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Fitch 2018 Outlook: Global Shipping  
Nascent Rebound But No Firm, Widespread Recovery Yet  

Sector Outlook and Rating Trajectory  

Fitch’s Sector Outlook: Negative (Unchanged)  

Fitch’s global shipping sector outlook remains negative as we do not expect a material 

improvement in market fundamentals in 2018, given lingering overcapacity. Both container and 

bulk segments show signs of a revival, but the longevity of this trend remains uncertain due to 

limited adherence to capacity discipline in the sector. Improving market sentiment and a focus on 

scale and vessel size have stimulated new orders. The supply and demand dynamics are likely 

to support container, bulk and LNG rates, but tanker rates could remain under pressure.  

 

Rating Trajectory: Down  

Most of the companies in our shipping portfolio are on Negative Outlook/Watch. However, the 

Negative Outlooks/Watches do not reflect the sector fundamentals but rather company-specific 

issues, including the underperformance of non-shipping business segments, M&A or Qatar’s 

diplomatic dispute. Conversely, Sovcomflot is on Positive Outlook, which reflects the fact that the 

delivery of new LNG and offshore vessels will be completed in 2017 and the company will fully 

benefit from longer-term contracted revenue from 2018.  

 

Rating Distribution Weighting: Sub-Investment Grade   

Most of the ratings in our shipping portfolio are sub-investment grade, which reflects a higher-

than-average risk profile. This is due to the volatility of shipping markets (both freight rates and 

asset values), a high level of industry fragmentation, high operating leverage, highly capital-

intensive operations and poor earnings visibility for many sub-sectors.  
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Angelina Valavina, Senior Director   

“The overcapacity in shipping undermines the current rebound in 

dry bulk and container shipping rates and puts in doubt its 

longevity. Only prudent capacity management could reverse sector 

fundamentals and lead to a sustainable recovery in freight rates. 

The credit metrics of container and bulk shipping companies show 

some relief, but tanker companies are under pressure.”  

What to Watch  

• Consolidation in container shipping  

• China’s GDP growth and commodity imports: a material slowdown in imports will affect 

most of the shipping segments  

• OPEC production cuts and rising US oil exports for tanker shipping  

• Fuel price: a significant rise will have an adverse effect on shipping companies’ financials  

• Order books for vessels and scrapping levels      

http://www.fitchratings.com/outlooks


 

 

    

 
 Corporates    

  Transportation / Global      

    

     Fitch 2018 Outlook: Global Shipping    

 5 December 2017 2  

 
############# 

  

Learn More at our Outlooks Site: 

 

Sector Forecast  

Leverage Trend: Steady  

We expect leverage metrics in 2018 to remain broadly in line with 2017 levels as the shipping 

companies in our coverage continue investing despite the challenging market environment. The 

companies are well placed at their rating levels based on their credit metrics, except for Soechi. 

Its FFO-adjusted net leverage could remain higher than 4.0x, the level above which we would 

consider negative rating action, until 2018, given a lack of cash flow visibility for its shipyard 

business. This is captured in its Negative Outlook.  

 

Cash Flow Generation: Diverse 

We forecast a marginal increase in cumulative cash flow from operations (CFO), but the 

dynamics of individual cash flows are diverse. We expect the profitability and CFO of tanker 

shipping companies to be under pressure. However, both Sovcomflot and Soechi have a high 

share of long-term contracts which should provide visibility on their cash-flow generation. 

Container and dry-bulk shipping companies’ margins and CFO should continue to perform fairly 

well.  

 

Liquidity Position: Manageable  

The liquidity profile of larger, financially stronger shipping companies (Sovcomflot, Maersk Line, 

CMA-CGM, Hapag-Lloyd) tend to be manageable as they have large cash balances and/or good 

access to secured or even unsecured funding. The banks remain cautious in terms of their 

exposure to shipping but secured financing remains available supporting ambitious vessel 

purchases. Smaller, financially weaker companies (Yang Ming, Soechi) face tighter liquidity.  
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Potential Disruption to Sector: Surge in Global Trade Protectionism  

Free global trade is vital for shipping development. Around 80% of world trade in goods is 

carried by the international shipping industry. Shipping is a global sector and is fairly 

liberalised compared to other industries. While some protectionist measures may support 

operations of certain shipping companies, for example cabotage laws, a greater level of 

protectionist measures in world trade or shipping practices can adversely affect shipping 

activities.   

http://www.fitchratings.com/outlooks
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Sector Fundamentals 

Container Shipping Recovery Can Still Be Elusive   

Container shipping freight rates have increased in 2017, but their sustainable recovery depends 

on continuous and consistent capacity discipline in the industry. Freight rates are volatile and 

many previous rate hikes turned out to be short-lived when the supply and demand imbalance 

returned into focus. In the medium term, continuous consolidation in the sector should lead to 

more prudent capacity management and support freight rates.   

 

According to the IMF, global trade growth accelerated to 4.2% in 2017 (2.4% in 2016) and is 

expected to reach 4% in 2018. This should support container transport volumes growth at over 

4.5% in 2017 and 2018. However, supply growth has increased since 2016 and is expected at 

about 4% in 2017 with further acceleration to over 5.5% in 2018 again exceeding demand 

growth. New orders were low in 2016-2Q17 but surged in 3Q17 including mega ships.  

 

Back to Oversupply in Tanker Shipping Again 

We anticipate low oil tanker rates over 2017-2018 due to a large number of vessel deliveries, 

which will contribute to overcapacity. A marginal increase in demand for tankers along with 

moderation in capacity growth in 2018 may provide some support for tanker rates preventing 

their further fall, but we do not anticipate their sustained increase. However, we expect spot LNG 

rates to recover further in 2018 due to a slowdown in new deliveries. 

 

We expect capacity to increase by 5%-6% in 2017 and a further 4% in 2018. Demand growth will 

probably trough in 2017 due to high global oil inventories and OPEC production cuts. We expect 

rising global oil consumption, higher US exports and gradually moderating oil inventories to drive 

a small increase in tanker demand of about 4% in 2018, potentially matching supply growth. 

 

Uncertain Longevity of Revival in Dry Bulk  

A moderate expected increase in dry bulk volumes of 2.7% in 2018 coupled with a low vessel 

supply growth at 1.2% should provide support for dry bulk freight rates. The Baltic Dry Index has 

risen by 75% in 2017 year to date, underpinned by a recovery in demand growth from zero 

growth in 2015 and modest supply growth since 2014. New orders for dry-bulk vessels remained 

low in 2015-2017. China will remain the key driver for dry-bulk commodity imports and trade.  

 

The continuous adherence to capacity management will determine the sustainability of freight 

rates increase.  
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Key Rating Triggers for Select Issuers on Watch, Positive or Negative Outlook or CCC or Below  
 

Issuer IDR Outlook/Watch 
FFO Adjusted Net 
Leverage 2016 (x)  

FFO Adjusted 
Net Leverage 

2018F (x) Key Downgrade Trigger Key Upgrade Trigger 

Nakilat Inc. Senior 
bonds: ‘A’; 
Junior 
bonds: ‘A-’ 

Rating Watch 
Positive (RWP) 

n.a. n.a. n.a. The RWP reflects the publication of the Exposure Draft: 
'Government Related Entities Criteria'. Fitch expects to 
resolve the RWP within the next six months upon 
finalisation of the exposure draft period.  

PAO Sovcomflot  BB Positive  4.1 4.5 FFO adjusted net leverage above 5.5x and FFO fixed 
charge coverage below 2.5x on a sustained basis; 
evidence of weaker state support. 

FFO adjusted net leverage well below 4.5x and FFO fixed 
charge cover above 3.5x on a sustained basis; evidence of 
stronger state support. 

PT Soechi Lines 
Tbk 

B+ Negative 3.6 3.9 Inability to reduce FFO-adjusted net leverage to 4x or 
lower by 2018; FFO fixed-charge cover below 3x on a 
sustained basis. 

Future developments that may lead to a revision in the 
Outlook to Stable include the Issuer not meeting any of the 
negative rating sensitivities. 

Source: Fitch 

 

  

http://www.fitchratings.com/outlooks


 

 

    

 
 Corporates    

  Transportation / Global      

    

     Fitch 2018 Outlook: Global Shipping    

 5 December 2017 5  

 
############# 

  

Learn More at our Outlooks Site: 

Outlooks 
 

fitchratings.com/outlooks 

 

Related Research 
 

What Investors Want to Know: Global Tanker Shipping (November 2017) 

Fitch: Tanker Shipping Oversupply to Keep Rates Low in 2018 (November 2017) 

What Investors Want to Know: EMEA Transportation: Airlines, Shipping, Land (July 2017) 

Fitch: Container Shipping Freight Rates Rise, Capacity Still Key (June 2017) 

What Investors Want to Know: Container Shipping (June 2017) 

What Investors Want to Know: Container Shipping Chartbook (June 2017) 

 

Analysts 
 

Angelina Valavina 

+44 20 3530 1314 

angelina.valavina@fitchratings.com 

Hugh Shim 

+44 20 3530 1724  

hugh.shim@fitchratings.com 

Akash Gupta 

+65 6796 7242 

akash.gupta@fitchratings.com 

 

  

http://www.fitchratings.com/outlooks
http://fitchratings.com/outlooks
https://www.fitchratings.com/site/re/906052
https://www.fitchratings.com/site/pr/1032200
https://www.fitchratings.com/site/re/901625
https://www.fitchratings.com/site/pr/1025364
https://www.fitchratings.com/site/re/899652
https://www.fitchratings.com/site/re/898367
mailto:angelina.valavina@fitchratings.com
mailto:hugh.shim@fitchratings.com
mailto:akash.gupta@fitchratings.com


 

 

    

 
 Corporates    

  Transportation / Global      

    

     Fitch 2018 Outlook: Global Shipping    

 5 December 2017 6  

 
############# 

  

Learn More at our Outlooks Site: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK: HTTPS://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS IN ADDITION, 
RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S 
CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. FITCH MAY HAVE PROVIDED 

ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS 
ISSUER ON THE FITCH WEBSITE. 
 

Copyright © 2017  by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries.  33 Whitehall Street, NY, NY 10004. 
Telephone: 1-800-753-4824, (212) 908-0500.  Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by permission.  All rights reserved.  In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual 
information it receives from issuers and underwriters and from other sources Fitch believes to be credible.  Fitch conducts a reasonable investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that information from 

independent sources, to the extent such sources are available for a given security or in a given jurisdiction.  The manner of Fitch’s factual investigation and the scope of the third-party verification it obtains will vary depending on the nature of the rated security and its issuer, the requirements and 
practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and nature of relevant public information, access to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, 
agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by thi rd parties, the availability of independent and competent third-party verification sources with respect to the particular security or in the particular jurisdiction of the 

issuer, and a variety of other factors.  Users of Fitch’s ratings and reports should understand that neither an enhanced factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in connection with a rating or a report will be accurate and complete.  
Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and other reports.  In issuing its ratings and its reports, Fitch must rely on the work of experts, including independent auditors with respect to 
financial statements and attorneys with respect to legal and tax matters.  Further, ratings and forecasts of financial and other information are inherently forward-looking and embody assumptions and predictions about future events that by their nature cannot be verified as facts.  As a result, 

despite any verification of current facts, ratings and forecasts can be affected by future events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed. 
 
The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent or warrant that the report or any of its contents will meet any of the requirements of a recipient of the report.  A Fitch rating is an opinion as to the creditworthiness of a 

security.  This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is continuously evaluating and updating.  Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of individuals, is solely responsible for a 
rating or a report.   The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned.  Fitch is not engaged in the offer or sale of any security.  All Fitch reports have shared authorship.  Individuals identified in a Fitch report were involved in, 
but are not solely responsible for, the opinions stated therein.  The individuals are named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its agents in connection 

with the sale of the securities. Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch.  Fitch does not provide investment advice of any sort.  Ratings are not a recommendation to buy, sell, or hold any security.  Ratings do not comment on the adequacy of 
market price, the suitability of any security for a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security.  Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating securities.  Such fees generally vary from 
US$1,000 to US$750,000 (or the applicable currency equivalent) per issue.  In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single annual fee.  Such fees are expected to vary from 

US$10,000 to US$1,500,000 (or the applicable currency equivalent).  The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed under the United States securities laws, 
the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction.  Due to the relative efficiency of electronic publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print 
subscribers. 

 
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only.  Credit ratings information published by Fitch is not intended to be used 
by persons who are retail clients within the meaning of the Corporations Act 2001. 

http://www.fitchratings.com/outlooks
https://www.fitchratings.com/site/definitions

