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Brave New World:  
How China’s next phase 
of development will 
shake up shipping again 
By James Frew, MSI 

China played a key role in shaping today’s shipping industry, but a shifting economic  
strategy will challenge owners to reposition for the next phase of growth.

hina looms large in any 
analysis of vessel demand, 

and the industry continues to 
be shaped by the consequences 
of the 2003-8 boom, which it 
inspired. Not all sectors have 
been equally impacted by 
China, however, with the future 
evolution of the Chinese 
economy set to play a greater 
role in shaping the success of 
some shipping sectors more 
than others.  
 
Chart 1 below shows an indica-

tion of these shifts, illustrating 
the evolution of China’s share 
of global trade for the key 
merchant shipping sectors. For 
all sectors, China’s growth 
trajectory throughout the 
2000s drove increasing market 
share for all the major 
commodity groupings.  
 
The most striking story, 
however, is the Middle 
Kingdom’s rise to dominance in 
dry bulk imports – from 11% 
of world demand in 2000 to 
57% in 2013 – and the subse-
quent plateau of that market 

share. By contrast, oil and 
LNG/LPG/Chems grew their 
market share by a slower 
margin over the 2000s, but 
have seen their share continue 
to rise, even as dry bulk stag-
nates. 
 
The reasons underpinning this 
divergence hold significant 
messages about shifts in the 
Chinese economy and its future 
impact on shipping.  
 
Through the 2000s, China 
pursued economic growth 
through investment in its 
industrial base, pulling in huge 

volumes of iron ore and coking 
coal for steel production, whilst 
relying on coal to power this 
growth. In doing so, it followed 
a well-trodden path, blazed by 
the UK and Belgium in the 
19th Century and then, subse-
quently, the Soviet Union in the 
1950s and many Asian 
economies since.  
 
However, this mechanism for 
driving economic growth has 
proved as unsustainable for 
China as it had for other 
economies before it, both in 
terms of maintaining economic 
growth and avoiding severe 

environmental degradation. 
 
As a consequence, the cargoes 
which were so important in 
driving the previous phase of 
growth – iron ore, coking coal 
and steam coal – are seeing 
their growth rates drop, whilst 
the cargoes associated with the 
next phase of China’s growth 
story continue to expand.  
 
We project that Chinese iron 
ore imports will peak in 2020 
and decline thereafter. The 
slowing of iron ore trade 
growth reflects the maturing of 
China’s economy, at a time 
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when greater volumes of scrap 
steel will be recycled, further 
reducing demand for iron ore.  
 
This trend is already having a 
material impact on shipping 
demand, with steel production 
increasing at a faster rate than 
iron ore consumption every 
year since 2015.   
 
The other prop to Chinese ore 
imports – substitution of 
domestically mined ore with 
higher quality foreign ore – will 
also be kicked away by the end 
of the decade, as imported ore 
is already approaching 90% of 
total ore use. MSI’s modelling 
suggests that 5% of Chinese ore 
demand will continue to be met 
from domestic sources in the 
medium term.  
 
Coal imports into China are 
also under pressure. Imports of 
both coking coal and metallur-
gical coal hit historic highs in 
2013/4, levels that are not 
expected to be repeated. Steam 
coal imports slumped through 
to 2015, but have since staged a 
mini-recovery, which is 
expected to be short-lived as 
China curbs its reliance on 

coal-fired power stations. 
Meanwhile, coking coal is 
affected by the same headwinds 
depressing iron ore imports.  
These developments have 
significant implications for the 
dry bulk market, which MSI 
believes have not been fully 
factored into the thinking of 
many vessel owners, investors 
and financiers.  
 
The plateauing of Chinese 
demand for coal and iron ore 
poses a major threat to larger 
bulk vessels, which have been 
reliant on growth in these 
cargoes to absorb the order-
book. Indeed, we would argue 
that the principal prop to the 
recovery in Capesize earnings in 
2017/18 was strong Chinese 
demand for these cargoes – 
Chinese demand for iron ore 
grew by 6.4% in 2017 – and, 
furthermore, such a recovery 
would have been inconceivable 
without such a contribution 
from China. 
 
In the post-2020 world, in 
which Chinese imports of both 
iron ore and coal will be 
contracting, the average annual 
increase in Capesize demand 
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will narrow towards zero by 
2025, from 7.7% in the 2010-
17 period and over 9% during 
2003-8.  
 
Of course, Capes will capture 
new cargoes – Capesizes 
loading bauxite from West 
Africa are a good example of 
this diversification – but, 
overall, the larger fleet segments 
will face significant headwinds, 
which are being compounded 
by aggressive ordering for larger 
dry bulk vessels. 
 
This underpins one of MSI’s 
core views on the dry bulk 
sector at present: investing in 
larger, gearless vessels carries a 
significant risk, and obtaining 
meaningful, consistent positive 
returns represents something 
close to a best-case scenario. 
Doubling up Panamax cargoes 
to fill Capesizes likely means 
that Panamaxes will not avoid 
the headwinds, but we believe 
that geared vessels are likely to 
outperform their gearless coun-
terparts.  
 
Gas-fired 
However, the shift away from 
the traditional props of growth 

has opened the door to other 
commodities to fill the gap. 
The most obvious of these is 
LNG, with Chinese LNG 
imports expanding by 42% in 
2017 to reach 39m tonnes.  
The source of this growth is 
also illuminating; of course, 
China’s shift to gas-fired power 
stations is important, but a 
significant proportion of LNG 
is actually going to fuel new 
housing developments.  
 
Gas as a fuel is significantly 
cleaner and more convenient 
for both heating and cooking, 
and the existing use of coal for 
these activities has been a 
significant driver of poor air 
quality in China.  
 
Switching to LNG for domestic 
use reflects China’s increasing 
concern regarding environ-
mental issues, as well as the 
growth of a Chinese middle 
class that is increasingly able to 
prioritise convenience over cost. 
The rise of China has also been 
pivotal in ensuring that the 
broader LNG market remains 
balanced, as well as attracting 
longer haul cargoes. 
 
Cargo  
Diversification 
The diversification of import 
sources has driven longer haul 
trade in crude oil markets that, 
in turn, has been supportive for 
oil tanker markets. Increased 
Chinese imports from Latin 
America – driven by Brazil and 
Venezuela – have been a key 
distance driver for crude oil 
trade. 
 
Brazil will be increasingly 
important as offshore output 
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grows, whilst Venezuela is expe-
riencing chronic production 
issues associated with political 
turmoil. Nonetheless, the 
Americas will continue to 
provide tonne-mile growth, as 
explosive growth in US crude 
oil exports move in increasing 
volumes to China, though this 
remains vulnerable to intensi-
fied trade wars. 
 
This positive impact has been 
partially offset by increased 
imports from Russia via the 
ESPO pipeline which of course 
contributes between little and 
no demand for tankers.  
 
Chart 3 shows how China’s oil 
imports have shifted over the 
past 13 years, with the core 
Middle East component 
playing a key role historically in 
facilitating growing Chinese 
demand, but becoming less 
important in the future. 
This fits into a broader theme 
of China seeking to diversify 
and secure sourcing of its 
imports, including seeking to 
reduce reliance on shipping via 
the Malacca Strait (with a new 
oil import pipeline linking 
Yunnan to the Indian Ocean via 

Pakistan and Kenya where, 
historically, infrastructure 
investment has been either 
limited or unsuccessful.  
 
The political importance of the 
BRI means that it is highly likely 
that this infrastructure will be 
built (although the Chinese 
businessmen referring to the 
project as “One Belt, One Trap” 
probably gives a good indication 
of the likely profitability of said 
infrastructure).  
 
The infrastructure build-up in 
previously restricted areas will be 
key in completing the expansion 
of the container logistics 
industry; the Indian Subconti-
nent stands out for the limited 
penetration of the global 
containerised supply chain into 
its economies, with poor infra-
structure being a contributing 
factor.  
 
Whilst, in the short-term, 
container industry headlines 
will continue to be set by Presi-
dent Trump and his trade wars, 
the impact of China on the next 
10 years of the global container 
market is likely to be more 
focussed around the expansion 
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Myanmar also part of this 
broader theme).  
 

Belts and boxes 
This geopolitical angle helps 
define China’s impact on 
container shipping as well. 
Whilst, of course, the rise of 
China as a manufacturing hub 
was critical in defining the past 
two decades of container ship-
ping, China’s role is increasingly 
contentious, as the trade spat 
with the US proves.  
 
However, in the long run we 
believe that, from a container 
shipping point of view at least, 
China will prove important in 
developing the global logistics 
supply chain. Of course, the 
main mechanism for this will 
be the Belt/Road Initiative 
(BRI). 
 
In our view, from a shipping 
standpoint, the cargoes directly 
associated with the construc-
tion of the BRI will be less rele-
vant, although they may 
provide a useful top-up to the 
multi-purpose and PCTC 
market. Instead, the key effect 
will be developing the infra-
structure in countries such as 

of infrastructure in previously 
underinvested regions.  
 
Looking ahead 
The global shipping industry 
should recognise that the profile 
of China’s trade, and its national 
priorities, are changing. China’s 
economic shifts bode ill for 
vessel classes and owners 
focussed on the traditional 
engines of growth – iron ore and 
coal - if they rely on these for the 
longer term.  
 
Both LNG and crude tanker 
owners are counting on China 
to save them from the over-
supply in their respective sectors.  
 
However, whilst we are scep-
tical that China’s investments in 
infrastructure in the Indian 
Subcontinent and Africa will be 
profitable, we suspect that 
shipowners who are able to 
understand and access the 
opportunities that the BRI 
presents will be some of the 
biggest winners in the next 
phase of China’s development.  
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