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TOPIC OF THE WEEK

Q1 brings more red ink 

ANOTHER earnings season and more collective red ink…in fact a lot more red ink.

Although the Q1 results of Globus and Seanergy have not yet been released, given the size of

these two companies, this will not change the fact that Q1 2020 has been a bloodbath for the

US-listed dry bulk companies.

Indeed, our sample of companies is collectively reporting a cool $602 million loss.

There is not a single company showing black ink, and the average loss per company is $75

million. The Figure 1 graph above shows the individual earnings for Q1 2020.

Meanwhile, at the time of writing this article the average of the BDI for Q2 2020 is the same as
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output continues to grow

Figure 1: Q1 2020 earnings in $ millions
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the average of Q1, so the next quarter is likely

to be as bad. This in turn means 2020 earnings

are already unlikely to be in the black…and

thus another year dripping with red ink!

Q1 2020 is the worst quarter since Q1 2016, as

shown in the Figure 2 graph right.

Over these four years, our cosy and very

exclusive “red ink” club has clocked a huge

$3.5 billion loss, with only 2 out of 17 quarters

in the black.

Profit in Q2 2018 was so small, at $0.29

million, it doesn’t even show on the graph.

Figure 2: Quarterly aggregate earnings 

since Q1 2016 in $ millions
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Topic of the Week continued

Looking further back doesn’t bring any more solace either, as seen in the Figure 3 graph below which shows the annual aggregate

earnings of our group of companies since 2011. Dry bulk companies listed in the US have produced a humungous accumulated loss of

$11.33 billion in 10 years. That is an average loss of over $1 billion per company over the period.

Let us now put names behind these numbers. The Figure 4 graph on the next page shows the cumulated earnings per company over

the last 10 years.

The winner is…

The champion of losses over the period is Dryships, with an accumulated deficit just shy of $3 billion. Dryships is followed by Genco

Shipping, at $2 billion.

At the other end of the scale, we have only one company in the black, Safe Bulkers, with a $114 million profit over the period and

remarkably only 3 years in the red (2015, 2016 and 2017).

For those who doubt that so many clever people can produce so much red ink so consistently with the exception of Safe Bulkers, there

is an easy way to check that we are not talking gibberish: in the last set of company annual accounts, please check the line “accumulated

deficit”, sometimes also called “retained loss”, in the equity section of the balance sheet.

This line is to be found on page F-7 of the 2019 annual report of Star Bulk Carriers Corp and it states that as of 31 of December 2019

the company was carrying $1.001 billion of accumulated deficit on its balance sheet. The numbers for Golden Ocean and Scorpio

Bulkers, just to take two examples, are respectively $229 million and $786 million. So, yes, that’s $2 billion of accumulated deficit

between just three companies.

So, US-listed dry bulk shipping has managed to lose $11.33 billion in 10 years, which is more than $1 billion a year. Worse, over this ten-

year period, there is not a single year in the black. What is wrong with the shareholders of these companies who keep managements in

place who have produced only red ink for 10 years? Yes, losses during a year or two can happen. For instance, being long in a declining

market can lead to losses during the time the position is turned around and profits made again being net short. And again, money

might be lost when the market recovers while the position is still net short.

So there is nothing wrong with losing money from time to time, and in fact only liars or those who do not trade never lose money.
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Figure 3: Annual earnings and cumulative earning since 2011 in $US millions (Q1 only for 2020)
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Topic of the Week continued

But to lose a large amount of money every year for 10 years in a row has got an explanation nor an excuse! Something is not right, it

appears, but what is it? Well, it has to do with trying to force a square peg into a round hole, which simply can’t work!

The square peg here is shipping, which is a cyclical market that goes up and down simply because of the lag it takes for supply to adjust

to demand. When demand goes up, supply starts to adjust by increasing speeds and resorting to shorter haul trips, but when these

steps have produced their effect the next stop is 2 or 3 years later with the deliveries of new buildings. These 2 or 3 years will typically

see a high market.

3-D ships?

When demand slows, speeds are reduced again and longer haul trips become more numerous, but again by the time these measures

have produced their effect the next stop is scrapping, which require the bad market to last sufficiently long that hopes of a better

market have disappeared. This period of time will typically be a period of low markets. It cannot be different as we cannot 3-D print

ships overnight, and because scrapping is a last resort decision.

The round hole is the stock exchange in which investors are willing to invest in growth and yield stories. They invest and hope to make

their returns both from an appreciation of the share price commensurate with the growth of the listed company, and from a steady

dividend stream. These are precisely two things that the shipping market cannot produce. How to pay a dividend when your ships are

trading below Opex, although of course some companies - and this is not specific to shipping - will borrow to pay dividends!

As far as the growth side of the story is concerned, growth in shipping only means losing more money when the market is bad! But the

mismatch between shipping and the stock exchange does not stop there. Quarterly reporting in shipping is meaningless at best, or at

worst puts pressure on management to resort to ‘creative’ accounting. Meanwhile, investors are putting pressure on management of

listed companies to deliver a clean long exposure to shipping without any of the risks being managed at the company level.

A listed company hoarding cash in anticipation of a period of poor markets will be under immense pressure from investors to buy more

ships with the cash. Similarly, most investors will not agree to the listed company going net short from time to time!

But if shipping doesn’t belong on the stock exchange, why is it that we have all these listed companies? The answer to that question is

to be found in personal enrichment. Both on the investor and the management side, a listed company can lead to an incredible and

perfectly legal accumulation of personal wealth. As the old joke goes, CEO standing then for Chief Enrichment Officer!
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Figure 4: Accumulated earnings since 2011 in $ millions
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