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Market Updates 

Dry Bulk: 

The Baltic Dry Index is under 
continuing pressure due 
solely to the Capesize class. 
For now this downturn 
appears confined to this 
specific class as the smaller 
sizes have been holding 
their ground. 

The Capesize weakness is 
somewhat surprising since 

the current trend goes against well established seasonal patterns in what is commonly expected to be 
the best period of the year. Additionally, three bullish data points emerged which should have 
provided a tailwind. We saw a nearly 10 percent monthly increase in its shipments of iron ore to China 
during the month of August. Australia’s thermal coal exports have grown 14 percent on the back of high 
demand from Asia, setting a new record. Finally, during the past month China increased its soybean 
imports by an impressive 14 percent from a month earlier. 

While the trade war is on everyone’s mind, the impact has yet to show up in hard data. This has led some 
analysts to suggest that the downturn may be a short term event with bullish fundamentals destined to 
overcome the temporary decline. However, this is little comfort to dry bulk investors as US listed dry bulk 
stocks have been suffering a precipitous decline. This disconnect between stock prices and fundamental 
market data led to James Catlin issuing a report last week, on Value Investor’s Edge, questioning if the 
market is discounting trouble ahead, or simply overreacting to the current, albeit escalating, trade war. If 
the market is overreacting, the current drop in prices presents an attractive entry point, the likes of which 
we haven’t seen in many, many, months. 
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Crude Tankers: 

In our last report we noted 
the VLCCs broke the $20k 
mark but noted that forward 
availability of vessels would 
likely cap those gains. That 
was indeed the case and 
rates slipped back down to 
approximate industry 
breakeven levels. 

But there may be some good 
news on the horizon as Iranian sanctions could provide a boost for crude tanker rates. Many nations 
have already announced curtailing Iranian imports. South Korea has stopped buying all together, with 
the last cargo imported in July. Japan and India have also reduced imports in recent months have 
been turning to suppliers representing a longer haul, like the USA. Shipments to the European Union 
are expected to cease entirely ahead of November 5th re-imposition of sanctions. 

Currently there are 733 VLCCs on the water with the NITC owning 38 of those. These vessels represent 
5.1% of the total VLCC fleet. During the last round of sanctions many of those were forced to serve as 
floating storage which effectively removed them from trading. Even if the lost Iranian barrels are 
compensated by supplies from elsewhere, there will be more demand for the international tanker 
fleet, as the NITC fleet will not be able to compete for these cargoes. 

In short, a decrease in supply coupled with a potential increase in ton mile demand are two positives 
for VLCC charter rates. 
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Product Tankers: 

A mixed bag for the product 
tanker market as increasing 
activity in some regions 
failed to really ignite any sort 
of sustainable rate move to 
the upside. 

But the big story came out of 
the EIA recently which 
reported that gasoline 
consumption growth in the 

US is slowing as higher prices dent consumer demand. This led them to conclude that gasoline 
consumption would be flat year on year. With record refinery output in the USA that does lead to more 
products being available for export, but the question becomes, to where? If consumers in the USA are 
feeling the pinch it seems likely that global consumers are as well given that no region can really 
escape the climbing price of a globally traded commodity like oil and consequently the higher prices 
of the products of which it serves as a feedstock. This is likely why distillate stocks have been building 
in recent months. 

In previous reports, James Catlin highlighted how low crude prices led to higher refinery utilization 
amid attractive margins which induced greater demand for product tankers as inventories were built 
up, in 2015 especially. However, these latest inventory builds will have a different impact as they come 
from a place, not of increasing supply, but rather stagnating demand. Once again, our team is pointing 
to the back half of 2019 before we see any sort of potential for material improvement in this market. 
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Containers: 

The escalating trade war is 
taking center stage in the 
container shipping market. 
 

China and the USA have an 
important relationship 
regarding the trade of 
finished products. In fact, 
there is no greater route of 
importance than the China 

to North America trade when it comes to containerized cargo. 

In terms of "goods only" the US Census Bureau notes that China is the number one supplier to the USA 
at $505.6 billion in 2017, accounting for 21.6% of the USA's total imports. But it's not just a one way 
street. USA’s exports to China came in at the number three spot behind Canada and Mexico totaling 
$130.4 billion, representing 8.4% of the USA's total exports. 

So far volumes have been unaffected by the initial round of tariffs. However, that’s likely because the 
threat of these additional tariffs has caused many importers to pull shipments forward as they 
attempt to avoid a new round of additional costs. In fact, exports to the United States actually rose to 
a record in August, helped by a weaker Yuan. But this burst in trade activity is temporary. Even if the 
trade war is called off overnight, trade volumes will likely see a short term dip to balance the volume 
that was pulled forward. 

However, with Trump steadfast in his belief that current trading practices are unfair, things are likely 
to escalate with Trump expected to announce the implementation of $200 billion in additional tariffs. 
China's huge trade surplus with the United States is at the heart of the dispute, and the fact that it's 
still growing is disconcerting to the President, to say the least. 

Trump is unlikely to back down, and Barron's reports that the China Center for International 
Economic Exchange, a Chinese think tank tied to the government, recently implied that China will not 
hesitate to retaliate in the escalating trade war with President Donald Trump and the U.S., even if it 
means hurting itself. With both sides unwilling to budge, it seems almost certain that things will get 
worse before they get better. 

The result could mean less goods shipped between these two nations which represents the single 
most important relationship as far as containerized trade is concerned. 
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LNG & LPG: 

LNG spot charter rates have 
now touched a five year high 
with indications that they 
may even move higher. 

New buyers from Bangladesh 
and Thailand are boosting 
demand while South Korea’s 
trade ministry has reported 
that LNG imports for the first 
six months of 2018 jumped 

15% compared to the same period in 2017, reaching 22.7M tonnes. The volume is the country’s 
highest-ever half yearly total for inbound shipments. 

Japan is still snatching up spot cargoes even as it prepares for the restart of their nuclear program, 
which some believe could curtail demand by as much as 9mtpa over the next couple years. This shift 
might pose some short term disruptions but overall it appears to be something this red hot market 
will be able to digest. 

Asian LNG spot prices for October delivery are at four year seasonal highs, indicating robust demand 
out of that region. China is also preparing to shore up supplies as they are eager to avoid a repeat of 
last year when unexpectedly low temperatures caused a price spikes. 

On the LNG supply front, production at Yamal has been ramping up faster than expected with another 
three newbuild arctic-classed LNG carriers about to head towards the facility, taking the total of 
vessels working from Yamal to 10. 

On the vessel supply front, over the long run things look tight and although there are a number of 
newbuilds set to hit the water, approximately 90% of them are already contracted through long term 
charters. In the short run a decreasing number of spot vessels are serving growing spot demand and 
with seasonal strength ahead the market could get even stronger. 

 

 

 

 

 

 

6 

 



 

 

 

Company Focus: Golar LNG (GLNG) 
Golar LNG (GLNG) is our current focus company, where J Mintzmyer has recently taken massive 
exposure ahead of what he believes will be blowout Q3-18 earnings and a string of potential catalysts. 

First, LNG shipping spot rates are surging, with modern tri-fuel diesel electric (“TFDE”) rates recently 
quoted as high as $95,000/day. Golar directly owns 9 of these ships (11 including subsidiaries), all of 
which are on the spot markets. 

Next, Golar is set for a potential FID for the Tortue Ahmeyim offshore gas project, which is located  in 
Western Africa.  

Additionally, Golar is enjoying a major cash influx from its Hilli Espeyo FLNG rig, which is set for 
additional expansion as soon as early-2019. 

Finally, Golar has a major power generation and energy import project coming online in Brazil 
(“Sergipe”) starting in Q1-2020. 

 

Golar’s cash flows are set to surge and Q3-18, which I expect to be reported towards the end of 
November, will be the first quarter where the Hilli is fully online and LNG spot rates are also strong. 
Strong shipping rates appear to be sustainable for at least several years as forward demand exceeds 
supply through at least 2021. We could easily see 6-figure rates quite soon with little to stop them. 
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Beyond the current project pipeline,  Golar has a massive array of projects they are currently 
exploring, both in the FLNG sector and via the Golar Power venture. The following chart shows some 
of these. 

 

Forward growth opportunities are enormous, and I believe Golar LNG (GLNG) is perhaps the most 
exciting firm in the shipping sector. I have a much more detailed model and overall coverage available 
via Value Investor’s Edge, but my current baseline ‘fair value’ target is $40/sh. 
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Position & Price : Long Golar LNG Partners (GLNG) @ $25.23 

Target & Upside: $40.00 Target / 58% Upside 

Near-Term Catalysts: Blowout Q3-18 Earnings (Nov18), Tortue FID (Dec18)  

Risk Level: Medium Risk  

Bearish Target: $20.00 / 21% Risk 

Overall Value Conviction: 8 out of 10 
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Macro Focus: Container Shipping - A Closer Look At Ultra 
Large Container Vessels (ULCVs) 
 

The ULCV class remains in serious trouble with 91 vessels still on order against a fleet of 258 currently 
on the water. This makes for an orderbook of 35.3% strictly from a vessel numbers standpoint. 
However, in terms of capacity the orderbook comes in at an even more harrowing 39.1%. 

Most importantly is putting the size of these ships into context. Some ULCVs can haul up to four times 
what a Panamax vessel can transport. The influx of ULCV capacity over the past dozen years has been 
astounding, moving from practically zero to now representing 4,168,037 of the total 21,720,837 teu 
capacity in the market, or roughly 19%. Remember, that's with just a total of 258 vessels. 

There are still another 91 vessels on order, with a total capacity of 1,631,205 teus set to hit the water, 
with the vast majority due before 2021. These vessels represent 63% of the overall orderbook in terms 
of capacity showing just how pronounced the oversupply issue remains for this particular class. 

What's also important is knowing that these ships mainly serve a specific trade route, specifically Asia 
to Europe. 

The graphic (courtesy of 
vesselsvalue.com) shows the 
concentration of the ULCV 
fleet around this specific 
route with few exceptions. It 
is widely accepted that the 
Asia-Europe route is already 
heavily saturated and as a 
result coordinated actions to 
control vessel supply have 
been orchestrated by 
industry participants (such as 
planned slippage to blank 
sailings). 

Readers may notice that a few vessels appear to be serving the USA on both the East and West Coast. 
But these are the smaller versions of the ULCVs as the main ports (LA, LB, NY/NJ) are really only suited 
to handle vessels up to the 14,000 teu mark. 
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Which means these larger vessels will fail to impact other trading lanes. Yes, they have crowded out 
smaller vessels but the impact of that move has likely already occurred. 

The following graphic shows the various trading options available to the Post-Panamax (or 
Neo-Panamax) class. 

The point here is that if the 
crowding out has largely 
occurred the further 
introduction of tonnage on a 
specific and already 
massively oversupplied route 
can do little to alter the 
global dynamic. Again, this 
rests on trade lane cascading 
having mostly run its course. 

If true, this suggests that 
global containerized charter 
rates outside of the ULCV 
routes will begin to assert 

their independence and trade on the fundamentals regarding their specific classes and the markets 
they serve. 

But this also means that the ULCV market is woefully doomed for the next few years. Limited trade 
lane expansion opportunity coupled with a massive oversupply of very new vessels is a recipe for an 
ongoing depressed market. 

Let's also not forget that these expensive vessels are backed by companies with major investments at 
stake and deep pockets. 160 of these vessels currently on the water and 35 newbuilds are 
concentrated in six shipping majors, Moller Maersk AS, COSCO Shipping Lines Co, Hapag Lloyd, MSC, 
Ocean Network Express, and CMA CGM. 

Even though this ULCV oversupply problem has persisted for years (my main reason for turning 
bearish on the segment in mid 2015), owners are still placing orders at a pace which, frankly defies 
logic. 

Over the course of the past one year, 39 firm orders have been placed with options for a further three. 
Almost all are scheduled to hit the water in 2019 and 2020 further prolonging the glut. 
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In fact, ShipBrief anticipates that while we have lately seen idle box ship capacity drop, due in part to 
smaller vessels being called back into service, we may begin to see a rise once again thanks to further 
mega box ship deliveries on a route already saturated with tonnage. 

It's a simple notion really, if vessels are confined to a certain route you shouldn't grow the supply of 
vessels faster than demand for that route increases and (in this case) as trade lane cascading allows. 
As the following graph (courtesy of the UN) illustrates, the Europe-Asia-Europe trade route has seen 
relatively stagnant demand growth since 2013, during this massive influx of vessel capacity. 

If there is an imbalance, there is a direct correlation to the depth and breadth of the downturn and the 
degree of market 
disequilibrium. 

Therefore, the 
supply/demand dynamics for 
this route are completely 
askew and any sort of short 
term correction is highly 
unlikely, which is why I 
remain heavily bearish 
toward this class but also 
why I feel that its woes are 
now, more than ever, 
confined to the class itself. 
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