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FEBRUARY GLOBAL ECONOMY REPORT 

The Zombie Ships: Looming Doom  

or Economic Adjustment? 

Last year, with little coverage from major media or notice by many analysts, the world 

shipping industry entered dire straits and slipped into a dangerous and unprecedented decline. It 

later stabilized, but for a moment there we thought we were witnessing the start of the biggest 

economic downturn since the financial crisis of 2008. We now know that the historic decline was a 

direct result of China’s economic slowdown of 2016, but there are other factors at work here. 

"We are now at the stage where people are struggling to remember an era when it was this 

difficult… expressions like 'living memory' start to apply," said Jeremy Penn, the chief executive of 

the Baltic Exchange in London.1 

London's Baltic Exchange Index (BDI) has been recording global shipping rates for more 

than 250 years. The BDI is a ‘bell weather’ measurement for any changes in the cost of transporting 

                                                      
1 “People are afraid these ‘Zombie Ships’ are the first sign of…” The Telegraph, January 20, 2016  
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raw materials as it tracks shipping activity all around the world through three subindices that 

measure different sizes of dry bulk carriers, or merchant ships: Capesize, Panamax and Supramax.2 

In July 2016, the BDI dropped 20% to 369, the lowest level since records began. The sudden 

drop coincided with China’s weakest full-year growth since 1990 which had fallen to 6.9% in 20153 

and 6.7% in 20164. Recently, the Chinese government is reported as willing to let GDP drop to 6.5% 

as they address more pressing issues such as unemployment. But the effect on global shipping has 

unsettled many analysts who fear for underlying damage to the global economy. 

The steep drop in the BDI in Jan 2016 also coincided with various anecdotal reports coming 

in from North America about spot food shortages and empty store shelves. Like a slow-moving but 

unstoppable freight train barreling down the tracks, the story picking up more and more speed until 

the BDI stabilized to 757. The fact that the sudden drop in BDI was not picked up by mainstream 

financial news media is not significant because the situation itself did not produce significant 

economic damage.  

However, at the core of the shock drop in BDI is the realization that China's economic 

slowdown and ultra-low oil prices has exposed significant overcapacity in shipping – about 1.35 

million “teu” of the total worldwide shipping fleet. “Teu” stands for “twenty-foot equivalent unit” 

which is used to measure a ship’s cargo carrying capacity. 

That means about 337 ships were suddenly idled. Containership owners have been forced 

drop their charter rates to sub-economic levels just to keep their ships busy, according to Alphaliner. 

The biggest casualty of the drop was Hanjin, one of the world largest shipping container 

companies in the world. They went bankrupt in September 2016, and likely as not there will be more 

blood in the water before long. The revenue earned from charter hire is often insufficient to cover 

ships' mortgage payments. Some ships have gone ‘rogue’ – taking contracts on the side. That’s 

where the nickname, 'Zombie Ships' comes in. Ship owners are just covering up the miserable state 

of container shipping and not actually earning revenue. Things are set to remain this way for the 

foreseeable future. 

Laid-up tonnage and the number of ship deletions are usually good indicators of the state of 

the industry, but not so lately. On January 11th, Alphliner's idle tonnage register showed an increase 

of just 6 ships in the two weeks previous, despite chronic overcapacity and weak demand. 

                                                      
2 “Baltic Dry Index,” Investopedia, February 20, 2017 
3 “China’s Economic Growth in 2015 is Slowest in 25 Years,” Wall Street Journal, January 19, 2016 
4 “China’s GDP Growth at 6.7%...,” Forbes, January 20, 2017. 
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Conclusion 

The “Zombie Ship” phenomenon may, in fact, do more to unsettle an already jittery bull 

market. We do not anticipate fulfillment of the worst of other commentary predictions – e.g., total 

breakdown of the global markets – we do see reason to question any bull market position for 

transportation, especially international shipping. Having said that, it is important to note that the 

total number of idled represents only 6.8% of the world’s shipping capacity. The global “teu” is 

approximately 17 million.  

It’s also important to note that many of the ‘zombies’ are ships of 7,500-9,500 teu, which our 

analysis confirms from several sources (e.g., Alphaliner) to be in low-demand and are considered 

surplus to carrier requirements. Hanjin’s bankruptcy, although significant, could be more about bad 

corporate strategy and needed economic adjustment. But what if it isn’t? 

There are elements of this story that portend economic disaster (or at least a major setback). 

It is certainly unsettling any time a 250-year-old index shows a sudden and unanticipated change into 

negative territory. The BDI has risen off its lows to 757 (at the time this report was compiled), yet it 

is still far off a high of +11,640 (Jan 2, 2006). We expect the BDI to bounce around a little and rise 

within its 5-year range of 2,365.  

Forecasts are not made on one index. There are just too many different spinning wheels to 

ignore at this moment; some are domestic and many international ones (China, for instance). Our 

assessment is that investors should pay attention to this index.  

You can bet that we will. 
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