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Container shipping equities 
Will newbuild orders act as a roadblock to higher returns?

Amid the backdrop of low interest rates, ample liquidity, robust freight rates and supply chain bottlenecks, container shipping stocks are at 
their peak as the world tentatively edges its way out of COVID-19 and lost demand is recovered. The valuations of some of the companies 
have already reached multi-year highs and investors are a lot happier than they have been in recent times.

The share prices of Maersk, HMM, Evergreen, Yang Ming, Wan Hai, Cosco and Hapag-Lloyd together gained more than 170% between 
1 January and 31 December 2020, with Evergreen, Yang Ming and HMM posting a whopping rise of more than 200%. Although we have 
seen some correction this year, stocks are still trading at a record high.

Source: WSJ.com, Drewry Maritime Financial Research

Source: Company, DMFR; note – WACC numbers are as reported by Hapag-Lloyd. We have considered it as a proxy for container shipping WACC because Hapag-Lloyd is a 
pure play container shipping company

Figure 1 Share price returns of selected carriers (Indexed to January 2020)

Figure 2 Return on Invested Capital (ROIC) versus Weighted Average Cost of Capital (WACC)

Another positive aspect of 2020 was the recovery in return on invested capital (ROIC). While in the past, the ROIC for most operators has 
been consistently lower than the weighted average cost of capital (WACC), we saw a great deal of improvement last year. In fact, in some 
cases such as Hapag-Lloyd, the ROIC has even exceeded the WACC. The sample companies in the ROIC chart (Figure 2) are a good 
cross-section of the industry as it consists of some of the largest carriers.
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Will newbuild orders act as a roadblock to higher returns?

Meanwhile, it is to be seen whether the high stock returns or ROICs would be sustained for the long term or not. We believe this will 
depend on how companies behave - whether they tilt towards another ordering frenzy that will delay market equilibrium or utilise their 
new-found profits wisely.

To discuss this further, we cover two important aspects:

1. How does the industry utilise its cash?

With carriers riding high in 2020 the question arises that what will they do with the profits? In our view, companies might be better served 
by using cash on their balance sheet to pare off debts - a long-term nemesis that has held back the industry. Also, if container shipping 
operators want to see their stocks trade at a higher level consistently, they need to win the trust of their investors that profits will be 
utilised appropriately.

For now, the aggregate cash balance of the 14 carriers at the end of September 2020 came in at USD 21bn, broadly the same as at the 
end of 2019, but the figure is likely to go up after strong 4Q20 results. So far, there has not been a great rush to pare down debt levels, 
considering weak balance sheets of carriers (see Figure 3). The total cumulative debt of these 14 carriers stood at USD 80bn at the end 
of September, a relatively small reduction of USD 2bn compared to the end of 2019.

With the industry poised for a fairly lengthy profitable run, carriers might feel that there is ample time to reduce the debt burden, although 
there have been some isolated efforts:

• Hapag-Lloyd used a substantial part of its recent profit for the early redemption of bonds. The company spent EUR 150mn (USD 178mn) 
on acquiring 5.125% senior notes maturing in 2024 at a premium of 2.6%. The debt was sold in July 2017.

• CMA CGM, besides issuing bonds worth EUR 525mn (USD 636mn), also prepaid its outstanding bonds due to mature in 2021. In 
line with its debt reduction strategy, the group will prepay USD 750mn of various debts by 1Q21. These include the NOL (now CMA 
CGM Asia Pacific Limited) notes due to mature in 2021.

• Maersk made repayments of USD 1.2bn towards debt and lease liabilities in 3Q20 and launched a new share buy-back programme 
of DKK 10bn (USD 1.6bn). The first USD 500mn tranche that started from December 2020 will be purchased in a staggered manner 
over 15 months.

• ZIM has launched on offer to buy back bonds due in 2023. The company offers about USD 0.60 per dollar on the face value of a 
USD 100mn loan. If successful, the carrier would save USD 40mn.

Other carriers have eschewed such debt repayments and instead are looking to spend some of the new-found profits, acquiring vessels 
(new and old) and container equipment.

Source: company, Drewry Maritime Financial Research

Figure 3 Ending cash balance (aggregate 14 carriers)
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2. Is the recent bout of vessel ordering disruptive?

The table below provides a quick summary of some of the newbuild orders placed since November 2020. According to our analysis, 
these orders are at least worth USD 7bn.

Source: Company, Drewry Maritime Financial Research

Figure 4 Total debt and net debt (aggregate 14 carriers)

In addition, the traditionally known financially weaker operators who have been profitable recently have also chosen to spend on either new 
boxes or new ships. Reportedly, HMM will spend KRW 229bn (USD 20.6mn) on the purchase of 43,000 dry containers and 1,200 reefer 
boxes and the delivery for which is scheduled for 1H21. ZIM is also keen to buy new tonnage, but there is no clarity on the number of ships.

Source: Drewry Maritime Financial Services, Various

Table 1 Total vessels ordered since November 2020
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Liners/Non-operating owners (NOOs) No of vessels ordered (incl. chartered) Size (teu) Delivery Total cost (USD bn)

OOCL 7 23,000 2023 1.10

MSC (to be chartered from BoComm) 6 24,000 2023 0.89

Hapag-Lloyd 6 23,000 2023 1.00

Eastern Pacific 6 15,000 2023 0.82

Zodiac Maritime 6 15,000 2022/23 0.65

ONE (to be chartered from Shoei Kisen Kaisha) 6 24,000 2023/24 0.90

SITC 1 2,700 2021 0.03

SITC 4 2,400 2022 0.11

SITC 2 1,800 2022 0.04

SITC 6 2,600 2022/23 0.16

Kanway Line 4 1,900 2022 na

Seaspan 5 12,200 na 0.91

Capital Maritime 4 13,000 2022/23 0.41

Total 7.02
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Does this mean a repeat of the past cycle of vessel ordering/high debt and subsequent collapse in profitability?

Between 2006 and 2015, there was a boom in ordering that curbed the rally in rates, which resulted in a decline in industry profitability. 
The phase saw high debt levels as other modes of financing, including equity became difficult. 

With a flurry of newbuild ordering by carriers and non-operating owners since November 2020, it seems that history might be repeating 
itself. This is because a profit phase is followed by a phase of vessel ordering. However, we think that this time is different for container 
shipping than previous phases.

Demand for containerships has been high since the past few months; consequently, ocean carriers are keen for as much tonnage as they 
can get, extending even to multipurpose ships with container slots. This is largely due to the cargo bull-run and elevated freight rates. 
As a result, carriers and non-operating owners are not only ordering newbuilds but also diving into the charter and second-hand market 
that has hampered demolition activity. Meanwhile, vessels that were slated to hit the market in 2020 will now be delivered in 2021 or even 
later due to the impact of COVID-19. Shipyards have also suffered due to the pandemic as manpower issues derailed the timely delivery 
of vessels. Any fresh orders now will mean increased congestion at shipyards and less capacity for new orders during 2021-22. Hence, 
despite a flurry of new large-sized vessel ordering, yards will take a couple of years to deliver them. 

The large consolidation activity since 2010 has contributed to the decline in orderbook, as it lowers the need to buy new vessels for 
capacity addition, as seen in the case of Maersk which did not invest in new ships, post its acquisition of Hamburg Sud. Even Hapag-
Lloyd, until the end of 2020, did not invest in large vessels since its acquisition of UASC. Also, we believe the increased environmental 
scrutiny means high capex requirement which may prevent many liner shipping companies from placing big orders on a sustained basis.

Conclusion

The renewed interest in newbuild contracting should not be mistaken for a signal that carriers will rush headlong into another ordering 
frenzy that will disrupt market equilibrium. Following a couple of years of conservative contracting that led the orderbook-to-fleet ratio slid 
to around 10%, new orders will be required to meet medium-term demand growth. In such a scenario, a decent stock return, as well as 
ROIC generation even above WACC, looks a recurring theme, in our view. That said, the risk remains that carriers and owners may get 
carried away with the new-found profits and overinvest in new tonnage. The most likely sources of this, in our view, are the state-backed 
carriers that want to support native shipbuilding sectors.

Source: Drewry Maritime Financial Research

Figure 5 Containership orderbook-to-fleet development versus industry EBIT margin
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Disclaimer

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 

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.

Drewry Maritime Financial Research
15-17 Christopher Street, London EC2A 2BS, United Kingdom
financialresearch@drewry.co.uk
Telephone: +44 20 7538 0191
Fax: +44 20 7987 9396
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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.

Analyst certification

The research analyst(s) set out below certifies that a) all views expressed in this report 
accurately reflect his or her personal views about any and all of the securities or issuers and 
b) that no part of the analysts remuneration was, is, or will be directly or indirectly related 
to the specific implicit or explicit recommendations or views expressed by the research 
analyst(s) in this report.

Nilesh Tiwary
Lead Analyst - Container Shipping

tiwary@drewry.co.uk
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