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Executive summary 
• We have included 12 stocks in our current model portfolio, down from 18 stocks selected in March-2019, after most of our stocks have attained/surpassed our fair 

value estimates and have little upside left. At this time, shipping industry finds itself amid a lot of uncertainties in the unending trade war and the fast approaching 
deadline for implementing IMO regulations. Highest weights have been awarded to dry bulk shipping stocks (33%) and LNG shipping stocks (20%).  

• During the period (13 March 2019 to 28 October 2019), our portfolio gained a substantial ~39% in value while Dow Jones Global Shipping Index (DJSGH) gained 
~14%. The benchmark MSCI index rose by a mere 5.5%. Shipping equities in the period have seen a rally in the last couple of months largely due to supply side 
discipline. However, key geopolitical risks remain including, US-China trade negotiations, ‘no deal’ Brexit and US sanctions on Iran and Venezuela. 

• Our previous edition released in March, in terms of allocation, weighed heavy on tanker shipping (32%) and dry bulk shipping (29%) in order to benefit from 
expected freight rate recovery after a trough in the market. On a weighted basis, tanker stocks returned 19.8% and dry bulk stocks returned 9.6% in this period. 
Teekay Tankers (TNK)- the stock that lost 0.5% on weighted basis in the previous period- led the growth in tanker stocks with 4.8% weighted contribution. 
Similarly Star Bulk (SBLK) led the gain in dry bulk stocks with 6.8% weighted contribution. Most part of the strength in stock performance is owed to the rebound 
in demand-supply equilibrium created due to recovery from natural disasters.  

• Hapag Lloyd (HLAG) outperformed all the stocks in the portfolio in terms of both absolute and weighted average return at 173% and 6.9% respectively. Its two 
largest shareholders - Klaus-Michael Kuhne and the Luksic family-controlled CSAV - increased their respective holdings. While Kuhne has increased his share 
from 20.5% at the start of 2018 to 26.2% by June this year, CSAV’s stake has improved from 25.5% to 27.5% over the same period. The share price touched an 
all time high of EUR 70 on 6 September 2019. 

• Star Bulk’s fleet increased from 73 vessels in end-1Q18 to 118 vessels in end 2Q19, and thereby the company’s revenue also surged by USD 36.7 mn in 2Q19 
compared with 1Q18. Not withstanding the USD 40.2 mn loss in 2Q19, the Capesize-led market recovery as Vale came back online and Australia resuming 
operations helped the dry bulk market stage a recovery. The spot market strategy for Star Bulk on top of its growing vessel base ensured that SBLK outperformed 
its dry bulk peers, recording a 6.8% weighted average return. 

• Despite fears of global slowdown and restricted trade, S&P 500 and MSCI saw modest growth at 7.7% and 5% in our overview period respectively. The shipping 
industry however, was recovering from a trough after being caught in the crossfire of geopolitical tensions. The DJGSH saw a relatively better gain of 13.8%. 
However, DMFR’s portfolio generated a higher return, as 13 out of the 18 stocks in the portfolio generated more than the benchmark return of 13.8% return 
generated by DJGSH, and contributed to a total return of 39.3% for the portfolio. 

• DMFR’s model portfolio has doubled up between February 2016 and March 2019. The DJSGH, in comparison, lost 4% and MSCI index gained 46% during the 
same period. On annualised basis, the DMFR portfolio has returned more than 20% since inception, compared with 11% generated by MSCI and -1% by DJSGH. 

• We maintain our top pick- Star Bulk carriers- despite poor earnings so far in 2019, mainly due to the management prowess and strategy to counter the IMO 
regulations. Star Bulk represents significant upside from the current levels and hence has been assigned a weight of 16% in our portfolio.  
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Demand-supply turns favourable amid heightened geopolitical risks 

Geopolitical risk overview 

• Major risks on demand side are escalation in trade war & any disruption to the free passage of oil through Strait of Hormuz. 

• Risks on the supply side is uncertainty regarding the Cosco sanctions and sanctions on Iran. Iranian vessels are out of trade and whenever these vessels start 
trading again (i.e. when Iranian crude exports start again) there will be a sudden spike in tonnage supply in the market. 

• The US imposed sanctions have resulted in the decline of Venezuelan crude production , which might cause tight supply along with other factors, and effected 
Venezuelan imports for agricultural and food products. 

• The South China Sea has been a topic of dispute between China and its neighbours – Taiwan, Vietnam, Malaysia, the Philippines, Brunei and even the US. The 
route is crucial for energy seaborne trade as well as for the rich energy reserves in the region. Any escalations can severely affect the shipping sector. 

*DJSGH is designed to measure the performance of companies in the shipping industry. The eligible index universe includes all equity securities globally tracked by S&P Dow Jones Indices in the ‘Oil & Gas Storage & 
Transportation’ and ‘Marine GICS sub-industries’ listed on developed market exchanges. Companies solely involved in shipping passengers are excluded from the index.  
Source: DMFR, S&P Capital IQ 

Performance of DMFR portfolio against benchmark indices (15 March 2019 to 28 October 2019) 
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Macros send bears running for cover 
 

 

 

 

 

 

Weighted sector returns (15 March 2019 to 28 October 2019) 

Source: DMFR, S&P Capital IQ 

• Our last edition, in terms of allocation, weighed heavy on tanker shipping with 32% weight and dry bulk with 29% weight because of expected freight rate recovery 
in both the sectors. As for tanker shipping, the freight rates were stable in the second quarter and then picked up pace in the third quarter. The sanctions on 
Cosco and the attack on Saudi Aramco’s oil fields affected the demand supply balance favourably, and daily vessel earnings rose exponentially. Similarly, dry 
bulk freight rates increased after June when after Brucutu mine came back online and Australia recovered from the damage from cyclone Veronica. The 
representative index, Baltic Dry Index (BDI) hit a 9 year high in the first week of September. 

• On a weighted basis, tanker stocks returned 19.8% and dry bulk stocks returned 9.6% during the period under review. Teekay Tankers- the stock to have lost 
0.5% on weighted basis in the previous period- led the gain in tanker stocks with 4.8% weighted contribution and similarly Star Bulk Shipping led the gain in dry 
bulk stocks with 6.8% weighted contribution.  

• Most part of the strength in stock performance is owed to the supply side pressure created due to sanctions and implementation of IMO regulations. The 
uncertainty regarding Washington’s stand with Beijing has troubled ship operators and analysts alike. The sanctions on Cosco effectively knocked out 5% of the 
tanker capacity, creating a sudden supply side crunch. The IMO regulations on the other hand, require scrubber installations for vessels that will run on heavier 
fuel. Scrubber installation has led to extended and excessive dry-dockings across sectors, creating a pressure on the supply side. Demand on the other hand has 
largely been stable, although IMF has drastically cut its forecast for global trade growth for goods and services for 2019 from 3.4% in April to just 1.1% in October.   

• Liner and ports sectors with a cumulative weight of 17% delivered a weighted average return of 6.1%. In our portfolio, CMPH was one of the only two stocks that 
eroded investor wealth in the period under review. Hamburg Hafen remained flat, crawling 0.6% in the approximately 6-month period between March and 
October. The star performer of the liner sector, and the overall portfolio, HLAG defied logic, gaining a mammoth 173%, creating an all-time high in the process. 
HLAG strategically differentiated itself from its peers by remaining a pure-play liner operator. The struggle for higher stake between its two largest shareholders - 
Klaus-Michael Kuhne and the Luksic family-controlled CSAV largely fueled the rally and HLAG alone contributed 6.9% on weighted average basis to our portfolio. 
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An all-round performance 
Weighted company returns (15 March 2019 to 28 October 2019) 

• 3 out of 18 stocks more than doubled in value, while 13 out of the 18 managed to outperform DJGSH benchmark return of 13.8%. HLAG generated 6.9% on 
weighted average basis. Both BWLPG from the LPG sector and TNK from the tanker sector contributed 4.8% on a weighted average basis. The only two stocks in 
red were CMPH (ports) and GLOG (LNG) costing the portfolio -1.7% each on a weighted average basis. 

• The three other tanker stocks in the portfolio also performed exceptionally well as well. Frontline (FRO), Nordic American Tankers (NAT) and DHT Holdings 
returned 4.1%, 3.4% and 2.8% respectively on a weighted average basis. NAT is a pure-play spot market player, FRO is a predominantly spot market player and 
DHT employs a mixed chartering strategy. The cost of shipping crude saw astronomical growth after 25 September 2019. By 11 October 2019, VLCC rates shot 
up over USD 300,000 pd, highest since 2008 after news that Islamic republic’s 160,000 dwt Suezmax was struck with two explosions near Jeddah. However, the 
tanker operator’s utopia didn’t last long, as by 16 October 2019 the rates found a floor at USD 135,000 pd, albeit still a good level.  

• BW LPG is the second best performer in our portfolio in absolute return terms at 121% in the period under review on the back of the strong VLGC market. The 
total TCE revenue in 2Q19 increased 81% y/y as VLGC TCE rates averaged USD 27,500pd compared with USD 14,800pd in 2Q18. The company also reported 
an EBITDA of USD 75mn, EBITDA margin of 68% and a net profit after tax of USD 26mn during 2Q19. However, LPG trade on other routes (NEW-EE/NA and 
NEW-NWE) failed to see such recovery. As a result, StealthGas and Navigator Holdings saw muted growth, contributing a mere 0.5% and 0.2% respectively on a 
weighted average basis. This is primarily because LNG spot rates have been relatively soft in the first nine months of 2019 on account of low LNG prices and 
higher inventory levels in Europe and Asia. 

Source: DMFR, S&P Capital IQ 
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Portfolio doubles in value in less than four years 
Relative performance with MSCI World Index and Dow Jones Global Shipping Index since inception 

Source: DMFR, S&P Capital IQ 

• Since inception in February 2016, the DMFR portfolio has delivered 99.5% total return, or a CAGR of 20.47%. Given the fears of economic slowdown and trade 
tensions, and the sensitivity of global trade and shipping to these factors, the DJGSH lost about 4.3% value, or 1.18% on an annualised basis, going from 
466.92 to 434.28 points. The more broad market index, MSCI has returned 46.3% in the period, or 10.8% on an annualised basis. DMFR portfolio, meanwhile, 
has been able to generate an alpha against both sectoral and broad market benchmarks. 
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Bull run: Sprint or a marathon? 

• We have included 12 stocks in our revised portfolio, down from 18 stocks earlier after 
paying due attention to high valuations and unfavourable risk-reward profiles. At this 
time, shipping presents an opportunity to take long positions in relatively large to mid 
cap stocks, and/or those that stand the best chance to capitalise on the upcoming 
environmental regulations, among other macro and geopolitical factors.  

• In light of the exposure to demand bottlenecks attributable to geopolitical uncertainties, 
we have included more stocks that offer business diversification. Star Bulk operates all 
classes of vessels, while D/S Norden operates both in dry bulk and tanker segments. 
Golden Ocean has horizontal and vertical exposure, from ship management to fuel 
supply, while DHT holdings employs both short term and long term charters. 

  

Key developments: Sectoral calls 

• Dry bulk: Iron ore exports from Australia’s Port Hedlend, the largest bulk-export 
terminal are expected to hit record highs in the fiscal year to June 2020, in the 
process beating exports of FY18 in FY19. This is expected to drive the demand for 
Capesizes and subsequently other vessel classes. Ever growing demand from China 
for Bauxite is also expected to drive dry cargo trade. Hence, we are allocating a 
weightage of 33% to the dry bulk sector in three companies: Star Bulk (16%), D/S 
Norden (11%) and Golden Ocean Group (6%). This is more than twice the weight of 
16% allocated in the previous period. 

• Tankers: After reaching 11-year highs in terms of daily earnings, in the first half of 
October, we see very little upside, especially for companies that are pure spot market 
players. Hence we have reduced the share of tankers from 32% to 12%. DHT employs 
a mixed chartering strategy and hence has been assigned the maximum weight of 6%, 
followed by Tsakos at 4%. Tsakos also employs a mixed chartering strategy and has 
relatively stable earnings. We have maintained our 2% weightage on Ardmore, in view 
of expected recovery during 2H19-2020. The recovery will be driven by increased diesel 
trade due to IMO regulations and firm naphtha trade. We still expect some upside to 
Ardmore share prices notwithstanding the recent surge. 

Allocation by sub-sectors – 28 October 2019 

Source: DMFR 
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Bull run: Sprint or a marathon? 

• Gas (LPG and LNG): The allocation to the LPG and LNG segment has been 
increased by 7% and 10% respectively; hence, the allocation to the gas sector 
has been upgraded from 22% to 39%. For LNG, we expect slippage of more 
than 60% of new liquefaction capacity from 2019 to 2020; the current global 
liquefaction capacity being 420 MTPA. Buoyant Asian LNG demand continues 
to support the expansion of LNG liquefaction projects in the North American 
region. With respect to LPG, the US-China trade war has led to a rise in 
China’s demand for Middle Eastern LPG, leading to a rise in prices from that 
region. As a result, the three LPG stocks under our coverage returned 5.5% on 
a weighted average basis in our review period, driven by a strong rally in BW 
LPG on the back of a surge in the TCE rates of VLGCs, which constitute ~93% 
of the company’s fleet. We expect the stock returns to remain firm in 4Q19 as 
VLGC rates improve further, supported by robust demand from Asia, 
congestion at US ports and deferment of cargoes in the Middle East. 

• Ports and Liners: Valuation for CMPH remains depressed as investors find 
themselves stung by ratcheting up of the trade war. Yet, the company has 
achieved growth across its core China and overseas operations while 
navigating multiple headwinds. CMPH is on track to a sustainable throughput 
growth supported by its implicit financial and political backing from the 
Chinese state, underscoring its resilience. For liners, we have included AP 
Moller Maersk (APMM) as we believe the stock price has further upside on 
the back of improving fundamentals. Driven by better cost management, 
APMM upgraded EBITDA expectations for 2019 from USD 5bn to a higher 
range of USD 5.4bn - USD 5.8bn recently. Actual EBITDA for 3Q19 stood at 
USD 1.66bn on revenue of USD10.06bn, at a healthy margin of 16.5%. The 
upgrade in EBITDA guidance comes in wake of slowing global growth and 
lower freight rates showing APMM’s strong resilience. We also believe that 
despite the sectoral headwinds, some front-loading surge on China-US trade 
to beat the latest 15% levy on Chinese imports and stock up earlier than 
usual for Thanksgiving and Christmas sales could boost APMM’s transpacific 
trade and freight rates. 

Allocation by companies – 28 October 2019 

Source: DMFR 
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Disclaimer 
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Drewry Maritime Financial Research (DMFR) is the marketing name of Drewry Financial Research Services Ltd. DFRS is incorporated in the UK and is authorised to 
provide investment advice in accordance with and pursuant to the UK Financial Services and Markets Act of 2000 (the “FSMA”). Drewry Financial Research Services 
Ltd is a wholly owned subsidiary of Drewry Shipping Consultants Holdings Limited, which as a group is focused on maritime research and advisory services. 

Drewry Financial Research Services Ltd. is authorised by the Financial Conduct Authority (FCA). Firm FCA Ref No – 572297 

Disclaimer: 

Important Information to recipients  

This email has been sent by Drewry Financial Research Services Ltd (DFRS or the “Company”) solely for the DFRS clients who are qualified parties as per FSMA 
guidelines. Whilst the Company believes the information it uses for research is from sources believed to be reliable, the Company does not make any representation or 
warranty, express or implied, as to its accuracy, completeness, timeliness or correctness for any particular purpose. The opinions and estimates included herein reflect 
the analysts’ views based on available information on the dates specified and these views may have changed without notice. Any recommendation contained herein 
does not have regard to the specific investment objectives, financial situation and the particular needs of any specific client. The information herein is published for 
clients only and is not to be taken in substitution for the exercise of judgement by the client, who should obtain separate legal or financial advice. The Company, or any 
of its related companies or any individuals connected with the Company, accepts no liability for any direct, special, indirect, consequential, incidental damages, or any 
other loss or damages of any kind arising from any use of the information herein (including any error, omission or misstatement herein, negligent or otherwise) or 
further communication thereof, even if the Company or any other person has been advised of the possibility thereof. The information herein is not to be construed as 
an offer or a solicitation of an offer to buy or sell any securities, futures, options or other financial instruments or to provide any investment advice or services. The 
Company and its associates, their directors, officers and employees may have positions or other interests in, and may effect transactions in, securities mentioned 
herein. DFRS does not seek to do business with any of the companies mentioned other than sell them these reports. However, other related parts of Drewry Shipping 
Consultants Holdings Limited may seek to provide “advisory services or the sale of other group research products” to companies mentioned in this report.  

DFRS has received compensation in the past 12 months for products or services other than equity research.  

Jurisdictions  

The distribution of this email is governed by the UK Financial Services and Markets Act of 2000 (the “FSMA”) and is restricted to qualified parties as defined by the 
FSMA. The distribution of this email may be restricted by rules and regulations in certain jurisdictions. Persons into whose possession the email may come are required 
to inform themselves about and to comply with all applicable laws and regulations in force in any jurisdiction in or from which it invests or receives or possesses this 
email and must obtain any consent, approval or permission required under the laws and regulations in force in such jurisdiction.  

For US Investors  

Drewry Financial Research Services (DFRS or the “Company”) is an independent research company and is not a registered investment adviser and is not acting as a 
broker dealer under any US federal or state securities laws. The Company does not provide individual investment advice or hold client money. As such, the Company 
is not required to be registered as an investment adviser. 
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The primary source of market insight, analysis and  
advice trusted by the global shipping industry. 
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