


































































































pone deliveries instead. As a consequence, 27% of scheduled
deliveries for 2015 were postponed. In total, 20 million cgt was
postponed for later delivery during 2015, amounting to 17% of
the total orderbook as of the start of 2015 (fig. 10). One-third
were Chinese Bulk orders. Orders were, on average, postponed
8-9 months in 2015. This number was inflated by Offshore or-
ders which, on average, were postponed almost a year.

CANCELLATIONS AND POSTPONEMENTS PUT PRESSURE ON LIQUIDITY
Cancelling or postponing orders for later delivery allows ship-
owners to ease some of their short-term financial pressure. For
shipyards, it often has the opposite effect. Regardless of wheth-
er an order is postponed at the request of the shipowner or the
shipyard, it delays the final payment of the order and puts pres-
sure on the yard’s ability to pay its short-term debt obligations.
Consequently, the escalation of postponements and cancella-
tions that the industry experienced in 2015 bears a lot of the
responsibility for the financial challenges that many shipyards
are saddled with.
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Figure SB.11

149%o of scheduled orders for 2016 were contracted before 2013
These orders are more prone to being cancelled or postponed
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YARD CAPACITY AND UTILISATION

ACTIVE YARD CAPACITY CONTINUED TO DECLINE IN 2015 AS
MORE SECOND-TIER YARDS RAN OUT OF ORDERS AND CLOSED
DOWN. FIRST-TIER CAPACITY REMAINED STABLE. CONSE-
QUENTLY, YARD UTILISATION GREW TO 78% IN 2015, UP
FROM 68% IN 2014.

In line with lower contracting activity, fewer yards attracting
new orders and the orderbook shrinking, active newbuilding ca-
pacity also continued to decline in 2015. Announcements that
yards are experiencing financial difficulties are surfacing on a
more regular basis and it seems that the consolidation process
is accelerating.

ACTIVE YARD CAPACITY DOWN BY AROUND 10% IN 2015

Due to the growing number of yard closures, we estimate that
the number of active newbuilding yards globally fell by approxi-
mately 70 yards to around 730 by the end of 2015 (fig. 12). It
should be noted that this number comprises all yards that had
an orderbook by the beginning of 2016 or that completed deliv-
eries during 2015. As a consequence, active capacity was re-
duced by around 10%, measured in cgt.

THE OVERSUPPLY IS STILL HUGE, BUT IT IS IMPROVING
The downward adjustment in active yard capacity meant that
overcapacity declined in 2015, improving from 33% of active
capacity in 2014 to 22% by year-end 2015 (fig. 13). Hence,
global yard utilisation ended up at 78% in 2015, up from 68% in
2014. Capacity at first-tier yards, the yards that have received
orders within the last 18 months, maintained the status quo,
while capacity at second-tier yards, the yards that have not,
declined by 42%.

CHINA UTILISED 68% OF ITS ACTIVE YARD CAPACITY IN 2015

China struggled the most in 2015, utilising only 68% of its ac-
tive yard capacity. Its first-tier yards, accounting for 80% of
active domestic capacity, achieved utilisation of 74%, whereas
the second-tier yards utilised only 50% (fig. 14). Since 2008,
capacity at the first-tier yards in China has increased by 140%
in cgt terms and by around 30 yards, whereas second-tier ca-
pacity has declined by 10% divided between around 80 yards
(fig. 15).
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Figure SB.12

The number of active newbuilding yards fell by around
70 yards in 2015
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Figure SB.13
Shipyard overcapacity declined in 2015 but it still
constituted 229% of active capacity
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SOUTH KOREA UTILISED 94% OF ACTIVE YARD CAPACITY
Active capacity in South Korea is almost entirely at the first-tier
yards (98%), and these yards had a utilisation rate of 95% in
2015. There are 26 active yards in the country: 13 first-tier and
13 second-tier yards. However, nine of the second-tier yards
emptied their orderbooks over the course of 2015 and received
no new order during the first quarter of 2016 and are therefore
candidates for closure or consolidation in 2016, if they have not
already closed down. In South Korea, first-tier yards have re-
duced their capacity by 6%, but the number of yards has gone
up by a couple of yards since 2008 and second-tier yard capaci-
ty has been reduced by 80% and around five yards.

JAPAN UTILISED 83% OF ACTIVE YARD CAPACITY

In Japan, first-tier capacity constitutes 95% of active domestic
capacity, and in 2015 these yards utilised 83% of active capaci-
ty, while the country’s second-tier yards utilised 77%. Japanese
first-tier yards reduced their active capacity by 7% in the period
from 2008 to 2015 and capacity at second-tier yards went down
by almost 90%. The number of first-tier yards rose by ten
yards, whereas the number of second-tier yards went down by
50 yards.
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Figure SB.14

First-tier yards utilised 83% of active capacity in 2015
Second-tier yards utilised only 56%
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First-tier capacity in China has grown 140% since 2008
First-tier capacity in South Korea has been reduced by 6% and in Japan by 7%
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OUTLOOK

THE OUTLOOK FOR THE SHIPBUILDING INDUSTRY IS BLEAK.
YARDS ARE GENERALLY STRUGGLING WITH HIGH DEBT LEV-
ELS, FEW NEW ORDERS, LARGE-SCALE POSTPONEMENT OF
ORDERS AND LOWER NEWBUILDING PRICES. THE CONSOLIDA-
TION PROCESS IS PROVING BRUTAL AND WE EXPECT MORE
THAN 200 YARDS WITH A COMBINED CAPACITY OF 2 MILLION
CGT TO CLOSE DOWN WITHIN THE NEXT YEAR OR TWO.

The Shipbuilding industry has been struggling with overcapacity
for a long time, and since 2011, active yard capacity has been
gradually adjusted downwards. The capacity build-up in the pe-
riod leading up to the financial crisis left the industry vulnerable
when contracting activity began to slow down from 2009 on-
wards. In an attempt to attract orders and employ as much ca-
pacity as possible, shipyards lowered newbuilding prices and
offered back-loaded payment terms that allowed shipowners to
pay the majority of the cost upon delivery. This helped some
yards keep order covers high, but given the capital intensive-
ness of the industry it also caused debt levels to rise to very
high levels. By the end of 2012, the Shipbuilding industry was
on the verge of collapse, because contracting levels had re-
mained low for five years and order covers were declining rapid-
ly. However, contrary to expectations, contracting boomed in
2013 and 2014 and the industry was able to breathe a sigh of
relief — for a short while.

SLUGGISH MARKET CONDITIONS IN MANY SHIPPING SEGMENTS...
Today, the effects of this contracting boom are beginning to
wear off. The severe problems in Bulk, Container and Offshore
and worries that the upswing in the Tanker segments is only
transitory have brought contracting of new vessels down to very
low levels at the beginning of 2016. Moreover, ripple effects
from the problems in these segments are being felt by the
smaller ship types servicing the bigger ships in ports and at sea.
All in all, this is putting a lid on contracting activity and resulting
in huge problems for the Shipbuilding industry which, already
struggling with overcapacity, is facing a declining orderbook and
a growing number of cancelled and postponed orders.

...ARE LIMITING THE CONTRACTING POTENTIAL FOR NEW VESSELS
We believe that the orderbook could continue to decline. Over the
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Figure SB.16

Total contracting in the period from 2011 to 2015
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last five years, Bulk, Container and Offshore have accounted for
almost 60% of total contracting measured in cgt (fig. 16). Given
the massive oversupply, weak demand and extremely low freight
rates that all these segments are facing, we do not see them con-
tributing to any significant contracting activity over the next few
years — or at least we do not hold out any hope that they will.
Moreover, the decline in secondhand prices in many segments is
also limiting the amount of speculative orders being placed. If
we turn out to be right, and contracting stays low, the yards
that have already built debt up to high levels will come under
even more financial pressure. According to the OECD, debt lev-
els have been increasing since the financial crisis. Debt as a
proportion of total assets for selected publicly traded shipyards
in South Korea increased from 10% in 2008 to 30% in 2012,
and in China it rose from around 20% to 34% over the same
period. Since 2012, the situation has deteriorated further. The
heavy debt burdens at many yards, especially in China and South
Korea, could become even heavier if order intake declines further
and more orders are cancelled and/or postponed. We expect
these forces to spark a long-awaited, large-scale correction in
active capacity and thereby accelerate the consolidation process.
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MANY YARDS COULD BE LEFT WITHOUT ORDERS BY 2017

The orderbook is rapidly approaching the low levels seen at the
start of 2013, but 2016 looks to be a reasonable year for Ship-
building based solely on the amount of scheduled orders for the
year. The issue is, though, that 45% of the current orderbook is
scheduled to be delivered during the last three quarters of 2016,
and it is essential that new orders are placed within the next
three to six months for the yard industry to fill up its orderbooks
for 2017 (fig. 17). As of April 2016, scheduled orders for 2017
are only capable of employing 69% of current active newbuild-
ing capacity, and if we assume that the usual number of orders
are either postponed or cancelled, global yard utilisation could
fall below 50% in 2017. If the orderbook for 2017 is not filled,
China will see the biggest impact, because 57% of the Chinese
orderbook is scheduled to be delivered during the last three
quarters of 2016. Orders for 2017 are currently only capable of
employing around 52% of Chinese active yard capacity.

THE ORDERBOOK FOR 2017 COULD BE FILLED UP BY POSTPONEMENTS
Bulk, Container and Offshore orders currently constitute 51% of
the total orderbook. 17% of the total orderbook is Bulk orders
that are scheduled to be delivered during the last three quarters
of 2016. Due to the current market conditions in these seg-
ments, more orders could continue to be postponed and the
orderbook for 2017 could be “filled up” solely by postponed or-
ders. In 2015, 95% of the orders that were postponed for later
delivery were pushed into 2016. Hence, in a scenario where we
assume that the same percentage of orders will be postponed
from 2016 to 2017, the orderbook for 2017 could actually in-
crease by 17 million cgt to just above 50 million cgt. Moreover,
if we adjust for the new orders that will most likely be placed
during 2016 for delivery in 2017, scheduled orders for delivery
in 2017 could end up at a similar level as in 2015 and 2016,
which would support yard utilisation.

POSTPONEMENTS DO NOT IMPROVE SHIPYARDS' LIQUIDITY

The problem is that if the orderbook is filled up with postponed
orders, the shipyards do not receive any new capital or liquidity.
It merely means that final payments are delayed. As long as the
shipping markets are suffering a slump, there is a reasonable
risk that orders will continue to be postponed, and consequently
the already financially troubled yards will remain under pres-
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Figure SB.17
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PREMATURE SCRAPPING COULD LOWER REPAIR YARD UTILISATION

In an attempt to limit their exposure to the poor newbuilding
market, some yards are starting to venture into repairs to try
and employ a larger share of capacity - thereby cannibalising on
the market for pure repair yards. In line with the rapid expan-
sion of the fleet, demand for ship repairs has grown significantly.
Since 2008, the world fleet has grown by 22%. However, due to
the massive oversupply and very young age of the fleets in
many segments, vessels have begun to be scrapped earlier. In
2011 the average scrapping age was 32 years, and as of April
2016 it has fallen to 25 years. It can be assumed that when
vessels are scrapped earlier, it affects activity at repair yards
because of fewer dockings and repairs. We believe that the av-
erage scrapping age could remain low, or fall even lower, over
the next couple of years. Hence, even though some newbuilding
yards will benefit from diversifying into repairs, this industry is
possibly also facing lower future demand. It should be noted
that not all newbuilding yards have the necessary staff or
equipment to carry out repairs, and therefore such diversifica-
tion might not be as straightforward as it seems.

AN INDUSTRY IN DECLINE

We see no easy solution for the Shipbuilding industry. The com-
ing years will be extremely difficult and a lot of yards will have
to close down. However, in some ways the demise of the Ship-
building industry is a necessary evil in order for shipping to re-
turn to a more normalised state. As long as there is overcapaci-
ty in the Shipbuilding industry, there will be downward pressure
on newbuilding prices and an incentive to buy new cheap ves-
sels, increasing the oversupply in shipping. Consequently, the
industry needs to adjust active yard capacity for lower future
demand in order to balance the declining orderbook, increase
newbuilding prices and avert the growing liquidity crisis.
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