
LONDON—It is a hard time to be a dry-bulk carrier.

Falling commodity prices and a rampant oversupply of vessels have driven
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Ships Scrapped as Freight Rates Fall
Shipowners are increasingly scrapping or selling their vessels as freight rates tumble
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Falling commodity prices and an oversupply of vessels have driven freight rates below break-even levels,
prompting owners to scrap or mothball their ships, with 203 vessels scrapped so far this year. PHOTO: GOOGLE
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freight rates well below break-even levels, prompting owners to increasingly
scrap or mothball their ships.

Declining demand from China and other major importers for iron ore and coal
has taken a heavy toll, as those commodities make up about two-thirds of the
global bulk market. The 30-year-old Baltic Dry Index, which measures freight
rates, has plunged to its lowest levels in decades. It hit a 29-year low in February.

“China’s gradual shift
away from coal-fired
power plants to
cleaner sources of
energy like natural gas
is having a detrimental
effect on
bulk-shipping
demand,” said Basil
Karatzas, a New
York-based maritime
consultant, who

advises some of the world’s biggest shipping companies. “The BDI is at 630
points, way below the 2,000-to-3,000 break-even levels, but there is some
optimism that we have reached the bottom and a recovery may slowly start at
the end of the year.”

China has also been limiting iron-ore imports from major producers like
Australia and Brazil while building its own dry-bulk fleet, dealing a blow to many
owners looking to charter their vessels. Daily freight rates for capesize
vessels—the world’s biggest carriers of commodities—are hovering around
$5,000 with a break-even point of around $15,000, depending on the age of the
vessel and its financing arrangements.

“Time charters beyond a year for capes have all but disappeared,” a
Singapore-based broker said. “Add to this a minimum 25% overcapacity, and
many owners are left with few options other than selling their ships for scrap. It
has really been a bloodbath out there.”

So far this year 203 vessels have been scrapped, with a total of 17 million
deadweight tonnes taken off the water, compared with 14 million dwt recycled in
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all of 2014, according to maritime data provider VesselsValue.com. Capes made
up 10 million dwt of this year’s tally.

Brokers said at least nine dry-bulk shippers have filed for bankruptcy protection
since the start of the year, and the number may well double before the end of the
year. Deep-pocketed owners are increasingly parking their capes at Asian ports
to cut costs.

“There are at least 10 in hot layup, meaning they are anchored, engines
mothballed and crew cut to at least half to rein in costs,” the Singapore broker
said. “We haven’t seen it like this since the 2009 global economic crisis.”

Mr. Karatzas said that while hot layups were popular during past down cycles,
shutting down a modern ship’s engines and electronics has become expensive
and complicated.

“You got insurance costs running, and for a proper layup of around a year you
need to fork out around $1 million,” he said. “It is a substantial cost.”

Some still see opportunities in the highly volatile market, however. Greek
owners, expecting a recovery by year’s end, have been busy investing mainly in
smaller Panamax vessels, designed to fit through the Panama Canal.

“They are in the market for 10-year-old Panamaxes that now go for a record-low
average price of $9 million,” the Singapore broker said. “As the market for new
ships has dried up, they expect demand for used vessels to rise by year’s end and
sell them for $12 million to $13 million. It is a gamble, but Greeks are usually
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‘We haven’t seen it like this since the 2009 global economic crisis. ’

—A Singapore ship broker
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correct in reading the market 12 months down the line.”

Write to Costas Paris at costas.paris@wsj.com
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