 3% in 
1980 to 5.8% in 1990. 
In 2006 it is estimated 
to more than double to 
exceed 16%.

China’s global GDP 
share rose from 3% in 
1980 to 5.8% in 1990. 
In 2006 it is estimated 
to more than double to 
exceed 16%.
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China Imports of Raw Materials and Manufactures
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Note the growth in 
the value of raw 
material imports ~ 
similar to the overall 
increase in imports

Note the growth in 
the value of raw 
material imports ~ 
similar to the overall 
increase in imports
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China Exports of Raw Materials and Manufactures
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Note the minimal growth in the 
value of raw material exports – the 
extra cost of raw material imports 
is being paid for by increased 
exports of manufactures

Note the minimal growth in the 
value of raw material exports – the 
extra cost of raw material imports 
is being paid for by increased 
exports of manufactures
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China Total Exports/Imports
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Since 1994 China has run a 

surplus of exports over imports in 

value terms

Since 1994 China has run a 

surplus of exports over imports in 

value terms
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China International Trade Balance
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The continuous trade surplus has 

enabled the country to press ahead with 

economic expansion and investment

The continuous trade surplus has 

enabled the country to press ahead with 

economic expansion and investment

Accession to WTO 
approved 10th Nov 2001
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China's GDP/Per-capita GDP
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Although GDP/Capita has risen 

dramatically it remains significantly 

behind other major countries. If 

domestic expectations are to be 

satisfied this implies massive 

expansion still to come.

Although GDP/Capita has risen 

dramatically it remains significantly 

behind other major countries. If 

domestic expectations are to be 

satisfied this implies massive 

expansion still to come.
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Dry Bulk DemandDry Bulk Demand



31st August 200631st August 2006 Galbraith'sGalbraith's 1919

Accelerated trade growth since 2000Accelerated trade growth since 2000

World Seaborne Trade by Major Commodities
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•Continuous trend expansion since 1960

•Coal, Grain & Iron Ore account for 65% of trade

• Acceleration in iron ore trade since 2000 due to Chinese expansion

•“Other Bulks” comprise largest aggregate sector (around 33%)

•Continuous trend expansion since 1960

•Coal, Grain & Iron Ore account for 65% of trade

• Acceleration in iron ore trade since 2000 due to Chinese expansion

•“Other Bulks” comprise largest aggregate sector (around 33%)

Growth 
2000-05:
5.1% pa

1st Oil Crisis

2nd Oil Crisis
Growth 
1960-00:
4.3% pa

Asian Financial Crisis
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Future growth in iron ore, coal & minor bulksFuture growth in iron ore, coal & minor bulks

World Seaborne Trade by Major Commodities
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Coal Iron Ore

Grain Bx/Al

PhosRock Other Bulk

Coal has been largest traded 
commodity since mid-1990s 
but now being overtaken by 
iron ore due to Chinese 
growth

Coal has been largest traded Coal has been largest traded 

commodity since midcommodity since mid--1990s 1990s 

but now being overtaken by but now being overtaken by 

iron ore due to Chinese iron ore due to Chinese 

growthgrowth
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Representative Minor Bulk Trades (excl Steel)
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Five main cargo typesFive main cargo types

Seaborne Trade 2005 Million tonnes (Mt)

Fertilizers

130

5%

Other

76

3%

Agribulks

360

14%

Industrial

349

13%

Energy

510

19%

Steel-Related

1,227.2

46%

Total Seaborne trade 

2005 estimated at 

2,568 Mt ±30Mt 
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Seaborne Dry Bulk Trade ~ 2005
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Just under half of all Dry Bulk Trade is

related - either directly or indirectly -

to the steel industry

Wide variety of cargoes ~ needs wide variety of shipsWide variety of cargoes ~ needs wide variety of ships

Total trade at Total trade at 

2.568 billion 2.568 billion 

tonnestonnes

Commodities Commodities 

over 4% of over 4% of 

totaltotal
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Many trades related to Steel ProductionMany trades related to Steel Production

World Steel & Related Trades
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Besides China other regions have flat outputBesides China other regions have flat output

Major Regional Steel Producers
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China has huge potential for increased consumptionChina has huge potential for increased consumption

Consumption of Steel (kg) per Capita
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 China Bulk Imports

Ore Imports

Steel Imp
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Scrap Imp Steel Production

In 1990, China's bulk imports of steel 

and coal-related cargoes amounted to 

just 20 Mt. By 2000 the total was 100 

Mt, by 2003 it was 200 Mt. In 2005 the

total reached 340 Mt.
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Steel Imports Declining as Exports take offSteel Imports Declining as Exports take off

China Steel Imports/Exports

0

5,000

10,000

15,000

20,000

25,000

30,000

35,000

40,000

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

1
0

0
0

t

Steel Imp

Stl Exp



31st August 200631st August 2006 Galbraith'sGalbraith's 2929

Step jumps in Chinese iron ore importsStep jumps in Chinese iron ore imports

China Iron Ore Imports
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China also now a major generator of export cargoesChina also now a major generator of export cargoes

China Major Dry Bulk Exports
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Coal: Long term growth slowingCoal: Long term growth slowing……

Major European and Asian Coal Importers

0

10,000

20,000

30,000

40,000

50,000

60,000

70,000

80,000

90,000

100,000

110,000

120,000

130,000

140,000

150,000

160,000

170,000

180,000

190,000

200,000

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

1
0

0
0

t

Japan Europe Asian

Europe: Belgium, Denmark, France, Germany, Italy, Netherlands, Spain, UK

Asian: China, S.Korea, Taiwan, Hong Kong

Coal = Anthracite + Coking + Steam Coal



31st August 200631st August 2006 Galbraith'sGalbraith's 3232

Significant growth in Soyabean tradeSignificant growth in Soyabean trade

Major Grain & Soyabean Exporters
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Chinese Coal Exports Declining/Imports IncreasingChinese Coal Exports Declining/Imports Increasing

China Coal Import/Export
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Growth in Chinese coal exports to 
Asian market in 1990s effectively 
wiped long-haul South African 
suppliers out of the market; this 
reduced tonne-mile demand 
significantly because of proximity and 
added to market slump of 2000/01/02

Growth in Chinese coal exports to 
Asian market in 1990s effectively 
wiped long-haul South African 
suppliers out of the market; this 
reduced tonne-mile demand 
significantly because of proximity and 
added to market slump of 2000/01/02
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Grain trade: has been relatively flat for many yearsGrain trade: has been relatively flat for many years

Major Grain Exporters
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Demand has stabilised since March Demand has stabilised since March ’’0505……

Dry Bulk Demand
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Major Import Regions
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China/World Major Bulks Trade
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Impact of China on Dry Bulk Trades
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Demand SummaryDemand Summary

••Since midSince mid--2003 demand has been 2003 demand has been 

dominated by all things Chinesedominated by all things Chinese

••Since 2002 ChinaSince 2002 China’’s iron ore imports have s iron ore imports have 

jumped from 111 Mt to 320 Mt; steel jumped from 111 Mt to 320 Mt; steel 

exports have risen 7exports have risen 7--fold from 5 Mt to 34 Mt fold from 5 Mt to 34 Mt 

and coal imports have risen from 14 Mt to and coal imports have risen from 14 Mt to 

37 Mt. This year cement exports have been 37 Mt. This year cement exports have been 

featured rising from 5 Mt to 33 Mtfeatured rising from 5 Mt to 33 Mt

••In other countries (to generalise) only In other countries (to generalise) only 

steam coal imports have continued to rise steam coal imports have continued to rise 

consistentlyconsistently
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Dry Bulk Fleet SupplyDry Bulk Fleet Supply

“Bai Sha Ling” 30,881 dwt 1984 4x25t 
Cr Owner: Shenzhen Shekou (China)
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Structure of Dry Bulk Fleet by SizeStructure of Dry Bulk Fleet by Size

Bulk Carrier Size Distribution at 1-Aug-06
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No. of Ships on Order look reasonableNo. of Ships on Order look reasonable……
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……but large numbers looming for next year in Dwt termsbut large numbers looming for next year in Dwt terms

Bulk Carrier Orderbook at 1-Aug-06
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Age Profile Bulk Carrier Fleet @ 1/7/06
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Fleet Developments Dry BulkFleet Developments Dry Bulk

Bulk Carrier Fleet Changes
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Fleet Supply ~ SummaryFleet Supply ~ Summary

••Although the fleet continues to expand and Although the fleet continues to expand and 
vessels are, on average, larger as designs vessels are, on average, larger as designs 
are optimized and economies of scale are optimized and economies of scale 
prevail, these vessels are added to the fleet prevail, these vessels are added to the fleet 
at a steady paceat a steady pace

••The current orderbook is large and The current orderbook is large and 
dominated by Panamax & Cape tonnagedominated by Panamax & Cape tonnage

••Currently the fleet is expanding faster Currently the fleet is expanding faster 
(+6.5%)  than demand (+3.2%) rising (+6.5%)  than demand (+3.2%) rising 
hence rates hence rates shouldshould be falling, but this has be falling, but this has 
only occurred in past week or so due to only occurred in past week or so due to 
strong sentimentstrong sentiment
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NB Prices have mirrored freight marketNB Prices have mirrored freight market

Newbuilding Bulk Carrier Prices
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Secondhand Prices remain buoyantSecondhand Prices remain buoyant

5 Year Old Bulk Carrier Prices
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FFA rate ideas heading downwardsFFA rate ideas heading downwards……..

Forward Freight Agreements
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Conclusion ~ Dry Bulk Supply/DemandConclusion ~ Dry Bulk Supply/Demand

•• Overall longOverall long--term growth (continuous upward term growth (continuous upward 

trend for more than 40 years)trend for more than 40 years)

•• Chinese demand remains at exceptional levels Chinese demand remains at exceptional levels 

and is expected to grow furtherand is expected to grow further

•• Fleet supply Fleet supply appearsappears more than adequate to cope more than adequate to cope 

with dry bulk demand growth in next 2~3 years with dry bulk demand growth in next 2~3 years 

but sentiment is creating some irrational market but sentiment is creating some irrational market 

movementsmovements

•• Freight market Freight market expectedexpected to fall to more modest to fall to more modest 

levels this year but no collapse in market levels this year but no collapse in market 

anticipated and no guarantee this will happen anticipated and no guarantee this will happen 

due to the unusual market circumstancesdue to the unusual market circumstances
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Conclusion: Impact of ChinaConclusion: Impact of China

•• Unprecedented event in shipping industryUnprecedented event in shipping industry

•• Greater uncertainty in freight marketGreater uncertainty in freight market

•• Greater reliance on China as a generator of Greater reliance on China as a generator of 

demanddemand

•• Greater volatility in ratesGreater volatility in rates

•• Impact has stretched across ship values, Impact has stretched across ship values, 

shipbuilding and steel pricesshipbuilding and steel prices

•• Changes in trade routes: cement and steel Changes in trade routes: cement and steel 

exports instead of imports; coal displacing exports instead of imports; coal displacing 

others (South Africa) but now in turn being others (South Africa) but now in turn being 

displaced by Indonesiadisplaced by Indonesia

One Question remainsOne Question remains……
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How sustainable is Chinese expansion?How sustainable is Chinese expansion?

•• China remains a control economy and China remains a control economy and 

Government intervention always possibleGovernment intervention always possible

•• China produced 5.7 million motor vehicles in China produced 5.7 million motor vehicles in 

20052005 –– exactly the same as Germany exactly the same as Germany ––andand

more than the population of Denmark!more than the population of Denmark!

•• Per capita steel consumption still lowPer capita steel consumption still low

•• More poor people than any other country: More poor people than any other country: 

>150 million have less than $1 per day>150 million have less than $1 per day

•• Low cost base has led to global successLow cost base has led to global success

•• Expectations and aspirations remain high but Expectations and aspirations remain high but 

social cost has its pricesocial cost has its price……
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Changing Images of ChinaChanging Images of China

The “Bund”, Shanghai
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